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#2 Given the price of x = 3, price of y = 4, and budget = 120.







































A) Draw the budget line and find the equilibrium with the given indifference curve IC in the diagram below.

B) If the income increases from 120 to 150, where will be the new equilibrium  so that the change in the 
consumption of x be such that the Income Elasticity of x is equal to 1.

C) With the change of equilibrium you found in (B), what will be the Income Elasticity of y?
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* Claire s 6
=

12 ; this means that when spending si on apple ,
Claire's utility

1 2 will equal to $1 spend on pear. it reflects that Claire has already
have a maximise utility .

* Phil s G G
;

this means that when spending si on apple ,

Phil will gain
1 2 more utility than $1 spending on pear . Therefore Phil should

consume more apples and decrease pear in order to raise vilify .

* Haley s 6 3 ;
this means that when spending si on apple , Haley will gain

I 2 more utility than $1 spending on pear . Therefore Haley should

consume more apples and decrease pear in order to raise vlility .

A Alex '

g = g ; this means that when spending si on apple ,

Alex 's utility
will equal to $1 spend on pear. it reflects that Alex has already
have a maximise utility .

* Luke 3 3 12
;

this means that when spending si on apple ,

Luke will gain
I 2 less utility than $1 spending on pear . Therefore Haley should

consume less apples and increase pear in order to raise vilify .
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