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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?


F 125 ,
18.75)

•

Yo
'
- 15
- - - -

-
- - - -

-

l
"

t IC
'

l

l

l

l

l
l



A
. Budget line At + Pyy .- B

At 44 '- 120

when X :O
,
Yi 30

Y ' O
,

X -
- 40

.

'

. The equilibrium is at E 120,151

13 If income increase from 120 to 150
,

Budget line : 38-144--150

When X -
- O

g
Y i 37.5

Yi O
,
X = 50

he = f. OQX
=
Xi - 20 x loot .

% OI
20

150 - 120×1007.
120

X ,
-20

1 =

0.25120)

X
,
i 25

i . Y , i
150 - 3125)

i 18.75
4

New equilibrium 125
,
18.75)

C Income elasticity of y at 125
,
18.751

NI s
t
-
OQY

i. OI

i 18.75 - 15
x 100

15

150 - 120
y 100

120

i 0.25
= 1 .



• Optimum condition change in their spending
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