#1 Demonstrate how PCC with varying price Py, (Px and Income are fixed) can give us the price
elasticity of Y to be equal to, less than, or greater than 1 in absolute value

#2
7. A college student has two options for meals: eating at the dining hall for $6 per meal, or eating a Cup O’
Soup for $1.50 per meal. Her weekly food budget is $60.

a. Draw the budget constraint showing the trade-off between dining-hall meals and Cups O’ Soup.
Assuming that she spends equal amounts on both goods, draw an indifference curve showing the

optimum choice. Label the optimum as point A.

b. Suppose the price of a Cup O’ Soup now rises to $2. Using your diagram from part (a), show the
consequences of this change in price. Assume that our student now spends only 30 percent of her

income on dining-hall meals. Label the new optimum as point B.

c. What happened to the quantity of Cups O’ Soup consumed as a result of this price change? What
does this result say about the income and substitution effects? Explain.

d. Use points A and B to draw a demand curve for Cup O’ Soup. What is this type of good called?

#3
11. Economist George Stigler once wrote that, according to consumer theory, “if consumers do not buy less
of a commodity when their incomes rise, they will surely buy less when the price of the commodity

rises.” Explain this statement using the concepts of income and substitution effects.



Equili brivm Condition:

Vorieble condltions :

N Bxafyyz 120 P: &
8: fo
2) My (xe,499) . Py Py various price = 23,4
mv (%o, 4,) Pj
60 1 60+
407 607
49 1 G0
30 < “ <
20 1 1‘1. 20
o7 Icﬂ 1o ¢
Iq
llo 0 e 40 ;o x ] Y ] ; S P‘,



l;"' J;n'nu" hall be Iﬁ

a. ed‘imj o (up O Sevp X
Y BL, = tsx +by =60
101
A
s -
ICo
Blo
i | | >
e 20 0 40
b.
Y

d’blt“\' "P""‘ 0'\\\1 10 '/ of ;ncmu

%, %8t (oo N x, =u}
€24
4 byt 60 (0.3) » y,*3 8 o

ICo
Bla

L " v v ,
\e 20 10 40

The comumpltion ot x5 hightr when price of =« nevem ss

neons fest domimantes subshituidion offect

\e 20 %0 40



Pe

1.9

Da

l'o U

This 'l"m of gwls is oled “‘Giften g«d;'
(The %ooo‘c v which e law of Jznm}

s wiolatal )

Pssyme The cuny.dﬂvx X 18 \u'\.c) N\Ah,u‘

“\l ﬁﬂ" p»*‘ of 'ﬂ\' du’ftnm"'-
“If conumers do not lm, loss of &
cmnodi-\-;) when  incame  rises” inp\id-“‘
means Thed the Tncome et iy hmu,..*:'!
,i.e.q‘7o°', e gtm‘s \s narma).

Su"w price c* & (ncresses.

T4 on be ceen thed M comumer wid \m’
\wss of « . This can be gursnfurndd be the fuf
Mt e tneome ffed is nownegative.

¢ I\’&,H’u'\';“ eﬂed ondd ncomt efheet

mave tm the some divechion)



