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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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At the equilibrium point Eo ,
it shows that

I = Ext Py Y I tp 2) Slope of BL = Slope of Ic ( Utility is maximized )
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Therefore
,
Claire and Alex are optimizing their choices , while others are not

.

y Muy

lP×= I ,Py= 2) They need to adjust their choices

¥
=
M =L

Py Muy

Px MU×
• Phil and Harley →

<

Muy
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While
,
in the market requires only b unit of y to gain more ✗ ( a > b)
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It means that Luke is forced to give up 1 unit of ✗ to get just b unit of y
• Luke →

Py

that satisfy him ,
but the market give him a unit ( a > b)

So
,
he should consume less of ✗ ( apple) and consume more of y ( pear )
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(A) At 4=0; Rex -1 Pyy = 120 At ✗ =o ; Rex -1%4=120

Px ✗ + 0 = 120 0 + Pyy = 120

✗ = y = 12¥Px

✗ = 1¥ = 40 L = 1241 = 30

( 40,0 ) ( 0,30 )

(B) If Income increase from 120 to 150

the new budget line will be changed (C) with the new equilibrium, the Income elasticity

to 10,19 ) and ( 25,03 , so
the new equilibrium of y will be equal
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the income elasticity of y
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