
#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
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Incase Py increase
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There are 2 goods ,
✗ and Y At point Eo the consumer consumes

price of ✗ =3
20 units of ✗ and Y

price of y
= 4 f

suppose that price of Y decrease
Income = 120

to 2
,
while px and incomeBlo =

3×-149=120
are unchanged .

So
,
the new BL

will change to

BL
,
: 3×-1 2g = 120

The point that yy =

" say
i. spy

= - I → / Yy / :L
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• i. spy : 3-4

s+÷
= - " " then i. say

= 30% → / Yy / = I

↳ e. say = Yi - Yo

y
✗ 100 c- 30

=

?y,¥!÷ ✗ 100=30
, y ,
I 27

% If the consumer consumes 27 units of
y ,

the will also

consume w units of ✗
,

shown in point E ,

•If the Eq . point on area
, %IQy will be > 30%

then My / =\
"

I > 1 .

• If the Eq . point on area
,

Day will be < bot.

then My / =/ Qy < "0%1<2
40%
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BIO : 1-5×+69=60
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When poico of ✗ increase
,
people will

[consume more of
y and less of ✗
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BusilyIncome
"'"
"

when incomes rice BL will shift to the right .
y

i
so

,
it will effect the Eq . strange from Eo to F- 1

i
i As the question mention that

" if consumers do not buy less
* A

i

yo - - - - - - - - - Ho -
¥?

- - -Its- of a commodity when income rises

"

this sentence imply
I 1

i i T.co
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' ' that the income effect is nonnegative , 420
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the goods is normal
.

when px increase

y
The buyers will buy less of ✗

.

Moreover
,
the income effect

is also nonnegative , means that substation effect and

i.
.

"
- Income effect move in the same direction .
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