


#1 If the price Px and Py increase 10% at the same time, with income

Remaining unchanged, show that this is equivalent to a reduction in income.



#2 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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From the qraph , we canconclude that when price Chanqe
withthe same time and rate it can leads to inflation

.



A) Let กะ eat at dining hall → 6 $ lmeal

ฯะ eat a cup 0
'

soup → i. 5 $ /meal

she has 60 $
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i. if she would Iilce to eat เ meal at dining ha"

She has to trade off with 4 meals of a Cup อ่ soup.
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if the price of อ่ soup increase by 2$
61 +24 ะ 60

A ะ 0
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A = 20

if she want to spend only 3อ f. of her budget on dininghdlmeals

30/ 16อุ่ | = 18 ะ Pn

I
แ t hy ะ 60

2lf ะ 42

q ะ 21 $

So
,
she dan spend only 42 $ on อ่ soup

6กะ 18

7 = g | 2Y ะ 42

หู้ 21

At กะ 3 and หู้ 21 is the optimum at point B.
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to be tanqent to the original ICo at G

Substituition Effect for X = Xo -Xz
ะ Yz - Yo

Income fffect n From G to B
↳ Let chanqe in นะ คะ - Xt

chanqe iny = Yi Yt

d) As the purple Iine
,

when the price of × decreas
,
the Conshmers wm

mying less x. This is griffin good .


