
#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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holed : Demand elastic when Imply In ① the price elasticity of y is inelastic → tyylc ,

Demand elastic when Imola ② the price elasticity of
y is elastic → tyyl >1
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② let C : amount of meals at Cup O
'
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c) as the price of C increase the total effect is increase
b) If price of C increase from 7.5 to 2 and he spends 30% of income on D

• for the substitution effect the consumption decrease
BD = 31×60 2C = to too 6 when price increase ,

the substitution effect (fixed real income) → reduction of C
100 100

. for the income effect
,
the consumption increase →when price increase ,

the income

613 = A 2C : 42 effect case increasing in C
D =3 C = 21

i. Income effect outweighed the substitution effect
,
so total

new Budget line : BD -12C - 60 effect will increase
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③ If consumer don't buy less of good when their income increases ,
this good will be normal goods .

For normal goods ,
the income and substitution effects both imply that the consumer will buy less if price increase .


