
#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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calculate the price elasticity of y :
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Cup
2 a ) O' soup
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b) Py -- 1.5 → P'y
= 2

0.31601--18 6×+24--60

if y -
- o if x - o

bX= 18 24--42
bx - 60 24=60
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C) As a result of price change , the consumption of Cup O' Soup increased by 1

The result of substitution effect :

5. E
. { ! X1

- XO = 5.5-5--0.5 O

Yi - Yo = 18-20=-2 0

The result of income effect :

I. E
. {

X = Xz - Xy i 3 - 5.5=-2.5 O

Y i Yz - Y , i 21 - 18=3 0

Total Effect = T.E. = 5.Et I. E
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i. The consumption of x decreases and y increases when real income decreases .
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d) Demand for Cup O
'

Soup
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3 If consumers do not buy less of a commodity when

their incomes rise
.

This means the goods can be considered

as normal goods .
However

,
as a result of price change , the

substitution Effect makes the consumer buys less of goods since

it looks more expensive .

On the other hand
,

the rise in prices makes

the consumer has less power to buy and accordingly purchases less of

goods . Therefore , both S
. E

. and I . E
.
for price rises affect the consumer

to buy less .


