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1.

•,"""""""
1×2,42) (Xi , Yi) (Xo , Yo )

•

(23,24) (27,18 ) (31,15 )

• Old • New

✗Px + YPY = B ✗Px + Ypy = B

2×+44 = 120 2×+34 = 120 - y - int 1/1=07--40

44 = -2×+120 34 = -2×+120 - X- int 4--07=60
y

= -12×+30 Y =

-23×+40

• Equilibrium change from E to F
, Py decrease .

It means that consumer consume less ✗ but more Y

i. ✗ and Y are substitute product
• Slope/ Relative price decreases from -12 to - }
• Imaginary budget line still on the same IC

A-✗ = ✗ ,
- Xo = 27-31=-410

8. F-
.

= { sy = y, - yo = 18-15=310

• Then move imaginary budget line up to New IC
consume less ✗ but more Y

I.E. = {
☐ ✗ = ✗2- ✗ i = 23-27=-410 > ✗ is inferior

,
Y is luxury

by = yz - y , = 24-18=670 i. more real income .

•

•

• Total Effects = 5. E. + I. E

TE
.

= DX = ✗2- Xp = 23-31=-8

by = Yz - y ,
= 24-15 = 9
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2.

• Old • New
✗P✗tYPy=B XPxtYPy=B
2×-144=120 3×+44=120 y - intercept (11--0)=30
44=-2×+120 44=-3×+120 ✗ - intercept (11--0)=40
y = -12×+30 4=-3-4×+30

• Equilibrium move from E to F
,
Px increase

. Means the consumer consume less ✗ but more Y.
• slope /Relative price decreases from

,

-1
,
to - ¥

• Imaginary budget line on the same 1C

DX = ✗ , - ✗0--27-31=-4105.E. = { by = y , - yo = 17-14=370

• New imaginary budget line shift up > New IC

}
Consume less ✗ but more Y
✗ is luxury , y is inferior .

DX = ✗z - ✗1--10-27=-1710
I.E={sy=y , - y , = 23-17=6 > o i. less real income

• Total Effect = S.E. 1- I. E
.

TE
.

= DX = ✗
z
- Xo = 10-31=-21

by = yz - y , = 23-14=9


