


#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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b) spend Ht . of $60 on dining - hall meal
= spend $18 =3 unit

c) He consumes more of soup and less dining - hall meal .
The income doesn't change so it is not related

It is the substitution effect because price of soup

is higher . It is obviously seen that soup is ' Giffen

good ' because with higher price , he consumes more
,

which contrast from a Law of demand .



After an increase price of soup , he has to

reduce 3 soup for 1 dining - meal which is

less that at first Ce) .

P
d) ' Giffen good

'

" f • position
20
- •

# a

1. 5 2


