
* Original equilibrium point at A ( optimise utility )
U
l where customer consume Y -

- YA d X = Xp
^
B BL

,
and represented indifferent curve as ICA

Pga ppc * Assuming h't l

B BL
,

A Pyd → purchasing power of Y M
Py

→ purchasing power of X remain the same
YB •

B

ya •
A so budget line rotate from BL

,
to Blg

143 A Pyd by it. so quantity of Y will 1 to so Ix T
KA 7

> X which can be represented on point B l XB , YB)
XAXB B

Px and having same max utility along ICB
* PPC is positive slope when n! < I

* Original equilibrium point at A ( optimise utility )
U
l Ppc where customer consume Y -

- YA d x = Xp^
BL
,

and represented indifferent curve as ICA
* Assuming h! = I

y.

" ! * Pm : ::::::::: ::3: :!
'x'remain the same

u •
A so budget line rotate from BL

,
to Blg' A ICB

ka
A Pyd by it. so ly will = I %

,
so Ex unchange

> X which can be represented on point B l X
, YB)XA A

and having same max utility along ICB
* PPC is vertical line when n! = I

* Original equilibrium point at A ( optimise utility )
U
l where customer consume Y -

- YA d X = Xp
^
B BL

,
and represented indifferent curve as ICA

Pga
A Assuming M¥ 7 1

YB o
B

B BL
, A Pyd → purchasing power of Y M

Py
→ purchasing power of X remain the same

ya •
A so budget line rotate from BL

,
to Blg

* Pyd by it. so quantity of Y will 1 to go Ext
PPC

KA
> X which can be represented on point B l XB , YB)

XB XA B

Px and having same max utility along 193
A PPC is negative slope when n! > 1

Suda Sirimaneewat
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meals & soup : substitute good
y
n

' 60 = GX + 1.5 y
intercept Imax units ) :40 - Bho 60

= 10 units

30 - BL ,
- Meals ( assume as x ) 60 S : 6

60

20 - .
A - SOUP ( assume as y ) 60 S : i. s

= 40 units

×
see:D
.:Y:!::O:: ::&.no#dsi:a::::i:n

I 4 6 8 10
- soup ( assume as y ) 30 s : 78 = 20 units

> PM ly d

Max amat can buy with new price of soup ,
GO

= 30 units
2

spends only 301. of her income on meals ,
30

× 60 = 18 S ) '

28 = 9 units
100

hole : in order to maximise utility , she must spends all budget :

B = ( Pxllx) x ( Py) ( Y )
60 = ( 6) ( X ) + ( 2)(9)

go - 1g
= × } .

.

. new optimum : × = ry & y = a

6

7 = X

y
n

substitution effects c A- → C )

40 - Bio Pg 9 → 2yd → ex
"

to remain utility
30 - BL ,

i . X > O

"
A y s o7¥

income effects cc - B )
l l l l l 7 X
2 4 6 8 10 Py 't → real income → 2yd & rxd

( Bg )
i . X s o Suda Sirimaneewat

y s O 6304641480
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npy
2.5 - e : Cup O

'

Soup is normal good
2 - o

1.s - as when price increase
, quantity increase

D
l -

0.5 -

l l l l s ly
5 10 15 20

Y A Income Effect

B? when consumers have more income
,
it means that

Py
B they have more purchasing power
Py

* If income 9 = budget 9 = slope of budget balance stay the same
•
B

YB off but it will parallel shift outward as customers have 9 purchasing powerYA

>
from Bho to BL

,
in order to maximise their utility.

IE

Bho : . I 9 → B
''
a XB B B

' X ( p× ) d ( f3y ) 9
→ Ix 9 d 'y 9

Px Py

* Substitution Effect
when the price of x or y increases

,
customer will buy less of product .

However
, they will buy more of other goods in order to remain the same utility .

In this case
,
there will be " Imaginary budget line " occur as substitution bundle doesn't exist

as it 's located above the real budget line

Y Y
n n

B B

Py Py
U •

B

1A

YA a
A YA °

A

B
YB a

Blt Ico Ico
<
SE SE

s BL ,BL
o

BL
o

) X ) X

X
B

XA B XA XB B

Px Px Suda Sirimaneewat

Px increases Pg increases 6304641480

Px 9 → xd → sub by 49 : u Pyp → iyd → sub by Qx ; 0 Page 313

<
: when price of x or Y increases

,
customer will buy less of that product .

Instead
, they will buy other products to remain their exist utility .


