


#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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The new budget line will shift inward due to the increase of price both of X & y .

In this case
,
the line shifts same as when we decrease the income but Px & Py
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As we increase both of the Px & Py at the same rate
,

the new budget line will be
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These graphs have different condition as you can

see how each red line shift
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④ As a result of this price change ,
the Cup O'soup consumption
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becomes i. In this case ,

the consumption increase means that ; ,

i ' X = dining hall

the income effect leads to the increase of consumption , which the Cup O' soup
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is inferior goods , and it outweigh
the substitution effect
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As the increasing of the graph, it shows that even though

the price is higher ,
the people still consume more
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which is a giffen good .
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