
#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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Firstly , this type of commodity is a normal good since when people
want to buy more due to a rise in consumers

'

income
. According to this type of

good ,
the income and substitution effects will work as the same direction

.

For example ,
a decrease in the relative price

of the good will increase
9 aantity demanded both due to the facts that good is now cheaper than

sub titivate goods as well as the lower price mean more total
purchasing power
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As a result of income andsubstitution effect

,

in substitution effect States that an increase in the

price of a good will encourage consumers
to buy sub Sti

- tude goods .

The income effect effectively cuts
disposable income and there will be lower demand for
the good ( Py increases) due to the fall in disposable
income.
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