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#2 Given the price of x = 3, price of y = 4, and budget = 120.







































A) Draw the budget line and find the equilibrium with the given indifference curve IC in the diagram below.

B) If the income increases from 120 to 150, where will be the new equilibrium  so that the change in the 
consumption of x be such that the Income Elasticity of x is equal to 1.

C) With the change of equilibrium you found in (B), what will be the Income Elasticity of y?


 304641191 Pornchanok Thawornphiboon

Mm Muy

H1 ly K Py

G G
G 3
6 1.5
3 3
3 6

yiis.ae
Yo 75

Xo 4



0 FromMax Px
Muy Py
Muy Muy
R Py

From thetable we can conclude that Clair and Alex hadoptimized theirchoicesalready
PhilandHaleyshouldbuymoreapplesbecause it is givingmoreutilityperoneunitprice
Lukeshouldbuymorepearsbecause it is givingmoreutility
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Theincome Elasticity of y is also equal to 1


