No Excel Answer workbook
Budget Constraint Answers

1) In the Changes sheet, make p2 = 5.

Take a picture of the graph and paste it into your Word document.

[image: image1.emf]How the Budget Line Changes

0

5

10

15

20

25

30

35

0 20 40 60

x1

x2

initial

new


2) The new budget line in Q1 shares the same x intercept with the initial budget line. A friend complains that "This doesn't make sense because if prices are higher, you should not be able to buy the same amount of the good." How do you explain to your friend what's going on?

Only the price of x2 rose; while m and x1 stayed constant. It makes sense that if the consumer spent all of her income on x1 [denoted by the x intercept value of 50 in the graph shown for 1)], the price of x2 rising or falling would have no effect. Notice also how the effect of the higher p2 is at its greatest when x1=0 – of course, since it means the consumer has decided to buy only x2.

3) Suppose a budget line is drawn with music CDs on the Y axis and fast food on the x axis. You're hanging out in the mall when you notice that the music store is giving away a coupon for a free music CD. Draw what happens to your budget line. Include the initial and new budget lines. Use Word's Drawing tools to create your graph.

(Hint: You may have display the Drawing tools by executing View: Toolbars: Drawing.)
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4) Since 1979, the US Food Stamp Program has been an in-kind subsidy -- food stamps can only be spent on food. Although it is illegal to sell food stamps, some people do it anyway. Suppose a food stamp seller could get 50¢ for every $1 of food stamps.

Draw the budget lines of a food stamp recipient who refused to sell food stamps versus a food stamp seller.
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The key here is to consider what happens if the food stamp recipient sells her food stamps and buys other goods. Because she can get only half of the value of the food stamps, she will not be able to travel up the dashed line and, instead, travels along a line with one-half the slope of the budget constraint.
5) The USDA runs the Food Stamp Program and it has a nice web site at

http://www.fns.usda.gov/fsp/.
Visit this web site and find out how many Americans participated in the food stamp program last year. Report your answer and provide a citation of the web page (i.e., a URL). Describe your procedure in answering this question.

Click on the Researchers link, then Program Data to get a link to annual, state-level data of persons participating. Following is the average number of persons participating each month during the fiscal year as of December 21, 2005:

	
	FY2001
	FY2002
	FY2003
	FY2004
	FY2005

	TOTAL 
	17,318,458
	19,095,637
	21,259,152
	23,857,607
	25,682,561
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