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ECON 180 – FINAL EXAM - Graphing Portion

Essay Questions Use graphs, equations, and sentences to explain your response. Thoroughly.  When appropriate, show your work.
1. Consider an individual with an income of y = $3,500 who consumes housing, q, and a composite of all other consumption, c.  The price per unit of housing is p = $5 and the price of c is $1.  (12 points)
a. Graph their budget constraint.  If this person consumes the legal minimum housing of q = 500, how much c is consumed?  Indicate the consumption level on your graph.  Graph an indifference curve tangent to the budget constraint.
Y= $3500, p= #5, c= $1.
Therefore, y= (q)* price of q + (c)* price of c
I.e. y= 5q + c = 3500
Therefore if q= $500, then; y= (5)*(500) +c =3500
= 2500 +c =3500
Therefore, c= $1000

b. If this individual qualifies for a government Income Grant of $1,000, how will their budget constraint change?  Graph the changes, assuming that half of the grant is spent on housing and half is spent on everything else.  Graph the indifference curve tangent to the budget constraint.
Government grant= $1000, the grant results to an increase in income to $4500.
Therefore, y= 5q+c=4500
How will their budget constraint change?  
Due to increased income, the budget constraint will shift to the right.
Graph the changes, assuming that half of the grant is spent on housing and half is spent on everything else.  
0.5*$1000= $500- spent on housing, and the other $500 is spent on everything else. 
Units of housing added = 500/5= 100 units, units of q added = 500/1= 500 units. 
Graph the indifference curve tangent to the budget constraint.
Therefore, y= 5q+c=4500,
New value of q= (100+500) units
= 600 units
New value of p= (1000+500) units
= 1500 units
Hence, y= (600*5) + 1500 = $4500
	

c. Imagine that instead of an Income Grant, the government chose to subsidize the production of public housing, increasing the level of housing consumption purchased by the individual to q = 900.  Graph the change.
The new value of q is 900 units. This time, there is no Income grant therefore the level of income is $3500. It’s also true that the consumer will depend on $2500 for q and $1000 for c. 
Therefore, y= (900)* price of q +c = 3500, where q=900, and c= 100
The new price of housing will be given by 900p=2500
Therefore, =2500/900=$ 2.78
Graphical representation
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