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Eco 101 form A


Name:_________________________

ECO 101 830  Principles of Microeconomics  
Exam 1
February 24, 2006
Form A

Part I:  Multiple Choice (60 points)

Read each question carefully and select the best response.  Circle the appropriate letter of the response and fill in the corresponding circle on your answer sheet. 
1. Other things being equal, demand is MORE elastic when

a) the good is a luxury and not a necessity.

b) the good is broadly defined (a hamburger rather than a Big Mac).

c) the item is NOT a large part of your budget.
d) all of the above.
2. Suppose parking fees at SUNY Oswego increase.  If demand is relatively elastic then

a) total revenue from parking fees will fall.

b) total revenue from parking fees will rise.

c) total revenue from parking fees is constant.

d) the direction of change in total revenue from parking fees cannot be determined.

Consider the graphs below to answer the following two questions.

3. Which graph(s) below show a relationship with a negative slope?
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a) A and D.

b) C and D.

c) A and B.

d) B and C.

4. The production possibility curve (or frontier)  is concave due to
a) its negative slope.

b) its shifting out over time.

c) increasing opportunity costs.

d) all of the above.

5. Suppose the elasticity of demand for an iPod is – 3.5.  This means that
a) the demand for iPods is inelastic.

b) the demand curve for iPods is very steep. 

c) a 10 percent increase in the price of iPods will cause the quantity demanded to RISE by 35%.

d) a 10 percent increase in the price of iPods will cause the quantity demanded to FALL by 35%.

6. Consider the market for SUVs.  If the price of gasoline increases by 150% we would expect the equilibrium price of SUVs to _____ and the equilibrium quantity to _____.

a) increase; increase

b) increase; decrease

c) decrease; increase

d) decrease; decrease

7. Which of the following events would cause the supply of gum to FALL?

a) A discovery that chewing gum reduces tooth decay.

b) An increase in the price of cinnamon.

c) A rise in income (assuming gum is a normal good).

d) A rising population.

8. A time-series graph of mortgage rates would show 

a) the mortgage rates in different cities.

b) the relationship between mortgage rates and housing sales.

c) the behavior of mortgage rates over time.

d) that mortgage rates are positively related to ice cream sales.

9. Any point outside the PPF (or PPC),

a) is not possible given current resources and technology.

b) represents efficient use of the economy’s resources.

c) represents the inefficient use of the economy’s resources.

d) none of the above.

10. An increase in the price of Snapple drinks 
a) causes the supply of bottled water to shift right.

b) causes the demand for Snapple drinks to shift left.

c) causes the demand for bottled water to shift right.
d) causes none of the above.

11. If flour is an inferior good, then

a) an increase in income will decrease the demand for flour.

b) the demand for flour is negatively related to income.

c) the income elasticity of flour is negative.

d) all of the above.

12. Which of the following is a positive statement?

a) Taxes in New York are too high.

b) New York State income taxes are the highest in the nation.

c) New York State income taxes are unfair.

d) New York State should replace its income tax with a higher sales tax.

13. In terms of the factors of production, the computer on my desk in Mahar is an example of

a) land.

b) labor.

c) capital.

d) entrepreneurship.

14. When both demand and supply increase (hint: think about each separately, then put them together)

a) the equilibrium price definitely falls.

b) the equilibrium price definitely rises.

c) the equilibrium quantity definitely falls.

d) the equilibrium quantity definitely rises.

15. The opportunity cost of attending college includes

a) the cost of food.

b) the higher expected future income from a college degree.

c) the wages forgone from studying and attending class instead of working.

d) all of the above.

16. Consider the following statement: “As more women have entered the labor force, the incidence of skin cancer has increased.  Therefore women working causes skin cancer.”  This statement is an example of

a) the pitfall of assuming that correlation implies causation.

b) the fallacy of composition.

c) the failure to consider secondary effects.

17. Suppose we observe that the price of laser printers has fallen.  This could only be due to

(Hint:  DRAW THE GRAPH!)

a) an increase in demand and/or a decrease in supply.

b) a decrease in demand and/or an increase in supply.

c) a decrease in demand and/or a decrease in supply

d) an increase in demand and/or an increase in supply.

18. Consider bagels and cream cheese.  These two goods have a cross elasticity of  -5.  This means that
a) Bagels and cream cheese are strong complements.

b) Bagels and cream cheese are weak complements.

c) Bagels and cream cheese are strong substitutes.

d) Bagels and crease cheese are weak substitutes.

19. Other things being equal, supply is LESS elastic when

a) producers have a longer time to adjust production. (a year vs. a day)

b) an item is easily stored.

c) a good is in fixed supply (such as paintings by Rembrandt or Monet).
d) all of the above.
20. Which of the following will DECREASE the demand for cereal?

a) an increase in the price of pop tarts.

b) an increase in the price of milk.

c) an increase in the price of cereal.

d) all of the above.

Part II:  Short Answer (40 points)
Answer each question in the space provided.  Be sure to answer each question completely.  
1. Consider the demand schedule for cigarettes in NYS below.  
	Price per pack
	Quantity (millions)

	$1
	70

	$3
	60

	$5
	50

	$7
	40


a. Calculate the price elasticity of demand for cigarettes when the price per pack rises from $3 to $5.  Show your work to receive full credit.
b. Gov. Pataki has proposed an increase in the cigarette tax for next year’s budget.  Given you answer in (a), what is your prediction of how this tax hike would affect tax revenue (rise or fall)?  Explain your answer.
2. What do we mean by scarcity and opportunity cost?  How are the two terms related?
3. The price of oil is determined by a world market for oil where the price has risen from $20/barrel in 1996 to about $60/barrel today.   During the same period, the economies of China and India (the two most populous countries in the world) have grown by   SHOW AND EXPLAIN on the graph below how the economic growth of these countries has contributed to rising oil prices.
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4. Consider the graph of the market for USED textbooks below.  SHOW AND EXPLAIN how an increase in the price of NEW textbooks leads to an increase in the price of USED textbooks.
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