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ECO 101 830  Principles of Microeconomics


Homework #1

Answer Kay
1. (6 points) Suppose the country of Mexico produces only two goods: oranges and sweaters.  The production possibilities curve is graphed below.
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a) Consider  the four points labeled on the diagram.  Describe each point in terms of its attainability (is it possible?) and desirability (is it efficient?).  
Point A:  attainable but not efficient since the economy is not using all of its resources
Points B and D:  attainable and efficient; on the PPC and using all resources

Point C:  not attainable given current resources and technology
b) Is there one “best” point for the economy to produce at this time?

No.  Both B and D are on the PPC and efficient.  The best point would depend on society’s preferences for oranges vs. sweaters.
c) On the graph above, show how economic growth will affect production possibilities.
The PPC will shift out, up and to the right.
2. (6 points)  Describe how the concepts of scarcity, choice, and opportunity cost apply to each of the following situations. Think about: what is the scarce resource?  what is the choice to be made? what is the opportunity cost of the choice?
a) You debate using a Saturday afternoon to (1) go to the movies or (2) work on this assignment.
The scarce resource here is time.  There is only one Sat. afternoon on this day so you must choose how to use that time.  The opportunity cost is the lost benefits from the next best use of that time slot.
b) The Oswego County legislature, facing a large budget deficit, debates over whether to (1) increase property taxes 35% or (2) increase property taxes only 15% and lay off 100 county workers
The scarce resource here is tax revenue, so the choice must be made to either increase revenue through a tax hike or less the tax hike and cut the use of the revenue (i.e. salaries of workers).  If the larger tax hike is chosen, then the opportunity cost is the alternative private use of those funds.  If the other option is chosen, the opportunity cost is the value of the lost services of laid off workers
3. (4 points)  Looking at data on married households, economists find that husbands whose wives work earn less on average than husbands whose wives are not in the labor force.  I then conclude that I should quit my job to boost my husband’s earnings.  Describe what is wrong with my economic analysis.
This is an issue of correlation vs. causation.  I am observing the correlation between wives not working and husbands’ earnings and I am assuming that the wife not working is causing the higher income for the husband.  However, it is more reasonable that a husband having a high income is the first place is causing the wife not to work.
4. (4 points)  Explain whether each of the following statements is positive or normative.
a) ExxonMobil posted record profits in the 3rd quarter of 2005.

This is a positive statement.  It is a statement of fact that may be verified with publicly available profit data.
b) Oil Company profits were too high in 2005.
This is a normative statement.  It is a statement of opinion about the size of oil company profits.  We cannot test whether profits are “too high.”



