
1

AREC 315
Fall 2006

Exam #3
(75 Points Possible)

Please respond to the following questions in a clear and precise manner.  Use equations,
graphs, and numbers, where appropriate or when asked for, to support you answer.  Show
your calculations on problems to receive full credit for your answers.  Use complete
sentences in your responses.  Please manage your time wisely.

(5 Points)  1. Please define, in one sentence, the following terms or principles as they 
were utilized in class or in your textbook.  No graphs or equations 
please.

a. Deadweight Loss

b. Opportunity Cost

c.  Demand Elasticity (Price Elasticity of Demand)

d. Market Equilibrium

e.  Price Floor
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 (10 Points) 2.  a. Using a partial budgeting framework, analyze the decision to adopt a
single pass, multiple operation implement in cotton production if the 
investment adds $30/acre in costs, $10/acre in added returns, $5/acre 
in reduced returns, and $40/acre in reduced costs.  Is it profitable to invest 
in the new implement?

     b. Many analysts remark that the partial budgeting tool has conceptual 
roots in economic theory.  What do they mean?



3

(10 Points) 3.  Economists generally argue that there are two reasons for inefficiency: 
waste and misallocation.  Using a production possibilities frontier 
framework, illustrate with a graph and discuss a business example of:

a.  Waste

b. Misallocation
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(10 Points)  4.  Jim and Mary are having a heated argument concerning expected price
and sales fluctuations given an unexpected demand increase for wide-
screen, high definition television sets this month.  Jim argues that in the
short- and long-run he expects no fluctuation in prices and a dramatic
increase in sales (number of units sold).  Mary, on the other hand, believes
that short run prices will spike (increase) because of the inability of
suppliers to adequately respond to the unexpected demand, but then in a
month or two fall back near their current levels while sales will increase
more in the long run (in 2-3 months) than in the short run (next month).
Using the appropriate demand and supply model, illustrate and discuss
who is correct.
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 (10 pts.)   5. Operational and cash flow budgets are two critical tools for managing 
any profit or non-profit organization.  Please compare and contrast these 
two tools on the basis of their structure and their measure for profitability.
Structure implies the format utilized for organizing the budget 
information.
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(15 pts.)  6.  Using the demand and supply model developed in your text and in class, 
please illustrate with a graph the following statements.

a.  If demand is perfectly inelastic, suppliers can pass all of a tax on their 
operations directly to the buyers.

b.  A decrease in demand will have a more dramatic impact on sales the 
more elastic the supply curve.

c.  Some, but not all, cost savings associated with a new manufacturing 
technology will be passed on to the buyer.
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(15 Points)  7.  Government policies that constrain market behavior often produce 
winners and losers, and reduce the market efficiency of the economy.  
Using a standard demand and supply model, graphically illustrate the 
winners and losers with the imposition of a minimum wage.  Make sure 
you measure changes in buyer and seller surplus from your graph.


