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WHAT IS ECONOMICS?

Unit 1- Chapter 1 & 2


Concept 1: (Section 1.1)

Terms:

Economic perspective: The economic way of thinking

Opportunity Costs: The value forgone of the next best product or service

Utility: The satisfaction gained from consuming a product or service (utility in economics DOES NOT refer to usability)

Marginal benefit: The extra utility gained from each additional unit

Marginal cost: The extra cost incurred from each additional unit

Ceteris paribus (Other-Things-Equal Assumption): The assumption that all other factors, other than the one being considered, are constant and unchanging

Macroeconomics: The study of the economy as a whole or basic aggregates such as the government, household, and business sectors

Aggregate: Collection of specific economic units that is treated as if it is one unit

Microeconomics: The study of individual economic units such as a person, a household, a firm, or an industry

Positive economics: Economics focused on facts as well as cause and effect relationships

Normative economics: Economics that incorporates opinions about what the economy should be like

Things to remember:

·  “There is no free lunch”- By taking the time to consume the “free lunch” you are passing by the next best opportunity. Not only is there opportunity cost, but you’re also using resources that could be used for something else. For example, if someone decides to take you out to lunch, the food you eat is no longer available for anyone else to consume. Also by going to the free lunch, you missed out on the 10 dollar per hour wage you could have earned with your low-paying job at McDonalds. Therefore the cost of this “free lunch” would actually be ten dollars.
· Marginal Benefits vs. Marginal Costs-If marginal benefits are greater than or equal to the marginal costs, DO IT. If marginal benefits are less than the marginal costs, DON’T DO IT.
· Micro vs. Macro- Figuratively, Macroeconomics would look at a stadium as a whole, not the individual people, shards of grass, hats, or banners. Alternatively, microeconomics looks at the individuals, shards of grass, hats, or banners, and not the stadium as a whole.
Concept 2: (Section 1.2)

Terms: 

Economizing problem: The need to make choices because economic wants exceed economic resources

Budget line: A schedule or curve that shows various combinations of two products a consumer can purchase with a specific money income

Things to remember:

· Wants are unlimited, but resources are scarce-Everybody wants everything, however the world does not have enough resources to fulfill those wants. People must CHOOSE which wants they are willing to sacrifice.
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Concept 3: (Section 1.3 & 1.4)

Terms:

Economic resources: All natural, manufactured, or human resources that go into the production of goods and services

Land: Consists of all natural resources or “gifts of nature” including arable land, forests, minerals, oil, and water

Labor: The mental and physical talents of humans

Capital: All manufactured aids used in producing consumer goods and services such as tools, machinery, and other productive equipment

Entrepreneurial ability: The human resource of the entrepreneur specifically. This includes acting as a catalyst in forming the company, the innovation and thought in forming the company, and the risk taken by the entrepreneur when building the company

Production Possibilities Curve: A graphical representation of the different combinations of goods and services that society can produce in a fully employed economy

Law of increasing opportunity costs: The opportunity cost of producing each additional unit rises with each successive unit. This is shown by a POINT to POINT move on a productions possibilities curve.
Things to remember:

· Resources


C – capital


E – entrepreneurial ability


L – land


L – labor

· Production possibilities curves- There are four necessary assumptions for a possibilities curve
1. full employment:  all resources, land and labor, are employed
2. fixed resources: the quantity and quality of the resources do not change
3. fixed technology: the technology used in production does not change
4. two goods: the economy is only producing two types of goods (consumer and capital goods)

*Consumer goods satisfy wants directly and now. Capital goods are goods made to produce more consumer goods in the future, and thus indirectly satisfy wants later.

*The production possibilities tables are just the points of a graph entered into a chart
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· In order to move from point B to point C there must be a change in the amount of available resources. 

· In order to move from point A to point B, there must be a more efficient use of current available resources.

· For example, point A can be because of unemployment, which is not fully utilizing the labor resource of a country. If there is a boom in the population, the total amount of labor available increases, so the curve itself is able to expand, which makes point C possible.

* Shifts of the entire productions possibilities curve

1. Increase in resource supplies - The amount of supplies change over time. An increase can change the potential output of one or both products, thus shifting the curve and resulting in an economic growth.

2. Advances in technology - Allows the firm to produce more of a good and thus results in an economic growth.

· Optimal Allocation- Optimal allocation of resources is attained when MB=MC (marginal benefit=marginal cost). (See graph on next page.)
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In the graph above, the point of intersection between P and Q represents the point of optimal allocation.

Chapter 1 Mini-Quiz Questions:

1. The idea in economics that “there is no such thing as a free lunch” means that (Concept 1)

a. The marginal benefit of such a lunch is greater than its marginal cost

b. Businesses cannot increase their market share by offering free lunches

c. Scarce resources have alternative uses or opportunity costs

d. Consumers are irrational when they ask for a free lunch



2.  A student decides that, having already spent three hours studying for an exam, she should spend one more hour studying for the same exam. Which of the following is most likely true? (Concept 1)

a. The marginal benefit of the fourth hour is certainly less than the marginal cost of the fourth hour.

b. The marginal benefit of the fourth hour is at least as great as the marginal cost of the fourth hour.

c. Without knowing the student’s opportunity cost of studying, we have no way of knowing whether or not her marginal benefits outweigh her marginal costs.

d. The marginal cost of the third hour was likely greater than the marginal 
cost of the fourth hour.

3.
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Point B represents the budget line. Which point(s) shows goods that are affordable? (Concept 2)

a. A

b. B

c. C 

d. B and C

4. A nation is producing at a point inside of its production possibility frontier. Which of the following is a possible explanation for this outcome? (Concept 3)

a. This nation has experienced a permanent decrease in its production capacity.

b. This nation has experienced slower than usual technological process.

c. This nation has avoided free trade between other nations.

d. This nation is experiencing an economic recession.


5. Land, labor, capital and entrepreneurial talent are often referred to as: (Concept 3)

a. production possibilities

b. goods and services

c. unlimited human wants

d. scarce economic resource

Concept 4 (Section 2.1 & 2.2)

Terms:

Command economy (socialism or communism) – Government decides what goods shall be produced and how goods shall be produced.  All goods are produced for government, and change in the economy isn’t accommodated very well.

Traditional economy – Old traditions decide what goods shall be produced and how goods shall be produced.  All goods are produced because tradition tells society to produce them, and change is accommodated very slowly.

Market economy (capitalism) – The market decides what shall be produced, the firms decide how goods shall be produced, and goods are produced for people with money.  Change occurs when the price of products and resources change.

Laissez-faire capitalism (pure capitalism) – Government’s role is limited to protecting private property and establishing an environment appropriate to the operation of the market system.  (The market is the force behind what to produce, how to produce it, and for whom it should be produced.)

Private property – The right of private persons and firms to obtain, own, control, employ, dispose of, and give land, capital, and other property.

Freedom of enterprise – Private businesses and entrepreneurs are free to obtain and use economic resources to produce their choice of goods and services and sell them in their chosen markets.

Freedom ofchoice – Owners to employ or dispose of their property and money as they see fit.

Self-interest – The drive for humans to seek pleasure and avoid pain.

Competition – The presence in a market of independent buyers and sellers competing with one another along with the freedom of those buyers and sellers to enter and leave the market.

Market – A place that brings buyers (“demanders”) and sellers (“suppliers”) together.

Specialization (division of labor) – The specialization of labor in order to become more efficient.

Barter – The exchange of goods that requires a coincidence of wants between the buyer and the seller.  

Things to remember:

Elements of a Market System:  
	P
	Private Property
	Individuals own the means of production

	F
	Freedom of Choice and Enterprise
	Make and sell products using any method

	CHANG’S
	Competition
	Buyers and Sellers – Low barriers to entry – easy enter, easy exit

	SERVES
	Specialization
	Divisions of labor

	SPICY
	Self-Interest
	Pleasure vs. Pain

	MEAT
	Markets and Prices
	Market: Buyer meets seller and determine price

	LOAF
	Limited Government
	Government is limited

	THIS
	Technology
	Technology is advancing and being utilized 

	MONTH
	Money
	No bartering- coincidence of wants


Concept 5 (Section 2.3 & 2.4)

Terms:

Creative destruction – The creation of new products and production methods completely destroys the market positions of firms that are wedded to existing products and older ways of doing business.

Total revenue (TR) – The profit a firm receives from the sale of its products 

Total opportunity cost (TC) – The cost a firm must pay when producing its products

Dollar votes – The “votes” that consumers and entrepreneurs cast for the production of consumer and capital goods when they purchase those goods in product and resource markets

“Invisible hand” – The tendency of firms and resource suppliers to seek to further their own self-interests in competitive markets (also promotes the interest of society)

Things to remember:

· There are five fundamental questions to explain the market economy – 

· What goods and services will be produced?

· How will the goods and services be produced?

· Who will get the goods and services?

· How will the system accommodate change?

· How will the system promote progress?

· Total revenue must exceed total cost – 

· The goods and services produced at a continuing profit will be produced, and those produced at a continuing loss will not.  Profits and losses are the difference between total revenue (TR) a firm receives from the sale of its products and the total opportunity cost (TC) of producing those products.
· Circular Flow Diagram-
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· Resources flow from households to businesses through the resource market, and products flow from businesses to households through the product market.
· Households receive income from businesses through the resource market and businesses receive revenue from households through the product market
Chapter 2 Mini Quiz Questions:

1. The two kinds of markets found in the circular flow model are (Concept 5)

a. real and money markets
b. real and socialist markets
c. traditional and command markets
d. product and resource markets


2.  Which is NOT an Element of a market system: (Concept 4)

 a.  Specialization

b.  Technology

c.   Entrepreneurial ability
d.   Limited government action


3. Which of the following is a direct, accurate link within the circular flow? (Concept 5)

a. Goods and services are exchanged for inputs via the factor markets.
b. Wages and rents are exchanged for income via the product markets.
c. Household expenditures result in revenues for firms via the product markets.
d. Household income results in revenues via the factor markets.


4. In the circular flow model, businesses (Concept 5)

a. buy products and resources
b. sell products and resources
c. buy products and sell resources
d. sell products and buy resources


5. The private ownership of property resources and use of markets and prices to direct and coordinate economic activity is characteristic of (Concept 4)

a. capitalism
b. communism
c. socialism
d. a command economy


Unit 1 Quiz Questions:

1. Which situation would most likely shift the production possibilities curve for a nation in an outward direction? (Concept 3)
a. Deterioration in product quality

b. Reductions in the supply of resources

c. Increases in technological advances

d. Rising levels of discrimination

2. The opportunity cost of a new public stadium is the (Concept 1)

a. Money cost of hiring guards and staff for the new stadium

b. Cost of constructing the new stadium in a future year

c. Change in the real estate tax rate to pay off the new stadium

d. Other goods and services that must be sacrificed to construct the new stadium

3. The combination of products in society’s production possibilities table that is the most valued or optimal is determined (Concept 3)
a. At the midpoint of the production possibilities table

b. At the endpoint of the production possibilities table

c. Where the marginal benefits equal marginal costs

d. Where the opportunity costs are maximized

4. What statement would best complete a short definition of economics? “Economics is the study of…” (Concept 1)

a. How businesses produce goods and services

b. The efficient use of scarce productive resources

c. The equitable distribution of society’s income and wealth

d. The printing and circulation of money throughout the economy

5. Which is NOT an economic perspective feature? (Concept 1)

a. It recognizes that scarcity requires choice and all choices entail a cost.

b. It uses marginal analysis to assess how the marginal costs of a decision compare with the marginal benefits.

c. It views people as rational decision makers who make choices based on their self-interests.

d. It is the use of economic principles to develop a course of action to solve economic problems.

6. Which is true of positive economics? (Concept 1)

a. It is a fallacy of composition that what is true of the part is necessarily true of the whole.

b. It is a fallacy that combines correlation with causation.

c. It suggests what ought to be and answers policy questions based on value judgments.

d. It focuses on facts and is concerned with what is, or the scientific analysis of economic behavior.

Answer questions 7, 8 and 9 on the basis of the data given in the following production possibilities table.

	
	A
	B
	C
	D
	E
	F

	Capital Goods
	100
	95
	85
	70
	50
	0

	Consumer Goods
	0
	100
	180
	240
	280
	300


7. The choice of alternative B compared with alternative D would tend to promote (Concept 3)
a. A slower rate of economic growth

b. A faster rate of economic growth

c. Increased consumption in the present

d. Central economic planning

8. If the economy is producing at production alternative D, the opportunity cost of 40 more units of consumer goods is about (Concept 3)
a. 5 units of capital goods

b. 10 units of capital goods

c. 15 units of capital goods

d. 20 units of capital goods

9. In the table, the law of increasing opportunity costs is suggested by the fact that (Concept 3)
a. Greater and greater quantities of consumer goods must be given up to get more capital goods

b. Smaller and smaller quantities of consumer goods must be given up to get more capital goods

c. Capital goods are relatively more scarce than consumer goods

d. The production possibilities curve will eventually shift outward as the economy expands.

10. Which would be studied in microeconomics? (Concept 1)

a. The output of the entire U.S. economy

b. The general level of prices in the U.S. economy

c. The output and price of wheat in the United States

d. The total number of workers employed in the United States

11. When we look at the whole economy or its major aggregates, our analysis would be at the level of (Concept 1)

a. Microeconomics

b. Macroeconomics

c. Positive economics

d. Normative economics

12. From the economic perspective, when a business decides to employ more workers, the business decision maker has most likely concluded that the marginal (Concept 1)

a. Costs of employing more workers have decreased

b. Benefits of employing more workers are greater than the marginal costs

c. Costs of employing more workers are not opportunity costs for the business because more workers are needed to increase production.

d. Benefits of employing more workers are greater than the marginal costs

For question 15, refer to the production possibilities frontier below.
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13. As society moves from point A to point B, which of the following is most likely to occur? (Concept 3)
a. Consumer goods become cheaper

b. Factors of production move from consumer goods markets to capital goods markets.

c. Consumer goods production increases, and future production possibilities increase.

d. The opportunity cost of capital is constant.

14. Which is NOT a basic economic question? (Concept 4)
a. What should be produced?

b. Why does it need to be produced?

c. How should it be produced?

d. For whom should it be produced?

15. Assume that a change in government policy results in the increased production of both consumer goods and capital goods. Which statement must necessarily be true? (Concept 3)
a. There was unemployment and/or inefficient use of resources before the policy change.

b. The economy’s PPC has been shifted to the left as a result of the policy change.

c. The economy’s PPC has been shifted to the right as a result of the policy change.

d. The law of increasing opportunity costs does not apply to this society.

16. Economic growth can be shown as a (Concept 3)
a. Rightward shift of the PPC.

b. Leftward shift of the PPC

c. Movement from a point on the PPC to a point outside it

d. Movement from a point on the PPC to another point on the curve

17. Which of the following effects on an economy’s production possibilities curve will follow from an increase in the economy’s labor supply? (Concept 3)
a. The slope of the curve will increase.

b. The slope of the curve will decrease.

c. The curve will shift inward, toward the origin.

d. The curve will shift outward, away from the origin.

18.
Being a human being who buys goods and services to satisfy unlimited wants and 
needs would put you in the: (Concept 5)
a. Household sector

b. Business sector

c. Product market sector

d. Factor market sector

19.
In the circular flow model, households are responsible for __________ while 
businesses are responsible for __________. (Concept 5)
a. production, consumption

b. consumption, production

c. the flow of payments, the flow of physical commodities

d. the flow of physical commodities, the flow of payments

20.
If total revenue a firm receives for selling a gun is $250 and the total revenue a 
firm receives for selling a stick of butter is $1, then total cost of production for 
one gun and one stick of butter respectively are: (Concept 5)
a. Less than $1, less than $250

b. Greater than $1, greater than $250

c. Less than $250, less than $1

d. Greater than $250, greater than $1

21.
If firm has a total cost of $2,000 for producing colored pencils and receives a total 
revenue of $1,300 dollars for selling those colored pencils, the firm: (Concept 5)
a. Incurs a loss of $3,300

b. Receives a profit of $700 

c. Receives a profit of $3,300

d. Incurs a loss of $700

22. Market economies (Concept 4)
a. Rely on markets to coordinate economic activity

b. Rely on the government to address the fundamental economic questions

c. Reply on elected officials to make the most important economic decisions

d. Are more equitable than command economies

23. Prices in capitalist economies are (Concept 4)
a. Unfair

b. Determined by supply and demand

c. A means to achieve equality

d. Determined by the federal government

24. In a command economy, (Concept 4)
a. The market dictates the answers to the fundamental economic questions

b. The central government dictates the answers to the fundamental economic questions

c. Competition helps answer the fundamental economic questions

d. State and local governments respond to the fundamental economic questions

25. At the blue budget line, if all income is spent on Good Y, how many units of Good Y can be purchased? (Concept 2)
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a. 90
d. 45
b. 60

c. 30

ANSWERS

Mini-quiz 1

Answers:

1. C

2. B
3. D

4. D
5. D

Mini-quiz 2

Answers:

1. D
2. C
3. C
4. D

5. A

Unit 1 Quiz

Answers:

1. C

2. D

3. C

4. B

5. D

6. D

7. B

8. D

9. A

10. C

11. B

12. B

13. C

14. B

15. C

16. A

17. D

18. A

19. B

20. C

21. D

22. A

23. B

24. B

25. A
Multiple Choice-Part I

1. Which of the following describes this situation: john could have bought equipment and used it to build something, but instead sacrificed the equipment and bought food to make his lunch. 

a. opportunity cost

b. maximizing utility

c. marginal analysis

d. the economic principle

2. Why are goods or anything really in general never truly free? ***Remember the concept of "no free lunch"

a. this statement above is false as long as you don't have to pay for something out of pocket it is "free"

b. resources are used to produce each product and those resources could have been used for that good. Society had to give up something in order to make it free. 

c. Society didn't have to give up anything. 

d. there are always marginal benefits

3. Which of the following is NOT purposeful behavior:

a. people's decisions are unaffected by emotions

b. people's decisions are unaffected by the decisions by those around them.

c. people making decisions with some desired outcome in mind. 

d. institutions always know what products to produce and how to produce them.

4. In a world of scarcity the decision to obtain the marginal benefit associated with some specific option always includes:

a. marginal cost being the same as marginal benefit

b. the marginal cost of forgoing something else and opportunity cost

c. marginal cost being less than marginal benefit

d. marginal benefit being greater than marginal cost

5. Which of the following is not part of the scientific method used by economists?

a. the ideas of what society should be

b. the observation of real world behavior and outcomes

c. hypothesizing about the causes and effects of certain behaviors

d. forming an economic principle

6. Economic principles are:

a. supported by how consumers should choose their products

b. supported by how firms should behave

c. specific theories regarding economic behavior on specific groups of consumers

d. generalizations relating to economic behavior or the economy as a whole (dealing with the typical average consumer)

7. Consider the relationship between crush orange soda and the amount of it purchased. An economist going by ceteris paribus would:

a. focus on the majority of the consumers regarding their incomes and preferences

b. assume that of all the factors that might influence the amount of crush orange soda purchased (price of crush, price of a leading competitor, consumer incomes and consumer preferences) only price of crush varies

c. focus on all of the variables (price of crush, price of a leading competitor, consumer incomes and consumer preferences) 

d. focus on the price of crush and its leading competitor

8. What does macroeconomics not examine?

a. aggregates

b. the economy as a whole

c. basic subdivisions of the economy

d. specific units that make up aggregates

9. What does macroeconomics not seek to obtain by using aggregates?

a. a general overview or general outline of the structure of the economy

b. measures such as total employment

c. general level of prices

d. total income of a specific consumer

10. In Microeconomics, economists look at:

a. decision making by individual consumers

b. measure the price of a wide range of products that are related

c. the total number of workers employed at firms in a region

d. decision making of multiple firms in the same industry

11. In this situation does it have to do with micro or macro economics? The problem of Unemployment. (Key concept pg. 7)

a. macro because unemployment relates to aggregate production

b. micro because economists recognize that the decisions made by individual workers on how long they search for jobs

c. micro because economists look at the way specific labor markets encourage or impede hiring

d. unemployment is both a micro and macro economic issue

12.  Positive Economics does not focus on:

a. cause and effect relationships

b. theory development

c. value judgments

d. establishes scientific statements about economic behavior

13. Normative Economics does not look at:

a. what the economy should be like or "what ought to be"

b. what policy actions should be recommended to achieve a desirable goal

c. desirability of certain aspects of the economy

d. what the economy is really like or "what is" 

14. What is the economizing problem?

a. unlimited wants

b. limited income

c. the need to make choices because economic wants exceed economic means

d. people always wanting more luxuries than necessities and thus not allocating their resources properly 

15. What are all ideas that the budget line illustrates EXCEPT?

a. various combinations of products a consumer can purchase with a specific amount of income

b. unattainable combinations of products a consumer cannot purchase with a specific amount of income

c. how an increase in income or decrease affects the combinations and amount of products a consumer can purchase

d. the ultimate "best" choice of a certain combination of two products that everyone chooses

16. Which of the following is an example of capital?

a. money

b. individuals used in producing goods and services

c. factories

d. mineral and oil deposits

17. Which of the following is not a reason why an entrepreneur is not distinct from labor?

a. a risk bearer in that the entrepreneur has no guaranteed profit. 

b. commercializes new products and new production techniques

c. combines resources of land, labor, and capital to produce for instance a good or business.

d. strictly used in producing a good

18. Each point on the production possibilities curve represents:

a. maximum output of two products that a society can produce

b. minimum output of two products that a society can produce

c. unattainable combinations of two products at certain levels

d. the "best" combination of the two products at each level for society

19. Regarding a production possibilities curve, as long as the economy uses all of it's available resources:

a. the points on the curve show the minimum combination of the two products can provide in order to have satisfied consumers

b. the points on the curve are unattainable

c. the points on the curve are attainable

d. each point on the curve represents the "best" combination of the two products at each level for society

20. As the production of a particular good increases:

a. economic resources become scarcer as each additional unit being produced rises

b. the opportunity cost of producing an additional unit rises

c. economizing problems increase as each additional unit being produced rises

d. marginal benefit exceeds marginal cost

21. Optimal allocations occur when:

a. MC<MB

b. MB<MC

c. MB=MC

d. when the production of a particular good increases due to increased demand

22. Economic Growth occurs when:

a. when optimal allocations occur

b. a larger total output occurs

c. when economizing problems are solved

d. when all of society's resources are being efficiently used

23. Economic growth is NOT the result of:

a. increases in supplies of resources

b. improvements in technology

c. improvements in resource quality

d. economizing problems solved

24. How do realities relate to the production possibilities model?

a. they show the economizing problems that occur today

b. graphically, situations such as unemployment are represented by points in side the curve and arrows indicate different paths with different combinations of resources being used to reach full employment again

c. if resources today are being efficiently used

d. what society's optimal allocation is today.

25. Regarding a production possibilities curve model, which of the following is false?

a. fixed resources 

b. fixed technology

c. economy is not employing all available resources

d. two goods

1. a. pg. 4

2. b pg 4

3. c pg 4

4. b pg. 5

5. a 5

6. d 6

7. b 6

8. d pg 6

9. d pg 6

10. a 6

11. d pg 7

12. c 7

13. d pg 7

14. c pg 7

15. d pg 9

16. c 10

17. d pg 10

18. a 11

19. c 11

20. b 12

21. C 13

22. b 15

23. d 16

24. b 14

25. c 11

Multiple Choice-Part II

 

1. Jake is going to the carnival tonight. A ticket costs $7 and he will have to cancel his baby-sitting job that pays $20. The opportunity cost of going to the carnival is

A. $7.00
B. $20.00
C. $27.00
D. $27.00 minus the benefit of going to the carnival
E. none of the above

 

2. The additional cost incurred from the consumption of a good or service is

A. Opportunity Cost

B. Marginal Benefit

C. Marginal Cost

D. Utility

 

3. Division of labor (human specialization) does all of the following except:

A. allows individuals to take advantage of existing differences in their abilities and skills

B. develops a workers skill for the task required, rather than work at a number of different tasks

C. saves time by performing one specific task

D. increases profits

 

4. Which country would be an example of a command economy?

A. United State of America

B. Great Britain

C. North Korea

D. France

 

5. What are the fundamental questions every economic system must answer?

I. How will they be produced?

II. For whom will they be produced?

III. Where will they be produced?

IV. What goods and services will be produced?

V. When will they be produced?

              A. I, II and IV only

              B. I, II, and III only

              C. III, IV only

              D. II and IV only

 

 

 

6. A point outside the production possibilities curve indicates:

A. Impossible given current economic conditions

B. Possible if more goods are produced

C. Economic profit 

D. Increase in production possibilities due to new technological advances

 

 

 

7. As a person consumes more and more of a certain product, and as a result, enjoys each additional unit of said product less and is willing to pay less for each additional unit-This is known as-

A. Diminishing marginal product

B. Diminishing marginal utility

C. Opportunity costs

D. Law of increasing costs

 

 

8. Which term accurately exemplifies the situation- if Anne was to go to a party, instead of her job-the money she would have made would be an example of?

A. Marginal Cost

B. Specialization

C. Opportunity Costs

D. None of the above

 

9. If 3/4 of the population of a country died of a plague, then production would be occurring at a point

 

A. On the curve

B. Inside the curve

C. Outside the Curve

D. Closer to capital goods

 

 

10. To achieve optimal output, a company must produce where:

A. Marginal Cost = Marginal Benefit

B.  Opportunity cost= Marginal Benefit

C. Marginal Cost= Opportunity Cost

D. A and B

 

 

11. A society can produce two goods: dolls and toilets. The society's production possibility curve is negatively sloped and 'bowed outward' from the origin. As this society moves down its production possibility frontier producing more and more units of toilets, the opportunity cost of producing toilets
A) could decrease or increase depending on the technology
B) increases

C) decreases
D) no change

 

12. Which of the following is NOT a factor of production: 
a. capital
b. land
c. money 

d. labor

e. entrepreneurship

 

13. What is economics?

a. the study of capital and its distribution amongst society
b. the study of how people choose from limited resources to 
meet their needs.
c. the study of the factors of production in an economic system 
d. the study of how people gain knowledge through producing and consuming.

 

14. In a market economy, economic decisions are primarily made by

a. firms and consumers

b. The Secretary of Treasury

c. the government

d. professional economists 

 

15. The "invisible hand" that acts as an incentive for firms is

a. the self-interest of earning profit.

b. the production of inferior goods

c. the threat of competitive firms

d. the promise of government subsidies

 

 

Answer Key
1. C

2. C

3. D

4. C

5. A

6. A

7. B

8. C

9. B

10. A

11.  B

12. C

13. B

14. A

15. A

AP ECON ADVICE:

Specifically for Unit 1:

1. Do NOT read the appendix in Unit 1 it will only confuse you. Mr. Knutson will explain EVERYTHING you need to know just starting out. If you jump ahead you will most likely be confused. 

2. Online answers and graphs are available on the book website.

3. I highly recommend going in during lunch or snack if you need extra help. Spending that extra ten minutes can really help as far as understanding concepts. 

4. DO THE HW! Mr. Knutson takes pretty much the exact same questions off of the student study guides, sometimes out of the book or very similar questions, and off of the worksheets he hands out. 

5. I found doing the extra credit by reading articles on the topics we were doing easier to understand because I could relate them to the real world plus they only take like five minutes to do!!!! 

6. WARNING: Knutson's quizzes and tests are formatted like the AP TESTS and have funky wording. You really have to know the material and can't just memorize it.

7. It's really easy to be tempted not to read the book because econ is easy at first but it is very easy to fall behind. ALWAYS do the reading. 

8. DO NOT CHANGE YOUR ANSWERS ON A QUIZ IF YOU GET 4 D's or 5 B's in a row or whatever letter because Mr. Knutson is trying to show you that the AP test does not care if six of questions in a row have the answer C. IF YOU THINK THE ANSWER IS RIGHT LEAVE IT DO NOT CHANGE IT!
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