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1. Which if the following is the best definition of economics?
() The study of how individuals and societies choose to use the scarce resources that nature and previous generations have
rovided
(b) The study of how consumers spend their income.
(©) The study of how business firms decide what inputs to hire and what outputs to produce.
(d) The study of how the federal government allocates tax dollars.

2. Sunk casts are

(a) s that cannot be avoided, because they have already been incurred.
(b) the costs of what we give up when we make a choice or a decision.

(<) the additional costs of producing an additional unit of a product.
(d) the additional costs of consuming an additional unit of a product.

3. You hawe decided that for Halloween you wanted to dress up as a Pumpkin. You estimated that it would cost $90 to purchase
all the pieces of the costume. After spending $70 on the costume you realize that the orange shoes you need to complete the
costume will cost you $80. Thus, the marginal cost of completing the costume is
(a) $20.

(b) 875.
(c) $%.
(d) $170.

4. Normative economics is an approach to economics that
(a) seeks to understand behavior and the operation of systems without making judgments.
(b) analyzes outcomes of economic behavior, evaluates them as good or bad, and may prescribe preferred courses of
action.
(c) applies statistical techniques and data to economic problems.
(d) examines the role of government in the economy.

5. Positive economics is an approach to economics that
(a) seeks to understand behavior and the operation of systems without making judgments.
(b) analyzes outcomes of economic behavior, evaluates them as good or bad, and may prescribe preferred courses of action.
(c) applies statistical techniques and data to economic problems.
(d) examines the role of government in the economy.

6. An economist in the nineteenth century noted a high correlation between economic prosperity and sunspots. Based on this
observation he developed a "sunspot theory" of how the economy operates. This economist
(a) is now dead so we revere his theory, right or wrong.
(b) has committed the pluribus unum pi error.
(c) was too quick to conclude that correlation implies causation.
(d) showed good reasoning for the nineteenth but not the twentieth century.

7. You know that traffic gets very congested about 7:45. To avoid this congestion, you start leaving for work 15 minutes earlier
every day. But many commuters make the same decision and now traffic becomes very congested at 7:30. This is an

example of the

(a) ) fallacy of composition.
(b) cataract pluribus fallacy.
(c) fallacy of fallacy.

(d) Keynesian paradox.
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8. The proess by which resources are transformed into useful forms is
«a) sicialization.
(b) mtionalization.
(c) alocation.
(d) production.

9. Becauseresources are scarce, the opportunity cost of consumption in the future is
(a) $.45.
(b) firgone future consumption.
(c) furgone present consumption.
(d) irfinite.

10. If the wemployment rate increases from 9 percent to 12 percent, the economy will
(a) nove closer to the ppf.
(b) nove away from the ppf toward the origin.
(©) remain on the ppf.
(d) remain on the origin.

11. A graph showing all the combinations of goods and services that can be produced if all of society's resources are used
efficiently is the
(@) poduction possibility frontier.
(b) capital consumption frontier.
(<) Lorenz curve.
(d) circular-flow diagram.

12. If resources are combined efficiently in production, then the society
(@) is producing at the most desirable point on the production possibility frontier.
(b) isproducing at a point on the production possibility frontier but not necessarily at the most desirable point.
(c) is producing at a point outside the production possibility frontier.
(d) is experiencing economic growth.

13. A society can produce two goods: rakes and pumpkins. The society's production possibility frontier is negatively sloped and
"bowed outward" from the origin. As this society moves down its production possibility frontier producing more and more
rakes, the opportunity cost of producing rakes
(a) remains constant.

(b) increases.
(c) decreases.
(d) could decrease or increase depending on the technology.

14. As more of a good, like sandals, is produced the opportunity costs of producing it increase. This most likely occurs because
(a) as more of a good is produced the inputs used to produce that good will decrease in price.
(b) consumers would be willing to pay higher prices for the good as more of the good is produced.
(c) resources are not equally well-suited to producing all goods and as more of a good is produced it is necessary to use
resources less well-suited to the production of the good.
(d) there’s just no accounting for taste.

15. Economic growth may occur when
(.)‘muylntnlw::ﬁmmemngmmgmom
gg,‘ﬁnm - eanbimlmn of goods society wants most.
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17. The economic problem can best be stated as:
(a) How can the economy improve technology so as to shift the production possibility frontier up and to the right?
(bl Given scarce resources, how exactly do large, complex societies go about deciding what to produce, how to produce it,
and who will get it?
(c| Given the fact that the economy is inefficient, how much and what type of government intervention should be used to
improve the efficiency of the economy?

18. What effect is working when the price of a good decreases and consumers tend to buy it instead of other goods?
(a) the income effect.

(b) the substitution effect.
(c)the diminishing marginal utility effect.
«d| the ceteris paribus effect.

19. If the demand for Fuzion cereal decreases as income decreases, Fuzion cereal is
«a)a normal good.
«(b) an inferior good.
«(c)a capital good.
(d)a complementary good.

20. Suppose the demand for good Z goes down when the price of good Y goes up. We can say that goods Z and Y are
(a)complements.

(b) substitutes.
(c)unrelated goods.
(d) perfect substitutes.

21.In response to news reports that taking Chiclets daily can decrease one’s risk of a heart attack, there will most likely be
(a)an increase in the demand of Chiclets.
(b)a decrease in the supply of Chiclets.
(c)a decrease in the demand for Chiclets.
(d)an increase in the quantity supplied of Chiclets.

22. The quantity demanded of 7-UP has increased. The best explanation for this is that
(a)the price of Sprite has increased.
(b)7-UP’s advertising is not as effective as in the past.
(¢)the price of 7-UP decreased.
(d)7-UP consumers had an increase in income.

23. Which of the following is consistent with the law of supply?
() As the price of calculators rises, the supply of calculators increases, ceferis paribus.
(b) As the price of calculators falls, the supply of calculators increases, ceteris paribus.
(<) As the price of calculators rises, the quantity supplied of calculators increases, ceteris paribus.
(d) As the price of calculators rim, the quantity supplied of calculators decreases, ceteris paribus.

24. 'I‘hepnceofmnhomwoodusdmﬂlemmnﬁmneofdlmngmomublahasdmsedmxswﬂlleudto
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26. VERs and videotapes are complements. An increase in the price of VCR's would cause which of the following in the market
far videotapes?
(3 The equilibrium price and quantity of videotapes would increase.
(b) The equilibrium price and quantity of videotapes would decrease.
(9 The equilibrium price of videotapes would increase and the equilibrium quantity would decrease.
(9 The equilibrium price of videotapes would decrease and the equilibrium quantity would increase.

27. Whe hurricane Katrina passed through Louisiana in the summer of 2005, approximately a quarter of the sugar cane crop was
dstroyed. Ceteris Paribus,
<@ the supply of sugar has decreased and the price of sugar will increase.
«(b) the supply of sugar has decreased and the price of sugar will decrease.
(¢ the demand for sugar has increased and the price of sugar will increase.
«d the demand for sugar has decreased and the price of sugar will decrease.

28. Theprice elasticity of demand is the
(@ ratio of the change in price to the change in quantity demanded.
(b) ratio of the change in quantity demanded to the change in price.
(d| ratio of the percentage change in price to the percentage change in quantity demanded.
(d) ratio of the percentage change in quantity demanded to the percentage change in price.

29. The price of apples falls by 7% and quantity demanded increases by 9%. This means that the demand for apples is
(a) perfectly elastic.
(b) elastic.
(c) perfectly inelastic.
(d) inelastic.

30. The price of burgers increases by 22% and the quantity of burgers demanded falls by 17%. This indicates that demand for
burgers is:
(a)elastic.
(b) inelastic.
(c) unitarily elastic.
(d) perfectly elastic.

31. A demand relationship in which the percentage change in quantity demanded is the same as the percentage change in price is
(a)perfectly elastic.
(b) unitarily elastic.
(c)perfectly inelastic.
(d)relatively inelastic.

32. If demand drops to zero at the slightest increase in price, demand is
(@) unitary elastic.
(b)relatively inelastic.
(<) perfectly elastic.
(d) perfectly inelastic.

33. The Bill Branch Tool Company wants to increase the quantity of tools it sells by 10%. If the price elasticity of demand is -2.5
i p;lm:by40%
(b) increase price by 4.0%.
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1 35. The owner of a local hot dog stand has estimated that if he lowers the price of hot dogs from $2.00 to $1.50, he will increase
sales from 400 to 600 hot dogs per day. The demand for hot dogs is
(2) elastic.
(b) inelastic.
(¢) witarily elastic.
(d) perfectly elastic.

36. At aprie of $11, quantity demanded is 90; and at a price of $9, quantity demanded is 110. Using the midpoint formula, the
priceelasticity of demand is

Q)0
(b) &2.
() -l
(d-1.22.

37. As youmove up a straight-line downward-sloping demand curve, the price elasticity of demand
() becomes more elastic.

(b) becomes more inelastic.
() remains constant because the slope is constant.
(d) may become more or less elastic depending on the slope of the demand curve.

38. Price and total revenue are inversely related when demand is
(a) elastic.
(b) inelastic.
(c) unitarily elastic.
(d) perfectly inelastic.

39. If the owner of an ice cream store charges a $1.20 for an ice cream cone his total revenue is $540 a day. If he lowers the price
t0 $1.00 his total revenue is $500 a day. The demand for ice cream is
(a) elastic.
(b) inelastic.
(c) unitarily elastic.
(d) neither elastic nor inelastic because this situation violates the law of demand.

40. When people have less time to respond to price changes, demand becomes
(@) more elastic.
(b) less elastic.
(<) unitarily elastic.
(d) neither more nor less elastic because time has no effect on demand.

41. The fewer the number substitutes there are for a product,





