Scarcity

	a.
	exists because people have wants that are unlimited relative to the availability of resources to satisfy those wants

	b.
	requires society to allocate goods according to some set of criteria

	c.
	means that each society and each individual must make choices

	d.
	exists in all societies

	e.
	all of the above are true



Economics is the study of

	a.
	how to get rich by playing the stock market

	b.
	the best ways to reduce people's wants, given the scarcity of resources

	c.
	how rational government officials determine what goods should be produced

	d.
	money and why it is good

	e.
	how people use limited resources to try to satisfy unlimited wants



Which of the following is an example of capital?

	a.
	pizza ovens

	b.
	bulldozers

	c.
	a college education

	d.
	carpentry skills

	e.
	all of the above



Unlike a "service," a "good"

	a.
	is desirable

	b.
	uses resources to satisfy wants

	c.
	is physical and tangible

	d.
	is abundant and free

	e.
	is a resource



Macroeconomics is the study of

	a.
	the behavior of large firms in the marketplace

	b.
	the economic behavior of individual decision makers

	c.
	the behavior of the economy as a whole

	d.
	how to use the fewest natural resources to produce goods and services

	e.
	government's role as a stabilizing influence on the economy



Which of the following is a positive statement?

	a.
	An unemployment rate of 7 percent or higher is a national disgrace.

	b.
	Unemployment is a less important problem than inflation.

	c.
	When the national unemployment rate is 7 percent, the unemployment rate for inner-city youth is often close to 40 percent.

	d.
	Unemployment and inflation are equally important problems.

	e.
	An inflation rate of 7 percent is too high.



When labor is relatively expensive, as it is in Japan,

	a.
	manufacturers will employ lots of labor

	b.
	the unemployment rate will be high

	c.
	vending machines displace labor, causing unemployment

	d.
	businesses will substitute capital -- such as vending machines -- in place of labor

	e.
	alcohol and cigarettes must be sold through vending machines
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Using the values in Exhibit 1-7, calculate the slope of a line graphed with x on the horizontal axis and y on the vertical axis.

	a.
	0.5

	b.
	2

	c.
	1.5

	d.
	100

	e.
	the slope cannot be determined without additional information



The numerical value of the slope of a line depends in part on the units of measurement used.

	a.
	True

	b.
	False



The slope of a line

	a.
	can only be calculated for straight lines

	b.
	varies at different points along a straight line

	c.
	indicates whether or not there is a causal relationship between variables

	d.
	is independent of the units of measurement used

	e.
	indicates how much the vertical variable changes for a given change in the horizontal variable



Opportunity cost is defined

	a.
	only in terms of money spent

	b.
	as the value of all alternatives not chosen

	c.
	as the value of the best alternative not chosen

	d.
	as the difference between the benefits from a choice and the benefits from the next best alternative

	e.
	as the difference between the benefits from a choice and the costs of that choice


If you enjoy playing golf, the opportunity cost of cleaning your room

	a.
	is the same on sunny days as it is on rainy days

	b.
	is greater on sunny days than it is on rainy days

	c.
	is smaller on sunny days than it is on rainy days

	d.
	does not change with the weather conditions

	e.
	is equal to the opportunity cost of any other chore you have to do that day



Suppose you have purchased a non-refundable plane ticket and, at the last moment, you cannot take the trip. You can, however, sell the ticket. If you paid $700 for the ticket, the cost of sending the ticket to someone through overnight mail is $20, and you spend $10 on a courier to get the ticket to the post office for overnight delivery, what is the minimum you should accept for the ticket?

	a.
	$700 because that is what the ticket cost.

	b.
	$720 because that is the cost of the ticket and of getting it to the buyer.

	c.
	$730 because that is the total cost of the ticket and getting it to the buyer.

	d.
	More than $730, so that you can make a profit.

	e.
	$30 because the $700 is a sunk cost.



The law of comparative advantage says that

	a.
	the individual with the lowest opportunity cost of producing a particular good should produce it

	b.
	comparative advantage exists only when one person has an absolute advantage in the production of two goods

	c.
	whoever has a comparative advantage in producing a good also has an absolute advantage in producing that good

	d.
	whoever has an absolute advantage in producing a good also has a comparative advantage in producing that good

	e.
	gains from trade are possible only when one person has the comparative advantage in producing both goods



A mixed capitalist economy is one in which

	a.
	decisions are based primarily on religion or custom

	b.
	all resources are publicly owned and economic planning is centralized

	c.
	all resources are privately owned and prices are used to coordinate economic activity

	d.
	resources are both publicly and privately owned and some markets are regulated

	e.
	all resources are publicly owned and prices are used to coordinate economic activity



Which of the following is a characteristic of pure capitalism?

	a.
	all resources are owned communally

	b.
	economic activity is coordinated by government decision makers

	c.
	the price system is used to guide resources to their highest-valued uses

	d.
	centralized economic planning is used to answer the basic economic questions

	e.
	individual choices are reflected only through collective decisions



Every economy must answer each of the following questions except one. Which is the exception?

	a.
	Which goods will be produced?

	b.
	Why are these particular goods produced?

	c.
	Which resources should be used?

	d.
	How should resources be combined to produce each product?

	e.
	Who will actually consume the goods produced?



The reason that the production possibilities frontier is usually a bow-shaped curve instead of a straight line is that

	a.
	it makes it easier to illustrate the concepts of scarcity and prices with a bow-shaped curve than it is with a straight line

	b.
	early economists began drawing them in this way and the convention has continued throughout the years

	c.
	output eventually reaches a maximum and then declines

	d.
	resources are not perfectly adaptable to the production of all goods

	e.
	the frontier will shift outward over time



The production possibilities frontier will shift if there is a change in

	a.
	Technology

	b.
	Unemployment

	c.
	product prices

	d.
	society's preferences for commodities

	e.
	the quantities of the two goods being produced


If the real wage decreases, the opportunity cost of working in the home will

	a.
	Increase

	b.
	Decrease

	c.
	not be affected

	d.
	increase as long as worker productivity also rises

	e.
	increase only if households want to maintain their standard of living
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In Exhibit 2-5, the opportunity cost of moving from point b to d is

	a.
	30 mufflers

	b.
	50 mufflers

	c.
	100 socks

	d.
	150 socks

	e.
	250 socks



In Exhibit 2-5, if society moves from point c to point d, society

	a.
	gains 100 socks

	b.
	loses 30 mufflers

	c.
	is worse off after the change in production

	d.
	is not operating efficiently

	e.
	experiences some unemployment of resources



Economists generally assume that

	a.
	firms act to maximize the dividends paid to stockholders

	b.
	households act to maximize their wealth

	c.
	households act to maximize utility

	d.
	firms act to maximize revenue

	e.
	both households and firms act to minimize expenditures



All of the following are advantages of partnerships except one. Which is the exception?

	a.
	they are relatively easy to start

	b.
	their profits are taxed once as personal income

	c.
	their liability is limited by each partner's share of the business

	d.
	a greater opportunity for specialization by the owners

	e.
	a continuation of the firm if one partner dies


Despite specialization and comparative advantage, household production still exists because for some households

	a.
	the opportunity cost of production at home is greater than the cost of purchasing the good in the market

	b.
	production at home is less costly than purchasing the good in the market

	c.
	the value of home production exceeds the sunk cost of home production

	d.
	the value of home production is ignored

	e.
	food and clothing expenditures represent a small portion of their total budget


