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2. Assume that an cconomy can choose between producing food
and producing shelter at a constant opportunity cost. Draw a
correctly labeled production possibilities curve for the
economy. On your graph:

2 Use the letter E o label one of the points that is efficient in
production.

b. Use the letter U to label one of the points at which there
might be unemployment.

€. Use the letter I to label one of the points that is no feasible.
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Module 1

Check Your Understanding

1. Land, labor, capital, and entrepreneurship are the four
categories of resources. Possible examples include fish-
eries (land), time spent working on a fishing boat
(1abor), fishing nets (capital), and the opening of a new
seafood market (entrepreneurship).

2. a. time spent flipping burgers at a restaurant: labor
b a bulldozer: capital
< ariver: land

3. a. Yes. The increased time spent commuting is a cost you
will incur if you accept the new job. That additional time
spent commuting—or equivalently, the benefit you would
get from spending that time doing something else—is an
‘opportunity cost of the new job.

b. Yes. One of the benefits of the new job s that you will be
‘making $50,000. But if you take the new job, you will
have to give up your current job; that is, you have to give
up your current salary of $45,000, so 45,000 is one of
the opportunity costs of taking the new job.

. No. A more spacious office is an additional benefit of
your new job and does not involve forgoing something
else, so it s not an opportunity cost.

4. a. This is a normative statement because it stipulates what
should be done. In addition, it may have no “right”
answer. That is, should people be prevented from all dan-
‘gerous personal behavior if they enjoy that behavior—like
skydiving? Your answer will depend on your point of view.

b. This s a positive statement because it is a description of fact.

Tackle the Test:
Multiple-Choice Questions
1. d

2. 4

3. v

4o b

5. a

Tackle the Test:

Free-Response Question

2. In positive cconomics there is a “right” or “wrong”
answer. In normative economics there is not necessarily a
“right” o “wrong” answer. There is more disagreement in
normative economics because there is no “right” or
“wrong” answer. Economists disagree because of (1) dif
ferences in values and (2) disagreements about models
and about which simplifications are appropriate.
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Module 3
Check Your Understanding

1. a. False. An increase in the resources available to Tom for
use in producing coconuts and fish changes his produc-
tion possibilities curve by shifting it outward, because he
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can now produce more fish and coconuts than before. In
the accompanying graph, the line labeled “Tom's original
PPC” represents Tom's original production pos
curve, and the line labeled “Tom's new PPC” represents
the new production possibilities curve that results from
an increase in resources available to Tom.
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b. True. A technological change that allows Tom to catch
‘more fish for any amount of coconuts gathered results in
a change in his production possibilities curve. This is
illustrated in the accompanying graph. The new produc-
tion possibilities curve is represented by the line labeled
“Tom's new PPC,” and the original production possibili-
ties curve is represented by the line labeled “Tom’s origi-
nal PPC.” Since the maximur quantity of coconuts that
Tom can gather is the same as before, the new production
possibilities curve intersects the vertical axis at the same
point as the old curve. But since the maximu possible:
quantity of fish is now greater than before, the new curve
intersects the horizontal axis to the right of the old curve.
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<. False. Production efficiency is achieved at points along a
production possibilities curve, but every point inside a
PPC is inefficient because more of either good could be
produced without producing less of the other. Points out-
side the PPC are simply unobtainable.

Tackle the Test:
Multiple-Choice Questions

c

50 a




image11.png
Tackle the Test:
Free-Response Question
2.
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Solutions appear at the back of the book.

Check Your Understanding

1. What are the four categories of resources? Give an example of a a. theincreased time spent commuting to your new job
resource from each category. b the $45,000 salary from your old job

2. What type of resource is each of the following? <. the more spacious office at your new job.
a. time spent flipping hamburgers at a restaurant 4. Identify each of the following statements as positive or
b. abulldozer normative, and explain your answer.
< ariver a. Society should take measures to prevent people from

3. You make $45,000 per year at your current job with Whiz Kids engaging in dangerous personal behavior.
Consultants. You are considering a job offer from Brainiacs, Inc., b. People who engage in dangerous personal behavior impose
which would pay you $50,000 per year. Which of the following higher costs on society through higher medical costs.

are elements of the opportunity cost of accepting the new job at
Brainiacs, Inc:? Answer yes or no, and explain your answer.
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Tackle the Test: Free-Response Questions

1. Define resources, and list the four categorics of resources. What 2. In what type of economic analysis do questions have a “right”
characterisic of resources resultsin the need to make choices? or “wrong” answer? In what type of economic analysis do
questions not necessarily have  “right” answer? On what type

of economic analysis do economists tend to disagree most
6 poins) frequently? Why might economists disagree? Explain.

1 point: Resowrces are anylhing that can be used © produce something elss.
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Tackle the Test: Multiple-Choice Questions

1. Which of the following is an example of a resource?
L petroleum
ILa factory
1L a cheeseburger dinner
a Tonly
b. Wonly
< Mlonly
d. Tand Ilonly
e LlLandml
2. Which of the following situations represent(s) resource scarcity?
1 Rapidly growing cconomies experience increasing levels
of water pollution.
IL There is a finite amount of petroleum in the physical
environment.
L Cassette tapes are no longer being produced.
a Tonly
b. lonly
c Monly
d. Tand only
e LILand Il
3. Suppose that you prefer reading 2 book you already own to
watching TV and that you prefer watching TV to listening to
music. If these are your only three choices, what is the
opportunity cost of reading?

a watching TV and listening to music
b. watching TV
<. listening to music
d. sleeping
e the price of the book
Which of the following statements is/are normative?
1. The price of gasoline is rising.
1L The price of gasoline is too high.
111 Gas prices are expected to fall in the near future.

a Tonly
b. Honly
< Monly
d. Tand Il only
e LILand I

Which of the following questions is studied in

microcconomics?

2 Should I go to college or get a job after I graduate?

b. What government policies should be adopted to promote
employment in the economy?

<. How many people are employed in the economy this year?

d. Has the overall level of prices in the economy increased or
decreased this year?

. What determines the overall salary levels paid to workers in a
givenyear?
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Tackle the Test: Free-Response Questions
1. Refer to the graph below. Assume that the country is producing
at poine C.

‘Quantity of social goods (“butter”)
a. Docs this country’s production possibilicies curve exhibit
increasing opportunity costs? Explain.
b. If this country were to go to war, the most likely move would
be from point C to which point? Explain.
€. If the cconomy entered into a recession, the country would
‘move from poin C to which point? Explain.
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Tackle the Test: Multiple-Choice Questions
Quantity of

‘Quantity of consumer goods
Refer to the graph above to answer the following questions.
1. Which point(s) on the graph represent efficiency in production?
2 BandC
b. AandD
< ABCandD
d. ABCD,andE
e ABCDEandF
2. For this cconomy, an increase in the quantity of capital goods
produced without a corresponding decrease in the quantity of
consumer goods produced
a. cannot happen because there is always an opportunity cost.
b is represented by a movement from point E to point A.
c. is represented by 2 movement from poin C to point B.
d_ is represented by 2 movement from point E to point B.
e is only possible with an increase in resources or technology.

3. Anincrease in unemployment could be represented by a
movement from point
a. DtopointC.
b. Bropoint A
¢ Cropoint F.
d. Bropoint E.
e Etopoint B.

4. Which of the following might allow this cconomy to move from
point B to point F?
2. more workers
b. discovery of new resources
¢ building new factories
4 technological advances
e. allof the above

5. This production possibilities curve shows the trade-off between
consumer goods and capital goods. Since capital goods area
resource, an increase in the production of capital goods today
will increase the economy’s production possibilities in the
future. Therefore, all other things equal (eeeris paribus),
producing at which point today will result in the largest
outward shift of the PPC in the future?
aa
b B
cc
an
e E
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Check Your Understanding
1. True or false? Explain your answer. <. Points inside a production possibilities curve are efficient
2. Anincrease in the amount of resources available to Tom for and points outside a production possibilities curve are
use in producing coconuts and fish does not change his inefficient.
production possibilitics curve.

b. Atechnological change that allows Tom to catch more fish
relative to any amount of coconuts gathered results in a
change in his production possibilicies curve.




