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The Basics

INTRODUCTION:
THE FIVE-STEP PROGRAM

Not too long ago, you agreed to enroll in AP Microeconomics or Macroeconomics.
Maybe you saw a flyer and the allure of economic knowledge was just too much to resist,
or maybe a respected teacher encouraged you to challenge yourself and you took the bait.
Either way, you find yourself here, flipping through a book that promises to help you
culminate this life-changing experience with the highest of honors, a 5 in AP Economics.*
Can it be done without this book? Sure, there are many excellent teachers of AP Economics
out there who teach, coax, and cajole their students into a 5 every year. But for the majority
of students in your shoes, the marginal benefits of buying this book far outweigh the
marginal costs.

Introducing the Five-Step Preparation Program

.

This book is organized as a five-step program to prepare you for success on the exams.
These steps are designed to provide you with the skills and strategies vital to the exam and
the practice that can lead you to that perfect 5. Each of the five steps will provide you with
the opportunity to get closer and closer to that prize trophy 5. Here are the five steps.

Step 1: Set Up Your Study Program

In this step you'll read a brief overview of the AP Economics exams both in microeconomics
and in macroeconomics, including an outline of topics and the approximate percentage of
the exam that will test knowledge of each topic. You will also follow a process to help deter-
mine which of the following preparation programs is right for you:

* Full school year: September through May.
* One semester: January through May.
* Six weeks: Basic training for the exam.

Step 2: Determine Your Test Readiness

In this step you'll take diagnostic exams in microeconomics and macroeconomics. These
pre-tests should give you an idea of how prepared you are to take both of the real exams
before beginning to study for them.

* Go through each diagnostic exam step-by-step and question-by-question to build your
confidence level.

* Review the correct answers and explanations so that you see what you do and do not yet
fully understand.

*There are two AP exams in economics: Microeconomics and Macroeconomics. When 1 refer to both exams, 1 just call
them the AP Economics exams.
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Step 3: Develop Strategies for Success

In this step you'll learn strategies that will help you do your best on the exam. These strate-
gies cover both the multiple-choice and free-response sections of the exam. Some of these
tips are based upon my understanding of how the questions are designed, and others have
been gleaned from my years of experience reading (grading) the AP Economics exams.

 Learn to read multiple-choice questions.
 Learn how to answer multiple-choice questions, including whether or not to guess.
* Learn how to plan and write the free-response questions.

Step 4: Review the Knowledge You Need to Score High

In this step you'll learn or review the material you need to know for the test. This review
section takes up the bulk of this book. It contains:

¢ A comprehensive review of microeconomics.
* A comprehensive review of macroeconomics.

Studying for one exam is daunting enough, but studying for two exams, in one subjecr area,
can be unsettling. There is a lot of material here, enough to summarize a year-long experi-
ence in AP Microeconomics and Macroeconomics and highlight the, well, highlights. Some
AP courses will have covered more material than yours, some will have covered less, but the
bottom line is that if you thoroughly review this material, you will have studied all that is
tested on the exam, and you will have significantly increased your chances of scoring well.
This 2012-2013 edition gives new emphasis to some areas of the microeconomic and
macroeconomic content to bring your review more in line with recent exams. For example,
there is more discussion of efficiency and game theory in the microeconomics review and
more discussion of the market for loanable funds in the macroeconomics review.

Step 5: Build Your Test-Taking Confidence

In this step you'll complete your preparation by testing yourself on practice exams. This sec-
tion contains two complete exams in microeconomics and macroeconomics, solutions, and,
sometimes more importantly, advice on how to avoid the common mistakes. Once again,
the 2012-2013 edition of this book has updated the free-response exams to more accurately
reflect the content tested on recent AP exams. Be aware that these practice exams are not
reproduced questions from actual AP Economics exams, but they mirror both the material
tested by AP and the way in which it is tested.

Lastly, at the back of this book you'll find additional resources to aid your preparation.
These include:

* A summary of formulas related to the AP Economics exams.
A glossary of terms related to the AP Economics exams.

A list of Web sites related to the AP Economics exams.
A brief bibliography.



Introduction to the Graphics Used in this Book

STRATEGY

To emphasize particular skills and strategies, we use several icons throughout this book. An
icon in the margin will alert you to pay particular attention to the accompanying text. We
use these three icons:

This icon indicates a very important concept or fact that you should not pass over.

This icon calls your attention to a strategy that you might want to try.

This icon alerts you to a tip that you might find useful.

Boldfaced words indicate terms that are included in the glossary at the end of this
book. Throughout the book you will also find marginal notes, boxes, and starred areas. Pay
close attention to these areas because they can provide tips, hints, strategies, and further expla-
nations to help you reach your full potential.

Vii
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CHAPTER

What You Need to Know About

the AP Economics Exams

IN THIS CHAPTER

Summary: Learn what topics are tested, how the test is scored, and basic test-
taking information.

T Key Ideas
SR © Most colleges will award credit for a score of 4 or 5.

© Multiple-choice questions account for two-thirds of your final score.

© Free-response questions account for one-third of your final score.

© Your composite score on the two test sections is converted to a score on

the 1-to-5 scale.

Background Information

The AP Economics exams that you are taking were first offered by the College Board
in 1989. Since then, the number of students taking the tests has grown rapidly. In 1989,
3,198 students took the Macroeconomics exam, and by 2008 that number had increased
to 68,009.
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Some Frequently Asked Questions About
the AP Economics Exams

Why Take the AP Economics Exams?

While there might be some altruistic motivators, let’s face it: most of you rake the AP
Economics exams because you are seeking college credit. The majority of colleges and uni-
versities will accept a 4 or 5 as acceptable credit for their Principles of Microeconomics or
Macroeconomics courses. Many private colleges will give you credit if you take both exams
and receive a combined score of a 9 or 10. A small number of schools will even accept a
3 on an exam. This means you are one or two courses closer to graduation before you even
begin working on the “freshman 15.” Even if you do not score high enough to earn college
credit, the fact that you elected to enroll in AP courses tells admission committees that you
are a high achiever and serious about your education. In recent years close to two-thirds of
students have scored a 3 or higher on their AP Microeconomics or Macroeconomics exams.

What Is the Format of the Exams?

Table 1.1 Summarizes the format of the AP Macroeconomics and Microeconomics exams

AP MACROECONOMICS

Section Number of Questions Time Limit
[. Multiple-Choice Questions 60 1 hour and 10 minutes
II. Free-Response Questions 3 Planning time: 10 minutes
Writing time: 50 minutes
AP MICROECONOMICS
Section Number of Questions Time Limit
I. Multiple-Choice Questions 60 1 hour and 10 minutes
II. Free-Response Questions 3 Planning time: 10 minutes
Writing time: 50 minutes

Who Writes the AP Economics Exams?

Development of each AP exam is a multi-year effort that involves many education and test-
ing professionals and students. At the heart of the effort is the AP Economics Development
Committee, a group of college and high school economics teachers who are typically asked
to serve for three years. The committee and other college professors create a large pool of
multiple-choice questions. With the help of the testing experts at Educational Testing
Service (ETS), these questions are then pre-tested with college students enrolled in
Principles of Microeconomics and Macroeconomics for accuracy, appropriateness, clarity,
and assurance that there is only one possible answer. The results of this pre-testing allow
each question to be categorized by degree of difficulty. Several more months of develop-
ment and refinement later, Section I of the exam is ready to be administered.

The free-response essay questions that make up Section II go through a similar process
of creation, modification, pre-testing, and final refinement so that the questions cover the
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necessary areas of material and are at an appropriate level of difficulty and clarity. The com-
mittee also makes a great effort to construct a free-response exam that will allow for clear
and equitable grading by the AP readers.

At the conclusion of each AP reading and scoring of exams, the exam itself and the
results are thoroughly evaluated by the committee and by ETS. In this way, the College
Board can use the results to make suggestions for course development in high schools and

to plan future exams.

What Topics Appear on the Exams?

Excellent question. The College Board, after consulting with teachers of economics, devel-
ops a curriculum that covers material that college professors expect to cover in their first-
year classes. Based upon this outline of topics, the multiple-choice exams are written such
that those topics are covered in proportion to their importance to the expected economics
understanding of the student. Confused? Suppose that faculty consultants agree that envi-
ronmental issues are important to the microeconomics curriculum, maybe to the tune of
10 percent. If 10 percent of the curriculum in an AP Microeconomics course is devoted to
environmental issues, you can expect roughly 10 percent of the multiple-choice exam to
address environmental issues. Below are the general outlines for the Microeconomics and
Macroeconomics curriculum and exams. Remember this is just a guide and each year the
exam differs slightly in the percentages.

Microeconomics

Approximate percentage
Content Area for exam (multiple-choice)

I. Basic Economic Concepts 8-14%
. Scarcity, choice, and opportunity cost
. Production possibilities curve
. Comparative advantage, absolute advantage, specialization,
and trade
. Property rights and role of incentives
. Marginal analysis

mO Ow>

II. The Nature and Functions of Product Markets 55-70%
A. Supply and demand (15-20%)
1. Market equilibrium
Determinants of supply and demand
Price and quantity controls
Elasticity
a. Price, income, and cross-price elasticities
of demand
b. Price elasticity of supply
5. Consumer surplus, producer surplus, and
market efficiency
6. Tax incidence and dead weight loss
B. Theory of consumer choice (5-10%)
1. Total utility and marginal utility
2. Utility maximization: equalizing marginal

utility per dollar
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