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INTRODUCTION

Congratulations! You’ve taken a big step toward AP success by purchasing 500 AP
Microeconomics/Macroeconomics Questions to Know by Test Day. We are here to help
you take the next step and score high on your AP exam so you can earn college
credits and get into the college or university of your choice.

This book gives you 500 AP-style multiple-choice questions that cover all the
most essential course material. Each question has a detailed answer explanation.
These questions will give you valuable independent practice to supplement your
regular textbook and the groundwork you are already doing in your AP classroom.
This and the other books in this series were written by expert AP teachers who
know your exam inside out and can identify the crucial exam information as well
as questions that are most likely to appear on the exam.

You might be the kind of student who takes several AP courses and needs to
study extra questions a few weeks before the exam for a final review. Or you might
be the kind of student who puts off preparing until the last weeks before the exam.
No matter what your preparation style is, you will surely benefit from reviewing
these 500 questions, which closely parallel the content, format, and degree of dif-
ficulty of the questions on the actual AP exam. These questions and their answer
explanations are the ideal last-minute study tool for those final few weeks before
the test.

Remember the old saying “Practice makes perfect.” If you practice with all the
questions and answers in this book, we are certain you will build the skills and
confidence you need to do great on the exam. Good luck!

—Editors of McGraw-Hill Education
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CHAPTER

Basic Economic Concepts

1. The study of economics is correctly defined as

(A)

(B)
(©)

(D)

(E)

the methods used to satisfy our limited material wants with unlimited
productive resources

how best to predict the fluctuations in the stock market

how best to satisfy our unlimited wants with limited and scarce mate-
rial resources

the methods used to disseminate limited resources among a popula-
tion’s scarce material wants

the study of the interaction and allocation of limited resources and
market structures

Deirdre has one free hour to practice the piano for an upcoming school
concert or work at the library for $7 per hour or babysit her neighbor’s
12-year-old son for $10 per hour. She chooses to practice the piano. What
is the opportunity cost of practicing the piano?

(A) The opportunity cost would be $17 because she chose not to partici-

pate in these activities.

(B) Without knowing the marginal value of practicing the piano, there is

©

no way of knowing the true opportunity cost.
The opportunity cost would be $20 because it is necessary to calculate
one additional hour of babysitting to make it profitable.

(D) The opportunity cost would be $10 because it would be the most

(E)

profitable alternative.
The opportunity cost would be $3 because it is the monetary differ-
ence between two alternative choices.
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3. After dedicating two hours to studying for the AP economics exam, Seth
chooses to spend an additional hour studying. Which of the following is

most likely TRUE?

(A) The marginal benefit of the additional hour is at least as great as the
marginal cost of the additional hour.

(B) The marginal cost of the additional hour is less than the marginal
benefit of the additional hour.

(C) Both the marginal benefit and marginal cost are always equal in this
scenario.

(D) The marginal benefit of the second hour is less than the marginal ben-
efit of the additional hour.

(E) The marginal cost of the second hour is greater than the marginal cost

of the additional hour.

Brooks Industries is a leading producer of guitars and stereos. Use the following
production possibilities curve for questions 4 and 5.

Guitars

Stereos

4. Which two points would best represent economic growth?

5.

(A)
(B)
©)
(D)
(E)

From A to D
From D to C
From A to B
From E to C
From E to B

The concave shape of the production possibilities curve implies the
notion of

(A)
(B)
(©)
(D)
(E)

opportunity costs

comparative advantage

marginal analysis

allocation of limited resources with unlimited material wants

MB = MC
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It is beneficial for two countries to trade only when there is

(A) a mutually beneficial trade agreement

(B) increasing returns to scale

(C) decreasing returns to scale

(D) an absolute advantage in production between the two countries
(E) a comparative advantage in production between the two countries

If a society overallocates its resources, then

(A) consumer spending would increase due to an increase in demand

(B) marginal benefit would be greater than marginal cost

(C) opportunity cost of producing one more unit would increase
exponentially

(D) marginal benefit would be less than marginal cost

(E) marginal benefit would equal marginal cost

Both Richard and Michele can mow the lawn and walk their dog on Sun-
day morning. For every half hour of walking the dog, Richard can mow
twice the amount of lawn Michele can. According to this information,

(A) Michele walks the dog because she has absolute advantage in mowing
the lawn

(B) Richard walks the dog because he has comparative advantage in mow-
ing the lawn

(C) Richard mows the lawn because he has comparative advantage in
mowing the lawn

(D) Michele mows the lawn because she has comparative advantage in
mowing the lawn

(E) Michele walks the dog because she has comparative advantage in
walking the dog

In a command economy,

(A) market prices are determined through supply and demand

(B) market prices are determined through supply and demand and some
government interventions

(C) market prices are determined by a central plan designed by the
government

(D) markert prices are determined through supply and demand and some
barter system

(E) market prices are determined through the resources backing of the
gold and silver supply
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10.

11.

12.

13.

14.

Which of the following will cause an outward shift of the production pos-
sibilities curve?

(A) A grant for educational training for employees

(B) A decrease in a nation’s birthrate, thus decreasing the labor force

(C) A natural disaster creating extreme limitations of a vital natural
resource

(D) A shortage of skilled workers

(E) An increase of unskilled workers

A point lying directly on the production possibilities curve is
(A) efficient

(B) unattainable, yet efficient

(C) atrainable and efficient

(D) unattainable

(E) inefhicient

Scarcity is best defined as

(A) material resources are unlimited

(B) an idea used by industrializing nations to satisfy unlimited wants and
desires with limited natural resources

(C) limited vital material resources compared with limited wants
and needs

(D) all points lying outside the production possibilities curve

(E) the idea that a society’s wants and needs are unlimited, and material
resources are limited

The benefits of specialization likely include all of the following EXCEPT

(A) vital resources are used more efficiently

(B) an increased educational opportunity as the economy grows
(C) improvements in productivity

(D) greater quantity of goods and services supplied to consumers
(E) all of the above are benefits of specialization

Mineral deposits, human capital, entrepreneurship, and use of technology
and machinery are all examples of

(A) factors of production

(B) superior and inferior goods

(C) elemients sometimes needed to move an existing company overseas
(D) public goods

(E) material wants and needs



15.

16.

17.

18.

Basic Economic Concepts ¢ 7

The law of increasing costs is best defined as

(A) when the price of a good rises, the quantity does not fall

(B) as more of a product is produced, the greater its opportunity cost

(C) as one obtains more of a good, the marginal utility (the value from
one more unit) will decrease

(D) as the economy grows, government spending will increase as well

(E) all costs are opportunity costs

The production possibilities curve will show a straight line if which of the
following are TRUE?

(A) Resources are not specialized.

(B) Vital resources for the good are limitless.

(C) The economy is operating below maximum efficiency and output.
(D) The law of decreasing marginal utility does not apply.

(E) Marginal benefit is less than marginal cost.

A country is said to have a comparative advantage over another
country when

(A) it can produce a good at a lower opportunity cost than another
country

(B) it can produce a good using fewer resources per unit of output than
another country

(C) there is a higher degree of specialization and division of labor com-
pared to another country

(D) when comparing each country’s production possibilities frontiers, one
country is operating at maximum efficiency and output

(E) one country’s production possibilities frontier is shifted farther to the
right compared to another country’s production possibilities frontier

How is it possible for a country to obtain more than its production pos-
sibilities curve dictates?

(A) Not possible without greater quantities of the factors of production
’ already obtained

(B) Specialization

(C) Increase in education and job training

(D) Obtainment of a greater quantity of affordable substitutes

(E) Increase in the division of labor
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19.

20.

21.

22,

Suppose both Spain and Germany produce soccer balls and golf balls.
Spain can produce soccer balls at a lower opportunity cost than Germany.
Germany can produce golf balls at a lower opportunity cost than Spain.
According to the law of comparative advantage,

(A) Germany should stop producing soccer balls; Spain should stop pro-
ducing golf balls; Spain and Germany should establish a trade for the
product they stopped producing

(B) Germany should stop producing golf balls; Spain should stop produc-
ing soccer balls

(C) Germany should increase production of golf balls and decrease the
production of soccer balls

(D) Spain should increase the production of soccer balls and decrease the
production of golf balls

(E) none of the above

Which of the following are some of the basic questions every economy
must answer?

(A) What to produce? How to produce? How much to produce?
(B) When to produce? How to produce? How much to produce?
(C) For whom to produce? When to produce? What to produce?
(D) What to produce? How to produce? Where to produce?

(E) all of the above

Economic growth is only possible if

(A) all of the fundamental questions an economy faces are answered

(B) there is a highly developed division of labor

(C) there is a decrease in resources and decreasing opportunity costs

(D) there is an increase in resources and technological advancements in
production

(E) there is a diseconomy of scale

As a rule, one should purchase a good or engage in an activity if

(A) the opportunity cost is equal to the value of the good or activity
(B) the marginal benefit is greater or equal to the marginal cost

(C) the value of a good or activity is equal to the marginal cost

(D) there is an increasing marginal value of return

(E) the marginal benefit is less than or equal to the marginal cost
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23. Your school decides to build a new performing arts center. What is the
opportunity cost of the performing arts center?

(A) 'The money used in construction of the performing arts center

(B) 'The cost of building the performing arts center now rather than wait-
ing until next year

(C) Any other good or service that cannot be provided right now due to
resources used for the new performing arts center

(D) Cannot be determined without knowing what the next best option
was for using the resources that went to the performing arts center

(E) None of the above

24. All are reasons why a production possibilities curve will shift to the right
EXCEPT

(A) the quantity of resources increases

(B) the quality of existing resources increases

(C) technological advancements in production

(D) the labor force increases

(E) the economy is operating at allocative efficiency

25. Marginal analysis is best defined as

(A) the additional benefit received from the consumption of the next unit
of a good or service

(B) the additional cost from the consumption of the next unit of a good
or service

(C) analyzing the combination of goods and services that provide the best
benefit to society

(D) making decisions based upon the marginal benefits and marginal
costs of that decision .

(E) when businesses use their resources to produce goods and services for
which they have a comparative advantage

26. An economic system is characterized as emphasizing private property and
competition, and prices inform buyers and sellers how to allocate their
resources. This economic system would be known as a

(A) mixed system

(B) market system
(C) socialist system
(D) command system
(E) barter system



