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1.Money is a scarce resource because it is a  form of capital.

2.Technology is a type of resource with public good type characteristics 
because once we use resources to develop it, technically it can be made to all 


producers for little or no additional resource costs. Technology shifts the 
production 
function outward, but since it has public type good characteristics 
there is no opportunity costs of improving current technology.

3. Economic theories are created by building simple models of a part of the 
economy that shows the relationship between a few variables which can 
explain observed economic behavior such as the downward sloping demand 
curve.

4. If there is "a large excess supply" so that many suppliers not selling all they 
want to sell at the current market prices, but since one supplier can sell all 
the want by cutting his or her price by just a little bit, this implies 
that all sellers will be able to sell all the want if they also cut their 
prices by the same little bit.

5. Perfectly competing firms that create external costs in production such as 
electricity, paper or dry cleaning get all the benefits from this 
pollution and therefore should pay all the costs of cleaning up the 
pollution without raising their prices.

6.If we had a additional large quantity of resources to get perfectly clean 
carcinogen free air and water, which in turn reduces deaths from cancer by 
a few hundred per year , marginal cost and marginalbenefit analysis 
suggests that this large additional amount of resources needed to attain 
these goals would not improve social welfare the most because by using 
these additional resources for other purposes such as highway safety, 
improved public health programs to reduce obesity , smoking and drinking, 
and better infectious disease prevention in hospital, etc.

 7.If we hold all other inputs constant, and we add more and more of just one 
variable input, total output will go up but less and less for each 
additional unit of the variable input. And in some cases, adding too much 
of the variable input could actually reduce total output.

8. If we have two goods, consumer goods and investment goods with fixed 
specialized resources in each sector (branch) and we have a fixed number 
of workers that can work in either sector, a typical production 
possibility frontier would show that we have to give up move more and more 
of one good to get an additional unit of the other good. This illustrates 
the "law of diminishing marginal returns". Careful!!
9.Since we are now inside the production possibility frontier with high levels of 
unemployment in November 2008, the opportunity costs of increasing 
government spending more on rebuilding bridges, education, highways, 
scientific research, etc. is 
zero, even though these additional spending 
will increase the federal deficit for this fiscal year and the national 
debt go up. Rather than being a burden on tax payers as erroneously stated 
in Congress it will actually result in an improvement in net social welfare 
because of the added production and demand for goods.
 10.If today we were on the production possibility frontier, the opportunity 
costs of increasing government spending by increasing the annual 
government deficit will cause a burden on the taxpayers either through 
inflation caused by more spending at full employmentor through the 
necessity of raising interest rates to cut investment and/or raising 
taxes to cut consumption.

 11. The cost to the tax payer from the trillion dollar "bailout" of weak 
financial institutions and other companies will in fact be close to 


zero. In fact in terms of monetary accounting the US Government may end up 
earning a "profit" on their lending, etc.

 12. The United States economy has become more open to foreign trade in the past 
20 years, but in fact is still relatively independent of the rest of the 
world compared to most other industrialized countries.
 13. Money is a generalized claim on goods and services which keeps track of how 
much goods and services each person can "claim" (buy).

 14. If the supply curve shifts inward and the price rises, then the suppliers 
will produce more and the supply curve shifts back outward and the prices 
will fall.
 15. The US consumption of gasoline has declined in the past year which is what 
we expect when the US price goes from $2 to $4 per gallon. This increase 
in price can be solely explained by an outward shift in the US demand for 
gasoline.

 16. In the short run, an outward shift in demand may result in an increase in 
price, but may not have any effect on the quantity supplied. Think tomatoes 
or fresh fish! But in the long run, it is likely that the price could even 
drop down to its original level. 

17. The long run supply curve of some goods and services could be perfectly 
horizontal, while for other goods and services they are perfectly vertical 
(paintings by great artists).

18. A price ceiling helps all consumers by keeping prices low. (Hint: draw 
graph.)
19. One of the following is not a public-type good.

     A.  Lighthouse

     B.  Television broadcast

     C.  A public housing
     D.  A privately developed medicine protected by patents

     E.  The publicly financed fire houses in New York City

20. One of the following statements is false about firms that produce goods that 
require a lot of pollution as part of their production process.


A.  The price of these produces is probably too low.


B.  Too much of the good is produced so that the social marginal cost is 

greater than the social marginal benefits, causing a deadweight loss.


C.  Is the result of poor enforcement of environmental laws or the absence 

of property rights to air, water and other resources.

      D.  The profits from pollution usually accrue entirely to the corporation, 
such as the International Paper Company, thereby increasing corporate 
profits above normal and therefore they should be forced to pay the 
entire costs of cleaning up the pollution without raising their prices.


E.  Society wants to minimize the cost of controlling pollution. One way 

is to set a price for each unit of pollution and then through 


careful measurement, tax a firm for the amount of pollution emitted.   

