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Econamics isthe study of how sociaty merages its scarce resounces
'l'ﬂimiiﬂunmtm:mrm sigtement about rade? Trade can make every nadon
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market outcome is . Insqutable

Atradeoft exisis between 8 clean emaranment and a higher level of income in that
Lews thet reducs pollution raise costs of production end reducs incomes

You are seling 2010 Honda At the |ast mimute, the transmiz=ion dies. You
can pay 56500 to it repaired, or sell the car "as 12" In the mterest of your best
chaice, you consider that the value (what you could getfor the car) is 36500 i
Transmission works, $6700 i it doesn 20 since you're such & good economics
student you Getthe car freed because wil e value of 8 fxed car excesds the
velLE of one Thet isnTied

One way to characterize the difference between postive statements and
normative statements is &= follows: Positive statemets ofier desorimions of the vy
things are, whereas rommative stsiements offer opinions on howings cught o be
Thetwo basic ressons why economists often appear to give conflicting advice 1o
policymakers are differences in sciendfc pdgmems
end values. ==
Almast all economists agree thet remt comrol B
adversely effects e avalabity and qualty of o

housing —
Point D represents & level of production in this '|

economy that i=__ possiole but nat sficiet L 2
Which errow represemis the flow of goods and R S
serieEsT B

The bowed shape ofthe production possibiliies fromtier can be explained by the
fact that he opportunity cost of one good interms of the other increases & one
changes production pointe along the Fontier
Rifer to Figure 2-4. The oppartunity cost of this economy moving from point 2 to
point ¥ is10 lamps
Refer to Figure 2-6. Efficient producSon is represemted by which poimfs)? AR
Refier to Figure 2-11. The shift of the production possibilities frontier from Ato B
can best be described gs econormic growen
The United States and Cermany can produce the following amounts of steel and
coal in thousands of tons per week. What is the opportunity cost of producing
oneton of steel inthe United Stabes? 310ns
The United Stanes and Germany can produce the following amounts of steel and
coal in thousands of tons per week. Which country hes & comparstive advamage
inthe production of coal? Gemany
The United States and Germany can produce the following amounis of ste=l and
coal inthousands of tons per week. What courry will specislize inthe production
of steel if intematonal rade tskes place? US £y
The forces thet make market economies work are Supply & demand
Refier to Figure 4-1. The movement from poimt A to point  on the graph shows
An ncTease in pemaned
The ke of demand stanes that, other things equal, when the price of a good falz
he quarmdty demanded of the good rises
The markst demand curve i the sum of &l indridusl demend curees
Refier to Figure 4-6. The shift from Do ¢ is called & decrease in demand
i & good i= normal, then an increase in income wall result n an) Increass in e
demand for he good

en frozen pi moeth. You will greduste from
mmm%m wil Eﬁr}ubhm. %nul'mem plans
10 purchese frozen pizzes in Janwsry. For you, frozen pezes are aln) infenor good
i Amernican chesse and cheddar cheese are substmutes, then which of the
#ollovang would increase the demand for cheddar cheese? en increass in the prce
of American chesse

Today, ed ther jons about the future. This
Eﬁﬁlﬂp@?&dﬁ expectstions change can

28 RefertoFigure 4-10. Which of the following would cause the supgply curve to shift

al

from Supply B to Supply A inthe market for disposable ballpoint pens? &n
incresse nthe price of ink

Wheat is the maim input inthe prodwction of flour. fthe price of whest decreases,
then we would expect the Sugohy of flour to increase

Rifier to Figure 4-13. fthe supply curves that are drawn represent supply curves
for single-family residential houses, then the moverent from 210 3 could be
caused by aln) decresse inthe price of lumber.

In & market econamy, who of what determines who produces each good and how
much is produced? Prices
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When studying how some event or policy affects 8 market, elasticity provides
infiormation an the direcion and maegnitude of the offect

The price elasticy of demand measures how much quentty demended responds 0
8 change in price.

if the price of gasoline rises, when is the price elasticsty of demand likely 1o be the
highest? ona year sfter the price noresse

Demand i= said tobe price eastic F buyers respond substertislly to chenges inthe
price af the pood

Which of the following is likely to heve the most price inelastic demand?

Toothpaste

Suppaose the price of potato chips decreases from £1.46%0 51 26 and, a5 8 result,
the quantity of poteto chips demanded increases from 2,000 to 2,200, Using the
midpaint method, the price elasticity of demand for potaio chips in the given price
range is 054

Refer to Table 52 Lizing the midpoint Tahia 5-2

methad, if the price falls SE0t0 260, the Price Cuantity
ahaolute value of the price elasticity of 2100 &

demand is 233 £80 10

For 8 horizontal demand curve, e clopeie 350 o

equel o 0 end the price elesticty ofdemand = 320 £
undefined 520 N

Pyan says that he would buy one cup of 50 30

cofies every day regardless I:"ﬂ'E price. i he iz telling the truth, Ryan's 4 demand
for cofee iz perfedty ingasic

When quantity mowves propontionstely the same amount Bs price, demand is unit
dasiic, and the: price elesticity of demand & 1

Conzider luxuary weskend hotel packages in Las Vegas. When the price is 280,
the quantity demanded i= 2,000 packages per wesk. When the price is 5230, the
quantity demanded is 1,700 packages per week. Using the midpont method. the
price elasticity of demand i= about 143, and an ingrezse nthe price wil cause
noels 1ol revenue o Decrasse

How does total revenue change a= one mowes downweard and tothe right slong a
linear demand curve? it frat incresses, then decreases

if demiand s price inglastic, then when price rizes, total revenue il rise

Refer to Figure 512 Totsl revenue when the price is P, is represemied by the
aresf=) E=D

In 8 free, competitive market, what is the retioming mechanizm? Price

A shortage result= when a Binding price celing i= imposad on & market

A legal minimum on the mimmagmdcﬂnbemﬂﬂcﬂled & price Floor
Refer to Figure &3. A binding price floor is shown in Pand (B) only
Refer to Figure 5-3. i the gowernment imposes a prce ceiing of 52 onthis
markst, then there will be &
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A production function describes how & firm fumns inputs. o oulout
Refer to Figure 7-2. When the price is P2 consumsr suiplus is A
A firmthat iz the sole seller of & produwct without close sulbrstitutes i monopolists
Which of these s=sumptions is often realistic for a firm in the short run? The frm
cen vary the number of workers it employs but notthe skze of its faciory

A U-shaped ' BVErage tOtal COSt Cunve cOMMEINS portions where Bverage
total cost{ATC) falls as producson(Q) increases called and portians
where average total costiATCnses as increasss
called . economies of scale; diseconomies of scale
Which of the Ten Principles of Economics does welfare economics explain marne
Tully Mark=ts are ususlly 8 good way 10 ONQENZE ECONDIMIC BOMTY
Accounting profit ignones costs 8o itis than Economic Profic
Imglicit Righer
A seller s walling 1o zell 8 produwct only if the s=ller receives a price that is at least
gs great &= the sellers cost of producion
What isthe Consumer Surplu when the Price(P) = 3307 250
Suppose price(Pialls to 220, :ﬁ]mm will Consumer Surplus({CS) increase due
o bupers entening the market? 350
The indreidual supgply curve inthe short run is that portion of the MC curve thet
lies albove minimum [above the inithe Long run). &V, ATC
Refer to Figure 13-10. The firm expeniences economies of scale if it changes is
lewel of putput from CL 10 3
Which of the following messures of cost is best described as “the merease in
toal cost that arises from an extra unit of production ™ menginal cost
Refer tothe table abowve. Ifthe output of bicycles i 4 per wmeek, then the marginsl

ﬁl Lﬁim H I i3 : Thdym| Eaplrs o Tod i Eowsd
Which of the following is not an example of a bamrierto | e wetew
eniry? & college swudent sters 8 pert-ime fuoning busness ! L

When markets fail, public policy can poemtelly remedy e

the problem and increase economic Sfidency. L
When firms are =aid @ be price tkers, it implies that if

D | | O A | e A

10
afirm raises its price, buyers wil po elzeshere. i
If & firm produces nothing, which of the following costs will be m‘hmahlemst

What ig the deadwesght boss for this profit-maxmizing monopoly? 26

Which of the following ststements regarding & competitive market is not cormect?
Because of frm location or product diferenpes, some frms: can charge a higher pice
than cther firms end 53l maintsin e ssles voume.

Which of the following are not examples of besriers to market entry? Vweifare
g
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Afirm mazimizes profit at 8 bewel of producSon where menging revenus sousks
manginal cost
What s the equilibrium price and quantty for this perfectly competitive market,
respectively?£2 50 160
A periectly competitree fim's price depends on the market supply end demend
A monopolist is 8 price maker
A perfectly competitree market strecture i charactenzed by meny buyers and
sellers, poods ane the same producs, and Fe2 eniry and exi
A monopoly is & firm that - isthe sole seller, produces
$I|1:1:dmil.l.frﬂ1 no clese subethites, and market power

e firm's short-run shutdosn price is the
CUNVe. MINimue; sverage-veneble- cost
Refier 1o Figure 13-3. The changing slope of the total cost curve reflects.
decreasing mengingl procuct _ _
The DeSesrs faces very litle from ather firms in the
wholezale diamond market Why i=nT the price of the wholesale diamonds
S10,000 per carat? because the company would sdll so few copies that they would eam
higher profiis by seliing &t 2 lower prics
Mot markets are not monopodies inthe real world because there ere ressonable

point of the

sulstutes for most goods.
I1n 'l1E-I'EH'EI'I'H.I'I'f that il exi=t regardless of iz " Price Maker™
3 noted below, wlnnlmgeruntmmaﬁnnﬂum
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In comparning market stnectures. Which one mexenizes Total Surplus? perfect
compstition

Reefier 1o Figure 7-6. AL the Bql uilibrium price, consumer surplus is 3300

A positive economic profit val encoursge market entny.

Suppose pricelP) falls to S20. How much wall Consumer Sunplus|CS) increase due
10 existing buyers paying the lower price® 2100

Inefficiency exists in an econoemy when & good i= not being consumed by buyers
wiho velue it moet highly.

What i= the alb Willin 1o &t iyl O = 107 530
Ha‘amﬁg.“ll:ﬂ. Ifil?:;rgmﬂf mmmﬁmmmlm
EmOUnts o 550

Find marginal sellers cost et quantity(Q) = 10. Marngmal Costequals_ 220
Find total Producer SurplusiP=) for pricelP)] = 220 5100

Whet could explain shift in the market supply curee from S:t0 57 Frms are exting
the markst due fothe of negaiive economic

What kind of costs remsin the same regardless of the level of production? Fixed
The demand curve facing a monopolist is negatively shoped but relstively inglastc

A monopaoly thet emerges becawse of economies of scale is called 2 nairsl

For an individusd firm operating in & competitive markat, marginal revenue equsls
everage revenue and the price for &l levels of outoue

The demand curve of the indwidual firm in perfect competition is a honzomal fne
gt the market price

Because the goods offered for zale ina
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CHOT Y

Vo | Bdudimid
T

compeiitve market are langsl ame sElEE \ ir
wal h-ElEiﬂiErEEﬁ-ﬂﬂdegELEﬂIﬂﬂEg]ng : L1
el prie. : H

Refier to Table 14-3. For g firm cpersting in &
competitve market, the pnce is 57

This st farm will mesimize or minimize kasses by producing
mm - & &0 dallers |:1E|'|I='::ifEI
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Theterm market failure refers 1o 2 market that feils 1o locate resounces Sficiehy.
A coct imposed on someone who is nether the consumer nor the producer is
called a negatve edenality.

A positive arizes when & person engages in an ecivity thet has =
I:Elrll-gig-:EIEﬁa::tuna gder who do=s not pay the person wha ceuses the Sfect
Refier to Figure 10-1. This graph represents the tobacco industry. The ndustry
cremies negstve enemsnes

Rifier to Figure 10-1. This graph represents the tobacco industry. The socially

optiml price and quantity sre $1.30 end 35 i

unies, respectively “ e
Megatve externalities lead markets 1o ™

produce grester than sfcem ouput kel and o -

postive extemelties lead mersts 1o produce ™,
emaller than eficient cutput levels. R
Paients do not protect the nigies of rvemons —
for their Hetimes . Ty
Refer to Figure 10-0. Which gragh : / 3
represemts 8 markst with & positive | =
externality? Panel (€

Ir many cases selling pollution permits is 8 better rrEﬂ'rudfm podlution

Than imposing & cormactie tax becase it is herd 1o estimate the markst demand
curve erd thus chamge the nghl” comective tax

Refier to Figure 10-19. The social ogtimuem can be resched i 2 subsidy of $35 1=
eppied to esch unit of fe good.

Governments can improve market outcomes for both public goods and common

MESOWDEs
Because public goods are not=:cudable, peogle have en incemive 1o be free nders
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Without gosernment imtervention, public goods tend to be undenproduced and
pomimian resources tend 1o be overconsumed
A free rider is a person who receves the bereft of 2 good but avoice paying for it
The government provides public g because free-ndere make & dificut for
mmmkashsumiﬁpajn:ﬂ optimel quentsy,
hnmuunﬂadhemlammlenfarmﬁyuﬂﬁmmm
The Tragedy of the Commions can be comected by s==gning propery nght=s 1o
ndiduals
if the use of B coman resource i not
Eﬂrﬂ.nwllh:-m'mﬁad

1o Figure 11-1. The box |labeled T
A represents rvESs gooos messsitr 1] : | -
mmnmmmmE-mMEﬂﬂmmmmﬁm
nict ve!| esteblished for clean air

igtic competition is & type of market stnuctre
Mte Tollowning pairs illustrates the tro exireme examples of market

gtructures? compatison and monopoly

A monopolistically competitive industry is cheractenzed by many irme,
diferentisied products, and Fee enfry.

In & monopolistically competitive S S
indusgry, & famy's demand curve also e

rEpresent fs SEMEge Ve “
Referto Figure 16-1. The firmvs profie= "= ow
maxamizing level of output is 12 unis e
Refer to Figure 16-1. In arder to s e 8

meximize profit, the firm will charge & L e

price of 518 i
Refer to Figure 16-1. Suppose that swerage total cost is $15 when Q=12 What is
the profit-meeimizing price and resulting profit? P=213, oroft=50

if firme in & monopolisteally competiove market are esrning positve profis, then
nev e vall enter the market

When a firm's demand curve is tRngent o its sverage total cost curve, the frm's
ECONOMIC POST IS 2800,

A distinguishing feature of an oligopolistic industry is the tension between
cooperstion end seif menest

An agreement between tvo duopaolists to function as & monopolist wswslly breaks
hm&ﬁm&EEmumpiEtmnEalmm:memmmuﬂamcﬂm:E
MOFE

An agreement amaong firms in & market shout quantities to produce or prices 1o
charge is called callusion.

When an oligopoly market reaches & Nesh equillbrium, 2 frm vl hase chesen s

stuagi; given the sralegies chosen by ather frms inthe market
In order to be successful, & cartel must agres onthe tote level of procucsion and on

the amount produced by each member.

Thee equilibrium qusstity in markets charactenzed by oligopoly is higher $hen in
monopoly marksts and lower than in perfecty competifve markets.

Cartels inthe Unined Stetes are ilegel

Figure 1I7-1 Two ses, ASC and XYZ, each decide whether to producs &
high level of output or & low bewvel of output. Inthe figure, the dollar amouwis are
payofiz and they represent anmual profits for the two companies. Refer to Figure
17-1. The dominant strateqy for ABC is to produce high ouiput end the dominart
sirateqy for XY is 10 produce high output

The dilemma has & Mash equiibrium, but the Hesh equilibum
mmm nmmﬂqmmdmmem i they could n:r:q:ereteeq Wit
gach other.

The inguts w=ad to produce goods and senices are called faciors of production.
Factor markets are different from product markets in an importamt way because
the demand for & Bctor of production is 2 denved demand.

Bﬂwﬂp&dmﬂlm i8 e incresse in the amount of oulowt from an
urit of

Diminishing marginal product affects the shape of the production fumctian in what
way? The slope of fhe production funclion decreases a= the quanity of input incressss,
For B profi-maximizing, compatrive firm, the walue of the manginal prodwct of
labor & the S demand for lebaor.
Vadue of marginal product is defined as the addtional revenus eamed from hinng
one more facior of production.
i the walwe of the margingl product of labor excesds the wage. then the firm could
ncrease proft by hirng addmional lsbor
Thewn]m:ﬂ‘ermgrﬂ product of ksbor is calculated by multiplying the price o
UL by the nal product of lsbor
Figure 13-1 On the graph, L regresents the quasiity of labor and () represents
the quantity of cutput per week Refer to Figure 13-1. The marginal produsct of the
second worker is 50 unis of output
TheﬁgLIE IJ-EHJ'H shows the production function for & panticular firm. Refer to
Rﬁe margnal produsct of the third worker is 20 units

Figjre:lﬁ-d. The graph sbove illu=trates the market for bakers who make
homemade breads and breabdast pastries. ifthe price of breskdzst pasiries falls.
what happens in the market for bakers? Cemand decreases fom D2w 0L
Refer to Figure 136, The gragh abowve illustrates the market for bekers wha make
homemade bresds and breabfast pastries. fthe bakery profession becomes

mire attractive to young women and men becauwse of 8 new reality televsion
ghow, what happens inthe market for bekers? Supply incresses from Sl 52

Flsmm Al =d



