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Answers to Sample Multiple-Choice Questions 

I.D 13. C 25. C 

2. B 14. C 26. E 

3. E 15. C 27. C 

4. B 16. D 28. D 

5. D 17. D 29. B 

6. C 18. E 30. B 

7. E 19. C 31. A 

8. B 20. C 32. D 

9. B 21. A 33. C 

10. C 22. C 34. D 

11. B 23. C 35. E> 
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12. A 24. A 36. Ces. 
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Answers to Sample Short Free-Response Questions 
1.	 True, false or uncertain, and explain why? "The economic concept of scarcity is not relevant to the 

study of a modern economy such as that of the United States because the existence of unsold stocks 
of goods (books, cars, homes) is vivid evidence that we are surrounded by plenty, not scarcity:' 
False. Economic scarcity refers to the fact that there are a limited number ofproductive resources 
available to satisfy the unlimited wants ofsociety. 

2.	 A newspaper headline says, "The Coldest Winter in 20 Years Brings Record Prices for Heating Oil." 

(A) Using a graph of home heating oil, show and explain how price changed. 
The record cold increases the demand for heating oil to run heaters, so the demand increases, 
raising the price and quantity sold. 
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(B)	 What other factors could cause the price of heating oil to increase? 
Anyfactor that increased demand could increase price and quantity. 
Any factor that decreased supply could increase price and decrease quantity. 
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3.	 In a recent year, the price of wheat fell. For each of the following, draw a supply and demand 

graph showing a decrease in prices with the stated impact on quantity. 

(A)	 The quantity of wheat decreasing
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(B)	 The quantity of wheat increasing
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(C) The quantity of wheat staying the same 
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4.	 True, false or uncertain, and explain why? "If you won $1'IiiiUion in the lottery, you wouldn't have 
the economic problem of scarcity!' False. People with $1 million cannot spend more than $1 mil­
lion. Even ifpeople had all the money they could use, time to use it would be scarce. 

5.	 Explain what would have to be true in each case for the production possibilities curves to be 
shaped as they are in Graphs I, II and III. 

Graph I	 Graph III 
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In Graph I there are increasing costs. To move from B to C to D, the economy must give up increas­
ing numbers ofplanes. The factors that produce butter and planes are not equally efficient in the 
production ofboth commodities. 

In Graph II there are constant costs. To move from B to C to D, the economy must give up the same 
number ofplanes to gain the same amount ofbutter - for example, one plane for 25 pounds of 
butter. 

In Graph III there are decreasing costs ofproduction. To move from B to C to D, the economy has to 
give up decreasing numbers ofplanes to get the same amount ofbutter. In this situation, the econo­
my would end up at one end or the other: at either Point A or Point E. 
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Answers to Sample Long Free-Response Questions 
1.	 Every society has the fundamental problem of scarcity. 

(A) What is scarcity? Scarcity exists because there are limited resources to fulfill unlimited wants. 

(B)	 What three questions must every society answer because of scarcity? What to produce and 
how much ofeach good or service to produce, how to produce, and for whom to produce 

(C) What are the three ways societies have dealt with the scarcity problem? Tradition, command 
and market 

(D) Give one example of how each way is used in the United States. Answers will vary. 

2.	 Hightechland produces two commodities: movies and computers. Hightechland's resources 
include workers, factories, electricity and so on. The following schedule indicates some of the 
points on Hightechland's production possibilities curve. 

Commodity A B C D E 
Movies 100 75 50 25 o
 
Computers o 30 55 70 80
 

(A) Does movie production exhibit increasing, decre~sing or constant per-unit opportunity costs? 
How do you know? Movie production indicates increasingper-unit opportunity costs. As more­
movies are produced, increasingly more computers must be sacrificed. 

(B)	 Graph Hightechland's production possibilities curve, and label it AA. 
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(C) Suppose Hightechland is operating at Point C but w9J.I1d like to alter production to Point D. 
What would be the per-unit opportunity cost of produ~l:ng more computers? With a move 
from Point C to Point D, the per-unit opportunity cost ofproducing one additional computer is 
1 2/j movies. 

(D) Suppose Hightechland is operating at Point C but would like to alter production to Point B. 
What would be the per-unit opportunity cost of producing more movies? The per-unit oppor­
tunity cost ofproducing one more movie as we alter the production from Point C to Point B is 
one computer. 

(E)	 What will happen to Hightechland's production possibilities curve if many of its movie sets 
are destroyed by fire? (Assume that the sets are not used in the production of computers.) 
Using the same graph you drew for Question 2(B), draw Hightechland's new production pos­
sibilities curve and label it BB. The point on the axis will shift inward for the movie 
production, but the point on the axis corresponding to computer production will not change. 

(F)	 What will happen to Hightechland's production possibilities curve if all the country's 
resources are reduced (perhaps by natural disaster or war)? Using the same graph as in 
Question 2(B), draw Hightechland's new production possibilities curve and label it Cc. 
Shift the production possibilities curve to the left or inward. 

(G) What will happen to Hightechland's production possibilities curve if technology improves 
both the production of movies and the production of computers? Using the same graph as in 
Question 2(B), draw Hightechland's new production possibilities curve and label it DD. 

Shift the production possibilities curve to the right or outward. 
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3.	 The market for many commodities is seasonal in nature. Their sales (equilibrium quantity) 
increase dramatically during certain times of the year. Christmas cards and fresh strawberries, at 
least in the North, are two examples. Christmas card sales increase during the last three months of 
the year, and the sales of fresh strawberries in the North increase during the summer months. But 
the (equilibrium) price movement of these two commodities is quite different during their peak 
sales season: Christmas cards increase in price during the last three months of the year, whereas 
strawberries decrease in price during the summer. 

(A) Show on the graph below how there can be an increase in the equilibrium quantity and an 
increase in the equilibrium price of Christmas cards during the last three months of the year, 
and briefly explain what has happened. 

Christmas Card Market 
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With other things constant, there is an increase in the demand for Christmas cards in the last 
three months ofthe year. This causes a rightward shift ofdemand and causes the price and 

quantity sold to increase. 

(B)	 Change the graph below for fresh strawberries in the North to show how there can be an 
increase in the equilibrium quantity and a decrease in the equilibrium price of strawberries in 
the summer, and briefly explain what has happened. 

Other things constant, there is an increase in the supply for fresh strawberries in the northern 
areas ofthe United States in the warmer months when the berries are harvested in the northern 
areas. This causes a rightward shift in the supply curve and causes the price to fall and the 

quantity sold to increase. 

Strawberry Market in the North
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4.	 Explain how each of the following may affect the production possibilities curve of the United 
States or the point at which the economy is operating. Draw a production possibilities curve; put 
"Capital Goods" on the vertical axis and "Consumer Goods" on the horizontal axis. Now, add a 
PPC curve or point to the graph to illustrate each scenario. 

(A) The Congress and the president
 
decide to provide more funding for
 
higher education with more students Cf)
 

attending college and graduating. C
 o 
More education increases human o
 
capital, a resource, and moves the ...J
 " 
curve outward.	 ~ 
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(B) New advances in medicine allow for
 
a healthier lifestyle. Better medicine
 
improves human capita~ a resource, Cf)
 

8
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and moves the curve outward. 
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(C) The United States agrees to be a part
 
of a world-trade agreement that will
 

Cf)
foster international trade. Interna­C otional trade increases output because o 
ofthe law ofcomparative advantage 

...J " and moves the curve outward. 
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(D) The unemployment rate increases in 

the economy from 4.2 percent to 5.1 
percent of the labor force. The increase 
in the unemployment rate results in ~ 
underemployed resources, which is illus­ 8 

C)
trated by a point inside the curve. The -l 

resources (workers) are still available ~ 
ii:but are not being employed. « 
u 

(E) Computer viruses are out of control, 
and efficiency and output in the 
economy fall. The computer viruses 

CIJ 
take computers out ofcommission, Cl o
which shifts the curve inward. o 
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