ECON 1000      Introduction to Economics      Review     December Exam      Fall 2012
Format: 20 Multiple Choice (40 marks), 5 short answers (out of 9) (40 marks); One long answer (out of 3) (20 marks)
Chapters: 1-18, 22 

1.  The Economic Way of Thinking

· What is scarcity?  Why is it the central economic problem?  What is opportunity cost?

· What is the relationship between scarcity, choice, and opportunity costs?

· What are the factors of production?  Describe each of these categories.

· What does the production possibilities frontier show?

· how to interpret points on, inside or outside the PPF

· what is constant, what is changing as you move along the PPF 

· How does the PPF demonstrate scarcity and tradeoffs?

· Why is the PPF concave? (BOTH a negative and increasing slope)

· Why are opportunity costs increasing?

· Why aren’t resources easily substitutable between two uses?

· What causes the PPF to shift out over time?

· What causes the PPF to pivot out?

· How does a shift or a pivot in the PPF affects opportunity cost or tradeoff

· Distinguishing  between normative and positive statements

2. International Trade
· What determines how much of a good a country will import or export?  

· Who benefits from trade?  Who does trade harm?  Do the gains outweigh the losses? 
· World price above or below domestic price, effects on trade, what happens to domestic price, consumption, production, consumer surplus and producer surplus
· If policymakers restrict imports, who benefits?  
Who is harmed?  Do the gains from restricting imports outweigh the losses?  

· What are some common arguments for restricting trade?  Do they have merit
3.  Demand and  Supply 

· Demand--a model of buyer behavior

· the law of demand

· other factors affecting demand:

· income (normal and inferior goods), prices of substitutes/complements, changes in preferences/tastes, expectations, population and demographic changes

· how does each of these factors affect the demand curve?

· change in quantity demanded vs. a change in demand

· Which shifts the demand curve?  Which is due to a change in the price of that good?

· Supply--a model of seller behavior

· the law of supply

· other factors affecting supply:

· costs of production,  prices of complements/substitutes in production, expectations, number of suppliers, productivity

· How does each of these factors affect the supply curve?

· change in quantity supplied vs. a change in supply

· Which shifts the supply curve?  Which is due to a change in the price of that good?

· Equilibrium

· quantity demanded= quantity supplied;   why is this an equilibrium?

· how do shifts in the demand curve and/or supply curve affect equilibrium price and quantity?

· application:  

· given and market and an event, be able to recognize what curves shift, what direction, and what happens to price and quantity

· given a price change in a market, explain how a change in demand and/or supply could lead to that price change

· Price Floor and Price Ceilings

· What happens to equilibrium price and quantity when price floor or ceiling is binding/non-binding?

· What may result in the market if there is a shortage or surplus?

4.  Supply, Demand and Elasticity

· Price Elasticity of Demand

· what does it tell us? (If demand elasticity is -3, what does that mean?)

· what do demand curves look like when they are

· elastic, inelastic, perfectly elastic, perfectly inelastic

· what factors influence the elasticity of demand?

· Price Elasticity of Supply

· what does it tell us?  (If supply elasticity is 0.5, what does that mean?)

· what do supply curves look like when they are

· elastic, inelastic, perfectly elastic, perfectly inelastic

· what factors influence the elasticity of supply?

· Cross Price Elasticity

· Substitute

· Complements

· Income Elasticity

· Normal Good

· Inferior Good

· Elasticity and Taxes

· Tax burden and the elasticity of demand

· Tax burden and the elasticity of supply

· Relationship between the tax rate, tax revenue and the deadweight loss

5. Economic Theory, Markets, and Government

· Market failures—what does this mean?

· Externalities

· Positive vs. negative—what are they?  

· What are the consequences?  (i.e. why do they lead to market failures?)

· Be prepared to identify examples as positive or negative externalities.

· Public Goods

· Nonrival (property of rivalry)—what does this mean?

· Nonexclusive (property of exclusion)—what does this mean?

· Private Goods vs Public Goods

· Examples of public goods

· What is the free rider problem?

· Why do public goods lead to a market failure?

· Note:  just because a good is publicly funded does NOT mean it is a public good (example: education)

· Different types government policies to resolve market failure. Compare and Contrast these policies . Which is the most effective?

6. Production and Costs 

· economic costs and profits

· explicit vs. implicit costs

· economic vs. normal profit

· normal profit = zero economic profit

· short run production

· what is total product? marginal product? 

· how does marginal product change as the firm increases labour? why?

· law of decreasing returns

· short run costs

· total costs

· total fixed costs vs. total variable costs

· marginal cost and average cost

· long run costs

· what is meant by  economies of scale?  diseconomies of scale?  constant returns to scale?

7.  Perfect Competition 

· what are the characteristics of a perfectly competitve firm?

· why is a perfectly competitive firm a price taker?

· to maximize profits: choose Q where MR = MC.

· market demand/supply, firm's demand curves

· identify market price

· identify profit-maximizing quantity

· short run equilibrium

· how would you identify/calculate the economic profit/loss?

· long run equilibrium

· how does free entry & exit lead to zero economic profit (a normal profit) in the long run?

· shifts in market supply curve

· changes in equilibrium price

· changes in firm demand curve

8.  Monopoly 

· What is a monopoly? how does a monopoly result?

· natural vs. legal barriers to entry

· Monopoly behavior--single price

· what is profit-maximizing price and quantity?

· choose Q where MR=MC; use the demand curve to determine price

· recognize profit-maximizing price and quantity on a graph

· what is the profit?

· Monopoly vs. competition

· how do price and quantity compare?

· why is the monopoly inefficient? what is the deadweight loss?

· recognize deadweight loss on a graph

· recognize difference in consumer surplus

· what are the potential benefits to monopolies?

· Can monopolies earn economic profits in the long run?  why/why not?

· Price discrimination

· what is price discrimination? how does it relate to consumer surplus?

· under what conditions is price discrimination successful?
· under price discrimination, how would the price charged to different groups depend on the elasticity of demand of these groups?
9.  Monopolistic Competition & Oligopoly 

· monopolistic competition

· what are the characteristics of monopolistic competition?

· how does the firm choose the profit maximizing price and quantity?

· why is there zero economic profit in the long-run?

· Long run equilibrium P = ATC > MR = MC 
· the optimum  can be enforced by a government regulator only through subsidies
· oligopoly

· what are the characteristics of an oligopoly?

· what is a cartel?  problems with forming a cartel
· Game theory: Prisoners’ Dilemma
10.  Demand & Supply in Factor Markets 

· Labor Supply

· time divided between:  market work, nonmarket work, leisure

· what shifts labor supply?  population, preferences, nonwage income, education

· Labor demand

· the demand for labor derived from the MRP?

· why will firms hire labor until MRP = wage?

· how do changes in wages affect the quantity of labor demanded?

· car wash example:  be able to calculate MP, MRP, and identify how much labor is hired for a given wage

· Relationship between the price of output and the demand and supply of input, wage rate, MP 

· Capital, Land

11.  Frontiers of  Microeconomics
· asymmetric information—what is it?  why is it a problem?

· adverse selection—what is it?  how is it managed?

· moral hazard—what is it?  how is it managed?

· examples of how asymmetric info problems arise and are managed in insurance, lending, buying/selling

· political economy – cordocet paradox, median voter theory, Arrow impossibility Theorem

· behavioural economics

