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Economics 120 Spring 2008
Review Questions
First Exam
What is the economic problem and what causesit?

What are the factors of production (resources) and what are the resource payments for
each of them?

What are the 4 economic functions of the entrepreneur?

What are productive and dl ocative effi ciency?

What are the assumptions of production possibilities analysis?
What is opportunity cost?

What is the law of inareasing opportunity cost? What explainsit?

How does the market system determine which point on the production possibilities curve
isbest? Explain using dl ocative €ffi ciency.

What do points inside the production possibilities curve represent? What causes the
production possibilities curve to shift outward?

How does the economy’ s choice of goods in the present affect the economy’ s production
possibilities curve in the future?

What is the difference between product markets and resource markets?

What are the non-price determinants of market demand? How does the demand curve
shift when each o these determinants changes? Graph the shifts?

What is the difference between a change in demand and a changein quantity demanded?
Show graphicaly.

What are the non-price determinants of market supply? How does the market supply
curve shift when these determinants change? Graph the shifts.

What is the dfference between a change in supply and a change in quantity supplied?
Show graphically.

How do changes in market supply and demand affect equilibrium price and quantity? Be
able to show the impact of all possible changes in supply and demand.
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What arethetwo requirements of competition in a market economy?

How does the market system decide which goods to produce?

What technol ogy (combination of resources) do bugnesses use in a market system?
How does the market system distribute total output?

How does the market system accommodate change (i.e the guiding function of profits).
What are the virtues of the market system.

How do households spend their income? What is the largest component of the functional
distribution of income?

What are the following: plant, firm, vertical combination, horizontal combination,
conglomerate, indugtry.

What are the advantages and disadvantages of sole proprietorships, partnerships, and
corporations?

What are the characteristics of LLCs and S corporations?
How does government promote competition and control monopoly power?
How does government redistribute income?

What effect do external costs and benefits have on resource allocation? How does
government correct the misallocation of resources?

What are the characterigics of public goods and why must government provide them?
What are quasi public goods and why does governmert provide them?

What government policies reduce unemployment and inflation?
What are the differences between government purchases and transfers?

What are the principal Federal government taxes? What are the principal state and local
taxes?

What are the prindpal U.S. international trade patterns?
What are the 4 reasonsfor the rapid expansion of internati ona trade after WWI1?

Why does spedalization and trade result in a greater total output for the trading partners?
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In the yen-dollar foreign exchange market, what determines the supply and demand for
yen?

If the dollar depreciates in the yen-dollar foreign exchange market, what happensto U.S.
exports and imports? Explain. What happens to U.S. exports and importsif the dollar
appreciates?

What are the four mechanisms used by government to restrict international trade?

Why does government restrict international trade and what arethe costs to society of
these restrictions?



