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Economics – Chapter 1 – Practice Test

Wealth does not arise out of the ground; it must be produced by people first. Thus, the natural state of economy is one of __________________. This lack of wealth and goods is different from a situation where the goods exist but there is a lack of goods caused by human action, which is called _________________.  The former state of lack of wealth applies even to a developed economy such as the United States today, because human appetites for things we required for survival (called _________) and the things that are not essential for living (called ____________________) are never fully met. In short, people always want more. 

The most basic law of economics involve the quantity of goods, called ________________, and the desire for goods called ________________. 

A tool produced by people that is used for production is called ________________, though technical know-how inside people's brains is called ______________.

The three factors of production are _________________, _________________, and _____________.

Using up wealth is called ______________________. 

Postponing the enjoyment of your wealth is known as __________________. People who have accumulated wealth can loan it (often at interest) to someone else, this is known as _____________. 

The difference between a choice you make and the next most desirable alternative is known in economic terms as _________________________. 

British economist _____________ wrote the famous book _____________________ in 1776 and talked about the free market creating a profit incentive that helps everyone in an economy, and called it the “_________________________.”

There are many schools of economic thought, but the dominant one in American government today is called the _____________________ school, named after famed British economist John Maynard ____________. This school emphasizes the “demand” side of the economy, stressing that government can be a powerful ally in creating wealth and employment.

The free market economic model was first explained by Adam Smith, though the French phrase _______________________, meaning “leave it alone,” is the most common term for an economy untainted by government interference in trade. Today, the _________________ school of economics teaches these free market principles and has as its leading economists Ludwig von Mises and Frederick von Hayek.

A third economic school, sometimes called the Chicago school because many of its leading lights taught at the University of Chicago (including Nobel laureate Milton Friedman), is the _________________ school. This school generally teaches the free market and is generally leery of government interference in the economy with the exception that central banking mechanisms such as the Federal Reserve Bank can be used to spur an economy. 





Most economists attempt to use the scientific method, a means of testing their theses in the real world and measuring the results, a logical proof called ______________. But the Austrian School argues that modern economies are generally too complex to conduct these experiments, that – in the eloquent words of Jack Birmingham – economists can't accurately “isolate the variable” as they can with ordinary scientific experiments. Austrians instead use a different method of logic where they take self-evident truths and draw conclusions based upon these truths, a logical proof used by Sherlock Holmes known as _________________. 

A person who uses ingenuity to make new products (or existing ones more efficiently) and sell them in the marketplace is called an _______________________.

_____________________ are physical objects used to satisfy needs or wants, while _______________ are tasks performed by labor used to satisfy needs or wants. 

