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Economics – Final Exam Practice Test
I. Multiple Choice (1 point each)

Directions: Circle the letter corresponding to the correct response to the question/statement.
1. Economics school that believes government should intervene in the economy with both monetary and fiscal stimulus when there is a liquidity trap.
	A. Austrian
	C. Chicago

	B. Keynesian
	D. Marxist


2. The economic doctrine that says people who have higher education earn higher incomes.
	A. Education paradox
	C. Substitution corollary 

	B. Learning effect
	D. Income effect


3. This term means “all other things being the same.”
	A. Equilibrium
	C. Ceteris paribus

	B. Subsidy
	D. Laissez-faire


4. A share of debt in a company, preferred in bankruptcy over the owners of the company.
	A. Security
	C. Stock

	B. Bond
	D. Dividend


5. A government interference in the market that places an lower limit on sale price of a good.
	A. Price ceiling
	C. Marginal cost

	B. Price floor
	D. Opportunity cost


6. The ability to be able to access money quickly.
	A. Liquidity
	C. Marginal cost

	B. Supply
	D. Capital


7. The cost of producing one additional unit of an item.
	A. Marginal revenue
	C. Demand curve

	B. Marginal cost
	D. Supply curve


8. In the equation C+I+G=Y, the “I” means ...
	A. Income
	C. Investment

	B. Aggregate demand
	D. Inflation


9. In an economy that allows exchanges between two parties that hurts third parties, that harm caused is called ...
	A. Externality
	C. Ceteris Paribus

	B. Substitution effect
	D. “Animal spirits”


10. A small group of companies (usually four or less) that controls ¾ of a market is called ...
	A. Monopoly
	C. Oligopoly

	B. Competition
	D. Plutocracy


11. A person who starts a business to produce a new product in the marketplace is known as: 
	A.   A manager.
	C.   An entrepreneur.

	B.   A bureaucrat.
	D.   A criminal.


12. A decrase from 8% to 5% in the interest rates charged by banks would most likely encourage: 
	A.   Businesses to invest their savings.
	C.   People to save money.

	B.   People to borrow more.
	D.   No changes.


13. If the price of beef doubled and the price of poultry stayed the same, people would most likely buy: 
	A.   More poultry and less beef.
	C.   The same amount of poultry and beef.

	B.   Less poultry and more beef.
	D. More poultry and more beef.


14. If the United States stopped importing automobiles from Country X, who would be most likely to benefit? 
	A.   Automobile manufacturers in Country X
	C.   Automobile manufacturers in the United States

	B.   Consumers in the United States
	D. Consumers in Country X


15. The manufacturers of XYZ winter sportswear have their manufacturing plants running night and day, but they are unable to produce enough sportswear to satisfy demand. If XYZ manufacturers cannot increase production and demand continues to increase, the price of XYZ winter sportswear will: 
	A.   Increase.
	C.   Stay the same.

	B.   Decrease.
	D.   Become incalculable.


16. The stock market is an example of an institution within our economy that exists to help people achieve their economic goals. The existence of this institution: 
	A.   Results in an increase in the price of stocks.
	C.   Helps predict stock earnings.

	B.   Brings people who want to buy stocks together with those who want to sell stocks.
	D. Is a threat to democracy.


17. When a person rents an apartment, who benefits from the transaction? 
	A.   Only the person renting the apartment.
	C.   Both the person renting the apartment and the landlord.

	B.   Only the landlord.
	D.   Government.


18. When the federal government's expenditures for a year are greater than its revenue for that year, the difference is known as: 
	A.   The national debt.
	C.   A budget surplus.

	B.   A budget deficit.
	D.   A balanced budget.


19. Which of the following are most likely to be helped by inflation? 
	A.   People living on a fixed income.
	C. People who buy gold.

	B.   Banks that loaned money at a fixed rate of interest.
	D. People who borrowed money at a fixed rate of interest.


20. Which one of the following statements about the function of money is wrong? 
	A.   Money makes it easier to save.
	C.   Money holds its value well in times of inflation.

	B.   Money makes trading goods and services easier.
	D.   Money should be divisible into small units.


II. Matching (1 point each)

Directions: Match the definition with the term in the word bank below.

______________________The amount of money that will be made with the sale of one additional unit

______________________The amount of goods sought for purchase in a market

______________________A tool used for the production of wealth

______________________Investment of wealth in another

______________________The study of human financial actions

______________________The lowest price allowed by a government or other monopoly

______________________Something a person doesn't need to live 

______________________Something a person needs to live

______________________The highest price allowed by a government or other monopoly

______________________The enjoyment (use) of wealth

______________________Postponing the enjoyment of wealth

______________________An item that can be used to substitute for use, but not an adequate substitute
III. Graph

Directions: Follow the directions and fill in all of the information requested.
1. Draw a supply schedule and a demand schedule on the willingness of people to purchase ounces of gold below (estimate where numbers are not exact points). Approximately what will be the quantity supplied and the market price? (1 point for each of the eight schedule blanks, 2 points each for questions 2 and 3)


$1400





$1400

$1300





$1300


$1200





$1200





	Gold offering price (Supply)
	
	Gold sought by consumers (Demand)

	Price per ounce
	Quantity supplied (millions of ounces)
	
	Price per ounce
	Quantity sought (millions of ounces)

	$
	10
	
	$
	10

	$
	20
	
	$
	20

	$
	30
	
	$
	30

	$
	40
	
	$
	40


2. Approximate Quantity Supplied (Ounces): _____________

3. Approximate Market Price: $__________
IV. Short Answers (2 points each)

Directions: Answer each question thoroughly in a complete sentence or two (half credit for incomplete sentences). 

1. What are the three factors in production?

2. Name two variables in demand, and explain what they mean.

3. John Maynard Keynes claimed the danger in a recession is a “liquidity trap.” What's a liquidity trap?

4. Does a natural monopoly (if one truly exists) contain increasing marginal returns or decreasing marginal returns? Why?

5. What are two advantages of changing a sole proprietorship into a corporation?

6. What does M1 consist of? Are the assets that constitute M1 liquid or illiquid?

7. What does market “equilibrium” mean?

8. Give two examples of fixed costs in a business and two variable costs.

9. What's the difference between a regulation and a subsidy?

10. How does the fractional reserve banking system work?

11. What is the name of the current national central bank? List two of its powers. 

12. What's a bull market?

V. Essay Questions

Directions: Answer Essay Question #1 thoroughly (no length specification), and complete your choice of any one of questions #2-4 in a five-paragraph essay. (12 points for question #1, 20 points for question #2, 3 or 4)
1. Using seven or more economic vocabulary terms from the study guide, explain three reasons why the housing market bubble was created, and why it popped the way it did.

Choose one of the following:

2. Outline at least five key historical changing points in the history of the U.S. banking system.

3. Explain the differences between the Austrian and Keynesian economic schools' explanation for the “Recession of 1937,” which extended the duration of the Great Depression into World War Two.

4. Explain at least four impacts (two positive and two negative) upon an economy undergoing monetary inflation (i.e., quantitative easing), and explain the view of at least two different economic schools about the aggregate economic impact of inflation. 
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