Study Guide – Chapters 4-5 (Demand and Supply)

Vocabulary

Demand

Law of demand

 C+I+G=Y

“Liquidity Trap”

“animal spirits”

Demand curve

Elastic Demand

Demand Curve Variables

Income effect:

Substitution effect

Complements

Ceteris Paribus

Necessity

Luxury

Inferior good

Normal good

Supply

Law of supply

Supply Curve

Quantity Supplied

Supply Schedule

Demand Schedule

Variables

Fixed cost

Variable cost

Total cost

Marginal cost of labor

Diminishing marginal returns

Increasing marginal returns

Marginal cost

Subsidy

Excise tax

Regulation

Name: ________________________________ 



Period: _______

Economics Practice Test – Supply and Demand (Chapters 5-6)
I. Fill in the blank.

Directions: Fill in the blanks using the word bank below. 

_________________ is the simple term for the amount of goods available in a market, while _________________ is the desire for those goods. 

____________________ is a Latin term meaning “assuming all other things being equal.”

A ___________________________ is a chart listing the amount of goods consumers are willing to pay for a good in a market for a variety of prices, while a _____________________ is a chart listing the amount of goods a producer is willing to sell in a market for a variety of prices. 

In the various economics schools, _______________________ is the school most interested in demand, while ______________________ and _______________________ are more interested in supply. 

__________________ is the amount it costs to produce one more unit of something in an economy.

The willingness of a business to hire a new worker usually depends upon the _____________________, which will determine if the company can make a profit from the new employee.

Government can discourage production by creating rules called _______________________, or tax a particular good, called an ____________________ tax. On the other hand, it can encourage production of a good by offering a particular industry a ___________________. 

Cost is one of the most confusing terms in economics, largely because economists use it in so many ways. “Total cost” can be defined as ____________________ plus ______________________, though it has no relation to “cost” in the generic economic sense, i.e., “opportunity cost.” 

A good that is an inadequate substitute for another good – such as a moped for a Harley Davidson motorcycle – is called ____________________________, while a BMW Motorcycle would be considered a __________________________.

II. Short Answer

Directions: Answer each question in complete sentences. 
1. What are diminishing marginal returns? What are some factors that may lead to diminishing marginal returns for the sale of pizza in the CCHS cafeteria?

2. What is meant by “Elastic Demand”?

3.What does the Keynesian equation C+I+G=Y mean? Define each letter and then explain why it is important in Keynesian theory. How has it been used in the Obama administration?

4. What is a “liquidity trap”? What is the Austrian School rebut to this Keynesian theory today?

5. What did Keynes mean by markets being driven by “animal spirits”? Why does that imply government management (on some level) is needed in an economy? What's the Austrian and Monetarist school rebuttal to this theory?

6. Define three demand curve variables and use one example for each.


7. Draw a supply curve and a demand curve in separate charts on the willingness of people to purchase Eminem tickets below. Be sure to label both axises. What will be the quantity supplied?

	Eminem Tickets – Willingness of people to purchase tickets

	Price
	Number of tickets purchased in 50,000 seat stadium
	

	$80.00
	50000
	

	$150.00
	48000
	

	250
	30000
	


	Eminem Tickets – Willingness of Comcast Center to sell tickets

	Price
	Number of tickets purchased in 50,000 seat stadium
	

	$80.00
	0
	

	$150.00
	40000
	

	250
	50000
	


