
Chapterȱ1
Economics:ȱFoundationsȱandȱModels

1.1 ThreeȱKeyȱEconomicȱIdeas

1) RecentȱchangesȱoccurringȱwithinȱtheȱU.S.ȱhealthȱcareȱsystem,ȱincludingȱlowerȱinsurance
reimbursementȱrates,ȱhaveȱresultedȱin

A) aȱgrowingȱnumberȱofȱdoctorsȱchoosingȱtoȱopenȱprivateȱpractices.
B) moreȱmedicalȱpracticesȱbeingȱownedȱbyȱhospitalsȱthanȱbyȱindividualȱdoctors.
C) aȱmajorityȱofȱhospitalsȱclosingȱroutineȱmedicalȱpracticesȱinȱorderȱtoȱfocusȱonlyȱon

emergencyȱcareȱfacilities.
D) aȱmajorityȱofȱdoctorsȱworkingȱdirectlyȱforȱinsuranceȱcompanies.

Answer: B
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2) Inȱeconomics,ȱchoicesȱmustȱbeȱmadeȱbecauseȱweȱliveȱinȱaȱworldȱof
A) unemployment. B) scarcity.
C) greed. D) unlimitedȱresources.
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Diff:ȱ1 PageȱRef:ȱ4/4
Topic: Scarcity
LearningȱOutcome: Micro-1:ȱIdentifyȱtheȱbasicȱprinciplesȱofȱeconomicsȱandȱexplainȱhowȱtoȱthinkȱlikeȱanȱeconomist
AACSB: Analyticȱthinking

3) Whichȱofȱtheȱfollowingȱstatementsȱisȱtrue aboutȱscarcity?
A) Scarcityȱrefersȱtoȱtheȱsituationȱinȱwhichȱunlimitedȱwantsȱexceedȱlimitedȱresources.
B) Scarcityȱisȱnotȱaȱproblemȱforȱtheȱwealthy.
C) Scarcityȱisȱonlyȱaȱproblemȱwhenȱaȱcountryȱhasȱtooȱlargeȱaȱpopulation.
D) Scarcityȱarisesȱwhenȱthereȱisȱaȱwideȱdisparityȱinȱincomeȱdistribution.
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4) Theȱbasicȱeconomicȱproblemȱofȱ________ȱhasȱalwaysȱexistedȱandȱwillȱcontinueȱtoȱexist.
A) scarcity B) efficiency C) inflation D) recession
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5) Byȱdefinition,ȱeconomicsȱisȱtheȱstudyȱof
A) howȱtoȱmakeȱmoneyȱinȱtheȱstockȱmarket.
B) howȱtoȱmakeȱmoneyȱinȱaȱmarketȱeconomy.
C) theȱchoicesȱpeopleȱmakeȱtoȱattainȱtheirȱgoals,ȱgivenȱtheirȱscarceȱresources.
D) supplyȱandȱdemand.
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6) Anȱeconomicȱ________ȱisȱaȱsimplifiedȱversionȱofȱsomeȱaspectȱofȱeconomicȱlifeȱusedȱtoȱanalyzeȱan
economicȱissue.

A) market B) trade-off C) variable D) model
Answer: D
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7) Whereȱdoȱeconomicȱagentsȱsuchȱasȱindividuals,ȱfirmsȱandȱnations,ȱinteractȱwithȱeachȱother?
A) inȱpublicȱlocationsȱmonitoredȱbyȱtheȱgovernment
B) inȱanyȱarenaȱthatȱbringsȱtogetherȱbuyersȱandȱsellers
C) inȱanyȱphysicalȱlocationȱpeopleȱwhereȱpeopleȱcanȱphysicallyȱgetȱtogetherȱforȱsellingȱgoods,

suchȱasȱshoppingȱmalls
D) inȱanyȱlocationȱwhereȱtransactionsȱcanȱbeȱmonitoredȱbyȱconsumerȱgroupsȱandȱtaxedȱbyȱthe

government
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Diff:ȱ1 PageȱRef:ȱ4/4
Topic: Markets
LearningȱOutcome: Micro-1:ȱIdentifyȱtheȱbasicȱprinciplesȱofȱeconomicsȱandȱexplainȱhowȱtoȱthinkȱlikeȱanȱeconomist
AACSB: Analyticȱthinking

8) Theȱtermȱ________ȱinȱeconomicsȱrefersȱtoȱaȱgroupȱofȱbuyersȱandȱsellersȱofȱaȱproductȱandȱthe
arrangementȱbyȱwhichȱtheyȱcomeȱtogetherȱtoȱtrade.

A) collective B) cooperative C) market D) trade-off
Answer: C
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9) Economistsȱassumeȱthatȱindividuals
A) behaveȱinȱunpredictableȱways.
B) willȱneverȱtakeȱactionsȱtoȱhelpȱothers.
C) preferȱtoȱliveȱinȱaȱsocietyȱthatȱvaluesȱfairnessȱaboveȱallȱelse.
D) areȱrationalȱandȱrespondȱtoȱincentives.

Answer: D
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10) Economistsȱassumeȱthatȱrationalȱbehaviorȱisȱusefulȱinȱexplainingȱchoicesȱpeopleȱmake
A) becauseȱirrationalȱpeopleȱdoȱnotȱmakeȱeconomicȱchoices.
B) evenȱthoughȱpeopleȱmayȱnotȱbehaveȱrationallyȱallȱtheȱtime.
C) becauseȱindividualsȱactȱrationallyȱallȱtheȱtimeȱinȱallȱcircumstances.
D) evenȱthoughȱpeopleȱrarely,ȱifȱever,ȱbehaveȱinȱaȱrationalȱmanner.
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11) Economistsȱassumeȱthatȱrationalȱpeopleȱdoȱallȱofȱtheȱfollowingȱexcept
A) useȱallȱavailableȱinformationȱasȱtheyȱactȱtoȱachieveȱtheirȱgoals.
B) undertakeȱactivitiesȱthatȱbenefitȱothersȱandȱhurtȱthemselves.
C) weighȱtheȱbenefitsȱandȱcostsȱofȱallȱpossibleȱalternativeȱactions.
D) respondȱtoȱeconomicȱincentives.
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12) Economicsȱdoesȱnotȱstudyȱcorrectȱorȱincorrectȱbehaviors,ȱbutȱratherȱitȱassumesȱthatȱeconomic
agentsȱbehaveȱ________,ȱmeaningȱtheyȱmakeȱtheȱbestȱdecisionsȱgivenȱtheirȱknowledgeȱofȱthe
costsȱandȱbenefits.
A) equitably B) rationally C) emotionally D) selfishly
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13) Considerȱtheȱfollowingȱstatements:
a.ȱ Carȱownersȱpurchaseȱmoreȱgasolineȱfromȱaȱgasȱstationȱthatȱsellsȱgasolineȱatȱaȱlowerȱprice
thanȱotherȱrivalȱgasȱstationsȱinȱtheȱarea.
b.ȱ Banksȱdoȱnotȱtakeȱstepsȱtoȱincreaseȱsecurityȱsinceȱtheyȱbelieveȱitȱisȱlessȱcostlyȱtoȱallowȱsome
bankȱrobberiesȱthanȱtoȱinstallȱexpensiveȱsecurityȱmonitoringȱequipment.
c.ȱ FirmsȱproduceȱmoreȱofȱaȱparticularȱDVDȱwhenȱitsȱsellingȱpriceȱrises.

Whichȱofȱtheȱaboveȱstatementsȱdemonstratesȱthatȱeconomicȱagentsȱrespondȱtoȱincentives?
A) aȱonly B) bȱonly C) cȱonly D) aȱandȱb E) a,ȱb,ȱandȱc

Answer: E
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14) Supposeȱthatȱsomeȱteachersȱhaveȱdecidedȱthatȱeconomicȱandȱfinancialȱuncertaintyȱhaveȱmade
theȱprospectȱofȱretiringȱmoreȱrisky,ȱandȱthereforeȱcarryȱaȱhigherȱcostȱthanȱnotȱretiring.ȱByȱusing
allȱavailableȱinformationȱasȱtheyȱactȱtoȱachieveȱtheirȱgoals,ȱtheseȱteachersȱareȱexemplifyingȱthe
economicȱideaȱthat
A) peopleȱareȱrational.
B) peopleȱrespondȱtoȱeconomicȱincentives.
C) optimalȱdecisionsȱareȱmadeȱatȱtheȱmargin.
D) equityȱisȱmoreȱimportantȱthanȱefficiency.

Answer: A
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15) Supposeȱthatȱsomeȱinvestorsȱhaveȱdecidedȱthatȱeconomicȱandȱfinancialȱuncertaintyȱhaveȱmade
theȱprospectȱofȱinvestingȱinȱdomesticȱstockȱmarketsȱmoreȱriskyȱthanȱinvestingȱinȱforeignȱstock
markets,ȱandȱthereforeȱchooseȱtoȱinvestȱinȱforeignȱmarkets.ȱByȱusingȱallȱavailableȱinformationȱas
theyȱactȱtoȱachieveȱtheirȱgoals,ȱtheseȱinvestorsȱareȱexemplifyingȱtheȱeconomicȱideaȱthat
A) peopleȱareȱrational.
B) peopleȱrespondȱtoȱeconomicȱincentives.
C) optimalȱdecisionsȱareȱmadeȱatȱtheȱmargin.
D) equityȱisȱmoreȱimportantȱthanȱefficiency.
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16) SupposeȱtheȱU.S.ȱgovernmentȱencouragedȱnewȱmedicalȱschoolȱgraduatesȱtoȱtakeȱoverȱexisting
practicesȱfromȱdoctorsȱwishingȱtoȱretireȱbyȱpayingȱbothȱtheȱnewȱandȱretiringȱdoctorsȱ$100,000.
Theseȱdoctorsȱwouldȱbeȱexemplifyingȱtheȱeconomicȱideaȱthat
A) peopleȱareȱrational.
B) peopleȱrespondȱtoȱeconomicȱincentives.
C) optimalȱdecisionsȱareȱmadeȱatȱtheȱmargin.
D) equityȱisȱmoreȱimportantȱthanȱefficiency.

Answer: B
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17) SupposeȱtheȱU.S.ȱgovernmentȱencouragedȱconsumersȱtoȱtradeȱinȱtheirȱoldȱautomobilesȱforȱmore
efficient,ȱnewȱmodelsȱbyȱpayingȱupȱtoȱ$5,000ȱforȱtheȱoldȱautomobiles.ȱTheseȱconsumersȱwould
beȱexemplifyingȱtheȱeconomicȱideaȱthat
A) peopleȱareȱrational.
B) peopleȱrespondȱtoȱeconomicȱincentives.
C) optimalȱdecisionsȱareȱmadeȱatȱtheȱmargin.
D) equityȱisȱmoreȱimportantȱthanȱefficiency.

Answer: B
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