Study Sheet ECO 285 Fall 2006 Test 1
1. Explain opportunity cost.

2. Explain cost-benefit analysis

3. Explain the relationship between marginal benefits and marginal costs.

4. Explain opportunity cost.

5. What is the difference between normative and positive economics?  Give an example of each.

6. What is a sunk cost?  How should a sunk cost affect future planning.  Give an  example.

7. What is economic surplus.  Work problem 1 on page 20.  Note that the best alternative to washing your car is washing someone else’s.

8. Explain comparative advantage.

9. What is the buyer’s reservation price?

10. What is the seller’s reservation price?

11. Explain why a demand curve slopes downward.  It’s a bit more complicated than saying that when prices fall people buy more of a good.  Why would they buy more of it?
12. Explain why a supply curve slopes upward.

13. Practice using supply and demand diagrams to predict what will happen to prices and quantities if there are shifts in either the supply or demand curve.  Be able to show what will happen if 

a. the price of a substitute good changes, 

b. the price of a complementary good changes.

c. income changes, 

d. the good is expected to cost more in the future,

e. there is an increase or decrease in the costs of production of the good,

f. there is a change in technology,

g. there is an increase in the number of suppliers,

h. the price of the good is expected to cost more in the future.

14. Work the Exercises in Chapter 3 of the text

15. What is a business cycle?

16. What is fiscal policy?  What is monetary policy?  What is the relationship between macroeconomic policy tools and business cycles?

The following material will be covered on test 2.

17. What does GDP measure?  How is it defined?

18. What is value added?  How is value added used to compute GDP.

19. What are intermediate goods? Why should they be excluded from the computation of GDP?

20. Is housework included in GDP?  Why or why not.

21. A house that was built 20 years ago for $30,000 just sold for $200,000.  The real estate agents commission is $10,000.  How much did this transaction add to GDP? 

22. What is the difference between real and nominal GDP.

23. In the expression Y=C+I+G+NX, what is NX and why is it there?

24. Given a set of prices and quantities for two different years compute real and nominal GDP.  One of the years will be a base year.

25. Why has the government decided to use chain weighted GDP?

26. How does the Bureau of Labor Statistics (BLS) determine the number of people in the labor force and how many of them are employed?

27. What is the labor force participation ratio?

28. What is meant by the term discouraged worker?

