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Your	  AP	  test	  is	  Friday,	  MAY	  15.	  You	  will	  take	  a	  full	  length	  practice	  exam	  prior	  to	  your	  AP	  Test	  
that	  will	  be	  worth	  full	  points	  like	  a	  final	  exam	  and	  be	  in	  lieu	  of	  a	  final	  exam	  in	  June.	  The	  test	  is	  
an	  AP	  Test	  that	  will	  contain	  all	  questions	  the	  same	  as	  or	  similar	  to	  previous	  AP	  exams.	  It	  will	  
take	  place	  the	  week	  of	  May	  4.	  	  
	  
The	  content	  on	  both	  your	  AP	  Test	  and	  Practice	  AP	  Test	  are	  broken	  down	  by	  the	  following	  
concepts.	  Textbook	  chapter	  is	  listed	  for	  each	  concept.	  	  
	  
To	  begin,	  I	  highly	  recommend	  that	  you	  begin	  by	  “traffic	  lighting”	  the	  exam	  breakdown	  
provided	  by	  the	  College	  Board.	  That	  is,	  for	  each	  concept	  indicate	  whether	  you	  know	  it	  really	  
well	  (Green),	  needs	  refreshing	  (Yellow),	  or	  you	  do	  not	  remember	  the	  concept	  (Red).	  
 
I. Basic Economic Concepts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8–14%) 
A. Scarcity, choice, and opportunity cost-Chapter 1 
B. Production possibilities curve-Chapter 2 
C. Comparative advantage, absolute advantage, specialization, and trade-Chapter 2 
D. Economic systems –Introduction of Textbook  
E. Property rights and the role of incentives –Chapter 1 
F. Marginal analysis- Chapter 1, Chapter 9 
 
II. The Nature and Functions of Product Markets . . . . . . . . . . . . . . . . . . . . . (55–70%)  
 
A. Supply and demand (15–20%) 
1. Market equilibrium- Chapter 3 
2. Determinants of supply and demand, Chapter 3 
3. Price and quantity controls Chapter 5 
4. Elasticity- Chapter 6 

a. Price, income, and cross-price elasticities of demand- Chapter 6 
b. Price elasticity of supply- Chapter 6 

5. Consumer surplus, producer surplus, and allocative efficiency- Chapter 4 
6. Tax incidence and deadweight loss – Chapter 7 
 
B. Theory of consumer choice (5–10%) 
1. Total utility and marginal utility- Chapters 10 
2. Utility maximization: equalizing marginal utility per dollar- Chapter 10 
3. Individual and market demand curves- Chapter 10  
4. Income and substitution effects –Chapter 10 
 
C. Production and costs (10–15%) 
1. Production functions: short and long run- Chapter 11 
2. Marginal product and diminishing returns Chapter 11 
3. Short-run costs Chapter 11 
4. Long-run costs and economies of scale- Chapter 11 
5. Cost minimizing input combination and productive efficiency- Chapter 12 
 
 



D. Firm behavior and market structure (25–35%) 
1. Profit Chapter 9, 12 

a. Accounting versus economic profits Chapter 9 
b. Normal profit Chapter 12 
c. Profit maximization: MR=MC rule- Chapter 12 

2. Perfect competition-Chapter 12 
a. Profit maximization-Chapter 12 
b. Short-run supply and shutdown decision- Chapter 12 
c. Behavior of firms and markets in the short run and in the long run- Chapter 12 
d. Efficiency and perfect competition- Chapter 12 

3. Monopoly 
a. Sources of market power- Chapter 13 
b. Profit maximization- Chapter 13 
c. Inefficiency of monopoly- Chapter 13 
d. Price discrimination-Chapter 13 
e. Natural monopoly- Chapter 13 

4. Oligopoly 
a. Interdependence, collusion, and cartels- Chapter 14 
b. Game theory and strategic behavior- Chapter 14 
c. Dominant strategy- Chapter 14 
d. Nash equilibrium- Chapter 14 

5. Monopolistic competition-  
a. Product differentiation and role of advertising-Chapter 15 
b. Profit maximization-Chapter 15 
c. Short-run and long-run equilibrium- Chapter 15 
d. Excess capacity and inefficiency- Chapter 15 

 
III. Factor Markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10–18%) 
A. Derived factor demand- Chapter 19 
B. Marginal revenue product- Chapter 19  
C. Hiring decisions in the markets for labor and capital- Chapter 19 
D. Market distribution of income- Chapter 19 
 
IV. Market Failure and the Role of Government . . . . . . . . . . . . . . . . . . . . . . . (12–18%) 
A. Externalities- Chapter 16 

1. Marginal social benefit and marginal social cost-Chapter 16 
2. Positive externalities-Chapter 16 
3. Negative externalities-Chapter 16 
4. Remedies-Chapter 16 

B. Public goods 
1. Public versus private goods- Chapter 17 
2. Provision of public goods- Chapter 17 

C. Public policy to promote competition- Chapter 17 
1. Antitrust policy- Chapter 17 
2. Regulation- Chapter 17 

D. Income distribution- Chapter 18 
1. Equity- Chapter 18 
2. Sources and measures of income inequality- Chapter 18  

 
 
 
 



Preparing for the Exam  
 
If I were taking the exam, here’s how would I prepare between now and exam time?  

(a) I would start with the material that I remember least by reviewing the exam 
breakdown and chapter concepts and questions 

(b) I would review old tests, quizzes and homework assignments 
(c) I would ensure that I understood the study guide questions. 
(d) I would rework sample FRQ and MC questions provided in class to study for 

previous exams. 
(e) I would bug Ms. Person and friends to keep talking through concepts I didn’t 

understand. 
(f) I would make sure I memorized the definitions of allocative efficiency, productive 

efficiency, economies of scale, and knew how to use them.  
 (g) I would use Reffonomics and the MJM Foodie youtube videos, or any other favorite 

 (h) I would not lock myself in the closet reading the textbook 
(i) I would not stay up late, “cramming”, the night before the exam (consider the cost and 
benefit) 

  
 

 
 
 



Krugman Chapter Concepts and Questions to Know 
 
Here is a break-down of topics and questions that you should know for the exam. 
 
Chapter 1: First Principals of Economics 
Major Concepts 

a) Scarcity  
b) Opportunity Cost and Trade Offs 
c) Incentives  
d) Marginal Analysis 
e) Efficiency and Equity 
f) Market and Command Economy (part of textbook introduction) 

 
Questions to know  

1) What is Scarcity?  
2) What is the fundamental problem all people and countries face?  
3) What are opportunity costs? How do you determine the Opportunity Cost  
4) Economically speaking, what is efficiency?  
5) What is allocative efficiency? 
6) What is the difference between a market and command economy 
7) What are the key characteristics of a capitalistic (market) economy? 

 
Chapter 2: Economic Models: Trade-offs and Trade 
 
Major Concepts  

a) Production Possibility Frontier 
b) Comparative and Absolute Advantage 
c) Trade  
d) Circular Flow  
e) Positive versus Normative Economics  

 
Questions to know 

1) What is the Production Possibility Curve or Frontier? 
2) Why is the PPC/PPF often have a bowed out shape and not a straight line?  
3) What does movement along the PPF imply? 
4) How can the PPF Shift? 
5) How can trade expand the PPF? 
6) How can the PPF show efficient use of resources?  
7) What is the difference between absolute and comparative advantage?  
8) How can you calculate comparative advantage between two countries?  
9) What are the trade-offs between consumer and capital goods and do they imply for a 

country?  
10) How do you use the PPF of two countries to determine specialization of products and 

trade?  
11) What is the difference between positive and normative economics  

 
Chapter 3: Supply and Demand 
Concepts 

a) The Demand Curve 
b) The Supply Curve 
c) Equilibrium  

 



Questions to know 
1) What shape does the demand curve have and why? 
2) What shape does the supply curve have and why? 
3) What are all of the shifters of the demand curve? 
4) What are the shifters of supply? 
5) What is the difference between movement along the curve and the curve shifting? 
6) How do shifts to supply and demand affect the equilibrium price and quantity?  
7) What are normal and inferior goods? 
8) What are the differences between substitutes and complements?  

 
Chapter 5: Price Controls and Quantity Controls 
Concepts 

a) Price Controls- Price Ceilings and Price Floors 
b) Shortage and Surplus  
c) Inefficiency 
d) Quantity Controls- Quotas and Licenses  

 
 
Questions to know 

1) What is a price floor?  
2) What effect does a price floor have on the market? 
3) Why are potential benefits of a price floor? 
4) Minimum wage as a model for price floors 
5) What do economists argue will happen if minimum wage is increased?  
6) What is a price ceiling? 
7) What effect does a price ceiling have on the market?  
8) Why are potential benefits of a price ceiling? 
9) When do price floors and price ceilings have no effect?  
10) What are surpluses and shortages?  
11) What is an excise (per-unit) tax?  
12) How do you calculate tax revenue on the supply and demand model? 
13) How are quantity controls used?   

 
 

Chapter 6: Elasticity  
Concepts  

a) Elasticity of Demand 
b) Elasticity of Supply 
c) Cross Price Elasticity  
d) Income Elasticity of Demand 
e) Tax Incidence  
 
Questions to Know  
 
1) What is elasticity? 
2) What is elasticity of demand?  
3) How do you calculate if a curve is elastic or inelastic? 
4) What is the midpoint method?  
5) What do perfectly elastic, perfectly inelastic and unit elastic mean?  
6) Moving left to right on a demand curve in what order will elasticity, inelasticity and unit 

elasticity occur?  



7) What is the relationship between revenue and elasticity of demand (when should an 
individual increase price)?  

8) How do you calculate revenue?  
9) How do you calculate Cross Price Elasticity of Demand and what does it determine?  
10) How do you calculate Income Elasticity of Demand and what does it determine?  
11) How can you use elasticity to determine the tax incidence, who will pay the burden of the 

tax?  
 

Chapter 4: Consumer and Producer Surplus  
Concepts  

a) Consumer and Producer Surplus 
b) Allocative Efficiency  
c) Deadweight Loss  

 
Questions to Know 
 

1) What is consumer surplus and how do you calculate it? 
2) What would happen to consumer surplus if price and quantity of a good along the 

demand curve both decreased? Increased? 
3) What is producer surplus and how do you calculate it?  
4) What do you find consumer and producer surplus on a supply and demand model?  
5) How does equilibrium maximize surplus 
6) What is dead-weight loss and how is it created and found on a supply and demand 

model?  
7) How can you use elasticity to determine deadweight loss?  
8) How do you determine consume surplus, producer surplus and deadweight for the 

following price/quantity controls: price floor, price ceiling, excise taxes 
 

 
Chapter 11: Inputs and Costs 
Concepts 

a) Production Function  
b) Short and Long Run  
c) Marginal Product 
d) Diminishing Returns  
e) Variable, Fixed and Total Costs 
f) Marginal Cost 
g) Long Run Costs and Economies of Scale 

 
 
 
Questions to know  
 

1) What is the production function?  
2) How do you calculate Marginal Product of Labor  
3) What is the concept of diminishing marginal returns? 
4) What can increase and decrease cost curves?  
5) What are fixed costs, variable costs and total costs? 
6) How do you calculate average total, average variable and average fixed costs? 
7) What is marginal cost and how do you calculate it? 
8) Why does the marginal cost curve has its shape?  
9) Where does the marginal cost curve intersect the AVC and ATC curves?  



10) What is the relationship between marginal cost and average total cost?  
11) What are economies of scale, diseconomies of scale and constant returns to scale?  

Chapter 12: Perfect Competition 
Concepts 

a) The Profit Maximization Level of Output- MR=MC 
b) Productive Efficiency  
c) Perfect Competition  
d) Shutdown and Break Even Points   
e) Market Share  

 
Questions 

1) What are the criteria for a market to be in perfect competition 
2) What does free entry and exit mean?  
3) What is marginal revenue in perfect competition, how do you draw the graph?  
4) What is the relationship between marginal revenue and total revenue?  
5) What is the demand curve for a firm in perfect competition?  
6) What is the supply curve for a firm in perfect competition and how does it relate to 

marginal cost?  
7) What is the optimal output rule (What does MR=MC mean)? 
8) What is the difference between perfect competition in the short and long run?  
9) How do shifts in the industry affect a firm’s price and quantity?   
10) When should a firm produce, shut down in the short run, or shut down in long run?  
11) When is a firm making economic profits?  
12) What are the break even and shut down points?  
13) What is the relationship between industry and firm? 
14) How do you find equilibrium price and quantity for the industry and firm?  
15) What is the long run equilibrium price for perfect competition?  

 
Chapter 9/10: Making Decisions, The Rational Consumer 
Concepts  

A) Utility and Marginal Utility  
B) Diminishing Marginal Utility 
C) Utility Maximization 
D) Market Demand Curve 
E) Income and substitution effects 
F) Explicit and Implicit Costs 
G) Economic, Normal and Accounting Profit  
H) Marginal Cost and Marginal Benefit  

 
Questions 

1) How do I compare marginal cost and marginal benefit? 
2) What is the difference between implicit and explicit costs? 
3) What is the difference between accounting and economic profits? 
4) What is a sunk cost 
5) Economically speaking, what is utility?  
6) How do you calculate marginal utility?  
7) How do you compare marginal and total utility, when is total utility maximized?  
8) What is the concept of diminishing marginal utility? 
9) What is the Utility maximization rule?    
10) How does the demand curve get its shape?  
11) What are the income and substitution effects, when do they reinforce each other, when do 

they conflict with each other?  



 
 
Chapter 19: The Factor Market 
Concepts  

a) Derived Factor Demand 
b) Marginal Revenue Product 
c) Hiring Decision for Firms 
d) Market and Factor  Distribution of Income  

 
Questions to Know  

1) What is the factor distribution of income?   
2) What is Marginal Revenue of Product, how can calculate Marginal Revenue Product? 
3) What is Marginal Resource Cost?   
4) What is the wage rate and how is it set?  
5) How does labor demand look for a firm in a perfectly competitive labor market?  
6) When will a firm stop hiring employees?  
7) What are the labor supply and demand curves?  
8) What is leisure (in economics terms) and what curve does it affect?  
9) What are shifters of labor demand and labor supply (MRP and MRC)? 
10) How do you calculate and compare marginal revenue product of two factors?  

 
Monopsony- Information from class / online  

1) What is a monopsony?  
2) How do you determine the quantity of employees hired and the wage rate for a 

monopsony?  
 

 
Chapter 13: Monopoly 
Concepts  

a) Sources of Market Power 
b) Profit Maximization for Monopolies 
c) Inefficiency of Monopolies 
d) Anti-Trust Policies  
e) Monopoly Regulations  
f) Natural Monopolies  
g) Price Discrimination 

 
Questions to know  

1) What are the defining characteristics of a monopoly?  
2) What are sources of monopolies’ market power?  
3) What is the relationship between marginal revenue and demand?  
4) How do you determine price and quantity for a profit maximizing monopoly? 
5) How do relate elasticity with marginal revenue? In what range of elasticity will a 

monopoly produce?  
6) How are monopolies inefficient?  
7) What is the practice of price discrimination?  
8) What are natural monopolies?  
9) When is a firm allocatively efficient? 
10) When is a firm productively efficient  
11) Why do we have antitrust laws?  



12) How can a monopolist maximize revenue (think marginal revenue)?  

Chapter 14: Oligopoly 
Concepts  

a) Oligopoly 
b) Interdependence  
c) Collusion and Cartels 
d) Game theory and strategic behavior  
e) Dominant Strategy 
f) Nash Equilibrium  

 
Questions to know 

1) What are the characteristics of an Oligopoly market?  
2) What is a Duopoly?  
3) What is Game Theory and how does it relate to oligopoly?  
4) How do you determine the dominate strategy? 
5) How do you determine when a game reaches a Nash Equilibrium?  
6) What incentives are there for firms to collude or cheat?  
7) What does it mean when an oligopoly acts as a cartel? What market structure does it 

resemble?  
8) Why does the demand curve for firms in an oligopoly have the kinked shape?  

Chapter 15: Monopolistic Competition 
Concepts  

a) Monopolistic Competition  
b) Product Differentiation  
c) Advertising  
d) Profit Maximization  
e) Short and Long Run Equilibrium  
f) Excess Capacity and Inefficiency 

 
Questions to know 

1) What are the characteristics of monopolistic competition? 
2) Why do monopolistically competitive firms earn zero-profits in the long run?  
3) How do monopolistically competitive firms maximize profits?  
4) What is equilibrium in the long run?  
5) How does marginal cost and price compare in the long run?  
6) What is the hotelling paradox and how does it relate to product differentiation?  
7) What are different ways a firm can differentiate its product? 
8) What are the advantages and disadvantages of advertising? 
9) What is excess capacity and why is it problematic? 

 
 

Chapter 16: Externalities  
Concepts  

a) Positive and Negative Externalities  
b) Marginal Social Cost and Marginal Social Benefit  
c) Solution to Externalities (Coase and Pigou)  

 
Questions to Know  



1) What is difference between marginal social benefit and marginal social cost? 
2) What are negative externalities? 
3) What is the discrepancy between socially optimal output and market output for a good 

that produces negative externalities? 
4) What are positive externalities  
5) What is the discrepancy between socially optimal output and market output for a good 

that produces positive externalities? 
6) What is the Coase Theorem?   
7) What are transaction costs? How can they prevent the Coase Theorem?  
8) What does “internalizing the externality” mean? 
9) What are Pigouvian taxes? How are they used? What will they equal? 
10) What are Pigouvian subsidies? How are they used? What will they equal? 
11) What policies can reduce negative externalities or increase positive externalities? 
12) Know how to draw a negative externality graph. Where does the Marginal Social Cost 

and Marginal Private Cost curves fall? Where is the Marginal Benefit Curve? 
13) Know how to draw a positive externality graph. Where does the Marginal Social Benefit 

and Marginal Private Benefit curves lie? Where is the Marginal Cost Curve?  

 
Chapter 17: Public Goods and Common Resources  
Concepts to know 

a) Public Goods 
b) Common Resources 
c) Providing Public Goods  
d) Free Riders 
e) Public Policies  
1) What is the difference between excludable and nonexcludable goods?  
2) What is the difference be rival and nonrival in consumption?  
3) How do you classify Private Goods, Public Goods, Common Resources and Artificially 

Scarce Resources in terms of consumption and excludability? Give an example of each 
type of good?  

4) How are public goods like positive externalities? (Use marginal social benefit in your 
answer) 

5) How are common resources like negative externalities? (Use marginal social cost in your 
answer) 

6) What is the marginal cost of producing artificially scarce goods?  
7) How much of a public good should be provided? (think marginal social benefit and 

marginal cost) 
8) How can the government ensure efficient use of common resources?  
9) How can the government ensure proper funding for public goods?  

 
 
Income Distribution –Information in Chapter 18 and from class / online 

1) What is the Lorenz Curve a graph of?  
2) What does the Gini Coefficient measure? 
3) What are sources of income inequality? 
4) How do taxes affect efficiency and equity? 
5) What are measures a government could take to reduce inequality? 
6) What are progressive and regressive taxes? 


