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1. What is the primary reason individuals and businesses
choose to specialize in production?
A. To produce as much of each good as possible
B. To specialize in the production of the good for which they

wield an absolute advantage
C. To specialize in the production of the good for which they

wield a comparative advantage
D. To trade with as few parties as possible

2. As long as there are differences in opportunity costs, there
will be:
A. Absolute advantages
B. Comparative advantages
C. No advantages
D. Uniform pricing strategies

3. How can the opportunity cost of producing a good be
determined?
A. Subtracting the cost of one good from another
B. Identifying the two products that can be produced
C. Solving for the cost of one good in terms of another
D. Comparing the cost of one good to its total cost

4. If resources are allocated inefficiently, what can be said
about the production of goods?
A. All production can increase
B. One good can be increased without decreasing another
C. The economy is maximizing output
D. Production is fully optimized

5. What plays a significant role in shaping the opportunity
costs for different producers?
A. Market competition
B. Government regulation
C. Available resources
D. Consumer preference
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6. In economics, the term 'allocation' refers to:
A. how consumers spend their income.
B. the distribution of resources among competing uses.
C. the total quantity of goods produced.
D. the types of goods available in a market.

7. What should you do if the marginal benefit of an activity is
less than its marginal cost?
A. Engage in the activity
B. Not engage in the activity
C. Evaluate the activity further
D. Seek alternative activities

8. What does it imply if a point lies inside the production
possibilities frontier?
A. Efficient resource allocation.
B. Underutilization of resources.
C. Overproduction.
D. Maximized potential output.

9. What is the opportunity cost of planting a garden for
Clara?
A. Washing her car
B. Studying economics
C. Deciding what to plant in the garden
D. Planting her garden

10. What is produced when graphing the information in the
production possibilities schedule?
A. A supply curve.
B. A production possibilities frontier.
C. A demand curve.
D. A marginal cost curve.
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Answers
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1. C
2. B
3. C
4. B
5. C
6. B
7. B
8. B
9. A
10. B
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Explanations
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1. What is the primary reason individuals and businesses
choose to specialize in production?
A. To produce as much of each good as possible
B. To specialize in the production of the good for which they

wield an absolute advantage
C. To specialize in the production of the good for which they

wield a comparative advantage
D. To trade with as few parties as possible

Specialization in production is driven primarily by the concept of comparative advantage.
When individuals or businesses specialize in producing a good or service for which they
have a comparative advantage, they are focusing their resources on activities where they
can produce more efficiently relative to others. This efficiency arises because different
producers may have varying opportunity costs for producing different goods.   By
specializing in the area where they have a comparative advantage, producers can
increase overall output and productivity. This specialization often leads to lower costs
and higher quality products, benefiting not just the specialized producers but also the
consumers who have access to a wider variety of products and services.   The advantages
gained from such specialization encourage trade, as producers can exchange their
specialized goods for other products they need. This is fundamental to the functioning of
economies, both on a small and large scale, and explains why many firms and individuals
adopt this strategy in their production decisions.

2. As long as there are differences in opportunity costs, there
will be:
A. Absolute advantages
B. Comparative advantages
C. No advantages
D. Uniform pricing strategies

The concept of comparative advantage is rooted in the differences in opportunity costs
among individuals, businesses, or countries. When these differences exist, it allows for
the possibility of mutually beneficial trade. Comparative advantage means that an entity
can produce a good or service at a lower opportunity cost compared to others. This leads
to specialization and trade, as each party focuses on producing what they can create most
efficiently.  When entities specialize based on their comparative advantages, they can
trade their outputs, resulting in increased overall efficiency and enhanced production.
This is why the presence of differing opportunity costs fosters comparative advantages,
as it creates the conditions necessary for trade that benefits all involved parties. Thus,
the statement accurately reflects the fundamental principle of international trade and
economics, highlighting the benefits stemming from specialization and trade between
parties with different opportunity costs.

8Sample study guide. Visit https://econfundamentals.examzify.com for the full version

SA
M

PLE



3. How can the opportunity cost of producing a good be
determined?
A. Subtracting the cost of one good from another
B. Identifying the two products that can be produced
C. Solving for the cost of one good in terms of another
D. Comparing the cost of one good to its total cost

The opportunity cost of producing a good refers to the value of the next best alternative
that must be forgone to produce that good. It can be calculated by expressing the cost of
one good in terms of the other good being sacrificed in the production process. This
involves determining how many units of the alternative good could have been produced
with the same resources used for the production of the first good.  For example, if a
country can produce either 100 units of good A or 50 units of good B, the opportunity
cost of producing one unit of good A is the amount of good B that could have been
produced instead. When solved for, this gives a clearer comparison and understanding of
the trade-offs involved in resource allocation. Hence, the process captures the essence of
opportunity cost, allowing one to evaluate the implications of production choices within
limited resources effectively.

4. If resources are allocated inefficiently, what can be said
about the production of goods?
A. All production can increase
B. One good can be increased without decreasing another
C. The economy is maximizing output
D. Production is fully optimized

The assertion that one good can be increased without decreasing another when resources
are allocated inefficiently is accurate because inefficient allocation indicates that
resources are not being used in the most productive manner. This suggests that there are
available resources or capabilities that are not being fully utilized.   In an inefficient
allocation, it is possible to produce more of one good without sacrificing the production
of another good. This occurs because the current distribution of resources does not align
with the most productive uses; for example, labor or materials may be tied up in
producing goods that could be made more efficiently elsewhere. Therefore, shifting those
resources towards a more productive use can increase the output of one good without
leading to a decrease in the output of another, at least until the allocation of resources
reaches a more optimal level.  This perspective reveals the potential for economic
improvement; the economy can grow and produce more overall by reallocating resources
towards areas where they are more productive.
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5. What plays a significant role in shaping the opportunity
costs for different producers?
A. Market competition
B. Government regulation
C. Available resources
D. Consumer preference

The correct answer focuses on available resources because they fundamentally influence
what goods and services a producer can create and the alternatives they must forgo when
making production decisions. Opportunity cost represents the value of the next best
alternative that is not chosen when one option is selected over another. Each producer
has a distinct set of resources—such as land, labor, capital, and technology—that
determines the potential output they can achieve.  For instance, if a farmer has a limited
amount of land, the decision to grow corn means sacrificing the opportunity to grow
soybeans or other crops. The specific combination and quality of resources available
directly shape these trade-offs. Therefore, understanding the resources at a producer's
disposal helps in calculating the opportunity costs associated with various production
possibilities.  Market competition, government regulation, and consumer preference,
while important factors in overall market dynamics, do not inherently affect the specific
scenario of opportunity costs like available resources do. Competition can influence
prices and market strategies, government regulations can impose constraints or benefits,
and consumer preferences can dictate demand; however, none of these factors directly
change the underlying costs of what resources a producer has to work with. Thus, the
assessment of opportunity cost fundamentally hinges on the availability and type of
resources that different producers possess.

6. In economics, the term 'allocation' refers to:
A. how consumers spend their income.
B. the distribution of resources among competing uses.
C. the total quantity of goods produced.
D. the types of goods available in a market.

The term 'allocation' in economics specifically refers to the distribution of resources
among competing uses. This concept is crucial because resources, such as land, labor,
and capital, are limited, and choices must be made regarding how to distribute them
effectively among various uses in order to satisfy different wants and needs.  When
resources are allocated, decisions need to be made regarding where they will have the
most significant benefit or yield, often considering factors such as efficiency, equity, and
the opportunity costs involved. For instance, if a certain amount of agricultural land is
allocated for growing corn, that land cannot simultaneously be used for growing wheat,
emphasizing the trade-offs and choices that must be made within the context of limited
resources.  This understanding of allocation underpins much of economic theory and
practice, influencing everything from market behaviors to governmental policy decisions.
It reflects the essential economic problem of scarcity and how societies manage it
through various mechanisms, including markets, government intervention, and
community decisions.
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7. What should you do if the marginal benefit of an activity is
less than its marginal cost?
A. Engage in the activity
B. Not engage in the activity
C. Evaluate the activity further
D. Seek alternative activities

When evaluating whether to engage in an activity based on marginal benefits and
marginal costs, the principle of rational decision-making in economics comes into play.
Marginal benefit refers to the additional satisfaction or utility gained from engaging in
an activity, while marginal cost is the additional expense incurred from that same
activity.   If the marginal benefit of an activity is less than its marginal cost, it indicates
that the resource spent on that activity does not yield enough return to justify its
expense. Therefore, engaging in the activity would not maximize utility or efficiency.   In
this context, the most logical approach is to refrain from engaging in the activity, as
doing so would lead to a net loss in value. This aligns with the economic theory that
advocates for pursuing activities where marginal benefits exceed marginal costs,
ensuring the best allocation of resources.   While evaluating the activity further or
considering alternative activities might be appropriate in different contexts, the core
decision remains centered on the relationship between marginal benefits and costs.
Hence, not engaging in the activity is the most prudent decision when marginal costs
surpass marginal benefits.

8. What does it imply if a point lies inside the production
possibilities frontier?
A. Efficient resource allocation.
B. Underutilization of resources.
C. Overproduction.
D. Maximized potential output.

A point that lies inside the production possibilities frontier (PPF) indicates
underutilization of resources. The production possibilities frontier represents the
maximum efficient output combinations of two goods that an economy can produce given
its resources and technology. When a point is located within the frontier, it shows that
the economy is not utilizing all available resources effectively; some resources may be
idle, or production may be occurring inefficiently.  In contrast, a point on the frontier
demonstrates efficient resource allocation, as it signifies that all resources are being
used to their fullest potential without waste. Points outside the PPF are unattainable with
the current resources and technology. Thus, the understanding of points in relation to
the PPF is essential for assessing economic efficiency and resource utilization.
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9. What is the opportunity cost of planting a garden for
Clara?
A. Washing her car
B. Studying economics
C. Deciding what to plant in the garden
D. Planting her garden

The opportunity cost of planting a garden for Clara can be understood as the value of the
best alternative foregone when a choice is made. In this scenario, if Clara chooses to
plant a garden, she must give up the option of engaging in other productive or enjoyable
activities.   When considering the choices given, washing her car represents an activity
she could do instead of planting her garden. The time and resources allocated to
gardening cannot be used for washing her car, which might also have personal or
financial benefits. Therefore, the value of that alternative—whether it’s the joy of having
a clean car or the time saved in maintenance—constitutes the opportunity cost of her
decision to plant.  Studying economics is also an alternative activity but might not
necessarily be the best option foregone compared to something directly related to her
personal time preferences. Deciding what to plant in the garden and planting the garden
itself are part of the gardening process and do not represent forgone alternatives; they
are more related to the execution of her decision rather than what she is giving up.  
Thus, the opportunity cost is fundamentally about the value of the next best alternative
she forgoes, which in this case is washing her car.

10. What is produced when graphing the information in the
production possibilities schedule?
A. A supply curve.
B. A production possibilities frontier.
C. A demand curve.
D. A marginal cost curve.

When graphing the information in a production possibilities schedule, the result is a
production possibilities frontier (PPF). The PPF illustrates the maximum feasible amount
of two goods that can be produced with available resources and technology. This curve
shows the trade-offs between the two goods; as production of one good increases, the
production of the other good decreases, reflecting the principle of opportunity cost.  The
PPF is concave to the origin due to increasing opportunity costs—resources are not
perfectly adaptable to the production of both goods, leading to a more significant
sacrifice of one good when increasing the production of the other. This graphical
representation allows economists to visualize efficiency, inefficiency, and unattainable
production levels given the current resource constraints.   In contrast, the other options
represent entirely different concepts in economics. A supply curve reflects the
relationship between the price of a good and the quantity supplied, a demand curve
shows the relationship between the price and quantity demanded, while a marginal cost
curve illustrates the cost of producing one more unit of a good. Each serves a unique
purpose in economic analysis, reinforcing the distinct role of the production possibilities
frontier in understanding resource allocation and production capabilities.
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