
NB 1: BASIC CONCEPTS NOTEBOOK ANSWERS 

CONCEPT REVIEW (CR) LECTURE QUESTIONS (LQ) VOCABULARY 
  

CR:  1-9 
  
  
  

  
1. What is the flow of goods and 

services?  
 

2. What are the factors of 
production?  

1. Scarcity  
2. Human resource  
3. Capital goods  
4. Opportunity cost  
5. Sunk cost  
6. Factors of production (also 

called productive resources)  
7. Flow of goods and services  

  

LQs: 
 

1. What is the flow of goods and services? 
The flow of goods and services represents the way that money and resources are transferred in an economy. 

2. What are the factors of production? 
Capital, Land, Labor, & Entrepreneurship 
 

CR:  1. Label the following as a human, natural, or capital resource: 
a) a hammer is a capital good 
b) the tree is a natural resource 
c) the effort to construct the box is a human resource 

 2. Why do economists often use the other-things-constant assumption when they develop economic theories? 
In Latin: "ceteris paribus". Economists are trying to create a streamlined (simple) version of economic concepts to 
make their theories easier to understand and apply to any situation. 

3. Identify each of the following as an example of either a positive or normative statement: Remember: a Normative 
statement involves an opinion. A Positive statement involves a reality or fact. 

a) Drew earns $7.50 per hour at his job. Positive 
b) $250 is too much to pay for a prom dress. Normative 
c) Schools should hire more math teachers. Normative 
d) The unemployment rate in 2002 was 5.7%. Positive 
e) The minimum wage should to increased. Normative 

 
4. Graphing Exercise: A girl works for a business that produces pocket calculators. She saves $50 from the $500 she 
earns each week. Yesterday she used part of her savings to make a $4,000 down payment on a new car. Using the 
flow of goods/services flow chart as an example, label these transactions. See below image 

 



 

 5. Why must there be an opportunity cost for every choice you make? 
There is a best alternative for every decision. The value of the alternative you pass up is the opportunity cost of the 
decision that was made. SO YOU CAN NEVER ESCAPE INCURRING AN OPPORTUNITY COST!! 

6. What factor forces even those people who are very wealthy to face opportunity costs? 
The opportunity cost of a particular decision changes when the values of the alternative choices change. The 
opportunity cost of staying home is often greater on a Saturday night than on a Monday night, when you have little 
else you could do. Likewise the rich cannot have it all. They too must forgo some alternative. 

7. Why should consumers ignore costs they have already paid when making decisions?  
Sunk costs that have been paid and cannot be recovered should not be considered when making new choices. Only 
the costs of the benefits of each individual choice should be considered. EXAMPLE: If you pay $500 for a 
motorcycle, that costs should have no bearing on whether you choose to have the motorcycle's clutch replaced for 
$250 six months later when it breaks. 

 8. Which of the following is Yo-chee's opportunity cost of spending $8 to go to a movie with her friends? 
a. the value of the $8 she spent 
b. the value of the time she worked to earn the $8 
c. the value of the enjoyment she received from seeing the movie 
d. the value of the pizza she would have bought if she had not gone to the movie 

9. Flow of goods and Services: Label the following: (see answers in the flow chart)  
A. Brad watches Monday-night football on his new TV.  
B. The Sony Corporation produces a new TV  
C. Brad works at a local drugstore  
D. Brad buys a new TV from a Sears store  

 


