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AP Microeconomics Review with Answers: Your Complete Study Companion

Preparing for the AP Microeconomics exam can feel like navigating a dense forest of concepts, formulas, and
real world applications. Whether you're a freshman stepping into the world of economics or a senior polishing your
knowledge before the test, a structured review with clear, accurate answers is essential for mastering the material
and achieving a top score.

In this guide, we provide a comprehensive, human friendly review of the AP Microeconomics curriculum. We cover
every major topic, present practice questions with step by step solutions, and share proven study strategies. All
content is written in plain HTML, making it easy to copy into your study notes or blog posts.

Why a Dedicated Review Matters

The AP Microeconomics exam tests not only your ability to recall definitions but also your skill in applying economic
reasoning to novel scenarios. A focused review ensures that:

¢ You understand the conceptual foundations of supply, demand, elasticity, and market structures.

* You can solve calculation based questions quickly and accurately.

« You're familiar with the exam format—multiple choice and free response—and the types of reasoning the
College Board expects.

* You identify and eliminate common misconceptions that can cost you points.

Let’s dive into the core of the AP Microeconomics syllabus and equip you with the tools you need to succeed.

Overview of the AP Microeconomics Exam

The exam is divided into two main sections:

1. Multiple Choice (50 questions, 55 minutes) — 60% of the total score.
2. Free Response (4 questions, 45 minutes) — 40% of the total score.

Each question tests your understanding of the four pillars of microeconomics:

¢ Supply and demand analysis

 Elasticity and consumer choice

e Market structures and the role of government
e Cost, production, and firm behavior

To excel, you must master both the theoretical concepts and the application skills that the exam demands.
Key Topics and Study Tips

1. Supply and Demand

At the heart of microeconomics is the interaction between buyers and sellers. Understanding how shifts in supply
and demand curves affect prices and quantities is fundamental.

« Demand Curve Basics — Law of demand, determinants (income, tastes, prices of related goods).



e Supply Curve Basics — Law of supply, determinants (input costs, technology, taxes).
e Equilibrium Analysis — How price and quantity adjust to balance supply and demand.
¢ Shifts vs. Movements — Distinguishing between a shift in a curve versus a movement along the same curve.

Study Tip: Practice sketching curves and labeling shifts. Use color coded arrows to track changes.

2. Elasticity

Elasticity measures responsiveness. Mastery of price elasticity of demand, income elasticity, and cross price
elasticity is crucial.

« Price Elasticity of Demand (PED) — Formula: %9E 0 S"P.

¢ Income Elasticity of Demand (YED) — Measures luxury vs. necessity.

e Cross Price Elasticity (XED) — Identifies substitutes and complements.

« Elasticity of Supply (PES) — Determines how quickly producers respond to price changes.

Study Tip: Memorize the four categories of goods (normal, inferior, luxury, necessity) and their typical elasticity
ranges.

3. Consumer Choice and Utility
Consumers aim to maximize utility given budget constraints.
 Utility Maximization — Marginal utility per dollar.
e Budget Constraints — How income and prices shape consumption bundles.

« Indifference Curves — Representing consumer preferences.
e Substitution and Income Effects — How price changes affect consumption.

Study Tip: Work through multiple budget constraint problems to internalize the marginal analysis concept.

4. Market Structures

Markets vary from perfect competition to monopolistic competition, oligopoly, and monopoly.
¢ Perfect Competition — Many firms, identical products, free entry.
¢ Monopolistic Competition — Many firms, differentiated products.

¢ Oligopoly — Few firms, interdependent decisions.
* Monopoly — Single firm, high barriers to entry.

Study Tip: Create a comparison table summarizing key characteristics, price setting behavior, and long run
outcomes for each structure.

5. Government Intervention

The role of taxes, subsidies, price ceilings, and price floors shapes market outcomes.
¢ Taxes and Subsidies — Their impact on supply, demand, and welfare.
* Price Controls — Ceiling (rent control) vs. floor (minimum wage).

e Externalities — Positive vs. negative, and government solutions.
e Public Goods — Non excludability and non rivalry.

Study Tip: Practice drawing supply and demand diagrams with taxes/subsidies to visualize deadweight loss and
consumer/producer surplus changes.

6. Production, Costs, and Firm Behavior

Understanding how firms decide output and price in the short and long run is essential.



¢ Production Functions — Short run vs. long run inputs.

e Cost Curves — Total, average, and marginal costs.

 Profit Maximization — MC = MR rule.

e Shutdown and Exit Conditions — When a firm stops operating.

Study Tip: Solve cost curve problems and identify where firms maximize profits or minimize losses.

Sample Multiple Choice Questions with Answers

Question 1: Demand Curve Shift

Suppose the price of coffee increases from $3 to $4 per cup. All else being equal, the quantity demanded falls from
100 cups to 80 cups. Which of the following statements is true?

1. The demand curve for coffee has shifted to the left.
2. The supply curve for coffee has shifted to the right.
3. The demand curve for coffee has shifted to the right.
4. The supply curve for coffee has shifted to the left.

Answer: A— The movement along the demand curve is caused by a price change, not a shift. A shift would change
the quantity demanded at every price. Here, the quantity demanded decreases because the price increases, so the
demand curve has not shifted.

Question 2: Price Elasticity of Demand

Calculate the price elasticity of demand (PED) if the price of a product increases from $20 to $25 and the quantity
demanded decreases from 200 units to 150 units.

0.75
1.25
0.50
1.00
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Answer: B —

PED = (%9E ¢ / (%9E » = ((150-200)/200) / ((25-20)/20) = (-50/200) / (5/20) = (-0.25) / (0.25) = -1.00. The absolute
value is 1.00, but the correct answer options show 1.25; check the calculation. Actually, the correct calculation: %9E

= -25%, %9E = +25%, so PED = -1.00. The answer choices may be misprinted. If forced, choose 1.00 (option D).
However, the correct calculation yields |PED| = 1.00.

Question 3: Monopoly Pricing

A monopoly firm has a marginal cost of $10 per unit and a marginal revenue of $8 per unit at the current output
level. Which of the following actions will increase the firm's profit?

Increase output until MC = MR.
Decrease output until MC = MR.
Increase output until MC > MR.
Decrease output until MC

el

Answer: B— The firm should reduce output until marginal cost equals marginal revenue. Currently, MC > MR, so
producing less will increase profit.

Question 4: Tax Burden Distribution

A per unit tax of $2 is imposed on a product. The supply curve is steeper than the demand curve. Who bears the



majority of the tax burden?

Consumers.
Producers.

Both equally.

None of the above.
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Answer: A— When the supply curve is steeper (inelastic supply), producers cannot shift the burden as much, so
consumers bear more of the tax.

Question 5: Externality Correction

Which of the following policies is most likely to correct a negative externality without creating a deadweight loss?

1. Subsidizing the activity that generates the externality.
2. Imposing a tax equal to the marginal external cost.

3. Setting a price ceiling on the activity.

4. Providing a subsidy to consumers.

Answer: B— A Pigovian tax equal to the marginal external cost internalizes the externality and aligns private and
social costs, eliminating deadweight loss.

Free Response Practice Questions

Question 1: Market Analysis

Suppose the market for electric scooters experiences a sudden increase in the price of lithium batteries, a key
input. Sketch the new supply curve and explain the effect on equilibrium price and quantity. Additionally, discuss
how a subsidy to scooter manufacturers would alter the outcome.

Solution:

1. Supply Shift: The supply curve shifts leftward (upward) because higher battery costs raise production costs.

2. New Equilibrium: The intersection of the new supply curve with the unchanged demand curve occurs at a
higher price and lower quantity.

3. Subsidy Effect: A per unit subsidy effectively reduces production costs, shifting the supply curve rightward
toward its original position, thereby lowering the equilibrium price and increasing quantity relative to the post shock
equilibrium.

Question 2: Elasticity Application
Given the following data for a luxury handbag: price falls from $500 to $400, and
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