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AP Microeconomics Cheat Sheet: Conquer the Exam
with Confidence!

Are you staring down the barrel of the AP Microeconomics exam, feeling overwhelmed by supply and
demand curves, elasticity, and market structures? Don't panic! This comprehensive AP
Microeconomics cheat sheet is your ultimate survival guide. We’ll break down the key concepts,
formulas, and strategies you need to not just pass, but ace, the exam. Forget cramming - let's build a
solid understanding that will stick with you long after the test is over. This isn't just a list of terms;
it's a roadmap to mastering AP Microeconomics.

I. Core Concepts: The Building Blocks of Microeconomics
Understanding the fundamental principles is crucial. Let's review the biggies:
1. Supply and Demand:

Supply: The relationship between the price of a good and the quantity sellers are willing to provide.
Remember, the supply curve generally slopes upward (higher prices, higher quantity supplied).
Demand: The relationship between the price of a good and the quantity buyers are willing to
purchase. The demand curve slopes downward (higher prices, lower quantity demanded).

Market Equilibrium: The point where supply and demand intersect, determining the market clearing
price and quantity. Changes in supply or demand shift the curves, leading to new equilibrium points.

2. Elasticity:

Price Elasticity of Demand (PED): Measures the responsiveness of quantity demanded to a change in
price. Is demand elastic (sensitive to price changes) or inelastic (insensitive)? Remember the
formula: % change in quantity demanded / % change in price.

Other Elasticities: Don't forget about income elasticity, cross-price elasticity, and price elasticity of
supply! Understanding these helps you predict market responses to different events.

3. Consumer and Producer Surplus:

Consumer Surplus: The difference between what consumers are willing to pay and what they
actually pay. It represents the net benefit to consumers.

Producer Surplus: The difference between what producers are willing to accept and what they
actually receive. It represents the net benefit to producers. Understanding these concepts is key to
analyzing market efficiency.



II. Market Structures: A Variety of Competitive Landscapes
Different market structures have varying degrees of competition and impact market outcomes.
1. Perfect Competition:

Characteristics: Many buyers and sellers, homogeneous products, free entry and exit, perfect
information. Think of a farmers' market (ideally!).

Key Outcome: Firms are price takers; they have no control over the market price. Profits are driven
to zero in the long run.

2. Monopoly:

Characteristics: One seller, unique product, significant barriers to entry.
Key Outcome: Monopolists are price makers, leading to higher prices and lower quantities compared
to perfect competition.

3. Monopolistic Competition:

Characteristics: Many buyers and sellers, differentiated products, relatively easy entry and exit.
Think of restaurants or clothing stores.

Key Outcome: Firms have some control over price, but face competition. Profits are typically lower
than in a monopoly.

4. Oligopoly:

Characteristics: Few sellers, potential for collusion and strategic behavior. Think of the automobile
or airline industries.

Key Outcome: Firms may engage in price wars or collusion, leading to unpredictable market
outcomes.

III. Government Intervention: Shaping Market Outcomes
Governments often intervene in markets to address market failures or achieve social goals.
1. Taxes and Subsidies:

Taxes: Increase prices, reduce quantity, generate revenue for the government.
Subsidies: Decrease prices, increase quantity, often used to support certain industries or promote
social goals.

2. Price Controls:

Price Ceilings: Maximum prices, can lead to shortages if set below the equilibrium price.



Price Floors: Minimum prices, can lead to surpluses if set above the equilibrium price.
IV. Cost and Production: Understanding Firm Behavior
Understanding firm costs is vital to analyzing their decisions.

1. Costs of Production:

Fixed Costs: Costs that don't vary with output.

Variable Costs: Costs that change with output.

Total Costs: Fixed costs + Variable costs.

Average Costs: Total costs divided by output. Knowing these helps determine profit maximization
strategies.

2. Production Functions:

Shows the relationship between inputs (labor, capital) and output. Understanding diminishing
marginal returns is key.

V. Factor Markets: The Market for Inputs

This section covers how firms acquire inputs like labor and capital. Key concepts include:

Demand for Labor: Derived from the demand for the goods and services produced by labor.
Supply of Labor: Influenced by factors such as wages, working conditions, and population size.

Conclusion

This AP Microeconomics cheat sheet provides a condensed overview of essential concepts.
Remember, consistent study and practice are key to success. Use this as a starting point, reviewing
your textbook and notes for a more detailed understanding. Good luck conquering the exam!

FAQs

1. What's the difference between a normal good and an inferior good? A normal good's demand
increases with income, while an inferior good's demand decreases with income.

1. How do you calculate the deadweight loss from a tax? It's the reduction in total surplus
(consumer + producer surplus) caused by the tax. Graphically, it's the area of the triangle
between the supply and demand curves, bounded by the quantity traded with and without the
tax.



1. What is game theory and why is it important in oligopoly markets? Game theory analyzes
strategic interactions between firms in situations like oligopolies, where decisions by one firm
affect the outcomes for others. It helps predict firm behavior and market outcomes under
imperfect competition.

1. How does the concept of opportunity cost apply to microeconomics? Opportunity cost
represents the value of the next best alternative foregone. It's crucial in decision-making at
both the individual and firm level.

1. What are externalities and how can they be addressed? Externalities are costs or benefits that
affect third parties not involved in a transaction (e.g., pollution). They can be addressed
through government intervention like taxes (on negative externalities) or subsidies (on positive
externalities).
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