
Naked Economics:  Undressing the Dismal Science  

Read chapters 1, 2, 9, and 10 of the book Naked Economics by Charles 
Wheelan. On the first Friday of class, you will answer two essay questions 
about the book. Each answer should be a minimum of 4 sentences.  The 
questions below are a guide and will help you answer the questions that you 
will be tested on. You will also turn in the answers to the questions below.  

We will be reading the remaining chapters during the school year. You are 
welcome to answer all of the questions over the summer.  

 

Chapter 1 Questions: 

1. What is the first assumption associated with economics?  Explain what is 
meant by this assumption. 

2. What is the second assumption associated with economics?  Explain what is meant by this assumption. 

3. What is price discrimination?  Define the term and give three different examples - either from the book or 
"real life" 

Chapter 2 Questions 

4. Explain the concept of "incentives matter" 

5. What is the principal-agent problem in relation to economics? 

6. Explain the term "creative destruction" and give two examples. 

7. Define the terms:  Green Tax, Sin Tax, Progressive Tax, Regressive Tax, and Lump Sum Tax.  Give an 
example of each of the taxes listed above. 

8. How are taxes considered to be an incentive? 

Chapter 3 Questions: 

9. What is an externality?  Give the differences with a definition and two examples, of a positive externality and 
a negative externality. 

10. How can the government deal with externalities?  List and explain the two methods discussed in the book. 

11. What are good incentives associated with taxing behavior?  List and explain the three basic ideas given in 
the book. 

12. What are the three rules imposed by the government to help with the market economy? 

13. Explain the two different characteristics of "public good.”  Give three examples of public goods. 

Chapter 4 Questions: 

14. Define "crony capitalism" - how are consumers harmed by this concept? 

15. Explain three different trade-offs associated with regulations. 

16. Explain the two things that create the "fiscal drag" 



17. How does taxation discourage work and investment?  Explain the two arguments found in the book. 

Chapter 5 Questions 

18. What is "adverse selection"? 
19. Explain "asymmetry of information" in relation to the market economy.  What are two examples given in 
the book? 

20. What is the role of "branding" in economics? 

Chapter 6 Questions: 

21. List the six main pillars of human capital 

22. The underlying problem of poverty is the lack of what?  Explain. 

23. What three factors affect productivity?  Explain their specific roles 

24. List and explain the four reasons why Americans can produce more than the Mexican worker. 

25. What should be invested in to have a growth in productivity? 

26. How do trade and technology help skilled workers, yet harm unskilled workers? 

Chapter 7 Questions 

27. List and explain the four simple needs of financial instruments. 

28. Why is inflation considered to be a "ruthless thief" 

29. Explain the difference between a "zero-sum game" and "positive sum game" 

30. List and explain the four basic guidelines for investing. 

Chapter 8 Questions 

31. Explain the role of a subsidy in economics. What does the author mean by "death by a 
thousand subsidies"? 

32. How does trade help the consumer?  How does it harm the worker? 
 

Chapter 9 Questions: 

33. When analyzing GDP, what two important qualifications did the author specify to look at?  Explain these 
qualifications. 

34. How does the United Nations measure economic growth - list all the factors involved. 

35. List and explain three criticisms against using GDP as the measurement of economic growth. 

36. Explain the following quote "Making money takes time, so when we shop, we're really spending time. The 
real cost of living isn't measured in dollars and cents but in the hours and minutes we must work to live." 

37. Explain the two tools associated with fiscal policy 

38. What three things must occur for fiscal policy to be a successful antidote to a recession? 



39. List and explain the eight economic indicators, not including GDP, that can be used to measure a country's 
economic growth. 

Chapter 10 Questions 

40. Discuss why the American economy has a "speed limit" and how the Federal Reserve helps the economy 
maintain that speed. What are the ramifications of going too slow or too fast? 

41. Define the discount rate and tell why there is a stigma attached to banks utilizing these funds? 

42. What is the value of "paper currency"? 

Chapter 11 Questions 

43. Based on the information in this chapter, what are some of the key things that so-called "third world 
countries" need to look out or to keep in mind?  Why should they do this? What examples do we have in the 
world today? 

44. What is the "good news" about Asian Sweatshops? 

Chapter 12 Questions 

45. What are the key factors in allowing a country to develop economically? 

46. Is it the responsibility of "rich nations" to help out the "poor nations?”  Why or why not - give two 
arguments for your side of the debate. 

47. After reading this chapter, what do you believe are the two greatest obstacles preventing poor countries 
from becoming rich? 

Epilogue:  Life in 2050 

48. Dr. Wheelen discusses seven basic questions - which four do you consider to be the best and explain why. 

 


