1. What does the equilibrium of supply and demand in a market do?
	a.
	It maximizes the profits of producers.

	b.
	It can only be achieved with government intervention.

	c.
	It produces both an efficient and equitable market outcome.

	d.
	It maximizes the total benefits received by buyers and sellers.




ANS:	D	

2.       Suppose Lauren, Leslie, and Lydia all purchase bulletin boards for their rooms for $15 each. Lauren's willingness to pay was $35, Leslie's willingness to pay was $25, and Lydia's willingness to pay was $30. What is the total consumer surplus for these three?
	a.
	$15

	b.
	$25

	c.
	$35

	d.
	$45




ANS:	D	
3. 	       Shannon buys a new CD player for her car for $135. She receives consumer surplus of $25 on her purchase. What is her willingness to pay?
	a.
	$25

	b.
	$110

	c.
	$135

	d.
	$160




ANS:	D	

4.      Suppose there is an early freeze in California that ruins the lemon crop. What happens to consumer surplus in the market for lemons?
	a.
	It increases.

	b.
	It decreases.

	c.
	It is not affected by this change in market forces.

	d.
	It increases very briefly, then decreases.




ANS:	B	














Consider Figure 1. 

Figure 1
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5.      Refer to Figure 1. Which area represents producer surplus at a price of P1?
	a.
	BCE

	b.
	ACF

	c.
	ABED

	d.
	DEF




ANS:	A	
	

6.       Refer to Figure 1. Which area represents the increase in producer surplus when the price rises from P1 to P2 due to new producers entering the market?
	a.
	BCE

	b.
	ACF

	c.
	ABED

	d.
	DEF




ANS:	D	


7. 		At Nick's Bakery, the cost to make Nick’s homemade chocolate cake is $3 per cake. He sells three and receives a total of $21 worth of producer surplus. What is Nick selling his cakes for?
	a.
	$2 each

	b.
	$7 each

	c.
	$8 each

	d.
	$10 each




ANS:	D		

8.    The Surgeon General announces that eating chocolate increases tooth decay. As a result, what happens to the equilibrium market price of chocolate and producer surplus?
	a.
	They both increase.

	b.
	The equilibrium market price increases, and producer surplus decreases.

	c.
	They both decrease.

	d.
	The equilibrium market price decreases, and producer surplus increases.




ANS:	C	


Table 1
	
Price
	Quantity
Demanded
	Quantity
Supplied

	$12
	 0
	12

	$10
	 4
	10

	$ 8
	 8
	 8

	$ 6
	12
	 6

	$ 4
	16
	 4

	$ 2
	20
	 2




	

	9.	Refer to Table 1. At a price of $4, how large would total surplus be?
	a.
	more than it would be at the equilibrium price

	b.
	less than it would be at the equilibrium price

	c.
	the same as it would be at the equilibrium price

	d.
	There is insufficient information to say.




ANS:	B		













	10.      When does efficiency occur?
	a.
	when total surplus is maximized

	b.
	when producer surplus is maximized

	c.
	when all resources are being used

	d.
	when consumer surplus equals producer surplus




ANS:	A		

11.     What does the "invisible hand" refer to?
	a.
	the marketplace guiding the self-interests of market participants into promoting general economic well-being

	b.
	the marketplace as a place where government looks out for the interests of individual participants in the market

	c.
	the equity that results from market forces allocating the goods produced in the market

	d.
	the automatic maximization of consumer surplus in free markets




ANS:	A	

12.     What is true about the burden of a tax imposed on gasoline?
	a.
	Buyers bear the entire burden of the tax.

	b.
	Sellers bear the entire burden of the tax.

	c.
	Buyers and sellers share the burden of the tax.

	d.
	The government bears the entire burden of the tax.




ANS:	C		





13.     What will a tax placed on chocolate do to the equilibrium price and quantity?
	a.
	It will reduce the equilibrium price of chocolate and increase the equilibrium quantity.

	b.
	It will increase the equilibrium price of chocolate and reduce the equilibrium quantity.

	c.
	It will increase the equilibrium price of chocolate and increase the equilibrium quantity.

	d.
	It will reduce the equilibrium price of chocolate and reduce the equilibrium quantity.




ANS:	B	



Suppose a tax is imposed in a market as seen in Figure 2. 


Figure 2
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	14.	Refer to Figure 2. What would consumer surplus be after the tax is levied on the seller?
	a.
	$45

	b.
	$75

	c.
	$125

	d.
	$150




ANS:	A	
	

	15.	Refer to Figure 2. What would producer surplus be after the tax is levied?
	a.
	$45

	b.
	$75

	c.
	$125

	d.
	$150




ANS:	A	


16.    If the labour supply curve is nearly vertical, a tax on labour will do which of the following?
a. have a large deadweight loss
b. raise small amounts of tax revenue
c. have little impact on the amount of work workers are willing to do
d. shift the labour demand curve to the right

ANS: C 

17.    If a country's tax rates are high, where is that country most likely to be on the Laffer curve?
a. on the top of the Laffer curve
b. on the positively sloped part of the Laffer curve
c. above the Laffer curve
d. on the negatively sloped part of the Laffer curve

ANS: D 


18.    Which of the following examples illustrates the concept of a negative externality?
a. A college professor plays a vigorous game of racquet ball with the racquet he recently
purchased.
b. A flood wipes out a farmer’s entire corn crop.
c. A college student plays his new stereo system in the residence at 2:00 a.m.
d. A janitor eats fast-food during his lunch break.

ANS: C 


19.     Dioxin emission that results from the production of paper is a good example of a negative externality.
Why?
a. Self-interested paper firms are generally unaware of environmental regulations.
b. There are fines for producing too much dioxin.
c. Self-interested paper producers will not consider the full cost of the dioxin pollution they
create.
d. Toxic emissions are the only form of an externality.

ANS: C 


20.    When a beekeeper places his hives of bees in another person’s orchard so that the bees can gather nectar to produce honey, the bees pollinate the orchard, which increases the yield of fruit. Who benefits?
a. only the beekeeper
b. the beekeeper, but he creates a negative externality because the bees are a hazard to the
orchard owner
c. only the owner of the orchard
d. both the beekeeper and the orchard owner

ANS: D 











This figure reflects the market for outdoor concerts in a public park surrounded by residential
neighbourhoods.

Figure XX
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21.    Refer to Figure XX. What does the difference between the social cost curve and the supply curve
reflect?
a. the profit margin of each concert
b. the cost of spillover effects from the concert (e.g., noise and traffic)
c. the value of concerts to society as a whole
d. the amount by which the city should subsidize the concert organizers

ANS: B 


22.    Refer to Figure XX. What price and quantity combination best represents the optimum price and
number of concerts that should be organized?
a. P1, Q1
b. P2, Q0
c. P3, Q1
d. The optimum quantity is zero concerts as long as residents in surrounding neighbourhoods
are adversely affected by noise and congestion.
		
		ANS: B 



23.    Refer to Figure XX. What is the total surplus derived from the most efficient outcome?
a. a + b
b. a + b + c + d
c. a + b + c + d + e + f
d. a + b + c + e + g

ANS: A 

24.     Refer to Figure XX. Assume that the concert organizers must purchase a concert permit (the cost for
the permit is included in private cost) before organizing the concert. What criterion should the city use
in determining whether or not to issue a permit?
a. The majority vote of the residents in surrounding neighbourhoods should determine
whether a permit is issued.
b. As long as the value to consumers of concerts exceeds the cost of concerts (including the
external costs), the permit should be issued.
c. As long as concert organizers are willing to return the park to its original condition after
the concert, the permit should be issued.
d. The permit should not be issued as long as there are identifiable external costs imposed on
residents in surrounding neighbourhoods.

ANS: B 

25.    What will a market that experiences a positive externality also experience?
a. a smaller market output and a higher market price than is optimal
b. a greater market output and lower market price than is optimal
c. a greater market output and higher market price than is optimal
d. a smaller market output and lower market price than is optimal

ANS: D 

26.     If the government were to limit the release of air pollution produced by a steel mill to 10 000 units,
what would this policy be considered?
a. a regulation
b. a Pigovian tax
c. a subsidy
d. a market-based policy
ANS: A 


27.    Once tradable pollution permits have been allocated to firms, what results?
a. The government controls the price of permits.
b. Firms that can reduce pollution only at high cost will be willing to pay the most for the
pollution permits.
c. The value of pollution-saving technology is always lower than the market value of a
pollution permit.
d. The total amount of pollution governed by the permit will always decrease.
ANS: B 

28.     According to the Coase theorem, under which conditions can private parties solve the problem of
externalities?
a. if the cost of bargaining is small
b. if the initial distribution of rights favours the person being adversely affected by the
externality
c. if the number of parties involved is sufficiently large
d. if the number of parties involved is sufficiently small
ANS: A 

29.     Dick owns a dog whose barking annoys Dick’s neighbour Jane. Suppose that the benefit of owning the
dog is worth $500 to Dick and that Jane bears a cost of $700 from the barking. Assuming Dick has the
legal right to keep the dog, what is a possible private solution to this problem?

a. Jane pays Dick $499 to get rid of the dog
b. Dick pays Jane $650 for her inconvenience
c. Jane pays Dick $650 to get rid of the dog
d. There is no private solution that would improve this situation.

ANS: C 

30.    When is reaching an efficient bargain difficult?
a. when the externality is large
b. when the number of interested parties is large
c. when the externality is negative
d. when the government becomes involved

ANS: B 

31.    What is an example of a natural monopoly?
a. cable TV
b. tornado sirens
c. clothing
d. the environment

ANS: A 

32.    What is a good that is rival but not excludable?
a. a public good
b. a private good
c. a natural monopoly
d. a common resource

ANS: D 

33.    What causes market failure associated with the free-rider problem?
a. a problem associated with pollution
b. benefits that accrue to those who don't pay
c. losses that accrue to providers of the product
d. a project in which costs exceed benefits
ANS: B 

34.    Suppose that installing an overhead pedestrian walkway would cost a college town $100 000. If the
walkway is expected to reduce the risk of fatality by 2 percent and the cost of a human life was
estimated at $10 million, what would the town do using Cost-Benefit Analysis?
a. The town would install the walkway because the estimated benefit is twice the cost.
b. The town would install the walkway because the estimated benefit equals the cost.
c. The town would not install the walkway, since the cost is twice the estimated benefit.
d. The town would install the walkway, since the cost of even a single life is too great.
ANS: A 


35.    When does the Tragedy of the Commons result?
a. when a good is rival and not excludable
b. when a good is excludable and not rival
c. when a good is both rival and excludable
d. when a good is neither rival nor excludable

ANS: A 


36.    Four friends decide to meet at a Chinese restaurant for dinner. They decide that each person will order
an item off the menu and they will share all dishes. They also decide that, when the final bill for the
meal comes, they will split the cost evenly among each of the people at the table. When the food is
delivered to the table, each person faces consumption incentives similar to which of the following?
a. Consumption production of a public good
b. Consumption of a common resource good
c. Consumption of a natural monopoly good
d. Consumption of a private good

ANS: B 
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