1.
  The scientific method means : 

	a.
	The use of modern electronic equipment to understand the world.

	b.
	The objective evaluation and testing of theories about the world. .

	c.
	The examination of laboratory experiments to draw conclusions about the world. 

	d.
	The search for empirical proof to support preconceived theories on the world. 


2. On a production possibilities frontier (PPF), production is deemed efficient if it lies  
	a.
	On the frontier

	b.
	Beyond the frontier

	c.
	On or inside the frontier

	d.
	Inside the frontier


3.   
Which of these propositions is incorrect ?

	a.
	Trade permits specialization.

	b.
	Trade allows for the improvement of living standards. 

	c.
	Trade is founded on absolute advantages.

	d.
	Trade allows individuals to consume outside of their individual PPF. 


4.  
Let’s suppose that a gardener grows yellow beans and corn in her garden. If she must abandon 13 bushels of corn to grow 5 bushels of beans, the opportunity cost of one bushel of beans is : 

	a.
	0.38 bushels of corn.

	b.
	2.6 bushels of corn

	c.
	8 bushels of corn

	d.
	18 bushels of corn


5.
  If Shawn can produce doughnuts at a lower opportunity cost than Sue can,
	a.
	Shawn has a comparative advantage in the production of doughnuts. 

	b.
	Sue has a comparative advantage in the production of doughtnuts.

	c.
	Shawn ought to respecialize and produce another good. 

	d.
	Shawn can produce more doughnuts than Sue can. 


6.  Belarus has a comparative advantage in the production of flax, but Russia has an absolute advantage in the production of flax. If the two countries decide to trade,  

	a.
	Belarus ought to export flax to Russia. 

	b.
	Russia ought to export flax to Belarus.

	c.
	For these two countries, trading flax would have no benefit – therefore they ought to exchange something else.  

	d.
	Without supplementary information on Russia, this question cannot be answered. 


7.
  Which of these elements is not a determinant of demand? 

	a.
	The price of related goods

	b.
	Income

	c.
	Tastes

	d.
	The prices of intermediate products used to produce the good.


8.   
An example of an inferior good may be
	a.
	Ties

	b.
	Mr. Noodles

	c.
	Silk napkins

	d.
	Flower bouquets.


9.
  Two goods are substitutes if a drop in the price of one 

	a.
	Increases the demand for the other.

	b.
	Reduces the demand for the other. 

	c.
	Reduces the quality demanded of the other good. 

	d.
	Increases the quantity demanded of the other good. 


10.   
Alyssa rents 5 movies a month when the price is $3 and 7 movies when the price is $2.50. She is demonstrating
	a.
	The law of price

	b.
	The law of supply 

	c.
	The actions of an irrational consumer. 

	d.
	The law of demand. 


11.  
Ceteris paribus, an increase in the fees to use the mechanical ski-lift will ;
	a.
	Increase the number of skiers. 

	b.
	Decrease the supply of ski-lift stations 

	c.
	Decrease the demand for other winter activities. 

	d.
	Decrease the sales of skies. 


Figure 4-1
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12.
Looking at Figure 4-1, the movement from point A to B on the graph could be caused by : 

	a.
	An increase in price. 

	b.
	A decrease in price. 

	c.
	A decrease in the price of a substitute good.

	d.
	An increase in income. 


Table 4-1

The table shows the individual demands on a market :

	Prix du bien
	Aaron
	Angela
	Austin
	Alyssa

	0.00$
	20
	16
	10
	8

	 0.50
	18
	12
	 6
	6

	 1.00
	14
	10
	 2
	5

	 1.50
	12
	 8
	 0
	4

	 2.00
	 6
	 6
	 0
	2

	 2.50
	 0
	 4
	 0
	0



13.
Looking at Table 4-1, when the price is $1 for a good, the quantity demanded on the market will be:
	a.
	42 

	b.
	31 

	c.
	24 

	d.
	14 

	
	



14.  Let’s suppose that scientists claim that chocolate cake can reduce the level of blood cholesterol. We would expect that :

	a.
	The demand for chocolate cake remains the same

	b.
	The demand for chocolate cake drops

	c.
	The demand for chocolate cake increases

	d.
	The supply of chocolate cake drops


15.    
Lead is an important intermediate good for lead glass. If the price of lead drops, ceteris paribus we would expect to see the supply 

	a.
	Of lead glass stay the same. 

	b.
	Of lead glass drop. 

	c.
	Of lead glass increase. 

	d.
	Of lead increase. 


16.
   When the quantity demanded varies proportionally less than the price does, we say that the good is : 

	a.
	Unitary elastic

	b.
	Elastic

	c.
	Inelastic

	d.
	Perfectly elastic


17.  
If a good is a necessity, we would expect the good to be : 

	a.
	Elastic

	b.
	Horizontal. 

	c.
	Unitary elastic

	d.
	Inelastic


18.    
A person who has high blood cholesterol and must do one hour of exercise a day has what kind of demand for exercise equipment ? 

	a.
	Élastic

	b.
	Unitary elastic

	c.
	Inelastic

	d.
	Weak


19.   Ceteris paribus, when the price of a litre of gasoline goes up, the number of litres of gasoline demanded over a ten year period will drop substantially because : 

	a.
	Buyers are much less sensitive to price variations when they have more time to adapt. 

	b.
	Buyers have a higher income over a ten year period. 

	c.
	Buyers are much more sensitive to price variations when they have more time to adapt. 

	d.
	None of the preceding responses are correct. 


20.  
Which of the following elements does not determine demand price elasticity ?

	a.
	The time period considered

	b.
	The income

	c.
	The type of good

	d.
	The substitute goods. 


21.  
Let’s suppose that there’s an increase of 6% in the price of good X and a drop in demand for X of 6 %. The price elasticity of X in absolute value is :  

	a.
	1.

	b.
	6.

	c.
	0.

	d.
	Infinite.


22.  
When the price of kittens was $25 each, the pet shop sold 20 a month. When they raised the price to $35 each, they sold 14 a month. The demand price elasticity for kittens, expressed in absolute value, is: 

	a.
	1.66.

	b.
	1.06.

	c.
	0.94.

	d.
	0.60.


23.  
A perfectly elastic demand curve would be
	a.
	Vertical

	b.
	Horizontal

	c.
	Sloping downward to the right

	d.
	Slowing upward to the right.


Figure 6-1
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24.  Looking at Figure 6-1,  a price ceiling which is effective is presented in:

	a.
	Graph A

	b.
	Graph B

	c.
	The two graphs

	d.
	Neither graph


25.  
Looking at Figure 6-1. On which graph would we have a shortage of CDs at the price ceiling?

	a.
	Graph A

	b.
	Graph B

	c.
	The two graphs

	d.
	Neither graph


26.
Complete the following phrase. Price floors and price ceilings 
A)
are good because they increase the efficiency and equity of the market.

B)
cause shortages and overstock surpluses because they hamper the price mechanism of the market from clearing the market.

C)
can be used to restore the market equilibrium.

D)
are used to help the poor without harming anyone else.

27.
Minimum wage laws are an example of a
A)
price ceiling
B)
price floor
C)
free-market process
D)
effective labour-allocation mechanism
28.
In general, supporters of minimum-wage legislation 
A)
believe that the legislation has no drawbacks. . 

B)
believe that the negative effects are relatively minor compared to the benefits to lower-income workers. 
C)
believe that it is a reaction to economic inequalities in society. 
D)
are socialists who want to replace the market with central planning.

29.
Which of the following is not a function of the price mechanism in the market system ?
A)
Prices match supply and demand.

B)
Prices are signals which help economic actors make rational choices.

C)
Prices coordinate economic activity. 
D)
Prices make sure that there is an equal distribution of goods and services to all consumers. 
30.
A tax imposed on buyers of popcorn
A)
increases the size of the popcorn market. 
B)
reduces the size of the popcorn market.

C)
has no effect on the size of the popcorn market.

D)
may do any of the three options.

31.
Among the following statements, which best describes the cost of a tax to a buyer of sugar in the short term.

A)
Buyers support all the incidence of the tax.

B)
Sellers support all the incidence of the tax.
C)
Buyers and sellers share the incidence of the tax.

D)
The government shoulders the burden of the tax.

32.
The price developed by the forces of supply and demand in the market
A)
maximizes the profits of producers.

B)
can only be maintained by government intervention.

C)
produces a price which is both fair and efficient.

D)
maximizes total surplus of both producers and consumers.

33.
Shannon buys a new CD player for her car for $135. Her consumer surplus is $25. What was her marginal willingness to pay?
A)
$25.

B)
$110.

C)
$135

D)
$160.

34.
If the price of a good is exactly equal to the willingness to pay of the consumer, 
A)
the consumer surplus is negative.

B)
the marginal willingness to pay is less than consumer surplus.

C)
the consumer surplus is zero.

D)
this consumer does not value the good very much.

l

Figure 7-3
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35.
Looking at Figure 7-3, what is the producer surplus at
[image: image4.wmf]1
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 ?

A)
BCE.

B)
ACF.

C)
ABED.

D) 
AFEB.

Figure 7-4
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36.
Looking at Figure 7-4, what is total surplus at
[image: image6.wmf]1

P

 ?

A)
A+B.

B)
B+C.

C)
C+D.

D) 
A+B+C+D.

37.
The producer surplus measures everything except
A)
the amount the producers receive above what they would have been willing to accept.

B)
the benefit to the producer of participating in the market.

C)
the amount that producers receive minus what they would have been willing to accept.

D) 
the total value of the good.

Table 7-4
	PRICE
	QUANTITY
DEMANDED
	QUANTITY
SUPPLIED

	$12.00
	 0
	12

	$10.00
	 4
	10

	$ 8.00
	 8
	 8

	$ 6.00
	12
	 6

	$ 4.00
	16
	 4

	$ 2.00
	20
	 2


38.
Looking at table 7.4, at $4, the total surplus would be
A)
higher than at the equilibrium price.

B)
lower than at the equilibrium price.

C)
the same as at the equilibrium price.

D) 
there is not enough information to respond to this question.

Figure 7-9
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39.
Looking at figure 7.9, at
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Q

,

A)
The market is in equilibrium. 
B)
The value of the good is greater for consumers than for producers. 
C)
The sum of the surpluses of both parties is maximized.

D) 
The value of the good for consumers is less than for producers.

40.
An example of implicit production costs is
A)
The income that a producer could have gained if he worked somewhere else.

B)
The cost of ingredients for a bakery.

C)
The cost of a delivery truck for a company that rarely makes deliveries.
D) 
All these answers. 
41.
Economic profit is equal to
A)
total income minus explicit production costs.

B)
total income minus the opportunity costs.

C)
total income minus accounting costs.

D) 
average income minus the marginal cost of the last unit produced.

42.
When the firm attempts to maximize profits, what principle is the most important?

A)
The cost of something is what we renounce in order to get it.
B)
The standard of living of a country is dependant on its ability to produce goods and services.

C)
Prices go up when the government prints too much money.

D) 
The government can sometimes improve upon market solutions.

43.
The marginal product of labour is equal 
A)
to the increase in costs associated to the addition of one unit of labour. 
B)
to the increase in profits associated to the addition of one unit of labour.
C)
to the increase in work needed to produce one more unit of product.
D) 
to the increase in output associated to the addition of one unit of labour.  
44.
We can observe diminishing marginal returns to labour when
A)
overcrowded offices reduce the productivity of new workers.
B)
workers are discouraged because of a lack of help from others.

C)
when workers are hired to use the most productive equipment.

D) 
when unionized workers organize to reduce their output so as to gain influence in collective bargaining agreements.

45.
The total cost curve demonstrates the
A)
quantity of inputs used and the total production cost.

B)
quantity of output produced and the total production cost.

C)
the total production cost and profts.

D) 
total production costs and total income.

46.
If the firm stops production temporarily, which will be zero ?
A)
Total costs
B)
Fixed costs.
C)
Opportunity costs.

D) 
Variable costs.
47.
The total average cost shows us
A)
the marginal product of labour if the total cost is shared equally between all units produced.

B)
the cost of a unit of output if the total cost is shared equally between all units produced. 

C)
the cost of the last unit of output if the total cost does not include the fixed costs. 
D) 
the variable costs of the firm associated with the last unit of output produced.
48.
Let us suppose that a company is faced with diminishing marginal returns to labour for each addition unit of labour at all levels of production. The marginal cost would be  
A)
always increasing
B)
always decreasing
C)
in a U shape.

D) 
constant.

49.
When the marginal cost is higher than the average total costs,

A)
the average fixed costs are increasing
B)
the average total costs are increasing.
C)
the average total costs are decreasing
D)     the marginal cost is decreasing.

Figure 13-5
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50.
Looking at Figure 13-5, which curve is the marginal variable cost curve ?

A)
A.

B)
B.

C)
C.

D) 
D.

51.  When hiring a new employee, a firm may use a previously unused machine,
	a.
	The variable costs go up.

	b.
	The variable costs go down.

	c.
	The fixed costs go down. 

	d.
	The fixed and variable costs go up. 


52.   
Complete the following sentence. In the long run, 

	a.
	The inputs which were fixed remain fixed.

	b.
	The inputs which were fixed in the short run become variable. 

	c.
	The inputs which were variable remain variable. 

	d.
	The inputs which were variable are rarely used. 


53.
  When a seller is a price taker, when he increases his prices,

	a.
	Buyers go elsewhere. 

	b.
	Buyers pay more only in the short run. 

	c.
	The other sellers increase their prices. 

	d.
	All the firms in the industry exercise their market power.  


54.   
Complete the following sentence. In a perfectly competitive market,

	a.
	No buyer or seller can influence the price.

	b.
	The sellers are few in number

	c.
	The goods offered by sellers are different.  

	d.
	All these answers are correct. 



55.      If a competitive firm sells (i) 1,000 units of a product at $9 each and (ii) it makes a profit, :

	a.
	Its total costs are less than $9,000.

	b.
	Its marginal cost is less than $9. 

	c.
	Its average revenue is less than $9. 

	d.
	All these answers are good. 


Table 3
	Quantity
	Total Revenue
	Total cost

	0
	   0 $
	    10 $

	1
	9
	 14

	2
	18
	 19

	3
	27
	 25

	4
	36
	 32

	5
	45
	 40

	6
	54
	 49

	7
	63
	 59

	8
	72
	 70

	9
	81
	 82



56.
See Table 3. At which level of production is the marginal revenue equal to marginal cost?
	a.
	3

	b.
	6

	c.
	8

	d.
	All these answers are correct.



57.
For a certain level of production, if the marginal cost is higher than the marginal revenue, the firm :

	a.
	Is probably operating at a level of production which maximizes its profits. 

	b.
	Ought to increase its production to maximize profits.

	c.
	Must be losing money.

	d.
	May be making a profit. 


Figure 7 
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58.
See Figure 7. When the price increases from P2 to P3, 

	a.
	The marginal cost is higher than the marginal revenue at the level of production Q2.

	b.
	If the firm produces at Q3, it will make a profit. 

	c.
	If the firm produces at Q4, it loses money.

	d.
	All the answers are good. 


59.
See Figure 7. When the price drops from P3 to P1, 

	a.
	The fixed costs are higher at Q1 than Q3.

	b.
	The firm should produce at Q1.

	c.
	The firm should produce at Q3.

	d.
	The firm should leave the market.


Figure 9
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60.
See figure 9. When the market price is P5, the profits of this firm is represented by
	a.
	P5  Q3.

	b.
	(P5 - P3)  Q2.

	c.
	(P5 - P4)  Q3.

	d.
	When the market price is P5, the firm makes no profit.



61.
Previously, a firm in a perfectly competitive market sold its product at $10 each at maximized profits.  Now, the price has increased to $14 and the firm has made adjustments in production so as to maximize profits. Which of these sentences is correct ?

	a.
	The marginal revenue of the firm is less than previously.

	b.
	The marginal costs of the firm are less than previously.

	c.
	The level of production of the firm is higher than previously. 

	d.
	All these answers are correct.



62.
When new firms have an incentive to enter the market, their entry
	a.
	Increases the price of the product.

	b.
	Reduces the profits of firms already established in the market.

	c.
	Moves the supply curve to the left.

	d.
	All these answers are correct. 



63.
The fundamental source of market power for monopolies is:
	a.
	A perfectly elastic demand curve.

	b.
	A perfectly inelastic demand curve.

	c.
	Barriers to market entry.

	d.
	Unlimited access to resources such as water and air.



64.
The fundamental difference between a perfectly competitive firm and a monopoly is that a monopoly can select:

	a.
	The level of competition of the market.

	b.
	Its level of production.

	c.
	The inputs in its production process.

	d.
	The price of its product.


Figure 10 : Costs and Revenue of a Monopoly
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65.  See figure 10. If it maximizes profits, revenue of the monopoly is equal to 
	a.
	P3  Q2.

	b.
	P2  Q4.

	c.
	(P3 - P0)  Q2.

	d.
	(P3 - P0)  Q4.


66.  
See figure 10.  At the level of production which maximizes profits, 

	a.
	Marginal revenue is equal to P3.

	b.
	Marginal cost is equal to P3.

	c.
	Average revenue is equal to P3.

	d.
	None of the above.


67.  Complete the following sentence. A monopoly
	a.
	Always maximizes economic welfare.

	b.
	Always minimizes consumer surplus.

	c.
	In general, does not maximize economic welfare.

	d.
	In general, does not maximize producer surplus.



68.
Which of these students understands what a public good is?

	a.
	Karine: "I’m pretty sure that public goods obey the principle of exclusion, but not that of rivalry of usage"

	b.
	Xiaojie: "I remember the prof saying that you cannot exclude someone from using a public good and that the consumption of a public good by one does not diminish the use another person can have of it."

	c.
	Tom: "I think I remember that you can exclude people from using public goods, but that they do not obey the principle of rivalry."

	d.
	Francis: "According to the book, all public goods obey both rivalry and exclusion."



69.
This table shows tax rates for 2002 in a certain country.
Taxable Income
 
Marginal Tax rates
$0 - $6,000 
             10%

$6,001 - $27,950
15%

$27,951 - $67,700
27%

$67,701 - $141,250
30%

$141,251 - $307,050
35%

 Above $307,050
     38.6%

How much tax will a person making $100,000 pay in 2002?
	a.
	$50,000

	b.
	$24,315

	c.
	$28,675

	d.
	$36,690



70.
Even if the government intended for EI to be shared between employers and employees 50/50, studies find that 

	a.
	Companies support most of the burden for EI. 

	b.
	Employees support most of the burden for EI.

	c.
	The labour market is too distorted by this tax and it should be abandoned.

	d.
	The government has succeeded, as the burden is shared 50/50. 


71.
Which proposition best displays the principle of consumer surplus?
	a.
	"Even if I was willing to pay $35, I only paid $28!"

	b.
	"A store had a sale, so I bought three pairs of jeans."

	c.
	"I paid $33 last week for a pair of jeans. This week, the store had them on sale for $25."

	d.
	"Even though I was ready to sell those jeans for $15, I sold them for $28."



True/False  
20. Equity refers to how the pie is divided, and efficiency refers to the size of the economic pie. 

21. If the average cost of transporting a passenger on the train from Chicago to St. Louis is $75, it would be irrational for the railroad to allow any passenger to ride for less than $75. 

22. An efficient outcome in economics is one in which the economy is conserving the largest possible amount of resources, while still meeting the needs of society. 

23. The tradeoff between the productions of different goods can change because of technological improvement over time. 

24. It takes Russell 6 hours to produce a bushel of corn and 2 hours to wash and polish a car. It takes Wilma 6 hours to produce a bushel of corn and 1 hour to wash and polish a car. Wilma and Russell cannot gain from specialization and trade, since it takes each of them 6 hours to produce 1 bushel of corn. 

25. Unless two people who are producing two goods have exactly the same opportunity costs, each will have a comparative advantage in a different good. 

26. The law of demand states that the quantity demanded of a product is positively related to price. 

27. Price elasticity of supply measures how much the quantity supplied responds to changes in the price. 

28. Supply is said to be inelastic if the quantity supplied responds substantially to changes in the price, and elastic if the quantity supplied responds only slightly to price.
29. Normally, both buyers and sellers are worse off when a good is taxed. 

30. The more inelastic the demand and supply curves, the greater the deadweight loss of a tax. 

31. Organizers of an outdoor concert in a park surrounded by residential neighborhoods are likely to consider the noise and traffic cost to residential neighborhoods when they assess the financial viability of the concert venture. 

32. According to the Coase theorem, if private parties can bargain without cost, then the private market will always solve the problem of externalities. 

33. Despite the stated goals of some environmentalists, it would be impossible to prohibit all polluting activity. 

34. In essence, a Pigovian tax on pollution emission places a price on the right to pollute. 

35. Equal reduction in pollution, among all firms, is the least expensive way to clean up the environment. 

36. A market for pollution permits can efficiently allocate the right to pollute by the forces of supply and demand.
Short Answer

17.
This question is on supply and demand, relating to the following table
	a.
	Given the table, draw a graph, labeling and demonstrating the information on the graph. 


	Price
	Amount demanded
	Amount supplied

	$5
	 8,000
	12,000

	$4
	 9,000
	 11,000

	$3
	10,000
	 10,000

	$2
	11,000
	 9,000

	$1
	12,000
	 8,000


	b.
	What is the equilibrium price and quantity?

	c.
	Suppose the current price is $5. What does this mean for the economy? What will happen to the price and quantity? Show this on the graph.   

	d.
	Suppose the current price is $2. What does this mean for the economy? What will happen to the price and quantity? Show this on the graph.   



16.
Compare the economic and legislative incentives to reduce externalities, such as pollution. 
85.
Which market contains a large amount of sellers, all selling marginally different products ?

	a.
	Monopoly

	b.
	Perfect competition

	c.
	Monopolistic competition

d. Oligopoly
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