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PART I: MULTIPLE CHOICE   (50 points, 2.5 marks each)
To be answered on the Scantron Sheet. The Scantron Sheet must be completed using an HB (#2) medium lead pencil. Completely erase any changed answers with a soft eraser. Mark your answer firmly and neatly. Blank or indecipherable answers will be considered incorrect. The following information must be provided on the Scantron Sheet by filling in the appropriate bubbles:

· First Name and Last Name; 


Course No.

· Date of Exam; 



Student number
Choose the best answer for the following questions and enter your answer on the Scantron Sheet. Fill in the bubble representing the correct answer to each question. Fill in only one alternative for each question. Be careful not to skip answer spaces or questions as your answers will then not match the key. At the end of the exam, insert the Scantron Sheet into your examination booklet.
1. The three main components of development planning are:

(A) The objectives, the context and the capabilities

(B) Problems, opportunities and constraints

(C) Financial, physical and human resources

(D) Constraints, challenges and output
2. Which of the following is NOT an important step in analysing project options

(A) Identification of all possible impacts for each option

(B)  Making projections of the benefits and costs over time

(C) Comparing to the baseline scenario

(D) All of the above
(E) None of the above

3. The issue identification stage of project life cycle is important in making a decision about
(A) What is expected from taking action
(B) Whether it is a priority compared to other problems
(C) What approach to take to deal with the problem
(D) All of the above

(E) None of the above
4.  It is a process of collecting, organizing and analysing information about project feasibility or
project results
(A)  Project evaluation

(B) Project identification
(C) Project organization
(D) Project implementation
(E) None of the above

5. Which of the following is an important step required in measuring project performance? 
(A) Identifying intended results
(B) Developing performance indicators
(C) Collecting information for performance indicators

(D) All of the above
(E) None of the above
6. Which of the following is NOT required in the implementation of project plans?

(A) What is expected in taking action

(B) Timing of tasks, events and major milestones
(C) Specification of roles and responsibilities of key player
(D) Estimation of required resources
(E) Identification of major streams of activities

7. When there are externalities in the market 
(A) The private market is said to allocate resources efficiently
(B) The public service will not allocate resources efficiently
(C) The private market will not allocate resources efficiently

(D) The social willingness to pay will be equal to the market price
(E) None of the above
8. A resource allocation is said to be pareto-efficient, if 

(A) Someone can be made better off with the resource allocation
(B) Someone can be made better off without making anyone worse off

(C) No one can be made better off without making anybody else worse off
(D) Everybody can be made better off

9. Because information is non-rival, the marginal cost of providing it is

(A) Equal to the marginal revenue

(B) Greater than the marginal revenue
(C) Equal to zero

(D) Greater than zero
(E) None of the above
10. Pareto-efficient solutions may be highly inequitable because it is
(A) Affected by the people involved

(B) Affected by the final allocation of resources
(C) Affected by public agencies 
(D) Affected by major streams of activities

(E) Affected by the initial allocation of resources

11. In a competitive market, and under full employment, the shadow wage rate will be equal to:
(A)  Zero

(B) The minimum wage

(C) Marginal cost of production
(D) Marginal product of labour

(E) None of the above

12.  Producer surplus can be measured as the

(A) Area under the demand curve and below the price

(B) Area over the supply curve and below the price

(C) Area under the demand curve and above the price
(D) Area over the supply curve and above the price

(E) Area over the supply curve

13. In project evaluation, when input is produced by a domestic firm producing below full capacity

(A) The true opportunity cost will not be equal to the market price

(B) The true opportunity cost will be equal to the market price
(C) The true opportunity cost will be equal to the willingness to pay 
(D) All of the above

(E) None of the above

14. An example of a true natural monopoly is:

(A) Railways in Canada

(B) The Canadian market for milk

(C) The US market for automobiles
(D) Bell Canada

(E) None of the above

15. A good is said to be exportable when the 

(A) The domestic price is equal to the marginal cost

(B) The domestic cost of production is lower than the world price

(C) The domestic price is greater than the world price
(D) The domestic price is equal to the world price
(E) None of the above

16. The net social benefit is equal to the

(A) The consumer surplus

(B) Area under the demand curve and above the price

(C) Area under the supply curve and below the price
(D) The sum of consumer and producer surplus

(E) All of the above
17. Which of the following is NOT true about externalities?

(A) It is when one party’s action unintentionally creates an annoyance or enjoyment for others
(B) It can have both positive and negative effects
(C) A private firm can easily avoid creating an externality without any effects on production  
(D) The presence of externalities will make the market equilibrium not socially optimum
(E) None of the above
18.  Which of the following may NOT be considered a non-exclusive good?
(A) The Atlantic Ocean
(B)  Fisheries
(C) A toll bridge

(D) Migratory birds
(E) None of the above
19. Cost-benefit analysis is an empirical test for
(A) Economic growth
(B) Efficiency 
(C) Potential Pareto improvements

(D) All of the above
(E) None of the above

20. The current income situation plus the value of leisure and other nonwage benefits may be reflective of the
(A) Economic wage

(B) Minimum wage

(C) Reservation wage

(D) Labour wage

(E) None of the above
==============================================================
PART II: Short Answers (50 points, 10 points each)

To be answered in the examination booklet
1. With a diagram, briefly explain why the presence of externalities will not lead to the socially optimum allocation of goods and services by the private market 

There are two possible ways to respond to this. Either one of them is fine

Response:
(2 points for diagram)
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In a competitive market, the private firm will produce where marginal cost is equal to price (marginal revenue). If the marginal cost curve is MCP and the demand curve or marginal benefit curve is D, then the equilibrium quantity will be Qc and equilibrium price will be Pc. (3 points)

In the presence of externalities, the competitive equilibrium will not lead to the socially optimum allocation due to the fact that the social cost (or benefit) of the externality will not be accounted for by the private firm.  In the diagram above, the presence of a negative externality will lead to a social marginal cost of MCS which is equal to the sum of private marginal cost (MCp) and the external cost (EC). The intersection of the  marginal social cost and the demand curve is the socially optimum solution with the socially optimum allocation at Q* and P* (5 points)
Alternative response (2 points)
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In a competitive market, the private firm will produce where marginal cost is equal to price (marginal revenue or MB). If the marginal cost curve is MPC and the demand curve or marginal benefit curve is MB, then the equilibrium quantity will be qc and equilibrium price will be Pc. (3 points)

In the presence of externalities, the competitive equilibrium will not lead to the socially optimum allocation due to the fact that the social benefit of the externality will not be accounted for by the private firm.  In the diagram above, the presence of a positive externality will lead to a social marginal benefit curve of MSB which is equal to the sum of private benefit (MB) and the external benefit. The intersection of the marginal social benefit and the marginal cost curves is the socially optimum solution with the socially optimum allocation at q* and p* (5 points)
2. Discuss the difference between financial and economic project evaluation. Under what conditions will the two be the same? 

Response:

The financial analysis uses the market values in evaluating a project. It does not take into account the general societal benefits and cost. It limits the analysis to the private benefits and costs of the project. The economic analysis, on the other hand measures the benefits of the project from the point of view of society. It thus concentrates on the economy as a whole and the welfare of a defined society and not on any smaller part of it. In order words, the economic analysis asks whether society as a whole will be better off by undertaking a particular project (6 points).

The financial and economic analysis will be the same when there are no market distortions or externalities. Under this condition, the private competitive equilibrium will correspond to the social optimum solution point. This will make the market price the true opportunity cost. In this case, the prices used for the financial analysis will be the same as the shadow prices used for the economic analysis (4 points)   

3. With a diagram explain the condition under which a country will export a product
Response:

A country will export a product if the world Price (PW) of that product is greater than the domestic price (Pd) of the product. In a competitive market this will also imply that the marginal cost of producing the good domestically is lower than the world price or the marginal cost of the product produced in other countries. It therefore makes economic sense to produce more domestically and export the excess to other countries. (6 points)
Figure and explanation below (4 points)
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· Domestic price (Pd) is lower than the world price (PW)

· At PW , domestic demand  (q1) is lower than domestic supply (qs1 )

· Exports = qs1 – q1 
4. Explain why taxes and subsidies are not to be included in a cost-benefit analysis for a public project.
Response:

Taxes and subsidies are generally considered transfer payments, as they are not directly related to purchase or payment for goods and services. They represent a shift of control of resources from one person in society to the other and do not constitute a cost to society. It therefore does not increase the overall societal wealth (ie. It does not increase or decrease the national pie). It just affects government revenues and does not necessarily provide direct additional benefits or costs to individuals in society. (10 points)

5. Explain the opportunity cost concept in economic project evaluation

Response:

Opportunity cost is the value society place on a given good or service diverted to another product (the value consumers place on forgone consumption. In order words, the actual cost to a given material and productive services to a project is the value of the material and productive service in the absence of the project. The opportunity cost of the current use of some product or input is its worth in some alternative use. (6 points)

In a competitive distortion-free market, the social opportunity cost of goods and services are equal to their competitive market price. Society’s opportunity cost of using a unit of the good or service in another project is therefore equal to the market price of such good or service. Market imperfections prevent the one-to-one relationship between market price and society’s opportunity cost (4 points)
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