1. With an infinitely elastic supply curve, the incidence of a specific tax on a good will 
a) will have the same incidence regardless of the demand elasticity.
2. A basket of goods in 1987 cost $783, while the value of the same basket in 1997 was $1133. The value of this price index in 1997, based on 1987 = 100, was:
a)	144.7.
3. When economists compute the real value of an economic variable denominated in dollars, they do so by:
a) dividing the nominal value by the price index.
[image: ]
4. In the figure above, if there is a shortage of 40 units, what does this mean?
a) Buyers would be willing to pay an additional $4 per unit for the quantity that they are now buying.
5. In the figure above, assume that the market was at equilibrium and that demand increases by 20 units. What will be the new equilibrium price and quantity?
a) Price will rise by $1 and quantity traded will rise by 10 units.
6. If goods J and K are substitutes, an increase in the price of J causes:
a) a decrease in quantity demanded for J and an outward shift of K's demand curve.
7. Assume that spinach is a normal good. Assume further that medical research has proven that eating spinach will reduce risks of cancer. Due to economic recession:
a) the demand curve may remain the same or may shift to the right or may shift to 	the left.   
8. We can say with certainty that a rise in the minimum wage will increase the total dollar earnings of those workers affected by it if
a) the demand for labor is inelastic.
9. An improvement in overall technology that allows more output to be produced with the same inputs causes:
a) a rightward shift of the supply curve so that more is offered for sale at every price.
10. The opportunity cost of attending college is likely to be highest for a high school graduate:
a) who started a successful business in high school.

	Food
	Films

	Workers
	Output
	Workers
	Output

	4
	25
	0
	0

	3
	22
	1
	9

	2
	17
	2
	17

	1
	10
	3
	24

	0
	0
	4
	30


11. Use the production possibilities described in the table above, the cost of each additional film in terms of food:
a) increases as more films are produced.
12. In the table above the opportunity cost of increasing food output from 17 to 22 is:
a) 8 films.
13. Considering two straight-line demand curves through the same intersection point with a supply curve, which of the following statements is correct?
a) The greater the elasticity of demand, the smaller will be the consumer surplus.
14. A reduction in economic surplus in the society corresponds to:
a) a decrease in happiness in the society.
15. A market failure/inefficiency exists when:
a) the price established in the market does not equate the marginal social benefit of a good and the marginal social cost of production.

16. What does the law of diminishing marginal utility state?
a) The amount of additional utility decreases as successive units of a product are consumed.
17. If total utility is falling, what is also true?
a) Marginal utility must be negative.
18. Which of the following statement is false?
a) If total utility is increasing, it must mean that MU is increasing.
19. If you are a risk-lover and have the chance to play a game where the odds of winning $1,000 are 0.3 and the odds of losing $1,000 are 0.7:
a) you may or may not play the game, depending on how you balance the love of risk with the probability of loss on average.
20. For the following gamble, with a probability of 20% that one wins $100 and an 80% probability of losing $25, Regis takes the gamble and Bryan rejects it. Which of the following is a possibility:
a) Bryan is risk-averse and Regis is risk-neutral.
21. One explanation of risk aversion is that:
a) the marginal utility of an extra dollar decreases as more income is received.
22. The law of diminishing returns:
a) is a law about the technology of production.
b) shows that output can always be expanded by adding more of the variable input.
c) states that after a point, each additional unit of a variable input produces less than the previous unit.
d) more than one of the above.
23. When marginal product of labour equals average product of labour at a given (positive) labour, then the average product of labour:
a) is at a maximum.
24. Which of the following statements is true?
a) MC equals additional fixed costs due to additional output.
b) MC equals ATC when ATC is at its minimum.
25. A perfectly competitive firm will produce output in the short run even if P<ATC because
a) As long as P≥min AVC, it can minimize it losses.
26. All of the following statements are false except:
a) the competitive firm's supply curve is that segment of the marginal cost curve lying above average variable cost.
27. Perfect competition can give rise to resources allocation efficiency because the economy is producing the goods at which
a) P=MC.
28. Which of the following is the best example of a monopoly?
a) The only gas station in a remote town.
29. At its current output a monopolist determines that its marginal cost is $25 and its marginal revenue is $30. The monopolist will maximize profits or minimize losses by
a) Decreasing price and increasing output.
30. Which of the following is not an example of price discrimination?
a) A taxicab charging more for longer trips.
31. Which of the following is (are) true about oligopolists?
a) They produce more and sell at a lower price than a monopolist when they act independently and do not collude.
b) Set marginal revenue equal to marginal cost, even though marginal revenue depends on the other firms.
c) They tend to produce the monopoly output and charge the monopoly price when they are able to collude.
d) All of the answers are correct.
32. What is true at a Nash equilibrium?
a) Neither player has an incentive to change strategies.
33. In a duopoly game, what characterizes a dominant strategy equilibrium?
a) Both firms have a strategy that is best, no matter what their rival's strategy is.
34. A non-tariff barrier includes which of the following?
a) Quotas.
b) Safety standards.
c) Voluntary export restraints.
d) All of the answers are correct.
35. Which of the following is not an argument that supports free trade?
a) Free trade decreases the degree of sovereignty of a country.

1. It has been observed that university enrolment in Canada is higher during periods of high unemployment. A possible explanation for this is that
a) when prospects for getting a job are poor, the opportunity cost of going to university is lower.
2. An Olympic soccer player reveals that she had given up a job that paid $35,000 per year to train full-time. She received a grant of $9,000 per year from Sports Canada, but this could not cover all her training expenses. Her food and rent were $16,000 and training expenses were $10,000. What is her annual opportunity cost of participating in the Olympics? 
c)   $36,000.
3. Which of the following statements is (are) normative?  
a) If income increases, sales of luxury goods will fall.  
b) When minimum wages are raised, unemployment rises.  
c) All of the above.
d) None of the above.  
4. If the nominal price of tickets to see the band U2 has increased from $100 to $150 during a five year interval, and the consumer price index has risen from a value of 160 to 200, then the real price increase in ticket price is: 
	d)   20%.
5. Which one of the following statements is false?
a) If the economist wants to examine the distribution of income in 1987, time- series data should be used.
6. Consider the goods electronic readers and electronic books. In response to a price decline in e-books, the market for e-readers should show 
b)   an outward shift in demand. 
7. An effective price ceiling on a pharmaceutical drug will have no effect on the quantity traded if: 
a)   the supply curve is vertical.
8. If goods J and K are substitutes, an increase in the price of J causes:
a) a decrease in quantity demanded for J and an outward shift of K's demand curve.



9. Suppose the per-unit tax on cars is raised.  If the demand for cars is everywhere unit elastic and the supply curve is upward sloping then this will cause tax revenue to ___. [Hint : Tax revenue = Spending by consumers minus firm revenue. Use elasticity to figure out what happens to consumer spending. Use diagram to figure out what happens to firm revenue]. 
a) rise 
10. Data on the prices, quantities sold, and average incomes of buyers of Jolt Cola and Coke, over several years, are shown below. 

	 
Year
	 
Price of Jolt
	 
Price of Coke
	Average Income of Buyers
	Quantity of Jolt Sold

	2000
	$1.00 / can
	$1.00 / can
	$25,000
	15,000 cases

	2001
	$1.00 / can
	$1.40 / can
	$25,000
	25,000 cases

	2002
	$1.00 / can
	$1.40 / can
	$35,000
	15,000 cases

	2003
	$1.40 / can
	$1.40 / can
	$35,000
	5,000 cases


The arc income elasticity of Jolt is:
a) -1.5 
11. Suppose the market supply curve for some good is upward sloping. If the imposition of an excise tax causes no change in the equilibrium quantity sold in the market, the good's demand curve must be ________, meaning that the burden of the tax has fallen completely on the ________.
a) Vertical; consumers.
12. Currently Joe and Halyna are consuming the same amount of strawberries, but Joe's (straight line) demand curve is much more elastic than Halyna's at the current price. Which statement is true? 
a)  Halyna's consumer surplus exceeds Joe's.
13. Using a supply and demand diagram of your own, if a per unit tax is imposed, the more elastic the supply curve, the:
a) larger the deadweight loss.
14. When economists describe a good as being 'under-priced', they mean that:
a) too much of the good is being produced since there is a negative externality associated with the good.
A consumer maximizes his total utility when goods A and B are consumed in quantities such that MUA/MUB 
a) equals the ratio of total utility of A to that of B.
b) equals the ratio of the price of B to the price of A.
c) always equals unity.
d) none of the above
16. Suppose again that Yuri buys soy milk and oranges and has not yet exhausted his budget. His MU of an additional carton of soy milk is 20 and its price is $1.25, whereas his MU for an additional orange costing 50 cents is 7. From this situation, we can deduce that he should:
a) buy more soy milk.
17. A demand curve slopes downward because
a) since the marginal utility decreases with increased consumption, the price must fall in order to induce people to buy more.
18. If you are a risk-neutral person and have the chance to play a game where the probability of winning $10.00 is 20% and the probability of losing $3.00 is 80%:
a) you will not play the game as it is not a favorable one.
19. Mark has two choices: a 50% chance of winning $20 and a 50% chance of losing $20 versus a 20% chance of winning $100 and an 80% chance of losing $20. Which choice has the larger expected value?
a) The 20%-80% choice.
20.   Jonathan has two choices: a 50% chance of winning $20 and a 50% chance of losing $20 versus a 20% chance of winning $100 and an 80% chance of losing $25. Assume that Jonathan is a risk-averse individual, then he will choose the following option:
a) The 50%-50% choice as this option is less risky between the two.
21. If total product is at a maximum, then
d)   marginal product must be falling and be equal to zero.
22.  If factor prices increase,
d)   both the long-run and short-run average cost curves will shift upward.
23. Which of the following statements about the relationship between marginal product and average product is correct?
c)   When marginal product is falling and average product is below marginal product, then average product is rising.
24. If a firm doubles all its inputs and output as a result triples then the firm is experiencing
a) increasing returns to scale.
25. If an industry is composed of two firms (temporarily) and they have short-run marginal cost curves of the form MC = 5 + 0.1Q and MC = 8 + 0.2Q respectively, how much will each supply if the going price is $10?
a) 50 and 10.
26. The perfectly competitive firm’s short run supply curve is the upward-sloping part of its
a) marginal cost (MC) curve, at all points above the point where MC = AVC.
27. In the short run, a monopolist with a loss of $50, along with marginal revenue of $20, and marginal cost of $15,   should
a) expand output and cut price.
28. Inefficiency results from monopoly because
a) a monopoly under-produces relative to the ideal at which society’s marginal cost=marginal benefit.
29. Cartels are inherently unstable as,
a) At the agreed upon production level price remains higher than the marginal cost of production.
30. Under monopolistic competition, long-run economic profits tend toward zero because of
a) the lack of barriers to entry.
31. A key characteristic of monopolistically competitive market structure is:
a) Segmented market does not allow a monopolistically competitive firm to fully exploit economies of scale. 
32. Which of the following is not a requirement of a game?
a) Dominant strategies.





33. For the following question, assume that in Canada the opportunity cost of coal is 1/3 barrel of oil and the opportunity cost of oil is 3 tons of coal. Assume that in Bangladesh the opportunity cost of coal is 1/4 barrel of oil and the opportunity cost for oil is 4 tons of coal. Who has the comparative advantage in producing coal and who has the comparative advantage in producing oil?
a) Bangladesh has comparative advantage in producing coal and Canada has the comparative advantage in producing oil.
34. Assume that the domestic demand for mp3 players is given by P = 80 - Q. The supply of domestic producers is given by P = 10 + Q, and the international supply by P = 15. If this is an open economy then the number of quantities of import of mp3 for this economy is:
a) 60
35. Two Canadian workers, Alan and Jessica, can each produce stoves or coffee. Alan can produce either 150 kg of coffee or 1 stove per month. Jessica can produce either 60 kg of coffee or 1 stove per month. How much of each good is produced if each worker specializes according to comparative advantage?
a) 2 stoves and 60 kg coffee
b) 1 stove and 60 kg coffee
c) 2 stove and 210 kg coffee
d) None of the above
1. Consider the supply curve P = 2Q. For the combinations (i) P = 8, Q = 4, and (ii) P = 16, Q = 8, the supply elasticity is 
c) is the same in each case.
2. Relative to a free market, an effective supply quota in a market will 
a) reduce the quantity purchased and raise the price.
3. In an eight-hour day Hamid can produce 12Y or 8X, while Henry can produce 8Y or 6X. 
b) Henry has a comparative advantage in producing X. 
4. An improvement in the technology used in producing B, which is a substitute for good A will 
   a) shift the demand for A inward 
5. If the nominal price of tickets to see the band U2 has increased from $100 to $150 during a five year interval, and the consumer price index has risen from a value of 160 to 200, then the real price increase in ticket price is: 
e) 20%.

6. Consider the goods electronic readers and electronic books. In response to a price decline in e-books, the market for e-readers should show 
b) an outward shift in demand. 
7. An effective price ceiling on a pharmaceutical drug will have no effect on the quantity traded if: 
a) the supply curve is vertical.
8. Consider the market represented by Pd = 100 – 2Q and Ps = 10 + 3Q. An increase in consumer income could be represented by: 
a) a downward shift in demand if the good is inferior.
9. An Olympic soccer player reveals that she had given up a job that paid $35,000 per year to train full-time. She received a grant of $9,000 per year from Sports Canada, but this could not cover all her training expenses. Her food and rent were $16,000 and training expenses were $10,000. What is her annual opportunity cost of participating in the Olympics? 
c) $36,000.
10. Where the marginal revenue curve corresponding to a downward sloping demand curve is positive, the demand elasticity 
a)  is greater than one in absolute value.
11. A consumer maximizes his total utility when goods A and B are consumed such that MUA/MUB 
a) equals the ratio of the price of A to the price of B.
12. Goods A and B are complementary goods (in consumption). The cost of a resource used in the production of A decreases. As a result,
a) the equilibrium price of B will rise and the equilibrium price of A will fall.
13. If total utility is increasing, then marginal utility must be
c)   positive.
14. If money income is reduced by half, and the prices of all goods consumed by the household are
reduced by half, the household's budget line will
e)   not change.
15. When economists describe a good as being 'under-priced' and produced at an inefficient level under free market, they mean that:
a) too much of the good is being produced since there is a negative externality associated with the good.
16. Suppose the current level of output of some good is X. If market demand is inelastic at that quantity, total expenditure on this product would be higher if output was  
a) Less than X.
17. The deadweight loss associated with output less than the competitive level can be determined by
a) summing the change in the total consumer and producer surplus, and the change in government revenue, from moving from the competitive level of output to a lower output.

18. As more and more of the environment is cleaned up:
a) the cost of cleaning increases and the marginal damage of the last unit of pollution declines.
b) the ratio of marginal benefits to marginal costs becomes much greater than 1.
19. If a firm triples all its inputs and output only doubles then the firm is experiencing
b) decreasing returns to scale.
20. Refer to the figure below, which shows short-run costs for a typical firm in a perfectly competitive industry. 
 [image: ]  
If the price faced by a perfectly competitive firm is equal to $60, then the maximum profit this firm will earn in the
short-run is
a) $(60 - A)x5. 
21.  Consider a constant-cost industry in which firms have chosen the plant size which minimizes LRAC. In the Short Run, P = MC = $10, AVC =$8 and SRATC =$12. In the long-run the price will be__ 
a) greater than $10 and less than $12. 
22. Luigi owns an Italian restaurant. The production function relating the number of meals served per day (Q) and the number of employees hired per day (L) is shown in the table. The marginal cost of serving a meal is lowest when Luigi increases the number of meals served per day from ___.  The average variable cost of serving a meal is lowest when Luigi serves __ meals per day.  [Note: You may wish to use the following table for your answer]
	L
	Q
	MPL
	APL

	0
	0
	Blank
	Blank

	1
	10
	 
	 

	2
	28
	 
	 

	3
	45
	 
	 

	4
	56
	 
	 

	5
	65
	 
	 


  
a) 10 to 28; 45. 
23. One explanation of risk aversion is that:
a) the marginal utility of an extra dollar decreases as more income is received.
24. Referring to the figure below, the perceived demand curve faced by an individual firm in a perfectly competitive market is best represented by which of the following?

[image: ]
a) B.
25. An industry is composed of one hundred identical firms, each with a marginal cost curve in of the form MC = 2 + 0.1Q. If the price in the market is $4, how much will be sold altogether?
a) 2000.
26. Dave is risk-averse while Scott is risk-neutral. Both are confronted with the following gamble: win $5,000 with the probability of 65% or lose $9,000 with a probability of 35%. One can predict that
a) Scott will accept and Dave may accept.
27.  Suppose you are told that total costs (TC) depend on output (Q) as follows: TC = 100 + 7*Q. You can infer therefore that fixed costs are:
a) $100.
28. Use the following table to answer the question:

	Quantity
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	Price
	65
	60
	55
	50
	45
	40
	35
	30
	25
	20


	
Referring to table above, what is the marginal revenue of the 6th unit?
a) $15.


29.  The unregulated profit-maximizing monopolist will always produce:
a) above the mid-point of its demand curve.
30. Which one of the following statements is correct?
a) Unregulated monopoly will not set the price, where MR<MC.
31. Which of the following is not a requirement of a game?
b) Dominant strategies.
32. One of the major similarities between perfectly competitive markets and monopolistic competition is that:
a) firms can enter or leave either market very easily.
33. When oligopolists do not cooperate, one result is that:
a) the firms try to guess the actions of competing firms.
34. Suppose Canada eliminates tariffs on Chinese bicycles. As a result, we would expect:
a) the price of Chinese bicycles to decline in Canada.
b) employment to increase in the Chinese bicycle industry.
c) employment to decrease in the Canadian bicycle industry.
d) all of the above to occur.
35. 	When countries specialize in producing and exporting the goods that they produce at a lower relative cost than other countries, the distribution of the gains from trade:
b) depends on the terms of trade, which lie between the countries' domestic opportunity cost.

1. Which of the following statements is (are) normative?  
e) If income increases, sales of luxury goods will fall.  
f) When minimum wages are raised, unemployment rises.  
g) As the price of compact discs falls, people will buy more of them.  
h) All of the above.
i) None of the above.  

2. Several students are discussing the concept of price elasticity while standing in line at the campus bookstore. Which of the following quotations describes an inelastic demand for a product?  
a) "A price increase really scares me. It wouldn't reduce my purchases of school supplies very much, but I know for sure that I'll end up spending a lot more than I was before."

3. Production efficiency is achieved
a) when producing one more unit of one good cannot occur without producing less of some other
good.

4. The principle of increasing opportunity cost leads to
a) a production possibilities frontier (PPF) that is bowed outward from the origin.

5. On Saturday morning, you rank your choices for activities in the following order: go to the library, work out at the gym, have breakfast with friends, and sleep late. Suppose you decide to go to the library. Your opportunity cost is
a) working out at the gym.

6. Which of the following is an example of a normative statement?
a) Households should save more.

7. Goods A and B are complementary goods (in consumption). The cost of a resource used in the production of A decreases. As a result,
b) the equilibrium price of B will rise and the equilibrium price of A will fall.

8. The price will rise and the equilibrium quantity might increase, decrease, or stay the same when the
a) demand for a good increases and the supply of it decreases.

9. The demand for hot dogs is given by QD = 8000 - 7000P, where QD is the quantity demanded and P is the price in dollars. The supply for hot dogs is given by QS = 4000 + 1000P, where QS is the quantity supplied and P is the price in dollars. Given these supply and demand relationships,
a) at the equilibrium, the price = $0.50 and the quantity = 4500 hot dogs.
b) at a price of $1, there is a surplus of 4000 hot dogs.
c) both answers A and B are correct.

10. Blue pens and black pens are close substitutes. The cross elasticity of demand for black pens with respect to the price of blue pens is ________.
a) positive.  

11. Pizza Hut pizza has more close substitutes than does food in general. The price elasticity of demand for Pizza Hut pizza is ________ the price elasticity of demand for food in general.
a) greater than 

12. The demand for movies is unit elastic if
a) a 10 percent increase in the price leads to a 10 percent decrease in the quantity demanded.

13. Suppose the price of good A falls and the consumption of good B rises. Assuming the law of demand holds, we can conclude that
a)    A and B are complements in consumption.
14. If total utility is increasing, then marginal utility must be
c)   positive.
15. If money income is reduced by half, and the prices of all goods consumed by the household are
reduced by half, the household's budget line will
e)   not change.
16. If total product is at a maximum, then
e)   marginal product must be falling and be equal to zero.
17. If factor prices decrease,
d)   both the long-run and short-run average cost curves will shift downward.
18. Which of the following statements about the relationship between marginal product and average
product is correct?
.
e)   When marginal product exceeds average product, average product must be rising.
19. If the average-product curve is rising, then the marginal-product curve
a)   must lie above the average-product curve over this range.
20. Terri decides to play the lottery. She has a 1% probability of winning $10,000 and a 99% probability of winning zero. The average or ‘expected’ value of this game is:
b)   $100.

21. For the following gamble, with a probability of 20% that one wins $100 and an 80% probability of losing $25, Regis takes the gamble and Bryan rejects it. One can infer that:
a)   Bryan is risk averse and Regis is risk neutral.

22. Suppose demand is Qd=12-2P and supply is Qs=P.  The value of consumer surplus is 
a)   $4

23. Sarah's demand curve for whiskey has the same slope as Pete's; however, it lies to the right of Pete's. An increase in the price of whiskey will cause 
a)   Sarah to incur a greater loss of consumer surplus than Pete will. 

24. A perfectly competitive firm will produce output in the short run even if P<ATC because
a) as long as P  AVCmin, it can minimize it losses.

25. If a profit-maximizing firm's marginal revenue is less than its marginal cost, the firm
a) will decrease its output.  

26.  If firms enter a competitive industry, the  
a) industry supply curve shifts outward.  

27. The perfectly competitive firm’s short run supply curve is the upward-sloping part of its
b) marginal cost (MC) curve, at all points above the point where MC = AVC.

28. In the short run, a monopolist with a loss of $50, along with marginal revenue of $20, and marginal cost of $15,   should
b) expand output and cut price.


29. Inefficiency results from monopoly because
b) a monopoly underproduces relative to the ideal at which society’s marginal cost=marginal benefit.

30. A price-discriminating monopoly airline company would charge the highest price to
a) commercial users since they have lower price elasticity of demand than all. 

31. Monopolization of an industry typically occurs as a result of
a) existence of barriers to entry into the industry.

32. ‘Excess Capacity’ in a monopolistically competitive equilibrium is caused by 
a) the fact that each firm faces a demand that is not perfect elastic.

33. Under monopolistic competition, long-run economic profits tend toward zero because of
a) the lack of barriers to entry.

34. In a strategic choice situation, a ‘dominant strategy’ is one 
a) that yields the best profit, regardless of the opponent’s strategy. 

35. For the following question, assume that in the U.S. the opportunity cost of coal is 1/2 barrel of oil and the opportunity cost of oil is 2 tons of coal. Assume that in China the opportunity cost of coal is 1/3 barrel of oil and the opportunity cost for oil is 3 tons of coal. Who has the comparative advantage in producing coal and who has the comparative advantage in producing oil?
b) China has comparative advantage in producing coal and the U.S. has the comparative advantage in producing oil.
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