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Public Sector Microeconomic Analysis 
ECO 2110A – Winter 2013
C. Théoret
Practice Exam #1


1. The real cost of government-produced goods and services is
a.	money.
b.	taxes.
c.	the value of private goods and services foregone.
d.	inflation.

2. Government goods and services are usually
a.	not rationed by prices.
b.	sold in markets.
c.	made available to persons according to their willingness and ability to pay.
d.	financed by revenue obtained from sales.

3.	Which of the following rationales for income redistribution is based on an additive welfare function
a.	the maximin criterion
b.	the Pareto efficient income redistribution
c.	utilitarianism
d.	Nozick’s set of rules to govern society instead of a “good” social welfare function.  

4.	A point on a contract curve is
a.	always efficient but not necessarily fair
b.	always fair but not necessarily efficient
c.	neither fair nor efficient 
d.	None of these answers.

5.	Under the First Fundamental Theorem of Welfare Economics, an efficient 	allocation of resources emerges when (A= Apples; B = Bananas)
a.	 MRSABJOHN = MRSABMARY
b.	maximization of (MRSABJOHN + MRSABMARY)
c.	minimization of (MRSABJOHN + MRSABMARY)
d.	MRSABJOHN = MRSABMARY = 0

6. Positive economics
a.	makes recommendations designed to achieve certain goals.
b.	establishes cause and effect relationships between economic variables.
c.	is based on value judgments.
d.	can never be used to make predictions.

7. If the marginal social benefit of a good exceeds the marginal social cost at the current monthly output, then
a. it will be possible to make buyers of the good better off without harming sellers of the good.
b. it will be possible to make sellers of the good better off without harming buyers of the good.
c.	either (a) or (b).
d.	a reduction in monthly output will be required for efficiency.

8. The total social benefit of automobiles equals the total social cost at current annual output.  It follows that
a.	the annual output of automobiles is efficient.
b.	the annual output of automobiles exceeds the efficient amount.
c.	less than the efficient annual output of automobiles is produced.
d.	it is not possible to make buyers of automobiles better off without harming sellers.
e.	both (a) and (d).

9. 	Points on a utility possibility curve represent
a.	a given distribution of well-being between two persons.
b.	an efficient allocation of resources.
c.	the maximum well-being of any one person given resources available and the 	well-being of another person.
d.	all of the above.

10. If efficiency has been attained
a.	it will be possible to make any one person better off without harming another.
b.	it will not be possible to make any one person better off without harming another.
c.	perfect competition must exist.
d.	the opportunity cost of any change in resource use must be zero.

11. A negative externality results from sale of firewood in competitive markets.  It follows that
a. the marginal private cost of firewood is less than its marginal social cost.
b. the marginal private cost of firewood exceeds its marginal social cost.
c. the marginal private benefit of firewood is less than its marginal social benefit.
d. 	the marginal private benefit of firewood exceeds its marginal social benefit.


12.	Economic theory can help us to organize our thoughts about how people will react to changes in their economic environment. But it usually cannot tell us the magnitude (and at times the direction) of these responses. To obtain this information, economists must call on
a. Tools of normative analysis
b. 	Tools of positive analysis.
c. The inductive method.
d. The deductive method.

13. 	A reallocation of resources where the gains achieved by those who are made better off exceed the losses sustained by those who are made worse off is called 
a. 	Pareto efficient.
b. 	a Pareto improvement.
c. 	a potential Pareto improvement.
d. a Lindhal equilibrium.

14. Diamonds are sold by a monopoly firm that maximizes profits.  It follows that
a. the marginal social benefit of diamonds exceeds its marginal social cost.
b.	the marginal social cost of diamonds exceeds its marginal social benefit.
c.	the price of diamonds equals its marginal social cost.
d.	the price of diamonds exceeds its marginal social benefit.
e.	both (c) and (d).

15. The efficiency condition (two persons) with the variable production of two private goods or services is
a) MSTxyJOE + MSTxyJANE   = MRTxy
b) MSTxyJOE = MSTxyJANE   = MRTxy
c) MSTxyJOE + MRTxyJANE   = MSTxy
d) MRTxyJOE + MRTxyJANE   = MSTxy

16. The efficiency condition requires that relative prices be equal to the ratio of marginal costs.
	a) True; b) False. 

17. The marginal cost of providing a certain quantity of a pure public good to an additional consumer after it is provided to any one consumer is
a. 	zero.
b. 	positive and increasing.
c. 	positive and decreasing.
d. 	positive and constant.
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18. The nonrival property of pure public goods implies that
a. 	the benefits enjoyed by existing consumers decline as more consumers enjoy a given quantity of the good.
b. the benefits enjoyed by existing consumers are unaffected as more consumers enjoy a given quantity of the good.
c. 	the good cannot be priced.
d. the marginal cost of producing the good is zero.

19. The efficient output of a pure public good is achieved at the point at which
a. 	the marginal benefit obtained by each consumer equals the marginal social cost of producing the good.
b. 	the sum of the marginal benefits of all consumers equals the marginal social cost of producing the good.
c. 	the marginal benefit of each consumer equals zero.
d. 	the marginal social cost of producing the good is zero.
e. 	both (c) and (d).

20. The monthly rental rate for a satellite dish antenna is $200.  The maximum marginal benefit that any resident of a condominium community will obtain per month from the antenna is $50.  There are 100 residents in the community, none of whom values the antenna at less than $25 per month.  Assuming that the antenna is a pure public good for residents of the community
a. 	each resident of the community will rent his own antenna.
b. 	it is inefficient for the community to rent an antenna.
c. It is efficient for the members of the community to rent an antenna for their common use.
d. 	it is efficient for each resident to rent his own antenna.

21. 	John is willing to trade 3 bottles of beer for 1 bottle of wine while Mary is willing to  trade 2 bottles of beer for 1 bottle of wine.  The ratio of prices (beer for wine) in John’s case is 
a. 3.
b. 	0.333.
c.	2.
d. 0.66667.
e. 5.

22. The marginal cost of making a given quantity of a congestible public good available to more consumers
a. is always zero.
b. 	is positive and increasing.
c. 	is positive and decreasing.
d. 	is zero at first but eventually becomes positive and increasing.

23. The demand curve for a pure public good is
a. a horizontal line.
b. 
b. 	obtained by adding the quantities individual consumers would purchase at each possible price.
c. 	obtained by adding the marginal benefit obtained by each consumer at each possible quantity.
d. is the marginal cost curve for the pure public good.

24. Cable TV programming is an example of a
a. congestible public good.
b. 	price excludable public good.
c. pure public good.
d. pure private good.

A social welfare function depends on
a)	the MRT between two goods
b)	the utilities of each of its members
c)	whether the goods or services are produced by the private or public sector
d)	whether the allocation of resources is efficient.

26.	Adverse selection is the problem of
a.	hidden action
b.	moral hazard
c.	risk pooling
d.	hidden information

27.	Moral hazard is the problem of
a.	hidden action
b.	moral hazard
c.	risk pooling
d.	hidden information

28.	The income share of the lowest income earners is understated by the exclusion of
a.	gambling losses in the definition of income
b.	inheritances in the definition of income 
c.	income in kind in the definition of income
d.	capital gains in the definition of income

29.	In the last two decades, the incidence of low incomes among Canadian children has _________ and that of the elderly has ___________.
a.	increased; increased
b.	increased; decreased
c.	decreased; increased
d.	decreased; decreased

30.	The social welfare function that depends only on the utility of the person who has the lowset utility is called
a.	utilitarian
b.	maximin
c.	Pareto efficient
d.	Lubar efficient
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