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____
1.
A country's consumption possibilities frontier can be outside its production possibilities frontier if

	a.
	additional resources become available.

	b.
	there is an increase in the level of technology.

	c.
	the country engages in trade.

	d.
	All of the above are correct.

	e.
	Both a and b are correct.


____
2.
A production possibilities frontier will be linear and not bowed out if

	a.
	no tradeoffs exist.

	b.
	the tradeoff between the two goods is always at a constant rate.

	c.
	unemployment is zero.

	d.
	resources are allocated efficiently.

	e.
	the tradeoff between the two goods is always at a decreasing rate.


____
3.
Which of the following is NOT correct?

	a.
	Trade allows for specialization.

	b.
	Trade is good for nations.

	c.
	Trade is based on absolute advantage.

	d.
	Trade allows individuals to consume outside of their individual production possibilities curve.


Table 3-1
	
	Labour Hours Needed to Make 1 Pound of:
	Pounds produced in 40 hours:

	
	Meat
	Potatoes
	Meat
	Potatoes

	Farmer
	8
	2
	5
	20

	Rancher
	4
	5
	10
	8


____
4.
Refer to Table 3-1. The opportunity cost of 1 pound of meat for the farmer is

	a.
	1/4 hour of labour.

	b.
	4 hours of labour.

	c.
	4 pounds of potatoes.

	d.
	1/4 pound of potatoes.


____
5.
Refer to Table 3-1. The opportunity cost of 1 pound of potatoes for the farmer is

	a.
	8 hours of labour.

	b.
	2 hours of labour.

	c.
	4 pounds of meat.

	d.
	1/4 pound of meat.


____
6.
Refer to Table 3-1. The Farmer has an absolute advantage in

	a.
	meat, and the Rancher has an absolute advantage in potatoes.

	b.
	potatoes, and the Rancher has an absolute advantage in meat.

	c.
	meat, and the Rancher has an absolute advantage in meat.

	d.
	neither good, and the Rancher has an absolute advantage in both goods.


____
7.
Refer to Table 3-1. The Rancher has a comparative advantage in

	a.
	neither good, and the Farmer has a comparative advantage in both goods.

	b.
	both goods, and the Farmer has a comparative advantage in neither good.

	c.
	meat, and the Farmer has a comparative advantage in potatoes.

	d.
	potatoes, and the Farmer has a comparative advantage in meat.


____
8.
Refer to Table 3-1. The Farmer and Rancher both could benefit by the Farmer specializing in

	a.
	meat and the Rancher specializing in potatoes.

	b.
	potatoes and the Rancher specializing in meat.

	c.
	neither good and the Rancher specializing in both goods.

	d.
	They cannot benefit by specialization and trade.


____
9.
If Canada exports cars to France and imports cheese from Switzerland,

	a.
	Canada has a comparative advantage in producing cars, and Switzerland has a comparative advantage in producing cheese.

	b.
	Canada has a comparative advantage in producing cheese, and Switzerland has a comparative advantage in producing cars.

	c.
	Canada and France would both be better off if they each produced cars and cheese.

	d.
	Comparative advantage cannot be determined without knowing absolute prices.


____
10.
If the world price of a product is higher than a country's domestic price we know that country

	a.
	should import that product.

	b.
	should no longer produce that product.

	c.
	has a comparative advantage in that product.

	d.
	could benefit by imposing a tariff on that product.

	e.
	could benefit by imposing a quota on that product.


____
11.
The world price of yo-yo's is $4.00 each. The pre-trade price of yo-yo's in Taiwan is $3.50 each. If Taiwan allows trade in yo-yo's we know that Taiwan will

	a.
	import yo-yo's and the price in Taiwan will be $4.00 each.

	b.
	import yo-yo's and the price in Taiwan will be $3.50 each.

	c.
	export yo-yo's and the price in Taiwan will be $4.00 each.

	d.
	export yo-yo's and the price in Taiwan will be $3.50 each.


Figure 9-1
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____
12.
Refer to Figure 9-1. Without trade, consumer surplus would be

	a.
	$210.

	b.
	$245.

	c.
	$420.

	d.
	$455.

	e.
	$490.


____
13.
Refer to Figure 9-1. With free trade, this country would

	a.
	import 70 baskets.

	b.
	export 65 baskets.

	c.
	export 35 baskets.

	d.
	import 40 baskets.

	e.
	export 105 baskets.


____
14.
Refer to Figure 9-1. For this country, at the world price,

	a.
	the domestic quantity demanded is greater than the domestic quantity supplied.

	b.
	the domestic quantity demanded is less than the domestic quantity supplied.

	c.
	the domestic quantity demanded equals the domestic quantity supplied.

	d.
	this country should raise the domestic price of baskets.


____
15.
Refer to Figure 9-1. If this country chooses to trade, the price of baskets in this country would be

	a.
	$10 and 40 would be sold domestically.

	b.
	$10 and 70 would be sold domestically.

	c.
	$10 and 105 would be sold domestically.

	d.
	$7 and 70 would be sold domestically.

	e.
	$7 and 40 would be sold domestically.


____
16.
Private markets fail to account for externalities because

	a.
	externalities don't occur in private markets.

	b.
	sellers include costs associated with externalities in the price of their product.

	c.
	decisionmakers in the market fail to take account of the external effects of their behaviour.

	d.
	the government can easily correct any adverse effect on the market that externalities may cause.

	e.
	the government cannot easily correct any adverse effect on the market that externalities may cause.


____
17.
If an externality is present in a market, economic efficiency may be enhanced by

	a.
	increased competition.

	b.
	weakening property rights.

	c.
	better informed market participants.

	d.
	government intervention.

	e.
	Both a and b are correct.


____
18.
Which of the following 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 a Big Mac during his lunch break.


____
19.
Dioxin emission that results from the production of paper is a good example of a negative externality because

	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.


____
20.
When the government intervenes in markets with externalities it does so to

	a.
	increase production when negative externalities are present.

	b.
	protect interests of bystanders.

	c.
	make certain all benefits are received by market participants.

	d.
	better coordinate the action of buyers and sellers.

	e.
	reduce production when positive externalities are present.


____
21.
When the social cost curve is above a product's supply curve we know that

	a.
	government has intervened in the market.

	b.
	a negative externality exists in the market.

	c.
	a positive externality exists in the market.

	d.
	the market reached equilibrium on its own.


____
22.
If one person's use of a good diminishes another person's enjoyment of it, the good is

	a.
	a substitute good.

	b.
	excludable.

	c.
	normal.

	d.
	exhaustible.

	e.
	None of the above are correct.


____
23.
A natural monopoly is

	a.
	excludable but not rival.

	b.
	rival but not excludable.

	c.
	both excludable and rival.

	d.
	neither excludable nor rival.


____
24.
Common resource goods are

	a.
	excludable but not rival.

	b.
	rival but not excludable.

	c.
	both excludable and rival.

	d.
	neither excludable nor rival.


____
25.
When one person uses a common resource, such as fish in the ocean, which would NOT be true?

	a.
	Other people are likely to be worse off.

	b.
	Other people are not likely to be compensated for their loss.

	c.
	He or she neglects to account for external effects.

	d.
	There will still be enough left, since one person cannot make a major impact.


____
26.
A free-rider problem exists for any good that is NOT

	a.
	rival.

	b.
	a private good.

	c.
	free.

	d.
	provided by the government.

	e.
	None of the above are correct.


____
27.
When a firm is making a profit-maximizing production decision, which of the following principles of economics is likely to be most important to the firm's decision?

	a.
	The cost of something is what you give up to get it.

	b.
	A country's standard of living depends on its ability to produce goods and services.

	c.
	Prices rise when the government prints too much money.

	d.
	Governments can sometimes improve market outcomes.


Scenario 13-3
Tony is a wheat farmer, but he also spends part of his day teaching guitar lessons. Due to the popularity of his local country western band, Farmer Tony has more students requesting lessons than he has time for if he is to also maintain his farming business. Farmer Tony charges $25 an hour for his guitar lessons. One spring day, he spends 10 hours in his fields planting $130 worth of seeds on his farm. He expects that the seeds he planted will yield $300 worth of wheat.
____
28.
Refer to Scenario 13-3. What is the total opportunity cost of the day that Farmer Tony incurred for his spring day in the field planting wheat?

	a.
	$130

	b.
	$250

	c.
	$300

	d.
	$380

	e.
	None of the above are correct.


____
29.
Refer to Scenario 13-3. Tony's accounting profit equals

	a.
	$-80.

	b.
	$130.

	c.
	$170.

	d.
	$190.

	e.
	$260.


____
30.
Refer to Scenario 13-3. Tony's economic profit equals

	a.
	$-130.

	b.
	$-80.

	c.
	$130.

	d.
	$170.

	e.
	$210.


____
31.
Explicit costs

	a.
	require an outlay of money by the firm.

	b.
	include all of the firm's opportunity costs.

	c.
	include income that is forgone by the firm's owners.

	d.
	All of the above are correct.


____
32.
Which of the following is an implicit cost?

	(i)
	the owner of a firm forgoing an opportunity to earn a large salary working for a Wall Street brokerage firm

	(ii)
	interest paid on the firm's debt

	(iii)
	rent paid by the firm to lease office space


	a.
	(ii) and (iii)

	b.
	(i) and (iii)

	c.
	(i) only

	d.
	All of the above are correct.


The curves below reflect information about the cost structure of a firm. Use the figure to answer the following questions.

Figure 13-5
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____
33.
Refer to Figure 13-5. Which of the curves is most likely to represent average total cost?

	a.
	A

	b.
	B

	c.
	C

	d.
	D


____
34.
Refer to Figure 13-5. Which of the curves is most likely to represent average fixed cost?

	a.
	A

	b.
	B

	c.
	C

	d.
	D


____
35.
Refer to Figure 13-5. Which of the curves is most likely to represent average variable cost?

	a.
	A

	b.
	B

	c.
	C

	d.
	D


____
36.
Refer to Figure 13-5. Which of the curves is most likely to represent marginal cost?

	a.
	A

	b.
	B

	c.
	C

	d.
	D


Sample PE2

Answer Section
MULTIPLE CHOICE

1.
ANS:
C
PTS:
1
DIF:
Challenging
REF:
55

2.
ANS:
B
PTS:
1
DIF:
Average
REF:
54

3.
ANS:
C
PTS:
1
DIF:
Average
REF:
54-56

4.
ANS:
C
PTS:
1
DIF:
Challenging
REF:
57-59

5.
ANS:
D
PTS:
1
DIF:
Challenging
REF:
57-59

6.
ANS:
B
PTS:
1
DIF:
Average
REF:
57-59

7.
ANS:
C
PTS:
1
DIF:
Challenging
REF:
57-59

8.
ANS:
B
PTS:
1
DIF:
Average
REF:
57-59

9.
ANS:
A
PTS:
1
DIF:
Challenging
REF:
183

10.
ANS:
C
PTS:
1
DIF:
Average
REF:
184-185

11.
ANS:
C
PTS:
1
DIF:
Challenging
REF:
184-185

12.
ANS:
B
PTS:
1
DIF:
Challenging
REF:
184-185

13.
ANS:
B
PTS:
1
DIF:
Average
REF:
184-185

14.
ANS:
B
PTS:
1
DIF:
Average
REF:
184-185

15.
ANS:
A
PTS:
1
DIF:
Challenging
REF:
184-185

16.
ANS:
C
PTS:
1
DIF:
Average
REF:
206

17.
ANS:
D
PTS:
1
DIF:
Easy
REF:
206

18.
ANS:
C
PTS:
1
DIF:
Average
REF:
206

19.
ANS:
C
PTS:
1
DIF:
Average
REF:
206

20.
ANS:
B
PTS:
1
DIF:
Average
REF:
206

21.
ANS:
B
PTS:
1
DIF:
Challenging
REF:
208-210

22.
ANS:
E
PTS:
1
DIF:
Easy
REF:
228

23.
ANS:
A
PTS:
1
DIF:
Average
REF:
229

24.
ANS:
B
PTS:
1
DIF:
Average
REF:
229

25.
ANS:
D
PTS:
1
DIF:
Challenging
REF:
229

26.
ANS:
E
PTS:
1
DIF:
Easy
REF:
230

27.
ANS:
A
PTS:
1
DIF:
Average
REF:
270-271

28.
ANS:
D
PTS:
1
DIF:
Average
REF:
270-272

29.
ANS:
C
PTS:
1
DIF:
Average
REF:
270-272

30.
ANS:
B
PTS:
1
DIF:
Average
REF:
270-272

31.
ANS:
A
PTS:
1
DIF:
Easy
REF:
271

32.
ANS:
C
PTS:
1
DIF:
Average
REF:
271

33.
ANS:
B
PTS:
1
DIF:
Average
REF:
279-282

34.
ANS:
D
PTS:
1
DIF:
Average
REF:
279-282

35.
ANS:
C
PTS:
1
DIF:
Average
REF:
279-282

36.
ANS:
A
PTS:
1
DIF:
Average
REF:
279-282
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Sample Partial Examination 2


36 multiple choice questions from chapters 3, 9, 10, 11 and 13





Identify the choice that best completes the statement or answers the question











