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Multiple Choice Questions (1/2 mark each)

1.
Efficiency means that

A.
society is conserving resources in order to save them for the future.

B.
society's goods and services are distributed fairly among society's members.

C.
society is getting the most it can from its scarce resources.

D.
society has lessened its dependence on energy sources.

2.
You decide to buy a new big-screen television for $1000 instead of buying a one-year Canada Savings Bond that pays 10 percent interest. The opportunity cost of spending the $1000 on the television set is

A.
the $100 interest you would have received from the bond.

B.
the increased entertainment value you will receive over the next year from watching the big-screen television.

C.
the $1100 principal plus interest you would have received next year when you cashed in the bond.

D.
the increased entertainment value of the television set minus the $100 interest you could have earned from the bond.

3.
A rational decision maker takes an action only if

A.
the marginal benefit is greater than the marginal cost.

B.
the average benefit is greater than the average cost.

C.
the average benefit is greater than the average cost, and the marginal benefit is greater than the marginal cost.

D.
the marginal benefit is greater than both the average cost and the marginal cost.

4.
In his 1776 book The Wealth of Nations, Adam Smith made the most famous observation in all of economics:

A.
People buy more when prices are low than when prices are high.

B.
No matter how much people earn, they tend to spend more than they earn.

C.
Households and firms interacting in markets are guided by an "invisible hand" that leads them to desirable market outcomes.

D.
The "invisible hand" of markets is never as effective as the "visible hand" of government in producing desirable outcomes for an economy.

5.
In a market economy,

A.
firms decide whom to hire and what to produce.

B.
households decide which firms to work for and what to buy with their incomes.

C.
profit and self-interest guide the decisions of firms and households.

D.
all of the above

6.
Which is the best statement about the way economists study the economy?

A.
They devise theories, collect data, then analyze the data to test the theories.

B.
They collect data, analyze it, then devise theories based on the data analysis.

C.
They use a probabilistic approach based on correlations between economic events.

D.
They use controlled experiments much the way a biologist or physicist does.

7.
The most important factor making the use of theory and observation more difficult in economics than in sciences such as physics is

A.
the difficulty in devising an economic experiment.

B.
the difficulty in actually performing an experiment in an economic system.

C.
the difficulty in evaluating an economic experiment.

D.
all of the above
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8.
On the production possibilities graph shown, the opportunity cost to the economy of getting the 10 additional fish by moving from point A to point B is

A.
30 loaves of bread.

B.
20 loaves of bread.

C.
10 loaves of bread.

D.
unknown. It is impossible to know the opportunity cost without knowing the cost of the resources used to catch the additional fish.

9.
The production possibilities frontier is

A.
a map that shows the margin of cultivation for a country — the frontier beyond which agriculture is unprofitable.

B.
a graph that shows the various combinations of output the economy can possibly produce given the available resources and technology.

C.
a graph that shows the various combinations of resources that can be used to produce a given level of output.

D.
a map that shows areas of the world in which capitalist production is now possible.

Use the following information to answer questions 10-11.
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10.
In the production possibilities graph shown, what is the opportunity cost of the movement from point A to point B?

A.
900 consumer goods

B.
600 consumer goods

C.
300 consumer goods

D.
300 military goods

11.
In the production possibilities graph shown, which of the following is the most likely cause of the inward shift of the production possibilities frontier?

A.
destruction of economic resources because of war

B.
decrease in society's preference for consumer goods

C.
decrease in society's preference for military goods

D.
unemployment

E.
b and c

12.
Positive statements are

A.
prescriptive, making a claim about how the world ought to be.

B.
descriptive, making a claim about how the world is.

C.
optimistic, putting the best possible interpretation on things.

D.
affirmative, justifying existing economic policy.

13.
Normative statements are

A.
prescriptive, making a claim about how the world ought to be.

B.
descriptive, making a claim about how the world is.

C.
statements about the normal condition of the world.

D.
statements that establish production goals for the economy.

14.
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.

15.
If labour in Mexico is less productive than labour in Canada in all areas of production,

A.
neither nation can benefit from trade.

B.
Mexico can benefit from trade but Canada cannot.

C.
Mexico will not have a comparative advantage in any good.

D.
both nations can benefit by producing and exporting goods in which they have a comparative advantage.

16.
Trade is based on

A.
absolute advantage.

B.
relative opportunity costs.

C.
production costs.

D.
relative dollar prices.

17.
Absolute advantage is found by

A.
comparing relative opportunity costs.

B.
calculating the total cost of production.

C.
comparing productivity of one nation to that of another.

D.
none of the above are correct

18.
Trade can benefit society as a whole because it allows

A.
for a more efficient use of resources.

B.
for goods to be obtained at a lower opportunity cost.

C.
people to specialize in activities in which they have a comparative advantage.

D.
all of the above are correct

Use the data below for questions 19-23

	
	Hours needed to make 1 unit of:

	
	Cars
	Airplanes

	Canada
	40
	160

	Japan
	50
	150


19.
The opportunity cost of 1 car for Japan is

A.
3 airplanes.

B.
1/3 airplane.

C.
4 airplanes.

D.
50 labour hours.

20.
The opportunity cost of 1 car for Canada is

A.
3 cars.

B.
1/3 airplane.

C.
40 labour hours.

D.
1/4 airplane.

21.
Japan has a comparative advantage in __________ and Canada has an absolute advantage in __________.

A.
airplanes, cars

B.
cars, airplanes

C.
cars, neither good

D.
airplanes, both goods

22.
Japan has an absolute advantage in __________ and Canada has a comparative advantage in __________.

A.
both goods, cars

B.
both goods, neither good

C.
cars, airplanes

D.
airplanes, cars

23.
If Canada and Japan trade based on the principle of comparative advantage, Canada will export __________ and Japan will import __________.

A.
cars, airplanes

B.
airplanes, cars

C.
cars, cars

D.
airplanes, airplanes

24.
If wages in Canada are higher than in Mexico,

A.
Canada can still benefit from trade with Mexico.

B.
Mexico will not have a comparative advantage in any good.

C.
trade with Mexico will lower the average wage in Canada.

D.
both b and c are correct

Use the following information to answer questions 25-27.
The figures below illustrate the number of personal computers (PCs) and hamburgers than can be produced with 100 labour hours in Taiwan and Germany.
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25.
Taiwan has a comparative advantage in __________ and Germany has a comparative advantage in __________.

A.
PCs, hamburgers

B.
hamburgers, PCs

C.
neither good, both goods

D.
neither good, neither good

26.
Taiwan has an absolute advantage in __________ and Germany has an absolute advantage in __________.

A.
PCs, hamburgers

B.
neither good, both goods

C.
neither good, neither good

D.
hamburgers, PCs

27.
Taiwan and Germany could benefit by Taiwan specializing in __________ and Germany specializing in __________.

A.
PCs, hamburgers

B.
hamburgers, PCs

C.
PCs, PCs

D.
none of the above are correct

Use the table below to answer questions 28-30

	
	Labour hours needed to make one unit of:

	
	Cheese
	Bread

	England
	1
	2

	Spain
	2
	8


28.
The opportunity cost of 1 unit of cheese in England is

A.
2 bread.

B.
1/2 bread.

C.
4 bread.

D.
1/4 bread.

29.
The opportunity cost of 1 unit of bread in Spain is

A.
8 labour hours.

B.
1/4 cheese.

C.
4 cheese.

D.
2 cheese.

30.
England has an absolute advantage in __________ and Spain has an absolute advantage in __________.

A.
bread, cheese

B.
cheese, bread

C.
both goods, neither good

D.
neither good, both goods

31.
Which of the following show the workings of supply and demand?

A.
A cold snap hits Florida, resulting in higher orange juice prices in supermarkets.

B.
Warm weather in New England in the summer results in lower hotel prices in the Caribbean.

C.
A war breaks out in the Middle East, causing gasoline prices in Canada to rise.

D.
All of the above are correct

32.
If the price of a substitute to good X increases, then

A.
the demand for good X will increase.

B.
the market price of good X will decrease.

C.
the demand for good X will decrease.

D.
the demand for good X will not change.

33.
Suppose that a decrease in the price of X results in less of good Y sold. This would mean that X and Y are

A.
complementary goods.

B.
substitute goods.

C.
unrelated goods.

D.
normal goods.

E.
luxury goods.

34.
If a decrease in income increases the demand for a good, then

A.
the good is a substitute good.

B.
the good is a complement good.

C.
the good is a normal good.

D.
the good is an inferior good.

E.
the good is a luxury good.

35.
What will happen in the rice market if buyers are expecting higher prices in the near future?

A.
The demand for rice will increase.

B.
The demand for rice will decrease.

C.
The demand for rice will be unaffected.

D.
The supply of rice will increase.

36.
Suppose you make jewellery. If the price of silver falls, we would expect

A.
you to be willing and able to produce more jewellery than before at each possible price.

B.
you to be willing and able to produce less jewellery than before at each possible price.

C.
a greater demand for your jewellery.

D.
a weaker demand for your jewellery.

37.
Wheat is the main input in the production of flour. If the price of wheat increases, all else equal, we would expect

A.
the supply of flour to be unaffected.

B.
the supply of flour to decrease.

C.
the supply of flour to increase.

D.
the demand for flour to decrease.

38.
John produces three different goods; good X, good Y, and good Z. All else constant, if the market price of good X increases, we would expect

A.
John to be less willing to produce and sell Y and Z.

B.
John to be more willing to produce and sell Y and Z.

C.
the demand for Y and Z to decrease.

D.
the demand for Y and Z to increase.

E.
there is more than one correct answer above

39.
Banff National Park is now charging higher entrance fees than before. This should result in

A.
a movement up a downward-sloping demand curve for park visits.

B.
a decrease in the demand for park visits.

C.
a movement down an upward-sloping supply curve for park visits.

D.
more than one of the above answers is correct

40.
Suppose that the number of buyers in a market increases and there is technological advancement. What would we expect to happen in the market?

A.
The equilibrium price would increase, but the impact on the amount sold in the market would be ambiguous.

B.
The equilibrium price would decrease, but the impact on the amount sold in the market would be ambiguous.

C.
Both equilibrium price and equilibrium quantity would increase.

D.
Equilibrium quantity would increase, but the impact on equilibrium price would be ambiguous.

E.
Equilibrium quantity would decrease, but the impact on equilibrium price would be ambiguous.

41.
Price elasticity of demand measures

A.
how much the price of a good changes when there is a change in the quantity demanded.

B.
how much the quantity demanded responds to a change in the price.

C.
how much the price of a good changes when there is a change in the number of buyers.

D.
how much the demand shifts for a given change in the price of the good.

42.
Holding all other forces constant, when the price of gasoline rises, the number of litres of gasoline demanded would fall substantially over a ten-year period because

A.
buyers tend to be much less sensitive to a change in price over a long time period.

B.
buyers will have substantially more income over a ten-year period.

C.
buyers tend to be much more sensitive to a change in price over a long time period.

D.
none of these answers are correct

43.
The demand for a good tends to be more price sensitive,

A.
the greater the availability of close substitutes.

B.
the narrower the definition of the market.

C.
the longer the period of time.

D.
all of the above are correct

E.
none of the above are correct

44.
How does total revenue change as one moves along the demand curve?

A.
It increases as one moves from the highest price to the lowest price on the demand curve.

B.
It decreases as one moves from the highest price to the lowest price on the demand curve.

C.
It depends on the price elasticity of demand.

D.
It is unaffected by a movement along the demand curve.

E.
none of the above answers are correct

45.
If the demand for good Z is inelastic, then a decrease in the price of Z will cause

A.
an increase in total revenue.

B.
a decrease in total revenue.

C.
no change in total revenue.

D.
There is insufficient information to answer this question.

46.
If the price elasticity of demand for a good is 1.22, then a 10 percent increase in price would be expected to result in a

A.
1.22 percent decrease in the quantity demanded.

B.
1.22 percent increase in the quantity demanded.

C.
12.2 percent decrease in the quantity demanded.

D.
122 percent decrease in the quantity demanded.

E.
10 percent increase in the quantity demanded.

47.
Assume that the local pizza restaurant makes pretty good bread sticks. Consumers do not respond much to a change in the price of bread sticks. If the owner is only interested in increasing revenue, what would you suggest?

A.
Lower the price of the bread sticks.

B.
Raise the price of the bread sticks.

C.
Leave the price of the bread sticks alone.

D.
Reduce costs.

48.
Suppose that good X has an income elasticity of -2.50. This implies that the good is

A.
a normal good.

B.
a necessity good.

C.
an inferior good.

D.
a luxury good.

E.
a normal and a necessity good.

49.
The discovery of a new, more productive hybrid wheat would tend to increase the supply of wheat. Under what conditions would wheat farmers realize an increase in revenue?

A.
if the supply of wheat is elastic

B.
if the supply of wheat is inelastic

C.
if the demand for wheat is inelastic

D.
if the demand for wheat is elastic

E.
none of these are correct

Suppose that there is a baseball park with 10.000 seats and a demand for seats as follows:

Price per Ticket



Quantity Demanded
$20






2,000

$16






4,000

$12






6,000

$8






8,000

$6






10,000

$4






12,000

$2






14,000

50.
To maximize revenue, the baseball team should:

A.
set the ticket price at $8.

B.
set the ticket price at $20.

C.
set the ticket price at $12.

D.
set the ticket so as to ensure all seats are sold.

51.
Which is an accurate statement about price controls?

A.
Price controls are usually enacted when policymakers believe that the market price of a good or service is unfair to buyers or sellers.

B.
Price controls are used to make markets more efficient.

C.
Price controls are nearly always effective in eliminating inequities.

D.
all of the above

52.
Suppose that there is a binding price ceiling imposed on the market for peaches. At the ceiling price,

A.
the quantity of peaches demanded will be greater than the quantity supplied.

B.
the quantity of peaches demanded will be equal to the quantity supplied.

C.
the quantity of peaches demanded will be smaller than the quantity supplied.

D.
the quantity of peaches demanded will be artificially restricted by the price ceiling.

53.
Rationing mechanisms that develop under price ceilings

A.
are inefficient.

B.
are potentially unfair.

C.
often waste buyers' time.

D.
all of the above

E.
none of the above

54.
Which of the following is the most accurate statement about rent control?

A.
The immediate shortage of housing caused by rent control is small.

B.
The primary effect of rent control in the short run is to reduce rents.

C.
The primary effect of rent control in the long run is a large shortage of housing.

D.
all of the above are correct statements

E.
None of the above are correct statements.

55.
If a binding price floor is placed on the sugar market,

A.
some buyers will be unable to buy as much as they wish at the actual price.

B.
some sellers will be unable to sell as much as they wish at the actual price.

C.
both a and b

D.
neither a nor b is a necessary outcome

56.
The term tax incidence refers to

A.
the debate over the introduction of the GST.

B.
the "tax revolt" movement.

C.
the division of the tax burden between buyers and sellers.

D.
the division of the tax burden between sales taxes and income taxes.

E.
c and d

57.
A tax added to the price paid by buyers of popcorn will

A.
cause buyers of popcorn to demand a smaller quantity of popcorn at every price.

B.
cause the demand for popcorn to shift to the left (down).

C.
cause the demand for popcorn to shift to the right (up).

D.
a and c

E.
a and b

58.
The supply of wheat is highly inelastic.  As a result, a tax of $0.50 per bushel imposed on sellers of wheat will

A.
be mainly borne by the consumers of wheat.

B.
be mainly borne by sellers of wheat.

C.
be equally shared by sellers and consumers of wheat.

D.
have a large impact on consumption of wheat.

59.
If a tax is imposed on a market with inelastic demand and elastic supply,

A.
buyers will bear most of the burden of the tax.

B.
sellers will bear most of the burden of the tax.

C.
the burden of the tax will be shared equally between buyers and sellers.

D.
It is impossible to determine how the burden of the tax will be shared.

60.
If a tax is imposed on a market with elastic demand and inelastic supply,

A.
buyers will bear most of the burden of the tax.

B.
sellers will bear most of the burden of the tax.

C.
the burden of the tax will be shared equally between buyers and sellers.

D.
It is impossible to determine how the burden of the tax will be shared.

Short Answer Questions (each question is worth 10 marks)

1. Using the midpoint method, compute the elasticity of demand between points A and B. Is this portion of the curve elastic or inelastic? Interpret your answer with regard to price and quantity demanded. Now compute the elasticity of demand between points B and C. Is this portion of the curve elastic or inelastic? (10 Marks)
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ANS:



In the section of the demand curve from A to B, the elasticity of demand would be 2.5. This would be an elastic portion of the curve. This would mean that for every 1 percent change in price, quantity demanded would change by 2.5 percent.


In the section of the demand curve from B to C, the elasticity of demand would be .75. This would be an inelastic portion of the curve. This would mean that for every 1 percent change in price, quantity demanded would change by 0.75 percent.

2. How does elasticity affect the burden of a tax? Justify your answer using supply and demand diagrams. (10 Marks)
ANS:
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Answer Key for Make-Up Midterm Summer 2015
	No. on
Test
	Correct
Answer

	1
	C 

	2
	C  

	3
	A  

	4
	C 

	5
	D 

	6
	A  

	7
	B 

	8
	C 

	9
	B 

	10
	C 

	11
	A 

	12
	B 

	13
	A 

	14
	C 

	15
	D 

	16
	B 

	17
	C 

	18
	D 

	19
	B 

	20
	D 

	21
	A 

	22
	D 

	23
	C 

	24
	A  

	25
	D 

	26
	B 

	27
	D 

	28
	B 

	29
	C 

	30
	C 

	31
	D 

	32
	A 

	33
	B 

	34
	D  

	35
	A 

	36
	A 

	37
	B 

	38
	A  

	39
	A 

	40
	D 

	41
	B 

	42
	C 

	43
	D 

	44
	C 

	45
	B 

	46
	C 

	47
	B 

	48
	C 

	49
	D  

	50
	C 

	51
	A 

	52
	A 

	53
	D 

	54
	D 

	55
	B 

	56
	C 

	57
	E 

	58
	B 

	59
	A  

	60
	B  


16

