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M U L TIPL E C H O IC E.  C hoose the one alternati ve that best com pletes the statement or answ ers the question.

1) 1)O ne of the major results of the greater specialization of labour is that

A) there is a greater need for trade.

B) the circular flo w  of income contracts.

C) the ov erall outp ut of the econom y declines.

D) each worker m ust become more self - sufficient.

E) there is an increased need for government to inter vene in the marketplace.

A nsw er: A

The table below illustrates that, in one day, Tristan can produce either 12 fishing lures or mow 3 lawns, while Thomas can produce either
6 fishing lures or mow 6 lawns.

F ish i ng l ures M o wed law ns
T ristan                  12                                  3
Thomas                   6                                   6

T A BL E 1-1

2) 2)Refer to Table 1- 1. If Tristan an d T homas want to maximize their joint outp ut from one day of
w ork, ho w  should they speciali ze their prod uction?

A) Tristan produces 6 lures an d 3 mo w ed law ns

B) T ristan prod uces 3 mo wed law ns; T homas prod uces 6 mo w ed law ns

C) Tristan produces nothing, T homas produces 6 lures an d 6 mo wed law ns

D) T ristan prod uces 6 lures; Thomas prod uces 6 lures

E) T ristan prod uces 12 l ures; T homas prod uces 6 mo wed law ns

A nsw er: E

3) 3)In practice, the term "centrally planned econom y" refers to an econom y in w hich

A) the military is in control of the government.

B) the government makes all prod uction an d consu m ption decisions.

C) economic decisions are made in the geographic center of the country.

D) the mix of mar ket an d com man d principles is heavily w eighted towards the latter.

E) all com mod ities are rationed.

A nsw er: D



4) 4)If there is al ways a three - for - one trade - off betw een the prod uction of goods X an d Y, then the
p rod uction possibilities boun dary for X an d Y is

A) a dow n ward - sloping straight line that is broken at one point.

B) semi - circular.

C) a dow n ward - sloping curve concave to the origin.

D) a dow n ward - sloping curve con vex to the origin.

E) a dow n ward - sloping straight line.

A nsw er: E

5) 5)Man y economies in central an d Eastern E urope, inclu ding the countries of the former So viet U nion,
are still in the process of moving from a com man d econom y to a market econom y. In the first years
of this transition, most of these countries experienced sharp drops in outp ut an d reductions in
living standards. Econom ists generally see this as

A) an i ndication of the extreme difficulty of transition from one type of economic system to
another.

B) the difficulty of corruption in non - mark et economies.

C) the trium ph of capitalism over comm unism.

D) the failure of the market system.

E) an i ndication that these economies should return to being com man d economies.

A nsw er: A

6) 6)A  point lying inside the prod uction possibilities boun dary is one at w hich

A) there is no scarcity.

B) the op portunity cost of producing more outp ut is negati ve.

C) the econom y has run out of resources.

D) more outp ut could be prod uced w ith existing resources.

E) it is not possible to prod uce more outp ut w ith existing resources.

A nsw er: D

7) 7)In a pure market econom y, the role of government is limited to prov ision of :
i) a basic legal and institutional structure.
ii) intervention in the allocation of resources in some areas of the econom y.
ii)  redistribution of income.
i v) stabilization of economic con ditions generally.
W hich of the above points is true?

A) O nly i).

B) O nly i) and ii).

C) O nly i) and iv).

D) O nly i), ii), an d i v).

E) A ll of the points are prov ided by government in a p ure market economy.

A nsw er: A



The table below illustrates that, in one day, Tristan can produce either 12 fishing lures or mow 3 lawns, while Thomas can produce either
6 fishing lures or mow 6 lawns.

F ish i ng l ures M o wed law ns
T ristan                  12                                  3
Thomas                   6                                   6

T A BL E 1-1

8) 8)Refer to Table 1- 1. W hat is Tristan's op portunity cost of producing one mo w ed law n?

A) 3 fishing lures

B) one fishing lure

C) 4 fishing lures

D) 6 fishing lures

E) 12 fishing lures

A nsw er: C

9) 9)A  country's production possibil ities boundary sho ws that

A) w hen a society combines its resources inefficientl y, it cannot prod uce more of one good
w ithout prod ucing less of the other good.

B) w hen a society combines its resources efficiently, it cannot prod uce more of one good w ithout
prod ucing less of the other good.

C) the sup ply for goods al ways exceeds the deman d.

D) all points inside the boun dary are preferred to all points on the boun dary.

E) some resources are al ways i dle in a democratic society.

A nsw er: B

The table below illustrates that, in one day, Tristan can produce either 12 fishing lures or mow 3 lawns, while Thomas can produce either
6 fishing lures or mow 6 lawns.

F ish i ng l ures M o wed law ns
T ristan                  12                                  3
Thomas                   6                                   6

T A BL E 1-1

10) 10)Refer to Table 1- 1. W hat is T homas's op portunity cost of prod ucing one fishing lure?

A) 5 lures

B) 1/6 of a mow ed law n

C) 1 mow ed law n

D) there is no op portunity cost

E) 1/6 of a lure

A nsw er: C



11) 11)Comparison of economic systems ind icates that

A) socialist economies are clearly superior in p rod ucing consu mer goods.

B) capitalist economies are clearly su perior in distributing income.

C) all countries have largely traditional economies.

D) most nations have either a p urely socialist econom y or a p urely capitalist economy.

E) most countries have mixed economies.

A nsw er: E

The table below shows hypothetical tuition costs at a Canadian university.

Year T ui tion
2001                      $5000
2002                      $5050
2003                      $5100
2004                      $5150
2005                      $5200

T A BL E 2-1

12) 12)Refer to Table 2- 1. A ssu me that 2001 is used as the base year, w ith the in dex number = 100. T he
value of the in dex nu mber in 2005 is

A) 104 B) 100 C) 1.04 D) 96 E) 0.96

A nsw er: A



F I G U R E 2-4

13) 13)Refer to F igure 2- 4. T his non - linear f unction sho ws that over the range sho w n,

A) as more fertil izer is applied, the total yield per acre is diminishing.

B) as more fertil izer is ap plied, the marginal change i n yiel d is diminishing.

C) as the yield per acre increases, the amount of fertilizer required per acre is diminishing.

D) as the yiel d per acre increases, the amou nt of fertilizer required per acre is increasing.

E) as more fertil izer is ap plied, the marginal response in yield is increasing

A nsw er: B

14) 14)W hich of the follo w ing statements is F A LSE?

A) Confronting its predictions w ith ev idence tests a theory.

B) A  theory consists of definitions, variables, assu mptions, hy potheses, an d p redictions.

C) If predictions are logicall y ded uced from assu mptions, the predictions are necessarily true.

D) A  h y pothesis is a con ditional statement.

E) A  variable can take on different values.

A nsw er: C

15) 15)T he statement that introd ucing a policy of legislated rent controls w ill lead to a housing shortage is
an exam ple of a(n)

A) theory.

B) prediction.

C) assu mption.

D) model.

E) normati ve statement.

A nsw er: B



16) 16)Sup pose economists at the W orld Ban k discover a positi ve correlation betw een family income and
female education levels in developing countries. W e can say that

A) there is a causal relationship between family inco me an d female ed ucation.

B) an increase in family income causes an increase in female ed ucation lev els.

C) the correlation is inconsistent w ith a theory that an increase in female ed ucation levels causes
an increase in family income.

D) an increase in female ed ucation levels causes an increase in famil y incomes.

E) the observed correlation is consistent w ith a theory that an increase in female ed ucation levels
causes an increase in family income.

A nsw er: E

17) 17)Using the scientific method to ap proach an economic issue in vol ves

A) setting u p a theory to explain it an d then determining if the theory can be refuted by
evidence.

B) form ulating normati ve statements about it.

C) seeking agreement from colleagues regarding the correctness of the theory.

D) fin ding the correct data to validate the theory.

E) considering stock and flow  variables.

A nsw er: A

18) 18)If the graph of a function is a horizontal line, the slope of this l ine is

A) 1.

B) undefined.

C) infinity.

D) - 1.

E) 0.

A nsw er: E

The table below shows hypothetical tuition costs at a Canadian university.

Year T ui tion
2001                      $5000
2002                      $5050
2003                      $5100
2004                      $5150
2005                      $5200

T A BL E 2-1

19) 19)Refer to Table 2- 1. T he increase in tuition from 2001 to 2005 is:

A) 0.04 percent.

B) 200.

C) 200/5000.

D) 4 percent.

E) 200/5200.

A nsw er: D



F I G U R E 2-2

20) 20)Refer to F igure 2- 2. T he slope of cur ve C is

A) i mpossible to d escribe.

B) negati ve an d constant.

C) positive and constant.

D) negati ve an d changing.

E) positi ve an d changing.

A nsw er: E

21) 21)Economics is scientific because

A) in di vid ual behaviour is predictable.

B) it tests hy potheses by appeal ing to e vidence.

C) economists can con duct laboratory experiments.

D) economists use data.

E) money can be used as a measuring rod similar to a metre stick in ph ysics.

A nsw er: B

22) 22)Sup pose an indi v id ual w heat farmer's income is influenced by the region's average daily
tem perature. W hen examining the determinants of in di vid ual farmer income, the average daily
te mperature is a(n) ________ variable.

A) flow

B) en dogenous

C) in d uced

D) depen dent

E) exogenous

A nsw er: E



23) 23)T he quantity exchanged in the market w ill be belo w  the equilibriu m quantity

A) only if there is excess supp ly.

B) only if price is belo w  the equilibriu m p rice.

C) if there is either excess su pp ly or deman d.

D) in no imaginable situation.

E) onl y if there is excess d eman d.

A nsw er: C

24) 24)T he ti me period to w hich quantity deman ded refers w hen constructing demand curves is

A) a moment in time.

B) not relevant.

C) a long period of time.

D) one year.

E) a specified time period.

A nsw er: E

F I G U R E 3-3

25) 25)Refer to F igure 3- 3. A t a price of P2 there w ould be excess deman d equal to

A) Q2 Q4 B) Q3 Q5 C) Q1 Q3 D) Q1 Q5 E) 0

A nsw er: E



F I G U R E 3-5

26) 26)Refer to F igure 3- 5. If su ppl y were to increase, this w ould lead to

A) a decrease in P and an increase in Q .

B) a decrease in both P and Q .

C) an increase in both P and Q .

D) no change in P or Q .

E) an increase in P and a decrease in Q .

A nsw er: A

27) 27)T he su p pl y for some good or serv ice w ill decrease

A) if the prices of inp uts increase.

B) if technology im prov es an d the p rice of inp uts falls.

C) if the prices of i np uts fall.

D) if more su ppliers enter the in dustry.

E) if technology im proves.

A nsw er: A

28) 28)Suppose that many coal mines are sh ut for environ mental reasons. This w ill cause

A) a movement do w n the su p ply curve.

B) an increase in su p ply (a rightward shift of the su p ply curve).

C) a movement u p the su pply curve.

D) no change in the su p ply curve, only a change in price.

E) a decrease in su p pl y (a leftw ard shift of the suppl y cur ve).

A nsw er: E



F I G U R E 3-6

29) 29)Refer to F igure 3- 6. If the deman d cur ve shifts from D1 to D2, w hile su p ply remains at S1, one
coul d say that

A) the price increase has caused an increase in quant ity deman ded.

B) the price of a good w hich is a substitute for X m ust have fallen.

C) there has been an increase in deman d for X.

D) the quantity demanded has decreased to Q1 an d price has fallen to P2.

E) there is no w  an excess deman d at the ne w  price of P1.

A nsw er: C



The supply and demand schedules for dozens of roses are given below:

Price       Q uant ity Su p p l ied per period       Q uant ity D emanded per period
$10                              200 500
$20                              300 450
$30                              400 400
$40                              500 350
$50                              600 300

T A BL E 3-1

30) 30)Refer to Table 3- 1. A t a price of ________ there w ould be an excess ________ of 300 dozen roses.

A) $30; su p pl y

B) $30; d emand

C) $50; d emand

D) $10; su p pl y

E) $10; d emand

A nsw er: E

31) 31)A ssume that ap ples an d oranges are substitute goods. G i ven the initial su p ply an d deman d curves
for ap ples, a reduction in the price of oranges w ill tend to

A) decrease the price of ap ples

B) increase the price of ap ples.

C) increase the deman d for apples.

D) decrease the deman d for oranges.

E) increase the d emand for oranges.

A nsw er: A

32) 32)If the legal beer - drin king age is raised from 18 to 21, the changes to the equilibriu m price an d
quantity of beer w ill be such that

A) price falls, quantity falls.

B) price falls, quant ity rises.

C) no change in price or q uantity occurs.

D) price rises, quantity rises.

E) price rises, quantity falls.

A nsw er: A

33) 33)A  change in the deman d for some commodity can result from all of the follo w ing E X C EPT:

A) a change in the distribution of income.

B) a change in population.

C) a change in average household income.

D) a change in the price of the com modity.

E) a change in tastes in favour of the com modity.

A nsw er: D



34) 34)A  fall in the p rice of potatoes, w hich are used in the production of french fries, w ill

A) lead to an increase in the su p ply of french fries, causing the su pp ly curve of french fries to
shift to the right.

B) lead to a decrease in the deman d for french fries.

C) have no effect on the su p p ly of french fries.

D) lead to a decrease in the su p ply of french fries, causing the sup ply curve of french fries to shift
to the left.

E) have no effect on the su p ply of french fries but cause a movement along the su p ply curve of
french fries.

A nsw er: A

35) 35)A ll of the follo w ing w ill cause the sup ply curve to shift E X C EPT:

A) a change in factor costs.

B) a technological change.

C) a change in the price of substitute goods.

D) a change in the number of sup pliers of the com modity.

E) a change in the price of the good.

A nsw er: E

36) 36)If househol d expen ditures on electricity remain constant w hen the price of electricity increases, the
p rice elasticity for electricity is

A) one (demand is unit elastic).

B) exactl y zero.

C) less than one (d eman d is inelastic).

D) not determinable from the information gi ven.

E) greater than one (deman d is elastic).

A nsw er: A

37) 37)W hich of the follo w ing statements w ould you expect to be true about the deman d elasticities for
cornflakes and food?

A) Food has a lo w er price elasticity of deman d because it is more broadl y defined.

B) Because cornflakes is food, but not all food is cornflakes, cornflakes would have a lo wer price
elasticity of deman d.

C) C ompared w ith food, cornflakes has a lo w er price elast icity of deman d because it is
specificall y defined.

D) Food has a higher price elasticity of deman d because it is a necessity.

E) Because cornflakes is food, cornflakes would have the same price elasticity of deman d as
food.

A nsw er: A



38) 38)N ancy's income has just risen from $950 per week to $1,050 per w eek. A s a result, she deci des to
double the n umber of mov ies she atten ds each week. N ancy's demand for mov ies is

A) income e lastic.

B) p rice e lastic.

C) price inelastic.

D) difficult to com prehen d if she is rational.

E) i nco me ine last ic.

A nsw er: A

39) 39)T he president of a major nickel - prod ucing com pan y says that an increase in the price of nickel
would have no effect on the total amount spent on nickel. If this is true, the price elasticity of
demand for nickel is

A) exactly one.

B) more than one.

C) less than zero.

D) not calculable from the information gi ven.

E) infinitely elastic.

A nsw er: A

40) 40)Su p pose that the quantity of a good deman ded rises from 90 units to 110 units w hen the price falls
from $1.20 to 80 cents per unit. T he price elasticity of deman d for this pro d uct is

A) 1.5 B) 0.5 C) 4.0 D) 1.0 E) 2.0

A nsw er: B

41) 41)If the total expen diture on automobiles increases w hen the price of automobiles rises, the price
elasticity of deman d for automobiles is

A) less than one (d eman d is inelastic).

B) equal to one (d emand is unit elastic).

C) exactl y zero.

D) greater than one (deman d is elastic).

E) not determinable from the information gi ven.

A nsw er: A

42) 42)Sup pose the market su p pl y curve for some good is u p ward sloping. If the im position of an excise
tax causes no change in the equilibrium q uantity sold in the market, the good's deman d curve m ust
be ________, meaning that the burd en of the tax has fa llen completel y on the ________.

A) vertical; consumers

B) horizontal; firms

C) horizontal; consu mers

D) v ertical; fi rms

E) unit elastic; govern ment

A nsw er: A



D eman d Sched u le for S k i T ickets

Pr ice Q uan t i ty D eman ded
  ($)                      (no. of tickets)

120                                   0
110                               100
100                               200
  90                               300
  80                               400
  70                               500
  60                               600
  50                               700
  40                               800
  30                               900
  20                             1000
  10                             1100
    0                             1200

T A BL E 4-2

43) 43)Refer to Table 4- 2. Price elasticity over the interval of the deman d curve betw een prices of $90 an d
$70 is

A) - 0.5 B) 1.0 C) - 2.0 D) 2.0 E) 0.5

A nsw er: D

44) 44)T he "economic incidence" of an excise tax illustrates

A) the political process for im plementing a tax.

B) w ho is legall y responsible for paying it to the government.

C) the economic costs of avoiding it.

D) w ho bears the burden of the tax.

E) the legislati ve process it must pass through.

A nsw er: D

45) 45)If firms' costs rise rapidly as outp ut increases, the

A) su p ply curve w ill ten d to be flat.

B) p rice elasticity of su p ply w ill ten d to be high.

C) deman d curve will tend to be steep.

D) p rice elasticity of su p pl y w ill ten d to be low .

E) elasticity of deman d w ill ten d to be lo w .

A nsw er: D



46) 46)A n increase in income w ill

A) increase the demand for SU Vs if SU Vs are normal goods.

B) increase the d eman d for SU Vs if SU Vs are inferior goods.

C) al ways increase the deman d for SU Vs.

D) increase the sup pl y of S U Vs.

E) decrease the deman d for SU Vs if SU Vs have a very low price.

A nsw er: A

47) 47)T he long - run elasticity of su p ply of rental housing is greater than the short - run elasticity of su p ply
because

A) changes in su p ply occur only after in vestment decisions are made regarding, for exam ple,
ne w  construction or con version of rental housing to other uses.

B) investment in ne w  rental housing has such a short payback period.

C) the deman d for rental housing is changing continuously.

D) in the long run, lan dlords have no incenti ve to alter the su p ply of rental housing.

E) changes in su p ply can occur very quickly, especially w hen rent controls are in place.

A nsw er: A

D eman d an d Su p p l y Schedu les f or C hocolate Bars

Pr ice Q uan t i ty D eman ded Q uant ity Su p p l ied
     ($) (thousands per w eek) thousands per w eek)

   2.00 1500 2100
   1.80 1600 2050
   1.60 1700 2000
   1.40 1800 1950
   1.20 1900 1900
   1.00 2000 1850
   0.80 2100 1800
   0.60 2200 1750
   0.40 2300 1700

T A BL E 5-1

48) 48)Refer to Table 5- 1. Sup pose that as a public health measure the govern ment wants to red uce the
nu mber of chocolate bars that children consu me. To achieve this outcome the government could
i m plement w hich of the follo w ing policies?

A) Im pose a price ceiling of $2.00.

B) Im pose a price floor of $1.80.

C) Im pose an equilibriu m price of $1.20.

D) Im pose an equilibriu m price of $1.80.

E) Im pose a price ceiling of $1.80.

A nsw er: B



49) 49)T he use of legislated rent controls ty picall y

A) has m uch w orse effects in the short run than in the long run.

B) has no effect on the distribution of income betw een tenants an d lan dlords or on the
availability of rental accom modations.

C) has no effect on the distribution of income between tenants an d landlords but does affect the
su p ply of rental accommodations.

D) affects the distribution of income betw een tenants an d lan dlords and also affects the
availability of rental accom modations.

E) affects the distribution of income betw een tenants an d lan dlords but does not affect the
su p ply of rental accommodations.

A nsw er: D

F I G U R E 5-2

50) 50)Refer to F igure 5- 2. A  price ceiling set at a price of $2.50 per unit w ill result in

A) a shortage of 10 units.

B) a surplus of 5 units

C) a surplus of 10 units.

D) a shortage of 5 units.

E) no change in the market outcomes.

A nsw er: E



51) 51)In free and com petitiv e markets, shortages are eliminated b y

A) price decreases.

B) rationing.

C) price increases.

D) black markets.

E) government price controls.

A nsw er: C

52) 52)Sup pose a binding outp ut quota is im posed in a prev iously com petiti ve market w ith free - mar ket
equilibri u m price an d quantity. T he result is

A) higher price and lo w er quantity exchanged.

B) no change in price or q uantity exchanged.

C) higher price an d higher quantity exchanged.

D) lo wer price an d higher quantity exchanged.

E) lo wer price an d lo wer quantity exchanged.

A nsw er: A

53) 53)W hich of the follo w ing is true of price ceilings?

A) If the ceiling price is set above the free- market equilibriu m price it w ill have no effect on the
market.

B) A  ceiling price belo w  the free- market equilibriu m price is not bin ding.

C) Firms m ust charge the price established as a price ceiling.

D) W ith a binding ceiling price a surplus of the commodity w ill develop.

E) W ith a non - bin ding ceil ing price an excess deman d for the product w ill develop.

A nsw er: A



Consider the following demand and supply schedules for some agricultural commodity.

Q uant ity Q uant ity
Pr ice Su pp l ied D eman ded
$10  300 1100
 $30  500  900
 $50  700  700
 $70  900  500
 $90 1100  300
$110 1300  100

T A BL E 5-2

54) 54)Refer to Table 5- 2. Su ppose w e begin in a free - market equilibriu m. If the government then
im poses a production quota of 500 units, total farmers' income

A) increases by $500.

B) remains unchanged.

C) increases by $800.

D) decreases b y $500.

E) decreases b y $700.

A nsw er: B

55) 55)If government establishes a ceiling on the price of rental accom modation lo w er than the
free - market equilibriu m price, then

A) the current stock of rental housing w ill be better maintained as there is a shortage of housing.

B) the rental housing market w ill be unaffected.

C) construction of ne w  rental units w ill be encouraged.

D) a surplus of current rental units w ill develop.

E) those people w ho obtain rental units at the ceil ing price w ill benefit.

A nsw er: E

56) 56)W hich of the follow ing statements best differentiates p rice ceilings an d price floors?

A) Bin ding price ceilings are al ways set below  the equilibriu m price, w hereas bi nding p rice
floors are al ways set above the equilibriu m price.

B) Price ceilings represent minim u m prices, w hile price floors represent maxim u m prices.

C) Price ceil ings are al ways effecti ve, w hereas price floors are rarely effecti ve.

D) Price floors cause shortages to ap pear, w hereas price ceilings have the op posite effect.

E) Price ceilings an d price floors have the same effects.

A nsw er: A



57) 57)A  bin ding price floor is a

A) maxim u m price, belo w  equilibrium, w hich price is not allo w ed to exceed .

B) maxim u m price, above equilibriu m, w hich price is not allo wed to exceed.

C) minim u m price, belo w  equilibriu m, w hich price is not allo wed to fal l below .

D) minim u m p rice, above equilibriu m, w hich price is not allo w ed to fall below .

E) an y minim u m price w hich price is not allo w ed to fall below .

A nsw er: D

58) 58)Su p pose the government establishes a bin ding price floor for some product. A t the price floor,

A) both sellers and bu yers are exchanging the free- market equilibriu m quantity.

B) a ne w  free - market equilibriu m price an d q uantity will be established.

C) although sellers are sell ing all of the product that they desire, consu mers are not able to bu y
al l that they desire.

D) although consu mers are p urchasing all of the product that they desire at this price, the sellers
are not selling all that they desire.

E) both sellers an d buyers are satisfied w ith the quantity that is being exchanged.

A nsw er: D

59) 59)In a competit i ve market, a legal price ceiling set above the free - market equilibriu m price w ill result
in

A) a continuation of the free - market equilibriu m price an d quantity.

B) the quantity deman ded exceeding quantity su p plied an d thus a shortage in the market.

C) a ne w  free - market equilibriu m at a higher price an d low er outp ut level.

D) increased profits to the fir ms in the in d ustry.

E) the quantity su p plied exceeding quantity deman ded an d thus a surplus in the market.

A nsw er: A

60) 60)If government goals are to (1) restrict prod uct ion an d (2) keep prices do w n to protect consumers,
then legislated price ceilings w ill

A) satisfy only the secon d goal if a black market develops.

B) satisfy both goals as long as a black market does not develop.

C) satisfy both goals but only if a black market develops.

D) only have an effect on com modities at the international level.

E) be a dismal failure as neither goal can ever be achieved w ith price ceilings.

A nsw er: B


