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Multiple Choice Questions. Circle the best answers.
	1. 
	Suppose you give up a job that pays $30,000 a year in order to pursue your university education. Every year, you pay $4,000 for tuition and books, and $16,000 for food and rent. What is your opportunity cost of spending one year in university?

	
	A) 
	$46,000

	
	B) 
	$50,000

	
	C) 
	$30,000

	
	D) 
	$34,000

	 

	2. 
	Suppose you are deciding whether you should rent or buy. Your current rent per month is $800, which includes all utilities and taxes. You have saved up $200,000, which is earning you an interest income of $400 a month. With a $200,000 house, you would need to pay $300 a month on property tax, and utilities for $200. For simplicity, assume that you break even when you sell the house one day. Should you rent or buy?

	
	A) 
	Rent, because you save $100 per month

	
	B) 
	Buy, because you save $300 per month

	
	C) 
	Rent, because you save $300 per month

	
	D) 
	Buy, because you save $100 per month

	 

	3. 
	Which of the following could cause Canada's current production possibilities frontier to shift inward?

	
	A) 
	The government raising sales taxes to pay for health care expenses

	
	B) 
	A decrease in the percentage of after-tax income Canadians save every month

	
	C) 
	A big wave of Canadians reaching the age of 65 and going into retirement

	
	D) 
	All of the answers are correct

	 

	4. 
	Suppose that Zoe and Ben can produce bar soaps and DVDs. For a given day, Zoe can make either 10 soaps and 0 DVD or 0 soaps and 20 DVDs or other combinations in between. Ben can make either 5 soaps and 0 DVDs or 0 soaps and 25 DVDs or other combinations in between. Assuming that Zoe and Ben are self-sufficient and they split their day to produce both soaps and DVDs. What would be the consumption bundles for Zoe and Ben?

	
	A) 
	Zoe consumes (5S, 20DVD) and Ben consumes (5S, 10DVD)

	
	B) 
	Zoe consumes (8S, 2DVD) and Ben consumes (5S, 8DVD)

	
	C) 
	Zoe consumes (10S, 10DVD) and Ben consumes (5S, 7.5DVD)

	
	D) 
	Zoe consumes (5S, 10DVD) and Ben consumes (2.5S, 12.5DVD)

	 


	5. 
	Which of the following statements is CORRECT about a production possibilities frontier (PPF)?

	
	A) 
	If the opportunity cost of producing more of one good in terms of the other good is constant, the PPF is concave

	
	B) 
	If an economy sees an improvement in its technological level, both the size and shape of its PPF can change

	
	C) 
	If an economy is producing at an output level that is higher than Ycapacity (Yc), this economy is producing at a point inside its PPF

	
	D) 
	Only macroeconomics, but not microeconomics, studies PPFs

	 

	6. 
	A two-person, two-product production possibilities frontier (PPF) has a _____ shape, and as we increase the number of ____ in the economy and aggregate to find the total, the aggregate PPF has a ____ shape.

	
	A) 
	Kinked; persons; kinked

	
	B) 
	Smooth; products; kinked

	
	C) 
	Kinked; products; smooth

	
	D) 
	Kinked; persons; smooth

	 

	7. 
	Every point on a production possibilities frontier is

	
	A) 
	Unachievable

	
	B) 
	What an economy should produce

	
	C) 
	Efficient

	
	D) 
	Inefficient

	 

	8. 
	If the CPI for 2000 was 110, and the annual inflation rate was steady at 5% per year, what would be the CPI in 2002?

	
	A) 
	120

	
	B) 
	115.5

	
	C) 
	125

	
	D) 
	121.275

	 

	9. 
	Which of the following is (are) examples of economic policies targeted at promoting equity?

	
	A) 
	Progressive income tax in which high-income earners pay a higher income tax rate

	
	B) 
	The provision of heavily subsidized daycare that covers all families

	
	C) 
	A goods and services sales tax which taxes most products at 5% of the sale price

	
	D) 
	All of the answers are correct

	 

	10. 
	Suppose a particular basket of goods contains just food and clothing. The prices of a unit of food for the years 2010 and 2011 were $20 and $25, respectively. The prices per unit of clothing for the years 2010 and 2011 were $24 and $32, respectively. Assume that 2010 is the base year. What is the approximate value of the nominal price index for food in 2011?

	
	A) 
	125

	
	B) 
	110

	
	C) 
	115

	
	D) 
	120

	 


	11. 
	Continue with question 10: What is the value of the nominal price index for clothing in 2011?

	
	A) 
	130

	
	B) 
	133

	
	C) 
	124

	
	D) 
	163

	 

	12. 
	Which of the following is an example of a positive statement?

	
	A) 
	The government should cut income taxes for the low-income earners

	
	B) 
	Education should be free

	
	C) 
	The government should subsidize daycare

	
	D) 
	An increase in household income increases the demand for consumer electronics

	 

	13. 
	Which of the following has a slope of infinity or undefined?

	
	A) 
	A curved line

	
	B) 
	Vertical line

	
	C) 
	Horizontal line

	
	D) 
	None of the answers is correct

	 

	14. 
	Suppose the 1999-2000 inflation rate is 10%, and the 2000-2001 inflation rate is 20%. Let the base year be 1999. What is the CPI in 2000?

	
	A) 
	130

	
	B) 
	120

	
	C) 
	110

	
	D) 
	100

	 

	15. 
	Continue with question 14: What is the CPI in 2001?

	
	A) 
	130

	
	B) 
	110

	
	C) 
	132

	
	D) 
	151

	 

	16. 
	Suppose the demand equation is given by P=10-Q and the supply equation is given by P=2+Q. If the quantity bought and sold under a price ceiling is Q=2, what is the price ceiling?

	
	A) 
	$3

	
	B) 
	$4

	
	C) 
	$5

	
	D) 
	$2

	 

	17. 
	When a market is in equilibrium,

	
	A) 
	The government must have intervened in it

	
	B) 
	Quantity demanded is equal to quantity supplied

	
	C) 
	The short side of the market dominates

	
	D) 
	All of the answers are correct

	 


	18. 
	If the demand is given by P=12-2Q and the supply is given by P=2+3Q, what is the equilibrium price?

	
	A) 
	$8

	
	B) 
	$9

	
	C) 
	$11

	
	D) 
	$10

	 

	19. 
	For a quota to be effective, the quantity has to be set to the ___ of the free market equilibrium quantity, and the resulting price for the consumers will ____.

	
	A) 
	Right; rise

	
	B) 
	Right; fall

	
	C) 
	Left; fall

	
	D) 
	Left; rise

	 

	20. 
	If the demand equation changes from P=25-6Q to P=25-8Q, which of the following statements is CORRECT?

	
	A) 
	The demand for this product has increased, which is a pivot to the left

	
	B) 
	The demand for this product has decreased, which is a pivot to the right

	
	C) 
	The demand for this product has decreased, which is a pivot to the left

	
	D) 
	The demand for this product has increased, which is a pivot to the right

	 

	21. 
	If the demand equation changes from P=25-6Q to P=30-6Q, which of the following statements is CORRECT?

	
	A) 
	The demand for this product has increased, which is a shift to the left

	
	B) 
	The demand for this product has decreased, which is a shift to the left

	
	C) 
	The demand for this product has decreased, which is a shift to the right

	
	D) 
	The demand for this product has increased, which is a shift to the right

	 

	22. 
	Demand: Which of the following pairs of goods is considered to be substitute goods?

	
	A) 
	iPods and electricity

	
	B) 
	Tea and cookies

	
	C) 
	Socks and shoes

	
	D) 
	Beef and pork

	 

	23. 
	In recent years, the demand for meat, such as chicken and pork, has increased due to higher global economic growth. Farmers feed corn to their chickens and pigs. In the meantime, the U.S. government has encouraged the production of corn-based ethanol, a supposedly cleaner energy compared to conventional oil. This policy will affect the supply of corn available to be used for feed. We can expect

	
	A) 
	A decrease in the total supply of corn

	
	B) 
	A rise in the price of chicken and pork

	
	C) 
	A rise in the price of conventional oil

	
	D) 
	A rise in the quantity supplied of chicken and pork

	 


	24. 
	A decrease in both demand and supply will lead to a(n)

	
	A) 
	Increase in the equilibrium quantity but a decrease in the equilibrium price

	
	B) 
	Decrease in the equilibrium quantity and a decrease in the equilibrium price

	
	C) 
	Decrease in the equilibrium quantity and either an increase or decrease in the equilibrium price

	
	D) 
	Increase in the equilibrium quantity and either an increase or decrease in the equilibrium price

	 

	25. 
	Which of the following supplier statements reflects a perfectly elastic demand when a new sales tax of $5 per unit is introduced into the market?

	
	A) 
	"I had to lower my supply prices by $5 in order to avoid losing all of my customers."

	
	B) 
	"I did not change my supply prices, and my customers paid the full $5."

	
	C) 
	"I had to lower my supply prices by $2 in order to avoid losing too many customers."

	
	D) 
	"I raised my supply prices by $6 in order to earn more money."

	 

	26. 
	Which of the following pairs of goods would most likely to have a negative cross price elasticity of demand?

	
	A) 
	Shoes and flip-flops

	
	B) 
	iPods and MP3 players

	
	C) 
	Bread and jam

	
	D) 
	None of the answers is correct

	 

	27. 
	Which of the following statements is INCORRECT?

	
	A) 
	A linear, downward-sloping demand has a constant slope but variable elasticities

	
	B) 
	A perfectly vertical demand has a price elasticity of demand that is equal to zero

	
	C) 
	A perfectly horizontal demand has a price elasticity of demand that is equal to infinity

	
	D) 
	The steeper the demand, the larger is the value of its slope (in absolute value), the more elastic it is

	 

	28. 
	Suppose the Canadian government claims that it has increased gasoline tax rates because it wants to discourage driving in order to ease air pollution. You may not believe that higher gasoline taxes would lead to a lower incidence of driving because the

	
	A) 
	Demand for driving is price inelastic

	
	B) 
	Supply of driving is price elastic

	
	C) 
	Demand for driving is price elastic

	
	D) 
	Demand for driving is income inelastic

	 

	29. 
	Which of the following statements reflects a perfectly inelastic demand when a new sales tax of $5 per unit is introduced into the market?

	
	A) 
	"I raised my supply prices by $6 in order to earn more money."

	
	B) 
	"I did not change my supply prices, and my customers paid the full $5."

	
	C) 
	"I had to lower my supply prices by $5 in order to avoid losing all of my customers."

	
	D) 
	"I had to lower my supply prices by $2 in order to avoid losing too many customers.”

	 

	30. 
	Which of the following describe(s) the concept of elasticity?

	
	A) 
	How responsive the consumers are to an income change

	
	B) 
	How sensitive the producers are to a price change

	
	C) 
	How sensitive the consumers are to a price change

	
	D) 
	All of the answers are correct

	 

	31. 
	If you want to diversify your financial portfolio such that its value displays relatively little volatility during economic booms and recessions, what type of stocks should you purchase?

	
	A) 
	Buy some stocks from companies that produce normal goods and some from companies that produce inferior goods

	
	B) 
	Portfolio components are not related to whether the companies produce inferior goods or normal goods

	
	C) 
	Only buy stocks from companies that produce inferior goods

	
	D) 
	Only buy stocks from companies that produce normal goods

	 

	32. 
	If ice cream is a normal good, then the demand for ice cream decreases when

	
	A) 
	The price of yogurt falls

	
	B) 
	The price of ice cream falls

	
	C) 
	The income of consumers decreases

	
	D) 
	All of the answers are correct

	 

	33. 
	If the government imposes a percentage tax on consumers, the more inelastic the supply curve, the

	
	A) 
	Smaller the drop in equilibrium quantity

	
	B) 
	Larger the deadweight loss

	
	C) 
	The lower the tax revenue

	
	D) 
	All of the answers are correct

	 

	34. 
	Graphically, consumer surplus is given by

	
	A) 
	The area underneath the demand curve and above the equilibrium price

	
	B) 
	The area underneath the equilibrium price and above the supply curve

	
	C) 
	The area underneath the demand curve and above the supply curve

	
	D) 
	The area underneath the demand curve

	 

	35. 
	Suppose the supply is given by P=2+Q, and the equilibrium price is $6. What is the value of the producer surplus?

	
	A) 
	$6

	
	B) 
	$8

	
	C) 
	$10

	
	D) 
	Cannot be determined without more information

	 

	36. 
	Suppose the demand is given by P=20-Q and the supply is given by P=4+Q. What are the equilibrium price and equilibrium quantity?

	
	A) 
	$15; 5

	
	B) 
	$14; 6

	
	C) 
	$13; 7

	
	D) 
	$12; 8

	 

	37. 
	Continue with question 36: What is the value of the producer surplus?

	
	A) 
	$36

	
	B) 
	$32

	
	C) 
	$28

	
	D) 
	$24

	 

	38. 
	If the government imposes a percentage tax on the consumers, the more elastic the demand curve, the

	
	A) 
	Larger the deadweight loss

	
	B) 
	Smaller the drop in equilibrium quantity

	
	C) 
	The higher the tax revenue

	
	D) 
	All of the answers are correct

	 

	39. 
	Suppose the demand for coal is P = 200 - Q. The private cost of supply of coal is P = 20 + 2Q. However, the dollar cost of polluting increases with each unit of output produced by 0.75Q. Hence, the socially optimal supply becomes P = 20 + 2.75Q. What are the private market equilibrium price and quantity without accounting for the negative externality?

	
	A) 
	$140; 60

	
	B) 
	$140; 40

	
	C) 
	$120; 40

	
	D) 
	$120; 60

	 

	40. 
	Emma is prepared to pay $6 for her first cup of iced coffee in a hot summer day. She is only willing to pay $4 for her second cup, and $2 for her third cup. If iced coffee is free, how many cups will she consume?

	
	A) 
	More than 3 cups

	
	B) 
	2 cups

	
	C) 
	3 cups

	
	D) 
	1 cup

	 

	41. 
	What does it mean when a market is economically efficient?

	
	A) 
	The economy has used and allocated its resources or inputs efficiently

	
	B) 
	Consumer surplus and producer surplus are maximized

	
	C) 
	There are no positive or negative externalities in the market

	
	D) 
	All of the answers are correct

	 

	42. 
	What does a consumer's budget constraint describe?

	
	A) 
	The amount of each good that the consumer actually buys

	
	B) 
	The marginal rate of substitution across the two goods

	
	C) 
	The different combinations of goods that a consumer can afford to buy

	
	D) 
	All of the answers are correct

	 

	43. 
	Which of the following consumption bundles CANNOT lie on the same indifference curve as the other three bundles?

	
	A) 
	(9A, 8B)

	
	B) 
	(5A, 5B)

	
	C) 
	(4A, 7B)

	
	D) 
	(8A, 1B)

	 

	44. 
	Suppose Amanda spends all of her income of $1,000 on mascara (M) and chocolate (C). The prices per unit are PM = $5 and PC = $10. What is the maximum amount of chocolate that she can consume?

	
	A) 
	1,000

	
	B) 
	200

	
	C) 
	100

	
	D) 
	5

	 

	45. 
	Continue with question 44: What is the slope of her budget constraint (in absolute value), with C on the vertical axis and M on the horizontal axis?

	
	A) 
	1.5

	
	B) 
	1

	
	C) 
	0.5

	
	D) 
	2

	 

	46. 
	If the consumer can choose, which policy would a consumer prefer, assuming that he can afford the same consumption bundle under each policy?

	
	A) 
	Either policy because he can afford the same consumption bundle

	
	B) 
	A price subsidy to an income tax refund

	
	C) 
	An income tax refund to a price subsidy

	
	D) 
	An income tax refund if his indifference curve is very flat

	 

	47. 
	What is the meaning of the term “margin” in economics?

	
	A) 
	A measure of price levels

	
	B) 
	A measure of income

	
	C) 
	A measure of additional unit

	
	D) 
	A measure of happiness

	 

	48. 
	What is (are) constant along a consumer’s budget constraint?

	
	A) 
	Marginal utility of the two goods

	
	B) 
	Total income

	
	C) 
	Total utility of the two goods

	
	D) 
	All of the answers are correct

	 

	49. 
	If the marginal utility from each concert attended decreases very quickly with each additional concert, then the demand for concerts is likely to be

	
	A) 
	Very price inelastic

	
	B) 
	Vertical

	
	C) 
	Horizontal

	
	D) 
	Very price elastic

	 

	50. 
	Suppose Darren pays $10 to eat at an All-you-can-eat dessert buffet. He was very hungry, and so he finds the 1st dessert very satisfying. The 2nd dessert is still very good, and the 3rd is just good. By the time he finishes his 4th dessert, he is feeling full. He insists on eating the 5th dessert, and he starts to feel uncomfortable. Which of the following describe(s) his actions?

	
	A) 
	His total utility from consuming four desserts is higher than from consuming five

	
	B) 
	Diminishing marginal utility applies to his consuming the five desserts 

	
	C) 
	The marginal utility from the 5th dessert is negative

	
	D) 
	All of the answers are correct
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