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Sample Term-Test 1 

Section I:  Multiple Choice

[25 Marks Total]
· Select the single most correct answer in each of the following questions.

· Carefully transfer your response to the accompanying scantron sheet.

· Each question is worth one (1) mark.


1.
Scarcity, as defined by an economist, means:

	a.
	demand exceeds supply at the current market price.

	b.
	consumers are too poor to purchase the available goods and services.

	c.
	supply exceeds demand at the current market price.

	d.
	the desire for goods exceeds our ability to produce them with limited available resources.



2.
The branch of economics that focuses on outcomes in highly aggregated markets, such as the markets for labour or consumer products, is called:

	a.
	macroeconomics.

	b.
	Marxian economics.

	c.
	positive economics.

	d.
	normative economics.

	e.
	microeconomics.



3.
"As a rational person, you would expect individuals to always avoid actions that are illegal."

	a.
	This is a true statement because most people don't want to suffer the penalties associated with criminal behaviour.

	b.
	This is a true statement because most individuals are good citizens and prefer not to commit crimes.

	c.
	This is a false statement because it is expected that individuals will consider the consequences of their actions and that some will choose to commit illegal acts anyway.

	d.
	This is a false statement because only people with certain genetic predispositions are likely to commit crimes.



4.
Economists use the term "ceteris paribus" to indicate that:

	a.
	the analysis is true for the individual but not for the economy as a whole.

	b.
	supply and demand are in balance.

	c.
	their conclusions are based on normative rather than positive economic analysis.

	d.
	other things are assumed to remain constant.



5.
If individuals who sit in the back of the classroom receive lower grades on average than the rest of the class, does that mean that sitting in the back of a classroom causes one to perform poorly on exams?

	a.
	Not necessarily. The reoccurrence of a certain relationship between two variables does not necessarily imply causation.

	b.
	It is not possible for an economist to determine causation between variables.

	c.
	The reoccurrence of such a relationship is sufficient evidence that sitting in the back of a classroom will lead to lower grades.

	d.
	The reoccurrence of such a relationship is sufficient evidence that students who receive low grades prefer to keep a low profile and always sit in the back of the classroom.



6.
Human capital is:

	a.
	the same as labour.

	b.
	a term describing the tools and equipment owned by households.

	c.
	a worker's physical effort when working with machines.

	d.
	the expertise or knowledge possessed by workers.

	e.
	the money in chequing, savings, or money market accounts at banks.



7.
Jamie and Danny both attend the same college and incur the same expenses for tuition, books, and school supplies. Jamie gave up a lucrative modeling job in Paris to attend school full time and Danny gave up a part-time job as a sales clerk in a department store. It follows that:

	a.
	the opportunity cost of attending college is the same for both since they are enrolled at the same academic institution.

	b.
	the opportunity cost of attending college is likely greater for Jamie than for Danny.

	c.
	the opportunity cost of attending college is likely greater for Danny than for Jamie.

	d.
	the opportunity cost is miniscule for both since college graduates are paid much higher than high school graduates on average.



8.
The following table shows the Total Benefit to a consumer of DVD rentals.

	DVD rentals per month
	Total Benefit (in dollars)

	1
	$8.50

	2
	$16.00

	3
	$22.50

	4
	$28.00

	5
	$32.50

	6
	$36.00

	7
	$38.50

	8
	$40.00


If the price of a DVD rental is $4, a consumer following the rule of rational choice will rent:

	a.
	2 DVDs per month.

	b.
	3 DVDs per month.

	c.
	4 DVDs per month.

	d.
	5 DVDs per month.

	e.
	6 DVDs per month.



9.
Positive incentives:

	a.
	increase benefits or reduce costs.

	b.
	decrease behaviours.

	c.
	decrease benefits or increase costs.

	d.
	create additional taxes on behaviours.



10.
A nation has a comparative advantage in the production of cars over another nation if:

	a.
	it can produce cars with fewer resources than the other country.

	b.
	it can produce cars at a lower opportunity cost than the other country.

	c.
	it can produce cars at a higher opportunity cost than the other country.

	d.
	it can produce cars at the same opportunity cost and its consumers have a stronger preference for cars than consumers in the other country.

	e.
	it is more self-sufficient in all areas of production, including automobile manufacturing.



11.
In markets, information about the relative value of resources is communicated through:

	a.
	government agencies.

	b.
	planning committees.

	c.
	prices.

	d.
	unions.



12.
Which of the following best distinguishes a "command economy" from a "market economy?"

	a.
	A command economy is more efficient than a market economy because decision making is centralized.

	b.
	There is scarcity in command economies, but not in market economies.

	c.
	Command economies are less prone to inflation than are market economies.

	d.
	Production and distribution decisions are made by central planners in a command economy, but not in a market economy.

	e.
	In a command economy, decisions are made using normative economic analysis, whereas in a market economy decisions are made using positive economic analysis.


Figure 1
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13.
Refer to Figure 1. In the above circular flow diagram, goods and services:

	a.
	flow in a clockwise direction.

	b.
	flow in a counter clockwise direction.

	c.
	are sold by businesses in the product market.

	d.
	are characterized by both a) and c).

	e.
	are characterized by both b) and c).



14.
Refer to Figure 1. In the above circular flow diagram, payments for goods and services:

	a.
	flow in a clockwise direction.

	b.
	flow in a counter clockwise direction.

	c.
	are received by firms in the factor market.

	d.
	are characterized by both a) and c).

	e.
	are characterized by both b) and c).



15.
Refer to Figure 1. In the above circular flow diagram, households are on the ‘demand-side’ of the ______ market:

	a.
	Product

	b.
	Public goods

	c.
	International goods

	d.
	Factor



16.
A production possibilities curve is negatively sloped because:

	a.
	the price of a good falls as you move down along the curve.

	b.
	resources are wasted as you move along the curve.

	c.
	it is not possible to adjust production decisions at all once an economy operates on the curve.

	d.
	once on the frontier, it is possible to increase production of one good only by reducing production of the other.

	e.
	the opportunity cost of production is negative.


Table 2

	PRICE per

large pepperoni pizza
	QUANTITY DEMANDED

of large pepperoni pizzas
	QUANTITY SUPPLIED

of large pepperoni pizzas

	$10   
	1,000 units
	5,500 units

	9
	2,000 units
	5,000 units

	8
	3,000 units
	4,500 units

	7
	4,000 units
	4,000 units

	6
	5,000 units
	3,500 units

	5
	6,000 units
	3,000 units

	4
	7,000 units
	2,500 units

	3
	8,000 units
	2,000 units

	2
	9,000 units
	1,500 units

	1
	10,000 units  
	1,000 units



17.
Refer to Table 2. What is the equilibrium price in the example above?

	a.
	$9

	b.
	$8

	c.
	$7

	d.
	$6

	e.
	$5



18.
Refer to Table 2. At a price of $10, there is a ____ of ____ pizzas.

	a.
	shortage; 4,500

	b.
	surplus; 4,500

	c.
	shortage; 6,500

	d.
	surplus; 6,500

	e.
	surplus; 5,500



19.
Interpret the following statement: "An increase in the price of wheat will encourage farmers to increase the quantity of wheat supplied to the market."

	a.
	The statement is correct.

	b.
	The statement would be correct if "quantity of wheat demanded" were substituted for "quantity of wheat supplied."

	c.
	The statement is incorrect because it confuses a change in quantity supplied with a change in supply.

	d.
	The statement would be correct if it read that a "decrease in the price of wheat will encourage farmers to increase the quantity of wheat supplied to the market."



20.
The imposition of a price ceiling on a market often results in:

	a.
	an increase in investment in the industry.

	b.
	a surplus.

	c.
	a shortage.

	d.
	a decrease in discrimination on the part of sellers.

	e.
	none of the above.


21. Bailey's Barber Shop knows that a 5 percent increase in the price of their haircuts results in a 15 percent decrease in the number of haircuts purchased. What is the elasticity of demand facing Bailey's Barber Shop?

	a.
	0.05

	b.
	0.10

	c.
	0.15

	d.
	3.0

	
	


22. The nation's largest cable TV company tested the effect of a price reduction for premium movie channels. It increased prices from $9.95 to $12 and found virtually no change in the number of customers. This means:

	a.
	the demand curve for the premium movie channels shifted to the right.

	b.
	the supply curve for premium movie channels shifted to the left.

	c.
	the demand for premium movie channels is very elastic in this price range.

	d.
	the demand for premium movie channels is very inelastic in this price range.

	
	


23. The elasticity in the vicinity of five different points along a demand curve varies as follows:

	Point
	A
	B
	C
	D
	E

	Elasticity
	1.25
	0.3
	1.0
	0.2
	2.1


In the vicinity of which of these points would a price decrease be accompanied by an increase in total revenue?

	a.
	B and D

	b.
	A and E

	c.
	A and D

	d.
	B, C, and D


Figure 5-3
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24.
Refer to Figure 5-3. With reference to Graph A, at a price of $10, total revenue equals:

	a.
	$200.

	b.
	$400.

	c.
	$500.

	d.
	$1,000.


25. If the demand for gasoline is highly inelastic and the supply is highly elastic, then if a tax is imposed on gasoline it will be paid:

	a.
	largely by the sellers of gasoline.

	b.
	largely by the buyers of gasoline.

	c.
	equally by the sellers and buyers of gasoline.

	d.
	by the government.


Section II:  Short Answer

[30 Marks Total]

· Answer both questions on the test paper, showing all necessary calculations.

· Numbers in square brackets indicate mark per question.

Question One:
Assume that the production possibilities for Ecoland are the following combinations of bunches of bananas and jars of peanut butter:

	Bananas / bunches
	Peanut butter / jars

	0
	75

	1
	70

	2
	60

	3
	45

	4
	25

	5
	0


a.   Construct the production possibility curve (PPC) for Ecoland on the grid below.  [4]
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


b.   Given the information above, what is the opportunity cost of producing the third bunch of bananas?   [3]
c.   Suppose the economy of Ecoland discovered a new supply of productive resources.  Using the diagram from part ‘a’, illustrate how the PPC for the economy of Ecoland would respond?  Explain why.   [3]
Question Two:
Using a demand / supply diagram, show the effect of the following events on the market for chicken.  Your answer must describe what happens to both equilibrium price and equilibrium quantity in response to the given event.  Also, the diagrams must be properly labeled.

a.   The price of beef increases – where chicken and beef are considered substitute goods.   [3]


b.  The price of ‘chicken feed’ increases.   [3]

c.
Suppose both of the above events occurred at the same time.  What would happen to equilibrium price and equilibrium quantity in the market for chicken?   [4]
Question Three:
A LCBO store decides to raise the price of wine from $14.50 to $16.00 per bottle.  As a result of this price increase, the store’s total revenue increases:  

a.   Using a demand / supply diagram, illustrate the situation described above.   [2]


b.   With direct reference to your diagram in part ‘a’, provide a complete explanation about the elasticity of demand for wine?   [3]

c.   Now, suppose the government decides to impose a $2.50 tax per bottle on all wine sales – to be paid by LCBO stores.  If the demand of wine is more elastic than its supply, explain how the burden of this tax could be distributed.   Provide an appropriate diagram and full explanation.  [5]
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