ECON 1000B:  Practice Questions
These questions are practice questions to get you used to answering multiple choice questions. They should not be substituted for studying the material covered in the lecture and the text.

1.

With what concept does economics deal primarily with?

	a.
	scarcity

	b.
	poverty

	c.
	change

	d.
	power


2. 

When does scarcity exist?

	a.
	when there is less than an infinite amount of a resource or good

	b.
	when society can meet the wants of every individual

	c.
	when there is less of a good or resource available than people wish to have

	d.
	when the government fails to produce goods


3. 

What do economists illustrate when they use the phrase "There is no such thing as a free lunch"?

	a.
	how inflation increases prices

	b.
	that to get one thing, we must give up something else

	c.
	that nothing is free in a market economy

	d.
	that if something looks too good to be true, it probably is


4. 

In which of the following situations would economists use the word equity?

	a.
	Each member of society has the same income.

	b.
	Society is getting the most it can from its scarce resources.

	c.
	Those in society who have the least will receive the most.

	d.
	The benefits of society's resources are distributed fairly among society's members.


5. 

What happens when government policies are being designed?

	a.
	There is usually a tradeoff between equity and efficiency.

	b.
	Equity and efficiency goals are usually independent of each other.

	c.
	Equity can usually be achieved without an efficiency loss.

	d.
	Increasing efficiency usually results in more equity.


6.  

What is the opportunity cost of an item?

	a.
	the number of hours needed to earn money to buy it

	b.
	what you give up to get that item

	c.
	usually more than the dollar value of the item

	d.
	usually less than the dollar value of the item


7.  

Tim has spent $2,500 purchasing and repairing a Hummer, which he expects to sell for $3,500 once the repairs are complete. He discovers that he needs an additional repair, which will cost $1,100, in order to complete the repairs. He can sell the Hummer as it is now for $900. What should he do?

	a.
	He should cut his losses and take the $900.

	b.
	He should never sell something for less than it cost.

	c.
	He should complete the repairs and sell the Hummer.

	d.
	It doesn't matter which action he takes; the outcome is the same either way.


8. 

What does the term market failure refer to?

	a.
	a situation in which the market on its own fails to allocate resources efficiently

	b.
	an unsuccessful advertising campaign that reduces buyer demand

	c.
	a situation in which competition among firms becomes ruthless

	d.
	a firm that is forced out of business because of losses


9.  

What are two causes of market failure?

	a.
	externalities and market power

	b.
	market power and incorrect forecasts of consumer demand

	c.
	externalities and foreign competition

	d.
	incorrect forecasts of consumer demand and foreign competition


10.  

What is one difficulty economists face that some other scientists do not?

	a.
	Unlike other sciences, economic studies must include the largest economic player, the government.

	b.
	Economists unfortunately receive less government funding than other scientists.

	c.
	Corporations are reluctant to disclose necessary information for economic research.

	d.
	Experiments are often difficult in economics.


11.  

Why do economists make assumptions?

	a.
	to diminish the chance of wrong answers

	b.
	to make the world easier to understand

	c.
	because all scientists make assumptions

	d.
	to make certain that all necessary variables are included


12.  

How do economists begin building an economic model?

	a.
	by writing grants for government funding

	b.
	by conducting controlled experiments in a lab

	c.
	by making assumptions

	d.
	by reviewing statistical forecasts


13.  

What does a circular-flow diagram do?

	a.
	It illustrates cost-benefit analysis.

	b.
	It explains how the economy is organized.

	c.
	It shows the flow of traffic in an economic region.

	d.
	It explains how banks circulate money in the economy.


14.  

In the simple circular-flow diagram, who are the decision makers?

	a.
	firms and government

	b.
	households and firms

	c.
	households and government

	d.
	households, firms, and government


15.  

What happens in the markets for factors of production?

	a.
	Households provide firms with labour, land, and capital.

	b.
	Households provide firms with savings for investment.

	c.
	Firms provide households with goods and services.

	d.
	The government provides firms with inputs for the production process.


16.  

If there is no trade, which of the following is most likely?

	a.
	A country is better off because it will become self-sufficient.

	b.
	A country's production possibilities frontier is also its consumption possibilities frontier.

	c.
	A country can still benefit from international specialization.

	d.
	More product variety is available in a country.


17.  

When will a production possibilities frontier be linear and not bowed out?

	a.
	If no tradeoffs exist.

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

	c.
	If unemployment is zero.

	d.
	If resources are allocated efficiently.


Table 3-1
	
	Labour Hours Needed to Make 1 Kg of:
	Kilograms produced in 40 hours:

	
	Meat
	Potatoes
	Meat
	Potatoes

	Farmer
	8
	2
	5
	20

	Rancher
	4
	5
	10
	8



18.
Refer to Table 3-1. What is the opportunity cost of 1 pound of meat for the Farmer?

	a.
	1/4 hour of labour.

	b.
	4 hours of labour.

	c.
	4 kg of potatoes.

	d.
	1/4 kg of potatoes.



19.
Refer to Table 3-1. What is the opportunity cost of 1 kg of meat for the Rancher?

	a.
	4 hours of labour.

	b.
	5 hours of labour.

	c.
	5/4 kg of potatoes.

	d.
	4/5 kg of potatoes.



20.
Refer to Table 3-1. What is the opportunity cost of 1 kg of potatoes for the Farmer?

	a.
	8 hours of labour.

	b.
	2 hours of labour.

	c.
	4 kg of meat.

	d.
	1/4 kg of meat.



21.
Refer to Table 3-1. What is the opportunity cost of 1 kg of potatoes for the Rancher?

	a.
	4 hours of labour.

	b.
	5 hours of labour.

	c.
	5/4 kg of meat.

	d.
	4/5 kg of meat.


 22. 

What should a country do if it has a comparative advantage in a product?

	a.
	It should import that product.

	b.
	It should export that product.

	c.
	It should keep the product for domestic use since it is relatively inexpensive to produce.

	d.
	Without additional information, an import/export decision cannot be made.


23.  

How is absolute advantage found?

	a.
	By comparing opportunity costs.

	b.
	By calculating the dollar cost of production.

	c.
	By comparing the productivity of one nation to that of another.

	d.
	By first determining which country has a comparative advantage.


24.  

Which of the following is correct? Trade

	a.
	Trade allows a person to consume at a point outside his production possibilities frontier.

	b.
	Trade limits a person's ability to produce goods and services on her own.

	c.
	Trade must benefit both traders equally.

	d.
	Trade is based on absolute advantage.


Figure 4-2
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25.
Refer to Figure 4-2. What are the equilibrium price and quantity?

	a.
	$35 and 200

	b.
	$35 and 600

	c.
	$25 and 400

	d.
	$15 and 200



26.
Refer to Figure 4-2. What happens at a price of $35?

	a.
	There would be a shortage of 400 units.

	b.
	There would be a shortage of 200 units.

	c.
	There would be a surplus of 200 units.

	d.
	There would be a surplus of 400 units.

	e.
	The market would be in equilibrium.



27.
Refer to Figure 4-2. What happens at a price of $15?

	a.
	There would be a shortage of 400 units.

	b.
	There would be a surplus of 400 units.

	c.
	There would be a shortage of 200 units.

	d.
	There would be a shortage of 400 units.



28.
Refer to Figure 4-2. What happens at the equilibrium price?

	a.
	200 units would be supplied and demanded

	b.
	400 units would be supplied and demanded

	c.
	600 units would be supplied and demanded

	d.
	600 units would be supplied, but only 200 would be demanded


29. 

Suppose roses are currently selling for $40.00 per dozen. The equilibrium price of roses is $30.00 per dozen. What would we expect?

	a.
	a shortage to exist and the market price of roses to increase

	b.
	a shortage to exist and the market price of roses to decrease

	c.
	a surplus to exist and the market price of roses to increase

	d.
	a surplus to exist and the market price of roses to decrease


30.  

What is step one in the Three-Step program for analyzing changes in equilibrium?

	a.
	Decide which direction the curve shifts.

	b.
	Decide whether the event shifts the supply or demand curve.

	c.
	Use the supply-and-demand diagram to see how the shift changes the original equilibrium.

	d.
	Analyze how equilibrium price and quantity have changed.


31.  

What would happen when supply and demand both increase?

	a.
	equilibrium price will increase

	b.
	equilibrium price will decrease

	c.
	equilibrium quantity may increase, decrease, or remain unchanged

	d.
	equilibrium price may increase, decrease, or remain unchanged


32. 

Market demand is given as Qd = 200 – 3P.  Market supply is given as Qs = 2P + 100. In a perfectly competitive equilibrium, what will be price and quantity traded in the market?

	a.
	price will be $140 and quantity will be 20

	b.
	price will be $20 and quantity will be 140

	c.
	price will be $60 and quantity will be 20

	d.
	price will be $120 and quantity will be 340


33. 

What happens in a market economy?

	a.
	Demand is determined by supply.

	b.
	Supply is determined by demand.

	c.
	Price is determined by quantity.

	d.
	Quantity is determined by price.


34.  

Who or what allocates an economy's scarce resources?

	a.
	economic planners

	b.
	producers who use resources

	c.
	prices for resources

	d.
	government regulation of scarce resources


35. 

Which of the following is NOT a characteristic of a perfectly competitive market?

	a.
	similar products

	b.
	numerous sellers

	c.
	market power

	d.
	numerous buyers


36. 

In what type of market does price takers refer to buyers and sellers?

	a.
	a perfectly competitive market

	b.
	a monopolistically competitive market

	c.
	an oligopolistic market

	d.
	a monopolistic market


37.  

What does the law of demand imply?

	a.
	When price rises, quantity demanded falls.

	b.
	When price rises, quantity demanded rises also.

	c.
	When price falls, quantity supplied rises.

	d.
	When price falls, quantity supplied falls also.


38.  

What is market demand?

	a.
	It is a vertical summation of individual demand curves.

	b.
	It is a horizontal summation of individual demand curves.

	c.
	It is not responsive to change in tastes and preferences.

	d.
	It is determined solely by the number of buyers and sellers in the market.


39.  

What does a market demand curve reflect?

	a.
	how much all buyers are willing and able to buy at each possible price

	b.
	how quantity demanded changes when the number of buyers changes

	c.
	the fact that the level of income is inversely related to quantity demanded

	d.
	when the buyers are willing to buy the most



40.
Refer to Figure 4-2. What happens at a price of $35?

	a.
	A shortage would exist and the price would tend to fall.

	b.
	A shortage would exist and the price would tend to rise.

	c.
	A surplus would exist and the price would tend to rise.

	d.
	A surplus would exist and the price would tend to fall.


 41.  
If a good is "normal," what will an increase in income result in?

	a.
	no change in the demand for the good

	b.
	an increase in the demand for the good

	c.
	a decrease in the demand for the good

	d.
	a lower market price


42. 

If the price of a substitute to good X increases, what will happen?

	a.
	Demand for good X will decrease.

	b.
	Market price of good X will decrease.

	c.
	Demand for good X will increase.

	d.
	Quantity demanded for good X will increase.



43. 
Which of the following would NOT shift the demand curve for a good or service?

	a.
	a change in income

	b.
	a change in the price of the good or service

	c.
	a change in expectations about the price of the good or service

	d.
	a change in the price of a related good


Figure 4-6
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44.
Refer to Figure 4-6. What is the shift from D to D1 called?

	a.
	an increase in demand

	b.
	a decrease in demand

	c.
	a decrease in quantity demanded

	d.
	an increase in quantity demanded


Figure 4-7
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45. 

Refer to Figure 4-7. What would cause the movement from point B to point A on the graph?

	a.
	an increase in price

	b.
	a decrease in price

	c.
	a decrease in the price of a substitute good

	d.
	an increase in income


46. 

What does the market supply curve show?

	a.
	the total quantity supplied at any price

	b.
	the average quantity supplied at any price

	c.
	a ratio between price and quantity supplied for the market

	d.
	the price sellers will receive from consumers at given quantities


47. 

A dress manufacturer is expecting higher prices for dresses in the near future. What would we expect?

	a.
	the dress manufacturer to supply more dresses now

	b.
	the dress manufacturer to supply fewer dresses now

	c.
	the demand for this manufacturer's dresses to fall

	d.
	no change in the dress manufacturer's current supply


48. 

When studying how some event or policy affects a market, on what does elasticity provide information?

	a.
	the direction of the effect on the market

	b.
	the magnitude of the effect on the market

	c.
	the efficiency of the effect on the market

	d.
	the equity of the effect on the market



49. 
What does the price elasticity of demand measure?

	a.
	a buyer’s responsiveness to a change in the price of a good

	b.
	the increase in demand as additional buyers enter the market

	c.
	how much more of a good consumers will demand when incomes rise

	d.
	the increase in demand that will occur from a change in one of the nonprice determinants of demand


50. 

If a good is a necessity, what would demand for the good tend to be?

	a.
	elastic

	b.
	horizontal

	c.
	unit elastic

	d.
	inelastic


51. 

Which of the following categories of goods would have the most elastic demand?

	a.
	clothing

	b.
	blue jeans

	c.
	Levi’s jeans

	d.
	All three would have the same elasticity of demand since they are all related.


52. 

How do economists compute the price elasticity of demand?

	a.
	the percentage change in the price divided by the percentage change in quantity demanded

	b.
	the change in quantity demanded divided by the change in the price

	c.
	the percentage change in the quantity demanded divided by the percentage change in price

	d.
	the percentage change in the quantity demanded divided by the percentage change in income


53.  

Why is the midpoint method used to compute elasticity?

	a.
	It automatically computes a positive number instead of a negative number.

	b.
	It uses the same equation that is used to compute slope.

	c.
	It gives the same answer regardless of the direction of change.

	d.
	It automatically rounds quantities to the nearest whole unit.


54. 

If the price elasticity of demand for a good is 4.0, what would result from a 10 percent increase in price?

	a.
	a 4 percent decrease in the quantity demanded

	b.
	a 10 percent decrease in the quantity demanded

	c.
	a 40 percent decrease in the quantity demanded

	d.
	a 400 percent decrease in the quantity demanded


Figure 5-1
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55.
Refer to Figure 5-1. What is the elasticity of demand from point A to point B, using the midpoint method?

	a.
	0.4

	b.
	1

	c.
	1.5

	d.
	2.5



56.
Refer to Figure 5-1. What is the elasticity of demand from point B to point C, using the midpoint method?

	a.
	0.5

	b.
	0.75

	c.
	1.0

	d.
	1.3



57.
Refer to Figure 5-1. If the price decreased from $18 to $6, what would happen to total revenue? What would this imply about demand elasticity?

	a.
	Total revenue would increase by $1200 and demand would be elastic.

	b.
	Total revenue would increase by $800 and demand would be elastic.

	c.
	Total revenue would decrease by $1200 and demand would be inelastic.

	d.
	Total revenue would decrease by $800 and demand would be inelastic.


58. 

If a demand curve is vertical, what are its slope and elasticity?

	a.
	undefined and elasticity equals 0

	b.
	0 and elasticity is undefined

	c.
	undefined, as is elasticity

	d.
	0, as is elasticity


59. 

What does a perfectly elastic demand imply?

	a.
	Buyers will not respond to any change in price.

	b.
	Any rise in price above that represented by the demand curve will result in no output demanded.

	c.
	Price and quantity demanded respond proportionally.

	d.
	Price will rise by an infinite amount when there is a change in quantity demanded.


Figure 5-4
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60. 

Refer to Figure 5-4. If price falls in the C range of the demand curve, what can we expect total revenue to do as one moves down the curve?

	a.
	increase

	b.
	decrease

	c.
	stay the same

	d.
	decrease, then increase


61. 

The elasticity of demand will change along which kind of demand curve?

	a.
	a horizontal demand curve

	b.
	a vertical demand curve

	c.
	a linear, downward-sloping demand curve

	d.
	The elasticity of demand remains constant along all demand curves.


62.  

To determine whether a good is considered normal or inferior, what would one consider?

	a.
	the good's income elasticity of demand

	b.
	the good's price elasticity of demand

	c.
	the good's price elasticity of supply

	d.
	the good's cross-price elasticity of demand


63. 

If a 6 percent increase in income results in a 10 percent increase in the quantity demanded of pizza, what is the income elasticity of demand for pizza, and what type of good is pizza?

	a.
	negative, and therefore pizza is an normal good

	b.
	negative, and therefore pizza is a inferior good

	c.
	positive, and therefore pizza is an inferior good

	d.
	positive, and therefore pizza is a normal good


64. 

What can the cross-price elasticity of demand tell us?

	a.
	whether goods are normal or inferior

	b.
	whether goods are elastic or inelastic

	c.
	whether goods are luxuries or necessities

	d.
	whether goods are complements or substitutes


 65. 

If the cross-price elasticity of demand of two goods is 1.25, what would the two goods be?

	a.
	complements

	b.
	luxuries

	c.
	normal goods

	d.
	substitutes


Figure 5-9
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66. 

Refer to Figure 5-9. What is the elasticity of supply from point A to point C, using the midpoint method?

	a.
	0.375

	b.
	1.33

	c.
	0.75

	d.
	2.67


67. 

Why was OPEC successful in raising the world price of oil in the 1970s and early 1980s?

	a.
	There was an inelastic demand for oil and a reduction in the amount of oil supplied.

	b.
	There was a reduction in the amount of oil supplied and a world-wide oil embargo.

	c.
	There was a world-wide oil embargo and an elastic demand for oil.

	d.
	There was a reduction in the amount of oil supplied and an elastic demand for oil.


68. 

Which of the following statements about price controls is correct?

	a.
	Price controls produce an equitable outcome.

	b.
	Price controls produce an efficient outcome.

	c.
	Price controls are imposed by business firms to promote an equitable outcome.

	d.
	Price controls lead to shortages or surpluses.


69. 

What is a legal maximum price at which a good can be sold?

	a.
	a price floor

	b.
	a price stabilization

	c.
	a price support

	d.
	a price ceiling


70.  

Which of the following statements about a price floor is correct?

	a.
	A price floor is a legal minimum on the price at which a good can be sold.

	b.
	A price floor is a legal maximum on the price at which a good can be sold.

	c.
	A price floor will generally result in a market shortage.

	d.
	A price floor will benefit the consumer, but hurt the supplier.


71. 

What do we know about price ceilings and price floors?

	a.
	They are desirable because they make markets more efficient as well as equitable.

	b.
	They cause surpluses and shortages to persist since price cannot adjust to the market equilibrium price.

	c.
	They can be enacted to restore a market to equilibrium.

	d.
	They are imposed because they can make the poor in the economy better off without causing adverse effects.


Figure 6-2
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72.
Refer to Figure 6-2. At which price would there be a binding price ceiling?

	a.
	$8.00

	b.
	$10.00

	c.
	$12.00

	d.
	$14.00



73.
Refer to Figure 6-2. If the government imposes a binding price floor of $14.00 in this market, what is the result?

	a.
	a surplus of 20 units

	b.
	a shortage of 30 units

	c.
	a surplus of 40 units

	d.
	a shortage of 40 units



74.
Refer to Figure 6-2. If the government imposes a binding price ceiling of $8.00 in this market, what is the result?

	a.
	a surplus of 20 units

	b.
	a surplus of 40 units

	c.
	a shortage of 20 units

	d.
	a shortage of 30 units



75.
Refer to Figure 6-2. At what price would there be a binding price floor?

	a.
	a price of $10.00

	b.
	a price of $8.00

	c.
	any price above $10.00

	d.
	any price below $10.00


Figure 6-8
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76.
Refer to Figure 6-8. What is the equilibrium price in the market before the tax is imposed?

	a.
	$3.00

	b.
	$5.00

	c.
	$6.00

	d.
	$8.00



77.
Refer to Figure 6-8. What is the price buyers will pay after the tax is imposed?

	a.
	$5.00

	b.
	$6.00

	c.
	$7.00

	d.
	$8.00



78.
Refer to Figure 6-8. What is the price sellers receive after the tax is imposed?

	a.
	$5.00

	b.
	$6.00

	c.
	$7.00

	d.
	$8.00



79.
Refer to Figure 6-8. What is the amount of the tax imposed in this market?

	a.
	$1.00 per unit

	b.
	$1.50 per unit

	c.
	$2.50 per unit

	d.
	$3.00 per unit



80.
Refer to Figure 6-8. What is the share of the tax burden that buyers would pay?

	a.
	$1.00 per unit

	b.
	$1.50 per unit

	c.
	$2.00 per unit

	d.
	$3.00 per unit


81.
 
Refer to Figure 6-8. What is the share of the tax burden that sellers would pay?

	a.
	$1.00 per unit

	b.
	$1.50 per unit

	c.
	$2.00 per unit

	d.
	$3.00 per unit


82. 

What effect does a tax on buyers of coffee have on the equilibrium price (for buyers) and quantity?

	a.
	It reduces the equilibrium price of coffee, and increases the equilibrium quantity.

	b.
	It increases the equilibrium price of coffee, and reduces the equilibrium quantity.

	c.
	It increases the equilibrium price of coffee, and increases the equilibrium quantity.

	d.
	It reduces the equilibrium price of coffee, and reduces the equilibrium quantity.


83. 

In general, what do we know about tax incidence?

	a.
	It depends on the legislated burden.

	b.
	It is entirely random.

	c.
	It depends on the forces of supply and demand.

	d.
	It falls entirely on buyers or entirely on sellers.


Figure 6-11
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84.
 
Refer to Figure 6-11. In which market will the majority of a tax be paid by the buyer?

	a.
	market (a)

	b.
	market (b)

	c.
	market (c)

	d.
	impossible to determine



85.
Refer to Figure 6-11. In which market will the majority of a tax be paid by the seller?

	a.
	market (a)

	b.
	market (b)

	c.
	market (c)

	d.
	impossible to determine



86.
Refer to Figure 6-11. In which market will the tax be most equally divided between the buyer and the seller?

	a.
	market (a)

	b.
	market (b)

	c.
	market (c)

	d.
	impossible to determine


 87. 

In general, on which side of the market does a tax burden fall more heavily?

	a.
	on the side of the market that is perfectly elastic

	b.
	on the side of the market that is more elastic

	c.
	on the side of the market that is unit elastic

	d.
	on the side of the market that is less elastic



88. 
What do most labour economists believe about the supply of labour?

	a.
	It is less elastic than demand and therefore firms bear most of the burden of the payroll tax.

	b.
	It is less elastic than demand and therefore workers bear most of the burden of the payroll tax.

	c.
	It is more elastic than demand and therefore workers bear most of the burden of the payroll tax.

	d.
	It is more elastic than demand and therefore firms bear most of the burden of the payroll tax.


89. 

What is welfare economics?

	a.
	the study of the well-being of less fortunate people

	b.
	the study of welfare programs in Canada

	c.
	the study of the effect of income redistribution on work effort

	d.
	the study of how the allocation of resources affects economic well-being


90. 

What does willingness to pay measure?

	a.
	the amount a buyer is willing to pay for a good minus the amount the buyer actually pays for it

	b.
	the amount a seller actually receives for a good minus the minimum amount the seller is willing to accept

	c.
	the maximum amount a buyer is willing to pay minus the minimum amount a seller is willing to accept

	d.
	the maximum amount that a buyer will pay for a good


91. 

What does consumer surplus measure?

	a.
	the amount of a product a consumer can buy at a price below equilibrium price

	b.
	the difference between the amount a consumer has to pay and the amount the consumer would be willing to pay

	c.
	the number of consumers who are excluded from a market because of scarcity

	d.
	how much a buyer values a good


92. 

Denise values a stainless steel dishwasher for her new house at $500. The actual price of the dishwasher is $650. What will Denise do?

	a.
	buy the dishwasher and receive a consumer surplus of $150

	b.
	buy the dishwasher and receive a consumer surplus of $500

	c.
	not buy the dishwasher because her willingness to pay is greater than the price

	d.
	not buy the dishwasher because her willingness to pay is less than the price


93. 

What does producer surplus measure?

	a.
	the well-being of society as a whole

	b.
	the well-being of sellers

	c.
	the well-being of buyers and sellers

	d.
	the loss to sellers


94. 

Roger produces computer boards. His production cost is $10 per board. He sells the boards for $25 each. What is his producer surplus?

	a.
	$10 per board

	b.
	$15 per board

	c.
	$25 per board

	d.
	$35 per board


95. 

Which of the following equations is NOT correct?

	a.
	consumer surplus = value to buyers – amount paid by buyers

	b.
	producer surplus = amount received by sellers – cost of sellers

	c.
	total surplus = value to buyers – amount paid by buyers + amount received by sellers – costs of sellers

	d.
	total surplus = value to sellers – costs of sellers


96. 

The "invisible hand" is what concept in economics?

	a.
	a concept used to describe the welfare system in the United States

	b.
	a concept used by Adam Smith to describe the virtues of free markets

	c.
	a concept used by John Maynard Keynes to describe the role of government in guiding the allocation of resources in the economy

	d.
	a term used by some economists to describe what the role of government should be in an economy: present but invisible


97. 

What are externalities?

	a.
	side effects passed on to a party other than the buyers and sellers in the market

	b.
	external forces that help establish equilibrium price

	c.
	external forces that cause the price of a good to be higher than it otherwise would be

	d.
	side effects of government intervention in markets


Figure 7-6
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98.
Refer to Figure 7-6. At the equilibrium price, what would consumer surplus be?

	a.
	$480

	b.
	$640

	c.
	$1120

	d.
	$1280


 99.

Refer to Figure 7-6. If the price decreases from $22 to $16, by how much would consumer surplus increase?

	a.
	$120

	b.
	$360

	c.
	$480

	d.
	$600



100.
Refer to Figure 7-6. At the equilibrium price, what would producer surplus be?

	a.
	$480

	b.
	$640

	c.
	$1120

	d.
	$1280



101.
Refer to Figure 7-6. At the equilibrium price, what would total surplus be?

	a.
	$480

	b.
	$640

	c.
	$1120

	d.
	$1280



102.
Refer to Figure 7-6. Assume demand increases and as a result, equilibrium price increases to $22 and equilibrium quantity increases to 110. What would be the increase in producer surplus due to new producers entering the market?

	a.
	$90

	b.
	$210

	c.
	$360

	d.
	$480



103.
Refer to Figure 7-6. Assume demand increases and as a result, equilibrium price increases to $22 and equilibrium quantity increases to 110. What would be the increase in producer surplus to producers already in the market?

	a.
	$90

	b.
	$210

	c.
	$360

	d.
	$480



104.
Refer to Figure 7-6. Assume demand increases and as a result, equilibrium price increases to $22 and equilibrium quantity increases to 110. What would be the increase in total producer surplus?

	a.
	$210

	b.
	$360

	c.
	$480

	d.
	$570



105.
Refer to Figure 7-6. What would be the efficient price and quantity?

	a.
	$8 and 40

	b.
	$16 and 80

	c.
	$22 and 40

	d.
	$22 and 110



106.
Refer to Figure 7-6. If this market were currently at a quantity of 110, what would we know?

	a.
	Cost to sellers is equal to the value to buyers.

	b.
	The value to buyers is greater than the cost to sellers.

	c.
	The cost to sellers is greater than the value to buyers.

	d.
	Producer surplus would be greater than consumer surplus.



107.
Refer to Figure 7-6. If this market were currently at a quantity of 40, what would we know?

	a.
	Cost to sellers is equal to the value to buyers.

	b.
	The value to buyers is greater than the cost to sellers.

	c.
	The cost to sellers is greater than the value to buyers.

	d.
	Producer surplus would be greater than consumer surplus.


108. 
When a good is taxed, who is worse off?

	a.
	Both buyers and sellers are worse off.

	b.
	Only buyers are worse off because they ultimately pay the majority of the tax.

	c.
	Only sellers are worse off because the government holds them responsible for collecting the tax.

	d.
	Neither buyers nor sellers are worse off, since tax revenue is used to provide goods and services that would otherwise not be provided by the market.


109. 
What does deadweight loss represent?

	a.
	the reduction in total surplus that results from a tax

	b.
	the loss of profit to businesses when a tax is imposed

	c.
	the reduction in consumer surplus when a tax is placed on buyers

	d.
	the decline in government revenue when taxes are reduced in a market


110. 
Why does a tax have a deadweight loss?

	a.
	because it induces the government to spend more

	b.
	because it induces buyers to consume less and sellers to produce less

	c.
	because it causes a disequilibrium in the market

	d.
	because the loss to buyers is greater than the loss to sellers


Figure 8-3
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111.
Refer to Figure 8-3. What is the equilibrium price before the tax?

	a.
	$8

	b.
	$10

	c.
	$16

	d.
	$24



112.
Refer to Figure 8-3. What is the price that will be paid after the tax?

	a.
	$8

	b.
	$10

	c.
	$16

	d.
	$24



113.
Refer to Figure 8-3. What is the price sellers receive after the tax?

	a.
	$8

	b.
	$10

	c.
	$14

	d.
	$24



114.
Refer to Figure 8-3. What is the per unit burden of the tax on buyers?

	a.
	$6

	b.
	$8

	c.
	$14

	d.
	$16



115.
Refer to Figure 8-3. What is the per unit burden of the tax on the sellers?

	a.
	$6

	b.
	$8

	c.
	$14

	d.
	$16



116.
Refer to Figure 8-3. What is the amount of the tax imposed?

	a.
	$6

	b.
	$8

	c.
	$14

	d.
	$16



117.
Refer to Figure 8-3. What is the amount of tax revenue received by the government?

	a.
	$210

	b.
	$420

	c.
	$560

	d.
	$980



118.
Refer to Figure 8-3. What is the amount of deadweight loss as a result of the tax?

	a.
	$210

	b.
	$420

	c.
	$560

	d.
	$980


119. 
Assume that the supply of gasoline is relatively inelastic and the supply of wheat is relatively elastic. Compared to the decline in quantity from a similar percentage tax on wheat, how would we expect a tax on gasoline to cause the quantity of gasoline produced to decline?

	a.
	more

	b.
	less

	c.
	by the same amount

	d.
	either more or less, depending on the elasticity of demand


120. 
Which tax is the most important tax in the Canadian economy, according to economists?

	a.
	the income tax

	b.
	the tax on labour

	c.
	the inheritance tax

	d.
	corporate profit taxes



121.
What is Employment Insurance primarily a tax on?

	a.
	earnings from labour

	b.
	interest income

	c.
	real estate holdings

	d.
	consumption spending


122. 
How does trade raise the economic well-being of a nation?

	a.
	The gains of the winners exceed the losses of the losers.

	b.
	Everyone in an economy gains from trade.

	c.
	Since countries can choose what products to trade, they will pick those products that are most beneficial to society.

	d.
	Trade increases a country's gross domestic product (GDP).


123. 
How does trade raise the economic well-being of a nation?

	a.
	The gains of the winners exceed the losses of the losers.

	b.
	Everyone in an economy gains from trade.

	c.
	Since countries can choose what products to trade, they will pick those products that are most beneficial to society.

	d.
	Trade increases a country's gross domestic product (GDP).


Figure 9-1
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124.
Refer to Figure 9-1. Without trade, what would consumer surplus be?

	a.
	$210

	b.
	$245

	c.
	$420

	d.
	$455



125.
Refer to Figure 9-1. Without trade, what would producer surplus be?

	a.
	$210

	b.
	$245

	c.
	$420

	d.
	$455



126.
Refer to Figure 9-1. With free trade, how much would this country import/export?

	a.
	export 35 baskets

	b.
	import 40 baskets

	c.
	export 65 baskets

	d.
	import 70 baskets



127.
Refer to Figure 9-1. If this country chooses to trade, what would the price of baskets in this country be and how many would be sold domestically?

	a.
	$7 and 70 would be sold domestically

	b.
	$10 and 40 would be sold domestically

	c.
	$10 and 70 would be sold domestically

	d.
	$10 and 105 would be sold domestically



128.
Refer to Figure 9-1. With free trade, what would consumer surplus be?

	a.
	$45

	b.
	$80

	c.
	$160

	d.
	$210



129.
Refer to Figure 9-1. With free trade, what would producer surplus be?

	a.
	$80.00

	b.
	$122.75

	c.
	$210.00

	d.
	$472.50



130.
Refer to Figure 9-1. With trade, what is the increase in total surplus?

	a.
	$80.00

	b.
	$97.50

	c.
	$162.50

	d.
	$195.00



131.
Refer to Figure 9-1. For this country, at the world price, what is true?

	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.



132.
Refer to Figure 9-1. Which of the following is correct?

	a.
	This country has a comparative advantage in baskets.

	b.
	This country should import baskets.

	c.
	This country would be better off if the world price for baskets and its pre-trade price were equal.

	d.
	This country has an absolute advantage in baskets.



133.
Refer to Figure 9-1. What does the world price for baskets represent?

	a.
	the demand for baskets from the rest of the world

	b.
	the supply of baskets from the rest of the world

	c.
	the level of inefficiency in the domestic market caused by trade

	d.
	the gap between domestic quantity demanded and domestic quantity supplied, and the resulting shortage



134.
Refer to Figure 9-1. What occurs at the world price?

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

	b.
	The basket market is in equilibrium.

	c.
	The demand curve is perfectly inelastic.

	d.
	Both domestic producers and consumers will be better off.


Figure 9-11
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135.
Refer to Figure 9-11. Without trade, what would be the equilibrium price and quantity of carnations?

	a.
	$4 and 500

	b.
	$6 and 200

	c.
	$6 and 400

	d.
	$8 and 300



136.
Refer to Figure 9-11. What will happen in this market with free trade?

	a.
	The domestic price will equal the world price.

	b.
	Carnations will be sold at $8 in this market.

	c.
	There will be a shortage of 400 carnations in this market.

	d.
	There will be a surplus of 400 carnations in this market.



137.
Refer to Figure 9-11. Before the tariff is imposed, how many carnations will this country import/export?

	a.
	import 200 carnations

	b.
	import 400 carnations

	c.
	export 200 carnations

	d.
	export 400 carnations



138.
Refer to Figure 9-11. What is the size of the tariff on carnations?

	a.
	$2

	b.
	$4

	c.
	$6

	d.
	$8



139.
Refer to Figure 9-11. What effect does imposing a tariff on carnations have on imports?

	a.
	increases imports by 100

	b.
	increases imports by 200

	c.
	reduces imports by 200

	d.
	reduces imports by 400


140.

Refer to Figure 9-11. What is the amount of revenue collected by the government from the tariff?

	a.
	$200

	b.
	$400

	c.
	$500

	d.
	$600


141.

Refer to Figure 9-11. When a tariff is imposed in the market, how much do producers gain or lose?

	a.
	lose $100

	b.
	gain $100

	c.
	gain $200

	d.
	gain $300


142.

Refer to Figure 9-11. What is the amount of deadweight loss caused by the tariff?

	a.
	$100

	b.
	$200

	c.
	$300

	d.
	$400



143.
Refer to Figure 9-11. When the tariff is imposed, how much do consumers gain or lose?

	a.
	lose $500

	b.
	lose $900

	c.
	gain $500

	d.
	gain $900



144.
Refer to Figure 9-11. Before the tariff is imposed, what is government revenue?

	a.
	zero

	b.
	$200

	c.
	$300

	d.
	$400


145. 
Import quotas and tariffs have each of the following in common EXCEPT what?

	a.
	total surplus falls

	b.
	deadweight losses occur

	c.
	producer surplus increases

	d.
	revenue to government is raised


146. 
Why do private markets fail to account for externalities?

	a.
	Externalities don’t occur in private markets.

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

	c.
	Decision makers 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.


147. 
Why are markets often inefficient when negative externalities are present?

	a.
	Private costs exceed social costs at the private market solution.

	b.
	Externalities can never be corrected without government regulation.

	c.
	Social costs exceed private costs at the private market solution.


	
53.
151. Refer to Figure 10-2. At the private market outcome, what will the equilibrium price be?

a.

P0
b.

P1
c.

P2
d.

P3

54.
152. Refer to Figure 10-2. What is the total surplus derived from the most efficient outcome?

a.

a + b

b.

a + b + c + d

c.

a + b + c + d + e + f

d.

a + b + c + e + g


55.
153. Refer to Figure 10-2. Assume that the concert organizers must purchase a concert permit (the cost for the permit is included in private cost) before organizing the concert. What criterion should the city use in determining whether or not to issue a permit?

a.

The majority vote of the residents in surrounding neighbourhoods should determine whether a permit is issued.

b.

As long as the value to consumers of concerts exceeds the cost of concerts (including the external costs), the permit should be issued.

c.

As long as concert organizers are willing to return the park to its original condition after the concert, the permit should be issued.

d.

The permit should not be issued as long as there are identifiable external costs imposed on residents in surrounding neighbourhoods.


	

	
	




154. 
When producers operate in a market characterized by negative externalities, what will a tax do that forces them to internalize the externality?

	a.
	It will give sellers the incentive to account for the external effects of their actions.

	b.
	It will have an offsetting effect that reduces the producers' private production costs.

	c.
	It will increase the amount of the commodity exchanged in market equilibrium.

	d.
	It will restrict the producers' ability to take the costs of the externality into account when deciding how much to supply.




155.
What would be an optimal tax on pollution (a negative externality)?

	a.
	one for which producers choose not to produce any pollution

	b.
	one for which producers internalize the cost of the pollution

	c.
	one for which a benevolent social planner is able to maximize production

	d.
	one for which the value to consumers at market equilibrium exceeds the cost of production (including tax)
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