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Chapter 1 What Is Economics?
1.1 Definition of Economics

1) In a world characterized by scarcity

A) all goods are free.

B) opportunity cost is zero.

C) we are not limited by time.

D) individuals need not work to obtain goods.

E) people must make choices among alternatives.
Answer: E

Diff: 1 Type: MC

Topic: Definition of Economics

2) Which of the following is the best definition of economics?

A) the study of how a provincial government allocates tax dollars

B) the study of how consumers spend their income

C) the study of how producers decide what inputs to hire and what outputs to produce

D) the study of how individuals, businesses, governments, and entire societies make choices as
they cope with scarcity and the incentives that influence and reconcile those choices

E) the study of how consumers and producers meet each other at the market

Answer: D

Diff: 1 Type: MC

Topic: Definition of Economics

3) Which of the following is a microeconomic topic?

A) the reasons why a consumer buys less honey

B) the reasons why the average price level in a country falls
C) the cause of increasing unemployment

D) the effect of the government budget deficit on inflation
E) the reasons why the labour force in a country decreases
Answer: A

Diff: 1 Type: MC

Topic: Definition of Economics

4) The study of how wages are set for New Brunswick teachers is classified as
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A) a macroeconomic topic.

B) a microeconomic topic.

C) economics of social interest.
D) economics of private interest.
E) normative economics.
Answer: B

Diff: 1 Type: MC

Topic: Definition of Economics

Copyright © 2013 Pearson Canada Inc.



5) Which of the following newspaper headlines concerns a macroeconomic issue?

A) Why are people buying more SUVs and fewer minivans?

B) How would a tax on e-commerce affect chapters.indigo.ca?

C) How would an unexpected freeze in Oxford, Nova Scotia change the price of blueberries in
the Maritimes?

D) Why is Japan's economy stagnant?

E) Why do grain producers purchase less pesticides?

Answer: D

Diff: 1 Type: MC

Topic: Definition of Economics

6) The branch of economics that studies the choices of individuals and businesses is
A) macroeconomics.

B) microeconomics.

C) positive economics.

D) normative economics.

E) social economics.

Answer: B

Diff: 1 Type: MC

Topic: Definition of Economics

Source: Study Guide

7) Each of the following would be considered a macroeconomic topic except
A) the reasons for a decrease in the unemployment rate.

B) the cause of recessions.

C) the effect of the government budget deficit on inflation.

D) the determination of aggregate income.

E) the selection of production techniques.

Answer: E

Diff: 2 Type: MC

Topic: Definition of Economics

8) Complete the following sentence. Macroeconomics

A) is primarily concerned with the operation of individual markets in the economy.
B) deals mainly with the economic behaviour of households.

C) is the only part of economics to deal with government decisions.

D) is primarily concerned with the behaviour of the stock market.

E) is the study of the national economy and the global economy.

Answer: E

Diff: 2 Type: MC

Topic: Definition of Economics
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9) The determination of prices in individual markets is primarily a concern of
A) positive economics.

B) negative economics.

C) macroeconomics.

D) microeconomics.

E) descriptive economics.

Answer: D

Diff: 2 Type: MC

Topic: Definition of Economics

10) Which one of the following topics does macroeconomics study?
A) decisions of individual firms

B) effects of government safety regulations on the price of cars

C) the performance of the global economy

D) prices of individual goods and services

E) effects of taxes on the price of gasoline

Answer: C

Diff: 2 Type: MC

Topic: Definition of Economics

11) Which one of the following topics does microeconomics study?
A) reasons for a fall in the price of orange juice

B) the effect of a rise in the Canadian dollar on Canada's exports
C) effect of interest rates on national economic growth

D) effect of the government budget deficit on employment

E) determination of total production in a country

Answer: A

Diff: 2 Type: MC

Topic: Definition of Economics

12) Complete the following sentence. Microeconomics is

A) not concerned with factors of production.

B) concerned with normative issues only.

C) concerned with the size of the total amount of income earned by all households in an
economy.

D) the branch of economics that studies the choices of individuals and businesses.

E) concerned exclusively with the role of the government in the economy.

Answer: D

Diff: 2 Type: MC

Topic: Definition of Economics
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13) Which of the following would be considered a microeconomic topic?
A) the severity of a recession

B) the cause of unemployment in the economy

C) the effect of the government budget deficit on inflation

D) the determination of aggregate income

E) the study of how wages are set for mine workers

Answer: E

Diff: 2 Type: MC

Topic: Definition of Economics

14) The branch of economics that studies the national economy and the global economy is
A) macroeconomics.

B) microeconomics.

C) Keynesian economics.

D) positive economics.

E) normative economics.

Answer: A

Diff: 1 Type: MC

Topic: Definition of Economics

15) The fact that human wants cannot be fully satisfied with available resources is called the
problem of

A) opportunity cost.

B) scarcity.

C) normative economics.

D) marginal cost.

E) the big tradeoff.

Answer: B

Diff: 1 Type: MC

Topic: Definition of Economics

16) The problem of scarcity exists

A) only in economies that lack incentives.

B) only in economies that have incentives.

C) in all economies.

D) only when people are unemployed.

E) now but will be eliminated with economic growth.
Answer: C

Diff: 2 Type: MC

Topic: Definition of Economics
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17) The inescapable economic fact is that

A) there are unlimited wants and limited resources.

B) there are unlimited resources, and we just have to figure out how to allocate them.
C) capitalists are always exploiting the workers.

D) unions are always exploiting firms.

E) capitalists and unions cannot work together.

Answer: A

Diff: 2 Type: MC

Topic: Definition of Economics

18) An incentive :

A) could be a reward but could not be a penalty

B) could be a penalty but could not be a reward

C) could be either a reward or a penalty

D) is the opposite of a tradeoff

E) occurs in the macroeconomy but not in the microeconomy
Answer: C

Type: MC

19) Scarcity confronts :

A) neither the poor nor the rich

B) the rich but not the poor

C) the poor but not the rich

D) the rich and the poor

E) families with incomes less than $25,000 a year
Answer: D

Type: MC
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1.2 Two Big Economic Questions

1) The two big economic questions

A) involve self-interest only.

B) involve only social interest.

C) involve neither self-interest nor social interest.
D) do not arise from scarcity.

E) involve both self-interest and social interest.
Answer: E

Diff: 1 Type: MC

Topic: Two Big Economic Questions

2) The two big economic questions

A) summarize the scope of economics.

B) are "what goods and services are produced?" and "how are goods and services produced?"
C) have nothing to do with goods and services.

D) do not consider for whom goods and services are produced.

E) have nothing to do with the way goods and services are produced.

Answer: A

Diff: 1 Type: MC

Topic: Two Big Economic Questions

3) The two big economic questions include all of the following except

A) what to produce.

B) why to produce.

C) how to produce.

D) for whom to produce.

E) can choices made in the pursuit of self-interest also promote the social interest.
Answer: B

Diff: 2 Type: MC

Topic: Two Big Economic Questions

4) When a firm decides to produce more hybrid cars and fewer gas guzzlers, it is answering the
question.

A) "how"

B) "what"

C) "who"

D) "where"

E) "when"

Answer: B

Diff: 2 Type: MC

Topic: Two Big Economic Questions
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5) When a textile firm decides to produce more silk fabric and less cotton fabric, it is answering
the question.

A) "who"

B) "how"

C) "what"

D) "where"

E) "when"

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions

6) When a farmer decides to harvest tomatoes using machines instead of migrant workers, the
farmer is answering the question.

A) "what"

B) "how"

C) "who"

D) "where"

E) "when"

Answer: B

Diff: 2 Type: MC

Topic: Two Big Economic Questions

7) Complete the following sentence. Capital is

A) money in the bank.

B) "gifts of nature.”

C) tools, instruments, machines, buildings, and other constructions that businesses use to produce
goods and services.

D) land.

E) stocks and bonds.

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

8) When a firm decides to produce computers using robots instead of people, it is answering the
question.

A) "what"

B) "where"

C) "how"

D) "who"

E) "when"

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions
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9) To meet increased demand for its good, a firm decides to hire a few high-skilled workers,
rather than hire many low-skilled workers. The firm is answering the question.
A) "when"

B) "what"

C) "who"

D) "where"

E) "how"

Answer: E

Diff: 2 Type: MC

Topic: Two Big Economic Questions

10) An art museum decides to offer tours by having visitors listen to CDs rather than have tour
guides. The museum is answering the question.

A) "what"

B) "who"

C) "how"

D) "where"

E) "when"

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions

11) To earn income, people sell the services of the factors of production they own. Land earns
; labour earns ; capital earns and entrepreneurship earns

A) profit; wages; rent; interest

B) wages; interest; profit; rent

C) rent; wages; interest; profit

D) profit; interest; wages; rent

E) interest; profit; rent; wages
Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions

12) The fact that some people can afford to live in beautiful homes while others are homeless is
an example of an economy facing the question.

A) "what"

B) "how"

C) "for whom"

D) "where"

E) "when"

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions
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13) The fact that a hockey star earns $3 million a year while a teacher earns $50,000 annually is
an example of an economy facing the question.

A) "what"

B) "how"

C) "where"

D) "for whom"

E) "when"

Answer: D

Diff: 2 Type: MC

Topic: Two Big Economic Questions

14) Complete the following sentence. Entrepreneurship is

A) defined as money.

B) traded on the stock market.

C) categorized as capital.

D) the human resource that organizes labour, land and capital.
E) categorized as the factor of production labour.

Answer: D

Diff: 2 Type: MC

Topic: Two Big Economic Questions

15) Sue, who has a law degree, earns $200,000 a year, while Chris, a high-school dropout, earns
$5.00 an hour. This is an example of an economy facing the question.

A) "what"

B) "how"

C) "for whom"

D) "where"

E) "when"

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions

16) A star athlete can afford a garage full of exotic cars while other people can only afford to
take a city bus for transportation. This is an example of an economy facing the
question.

A) "what"

B) "how"

C) "for whom"

D) "where"

E) "when"

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions
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17) Complete the following sentence. Financial capital is

A) one of the "gifts of nature.”

B) the tools and machines that are used to produce goods and services.
C) money, stocks, and bonds.

D) used in the production of goods and services.

E) land.

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

18) Which factor of production earns the most income?
A) capital

B) land

C) labour

D) entrepreneurship

E) the stock market

Answer: C

Diff: 2 Type: MC

Topic: Two Big Economic Questions

19) What choices are best for the entire society?
A) self-interest choices

B) minority group choices

C) social interest choices

D) ethnic group choices

E) regional interest choices

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

20) Self-interest choices are

A) those choices which are best for the person making them.
B) never in the social interest.

C) always in the social interest.

D) those choices that are best for all residents of a region.

E) choices that are agreed to by majority vote.

Answer: A

Diff: 3 Type: MC

Topic: Two Big Economic Questions
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21) The expansion of international trade, borrowing and lending, and investment is
A) the big tradeoff.

B) industrial revolution.

C) corporate revolution.

D) globalization.

E) antiglobalization.

Answer: D

Diff: 3 Type: MC

Topic: Two Big Economic Questions

22) Which of the following relates factors of production to the sources of income correctly?
A) Land earns interest.

B) Land earns rent.

C) Labour earns rent.

D) Capital earns profit.

E) Entrepreneurship earns rent.

Answer: B

Diff: 1 Type: MC

Topic: Two Big Economic Questions

23) Which statement about incomes earned by factors of production is false?
A) Land earns rent.

B) Natural resources earn rent.

C) Labour earns wages.

D) Capital earns profit.

E) Entrepreneurship earns profit.

Answer: D

Diff: 1 Type: MC

Topic: Two Big Economic Questions

24) A tractor is an example of which of the following factors of production?
A) capital

B) labour

C) land

D) entrepreneurship

E) energy

Answer: A

Diff: 1 Type: MC

Topic: Two Big Economic Questions
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25) Which one of the following is an example of capital as a factor of production?
A) money held by Tim Hortons

B) a Bell Canada bond

C) an automobile factory owned by Ford

D) a high school teacher

E) natural gas

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

26) Which of the following would an economist classify as capital?
A) natural resources

B) a deposit of silver

C) entrepreneurship

D) a computer

E) land

Answer: D

Diff: 1 Type: MC

Topic: Two Big Economic Questions

27) Which one of the following is labour?
A) money

B) a carpenter's hammer

C) a shoe factory

D) a bread-slicing machine

E) a singer's voice

Answer: E

Diff: 1 Type: MC

Topic: Two Big Economic Questions

28) Which one of the following would economists classify as land?
A) an automotive plant in British Columbia

B) rich agricultural soil in Saskatchewan

C) an oil rig in the Atlantic Ocean

D) an elementary school in Nova Scotia

E) automobiles parked in a parking lot in Manitoba

Answer: B

Diff: 2 Type: MC

Topic: Two Big Economic Questions
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29) Which one of the following is an example of land?
A) Bono's singing voice

B) a computer program

C) Lake Erie

D) aroad

E) adam

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

30) Which one of the following is an example of a factor of production?
A) an insurance policy

B) a donut

C) the skills of a welder

D) an IBM stock certificate

E) a computer game

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

31) Which one of the following is an example of capital?
A) money

B) a carpenter

C) pasture

D) a bread-slicing machine

E) a university professor

Answer: D

Diff: 1 Type: MC

Topic: Two Big Economic Questions

32) The creation of a successful movie illustrates choices made in self-interest that also achieve
the social interest if :

A) the movie has a higher attendance than any other movie produced that year

B) the movie is produced at the lowest possible cost, and the movie gives the greatest possible
benefit

C) the movie addresses a social issue

D) the movie is an Academy award winner because an Academy award winning movie is most
popular with the movie-going public

E) the movie is produced in a country where workers typically earn less than workers in North
America

Answer: B

Diff: 1 Type: MC

Topic: Two Big Economic Questions

Source: MyEconLab
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33) The creation of a successful movie can influence the main questions that economics seeks to
answer. Choose the statement that is false.

A) The movie influences the how question because the movie can create new production
techniques, which can be used in subsequent films.

B) The movie influences the for whom question because the people who earn higher incomes
through the movie production buy more goods and services.

C) The movie influences the when question because movie crews work on many different films
and must be available for the entire production.

D) The movie influences the what question because it can lead to spinoff goods or a new movie
genre, which can result in the production of similar films.

E) The movie influences the how question because it can use unknown actors or Academy
Award winners.

Answer: C

Diff: 1 Type: MC

Topic: Two Big Economic Questions

Source: MyEconLab

34) Choose the correct statement.

A) Canada produces more services than goods.

B) Canada produces more goods than services.

C) Canada produces an equal quantity of goods and services.

D) China's production of services is a greater percentage of its total production than Canada's.
E) Canada'’s production of manufacturing is a greater percentage of its total production than
China's.

Answer: A

Type: MC

35) In Canada percent of the adult population have completed high school and
percent have a university degree.

A) 23; 93

B) 93; 53

C) 93; 23

D) 100; 53

E) 53; 23

Answer: C

Type: MC

36) Which of the following is not a factor of production?
A) the water used to cool a nuclear power plant

B) the effort of farmers raising cattle

C) the wages paid to workers

D) the management skill of a small business owner

E) the land used by a farmer to grow wheat

Answer: C

Type: MC
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1.3 The Economic Way of Thinking

1) Opportunity cost is

A) the value of your favourite activity.

B) your value of leisure.

C) the money you spend on food, shelter, and clothing.

D) the marginal benefit from an activity.

E) the highest-valued alternative that we give up to get something.
Answer: E

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

2) During the next hour John can choose one of the following three activities: playing basketball,
watching television, or reading a book. The opportunity cost of reading a book

A) depends on how much the book cost when it was purchased.

B) is the value of playing basketball if John prefers that to watching television.

C) is the value of playing basketball and the value of watching television.

D) depends on how much John enjoys the book.

E) is the value of watching television if John prefers playing basketball to watching television.
Answer: B

Diff: 3 Type: MC

Topic: The Economic Way of Thinking

3) Sally has to decide whether to study for her economics test or her accounting test. If she
chooses to study for accounting, her opportunity cost of studying accounting is

A) studying economics.

B) less than the value of studying economics.

C) not comparable to the value of studying economics.

D) equal to the value of studying economics.

E) the future lost wages that will occur if she fails her accounting exam.

Answer: A

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

4) When the government of Alberta chooses to build more roads, the required resources are no
longer available to provide better health care facilities. This situation illustrates the concept of
A) marginal benefit.

B) monetary cost.

C) opportunity cost.

D) human capital.

E) entrepreneurship.

Answer: C

Type: MC

Topic: The Economic Way of Thinking
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5) The concept of opportunity cost

A) is relevant only for European countries.

B) suggests that individuals can achieve all they want.

C) suggests a major increase in public education spending means a reduced expansion in the
public healthcare system.

D) is relevant only for developed countries.

E) is relevant only for developing countries.

Answer: C

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

6) Which one of the following is a necessary consequence of scarcity?
A) no choices required

B) high profits

C) the requirement of making choices

D) all wants are satisfied

E) low profits

Answer: C

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

7) To make choices, people must

A) be able to carry out complex mathematical calculations.
B) have unlimited resources.

C) be free from government constraint.

D) have unlimited access to information at no cost.

E) evaluate the values of alternative actions.

Answer: E

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

8) When the government chooses to use resources to build a dam, those resources are no longer
available to build a highway. This illustrates the concept of
A) a market.

B) macroeconomics.

C) opportunity cost.

D) a "how" tradeoff.

E) the big tradeoff.

Answer: C

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

Source: Study Guide
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9) What is the definition of marginal benefit?

A) the cost of an increase in an activity

B) the sum of benefit and cost that arises from an increase in an activity
C) the cost of a decrease in an activity

D) the benefit that arises from an increase in an activity

E) the benefit that arises from a decrease in an activity

Answer: D

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

10) When asked in an interview what she missed the most because of the time she spent training
for the Olympics, a rower, who lived on her own, answered "a normal social life." She also
revealed that she had given up a job that paid $30,000 per year to train fulltime. She received a
grant of $8,000 per year from Sport Canada, but this failed to cover all her training expenses. Her
food and rent were $5,000 per year and training expenses were $12,000 per year. Aside from the
value of a normal social life, what is the annual opportunity cost, expressed in dollars, to this
rower of "Going for Gold"?

A) $25,000

B) $4,000

C) $30,000

D) $39,000

E) $34,000

Answer: E

Diff: 3 Type: MC

Topic: The Economic Way of Thinking

11) Saskatchewan had more hospitals than Ontario, despite having one-tenth the population. The
Saskatchewan government closed many of these hospitals in spite of widespread local protests.
Which one of the following arguments is true?

A) Since hospitals have positive benefits, they should never be closed.

B) If Saskatchewan had more hospitals than Ontario, it must have had too many hospitals.

C) The Saskatchewan government must have thought the marginal benefit from one of these
hospitals exceeded its marginal cost.

D) The Saskatchewan government must have thought the marginal benefit from one of these
hospitals was less then its marginal cost.

E) The communities where these hospitals existed bore no costs from these decisions, because
they did not pay for any of the hospital operating costs.

Answer: D

Diff: 3 Type: MC

Topic: The Economic Way of Thinking
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12) "There can be too much of a good thing." This statement suggests that

A) choices made in self-interest cannot be applied to many economic decisions.

B) a good may be produced to the point where its marginal cost exceeds its marginal benefit.
C) certain goods and services such as education and health care are inherently desirable and
should be produced regardless of costs and benefits.

D) a good may be produced to the point where its marginal benefit exceeds its marginal cost.
E) a good may be produced to the point where its marginal benefit is equal to its marginal cost.
Answer: B

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

13) Which of the following sayings best describes opportunity cost?
A) "Make hay while the sun shines."

B) "Love of money is the root of all evil."

C) "Boldly go where no one has gone before."

D) "There's no such thing as a free lunch.”

E) "Baseball has been very good to me."

Answer: D

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

Source: Study Guide

14) If you take an additional class this term, you can graduate earlier. This is an example of
A) opportunity cost.

B) total cost.

C) the pursuit social interest.

D) marginal benefit.

E) social cost.

Answer: D

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

15) Marginal benefit is the

A) total benefit from an activity.

B) additional benefit from a decrease in an activity.
C) additional benefit from an increase in an activity.
D) opportunity cost of a decrease in an activity.

E) opportunity cost of an increase in an activity.
Answer: C

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

Source: Study Guide
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16) Complete the following sentence. Marginal cost is
A) the total cost of an activity.

B) the cost of a decrease in an activity.

C) the cost of an increase in an activity.

D) the opportunity cost of a decrease in an activity.

E) equal to marginal benefit.

Answer: C

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

17) The big tradeoff is the tradeoff between

A) taxes and transfers.

B) equality and efficiency.

C) current consumption and a higher future standard of living.
D) guns and bultter.

E) personal security and private property.

Answer: B

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

Source: Study Guide

18) Monika will choose to eat a seventh pizza slice if

A) the marginal benefit from the seventh slice is greater than its marginal cost.
B) the marginal benefit from the seventh slice is less than its marginal cost.

C) the total benefit from all seven slices is greater than their total cost.

D) the total benefit from all seven slices is less than their total cost.

E) she has enough money to pay for it.

Answer: A

Diff: 2 Type: MC

Topic: The Economic Way of Thinking

Source: Study Guide

19) Before starring as Tony Stark in Iron Man, Robert Downey Jr. had played in 45 movies that
had average first-weekend box office revenues of a bit less than $5 million. Iron Man grossed

$102 million in its first weekend. The success of Iron Man the opportunity cost of
hiring Robert Downey Jr.
Movie producers now have incentive to hire Robert Downey Jr.

A) increases; less

B) decreases; less

C) decreases; more

D) increases; more

E) decreases; zero

Answer: D

Diff: 1 Type: MC

Topic: The Economic Way of Thinking
Source: MyEconLab
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20) The night before a history test, you decide to go to the movies instead of reviewing your
notes. You get 60 percent on your test compared with the 75 percent that you normally score.
You a tradeoff , and the opportunity cost of your evening at the movies was

A) faced; between a higher test score and an evening at the movies; the 15 percent fall in your
grade

B) did not face; because your roommates agreed you should go to the movies and not study; zero
C) did not face; because you made the best choice; zero

D) faced; between a higher test score and an evening at the movies; the mark of 60 percent on
your test

E) did not face; most students get 60 percent on history tests; the mark of 60 percent on your test
Answer: A

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

Source: MyEconLab

21) A university decides to change its late night bus service between the campus and student
housing from a fare-based service to a free service. This statement means that the incentive to
ride the bus and the opportunity cost of a bus ride . The university's decision
isa decision.

A) changes; decreases; microeconomic

B) changes; decreases; macroeconomic

C) remains the same; remains the same; macroeconomic

D) remains the same; remains the same; microeconomic

E) changes; increases; microeconomic

Answer: A

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

Source: MyEconLab
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Use the information below to answer the following question.
Fact 1.1.1 Costs Soar for London Olympics

The regeneration of East London, the site of the 2012 Olympic Games, is set to add extra £1.5
billion to taxpayers' bill.
The Times, London, July 6, 2006

22) Refer to Fact 1.1.1. The cost of regenerating East London an opportunity cost of
hosting the 2012 Olympic Games

A) is not; because few people attending the 2012 Olympics will spend much time outside
Olympic venues

B) is; if the costs of the East London regeneration is equal to a significant percentage of the total
amount spent by London taxpayers to host the 2012 Olympics

C) is; if the regeneration of East London would not occur unless London hosted the 2012
Olympics

D) is not; because regenerating East London is an unnecessary expense

E) is; if the property taxes of people living in East London increase

Answer: C

Diff: 1 Type: MC

Topic: The Economic Way of Thinking

Source: MyEconLab

23) You have the choice of going on vacation to Florida for one week, staying at work for the
week, or spending the week doing fix-up projects around your house. If you decide to go to
Florida, the opportunity cost of the trip is

A) working and doing fix-up projects

B) working or doing fix-up projects, depending on which you would have done otherwise

C) working, because you would be giving up dollars

D) nothing because you will enjoy the trip to Florida

E) variable depending on the weather you leave behind in Canada

Answer: B

Type: MC

24) Laura is a manager for HP. When Laura must decide whether to produce a few additional
printers, she is choosing at the margin when she compares

A) the total revenue from sales of printers to the total cost of producmg all the printers

B) the extra revenue from selling a few additional printers to the extra costs of producing the
printers

C) the extra revenue from selling a few additional printers to the average cost of producing the
additional printers

D) the revenue from selling HP's printers as compared to printers from competing companies,
such as Lexmark

E) the cost of producing HP's printers as compared to printers from competing companies, such
as Lexmark

Answer: B

Copyright © 2013 Pearson Canada Inc.



Type: MC

25) Which of the following creates an incentive to increase the amount of an activity?

A) an increase in the marginal cost of the activity and a decrease in the marginal benefit from the
activity

B) a decrease in the marginal cost of the activity and an increase in the marginal benefit from the
activity

C) constant marginal cost and constant marginal benefit from the activity

D) an increase in the marginal cost of the activity and an equal increase in the marginal benefit
from the activity

E) a decrease in the marginal cost of the activity and an equal decrease in the marginal benefit
from the activity

Answer: B

Type: MC

Copyright © 2013 Pearson Canada Inc.



1.4 Economics as Social Science and Policy Tool

1) Statements about "what ought to be" are called

A) positive statements.

B) normative statements.

C) economic statements.

D) scientific statements.

E) hypotheses.

Answer: B

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

2) Statements about "what is" are called

A) positive statements.

B) normative statements.

C) economic statements.

D) scientific statements.

E) hypotheses.

Answer: A

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

3) Which of the following statements is normative?

A) Scientists should not make normative statements.

B) Warts are caused by handling toads.

C) As e-book prices fall, people buy more of them.

D) If income increases, sales of luxury goods fall.

E) There is more caffeine in a cup of tea than in a cup of coffee.
Answer: A

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

Source: Study Guide

4) A positive statement is

A) about what ought to be.

B) about what is.

C) always true.

D) capable of evaluation as true or false by observation and measurement.
E) Band D.

Answer: E

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

Source: Study Guide
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5) A positive statement is

A) always true.

B) always false.

C) about what ought to be.

D) what is currently believed about the way the world operates.
E) an opinion that cannot be verified.

Answer: D

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

6) A normative statement is

A) about what should be.

B) about what is.

C) always true.

D) always false.

E) capable of evaluation, as true or false, by observation and measurement.
Answer: A

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

7) "The rich should face higher income tax rates than the poor."” This is an example of
A) a normative statement.

B) a positive statement.

C) a negative statement.

D) economic reasoning.

E) neither a normative nor a positive statement.

Answer: A

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

8) Which of the following is an example of a positive statement?

A) Canada should cut back on its use of carbon-based fuels such as coal and oil.
B) Increasing the minimum wage results in more unemployment.

C) Every Canadian should have equal access to health care.

D) The Bank of Canada ought to cut the interest rate.

E) Canada should have lower tax rates for wealthier Canadians.

Answer: B

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool
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9) Complete the following sentence. Economic models

A) do not answer questions about the economic world.

B) include most of the details of the economic world.

C) describe some aspect of the economic world, but include only those features needed for the
purpose at hand.

D) answer questions that arise from normative statements.

E) were first developed in the 1970s.

Answer: C

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

10) The scientific purpose of simplifying assumptions in an economic model is to

A) avoid confronting difficult issues.

B) eliminate the need for further testing of the implications of the model.

C) abstract from the complexities of the real world those issues that are not important for the
issues under examination.

D) eliminate the possibility of personal bias in the model.

E) add necessary hypotheses to the problem.

Answer: C

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

11) Model A is superior to model B if

A) it contains more real world detail than model B.

B) it contains fewer unrealistic assumptions than model B.

C) its predictions correspond more closely to the facts than the predictions of model B.
D) it is preferred by a majority of researchers in a public opinion poll.

E) it is scientifically "elegant.”

Answer: C

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

12) In choosing among alternative models, economists generally have the strongest preference
for models that

A) have assumptions that are close to exact replicas of reality.

B) are detailed and complex, with every available fact and figure included.

C) have few assumptions and are as simple as possible, even if they cannot predict very well.
D) predict better than any other that is available.

E) have assumptions that are complicated.

Answer: D

Type: MC

Topic: Economics as Social Science and Policy Tool
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13) A normative statement is a statement regarding
A) what is usually the case.

B) the assumptions of an economic model.

C) what ought to be.

D) the predictions of an economic model.

E) what is.

Answer: C

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool
Source: Study Guide

14) "The rich face higher income tax rates than the poor" is an example of a
A) a normative statement.

B) a positive statement.

C) a predictive statement.

D) a theoretical statement.

E) an analytical statement.

Answer: B

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

15) An economic model is tested by

A) examining the realism of its assumptions.

B) comparing its predictions with the facts.

C) comparing its complexity to other models that deal with similar issues.
D) the Testing Committee of the Canadian Economic Association.

E) comparing its descriptions and examining the realism of its assumptions.
Answer: B

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

16) Which of the following is a positive statement?

A) Low rents restrict the supply of housing.

B) Low rents are better for a city than high rents.

C) Housing costs too much.

D) Owners of apartment buildings ought to be free to charge whatever rent they want.
E) Government should control the rents that apartment owners charge.

Answer: A

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

Source: Study Guide
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17) "The rich face higher income tax rates than the poor, which is not good since it is the rich
who provide jobs for the poor.” This is an example of

A) a normative statement.

B) a positive statement.

C) a negative statement.

D) a theoretical statement.

E) a descriptive statement.

Answer: A

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

18) An economic model is

A) tested by examining the realism of its assumptions.

B) useful if it predicts well, even if its assumptions are not realistic.

C) tested by the Testing Committee of the Canadian Economic Association.
D) not useful unless it predicts with 100 percent accuracy.

E) not useful because it simplifies real problems.

Answer: B

Diff: 1 Type: MC

Topic: Economics as Social Science and Policy Tool

19) Select the best statement about economic models.

A) An economic model must always be correct in its predictions or it must be discarded.

B) An economic model is evaluated based on the realism of its assumptions.

C) An economic model should not generate predictions about actual events in the real world,
since it discusses only abstract events.

D) An economic model will be discarded if its predictions are often in conflict with the facts.
E) Economic models are all false.

Answer: D

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

20) To disentangle cause and effect, economists use economic models and use to test
the predictions of those models.

A) the what, how, and for whom questions

B) positive statements and normative statements

C) personal economic policy, business economic policy, and government economic policy
D) natural experiments, statistical investigations, and economic experiments

E) marginal benefit and marginal cost

Answer: D

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

Source: MyEconLab
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21) Which of the following statements are positive?

1. The federal government should increase production of biofuels.
2. Air travel has increased since September 11.

3. The greatest number of accidents are caused by drunk drivers.
4. We ought to have a cure for cancer.

A) statements 1 and 4 are positive

B) statements 2 and 3 are positive

C) statements 1 and 2 are positive

D) statements 3 and 4 are positive

E) statements 2 and 4 are positive

Answer: B

Diff: 2 Type: MC

Topic: Economics as Social Science and Policy Tool

Source: MyEconLab

22) Which of the following statements are true regarding "positive" statements?
I. They describe what "ought to be."

Il. They describe what is believed about how the world appears.
I11. They can be tested as to their truthfulness.

A) land Il

B) Il and I

C) land I

D) I, lland I

E) None of the statements are true.

Answer: B

Type: MC

23) Which of the following is a normative statement?

A) Next year's inflation rate will be under 4 percent.

B) Consumers will buy more gasoline over the December holiday period than they bought during
the summer holiday period even if the price of gas is 10 cents a litre higher than it was during the
summer.

C) Government cuts in welfare spending impose an unfair hardship on the poor.

D) A wheat shortage or surplus is always the result of federal government policies.

E) Hurricane Irene caused more damage in the United States than Hurricane Katrina.

Answer: C

Type: MC

Copyright © 2013 Pearson Canada Inc.



1.5 Appendix: Graphing Data

Use the figure below to answer the following questions.

Y Y
a °
.
® °
« *
e *
o * ®
e o
X
0 0
(a) (b)
14 Y
L °
° o
° .Oo .o o .°
X
o 0
(<) (d)
Figure 1A.1.5

1) The graphs in Figure 1A.1.5 are examples of

A) dot graphs.

B) graphs that show no relationship between x and y.
C) dot diagrams.

D) scatter diagrams.

E) none of the above.

Answer: D

Diff: 1 Type: MC

Topic: Appendix: Graphing Data
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2) Refer to Figure 1A.1.5. Which graph or graphs indicates a positive relationship between x and
y?

A) ()

B) (b)

C) (c)

D) (d)

E) (a) and (d)

Answer. A

Diff: 2 Type: MC

Topic: Appendix: Graphing Data

3) Refer to Figure 1A.1.5. Which graph or graphs indicates a negative relationship between x and
y?

A) (a)

B) (b)

C) ()

D) (d)

E) (b) and (d)

Answer: B

Diff: 2 Type: MC

Topic: Appendix: Graphing Data

4) Refer to Figure 1A.1.5. Which graph or graphs indicates no relationship between x and y?
A (a)

B) (b)

C) (c)

D) (c) and (d)

E) (a) and (b)

Answer: D

Diff: 3 Type: MC

Topic: Appendix: Graphing Data

5) Consider graph (a) of Figure 1A.1.5. Which one of the following statements is true?
A) x and y are negatively related.

B) x and y are unrelated.

C) x and y are positively related.

D) x and y move in opposite directions.

E) both A and D are correct.

Answer: C

Diff: 2 Type: MC

Topic: Appendix: Graphing Data
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6) Consider graph (b) of Figure 1A.1.5. Which one of the following statements is true?
A) x and y are negatively related.

B) x and y are unrelated.

C) x and y are positively related.

D) x and y move in opposite directions.

E) both A and D are correct.

Answer: E

Diff: 3 Type: MC

Topic: Appendix: Graphing Data

7) Consider graph (d) of Figure 1A.1.5. Which one of the following statements is true?
A) x and y are negatively related.

B) x and y are unrelated.

C) x and y are positively related.

D) x and y move in opposite directions.

E) both A and D.

Answer: B

Diff: 3 Type: MC

Topic: Appendix: Graphing Data

Copyright © 2013 Pearson Canada Inc.



1.6 Appendix: Graphs Used in Economic Models

1) If variables x and y move up and down together, they are
A) positively related.

B) negatively related.

C) conversely related.

D) unrelated.

E) trendy.

Answer: A

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models
Source: Study Guide

2) Two variables are positively related if

A) increases in one are associated with decreases in the other.
B) increases in one are associated with increases in the other.
C) decreases in one are associated with increases in the other.
D) any change in one causes an increase in the other.

E) any change in one causes a decrease in the other.

Answer: B

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

3) Two variables are negatively related if

A) increases in one are associated with decreases in the other.
B) increases in one are associated with increases in the other.
C) both variables are less than zero.

D) any change in one causes an increase in the other.

E) any change in one causes a decrease in the other.

Answer: A

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

4) The relationship between two variables that are positively related is shown graphically by a
line that

A) slopes upward to the right.

B) is horizontal.

C) slopes downward to the right.

D) is vertical.

E) is above the x-axis and to the right of the y-axis.

Answer: A

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models
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5) The relationship between two variables that are negatively related is shown graphically by a
line that

A) slopes upward to the right.

B) is horizontal.

C) slopes downward to the right.

D) is vertical.

E) is below the x-axis and to the left of the y-axis.

Answer: C

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Use the figure below to answer the following question.

Y
8L

Figure 1A.2.1

6) Refer to Figure 1A.2.1. The variables x and y

A) are negatively related.

B) have a nonlinear relationship.

C) have a negative linear relationship.

D) are unrelated.

E) are positively related.

Answer: E

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

7) In Figure 1A.2.1, the value of y is 5 when x is
A) 4.

B) 5.

C) 6.

D) 7.

E) 8.

Answer: D

Diff: 1 Type: MC

Copyright © 2013 Pearson Canada Inc.



Topic: Appendix: Graphs Used in Economic Models

8) Refer to Figure 1A.2.1. If x decreases from5to 4,y
A) decreases from 4 to 3.

B) decreases from 4 to 3 1/2.

C) decreases from 4 to 2.

D) increases from 4 to 5.

E) increases from 3 1/2 to 4.

Answer: B

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

9) Refer to Figure 1A.2.1. When y increases from 5 to 6, x
A) increases from 5 to 6.

B) increases from 7 to 8.

C) increases from 7 to 9.

D) decreases from 9 to 7.

E) increases from 7 to 7 1/2.

Answer: C

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Use the figure below to answer the following question.

Figure 1A.2.2

10) In Figure 1A.2.2, the variables x and y
A) move in the same direction.

B) are negatively related.

C) are always equal.

D) are unrelated

E) are positively related.

Copyright © 2013 Pearson Canada Inc.



Answer: B
Diff: 1 Type: MC
Topic: Appendix: Graphs Used in Economic Models

11) The relationship between two variables that move in opposite directions is shown graphically
by a line that is

A) positively sloped.

B) relatively steep.

C) relatively flat.

D) negatively sloped.

E) curved.

Answer: D

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models
Source: Study Guide
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Use the figure below to answer the following questions.

Y Y

X X
0 0
(a) (b)

Y Y

X X
0 0
() (d)

Figure 1A.2.3

12) Refer to Figure 1A.2.3. If you were told that economic theory predicts that higher levels of
the rate of interest (x) lead to lower levels of sales of houses (y), which graph would you pick to
represent this economic relationship?

A) (a) or (d)

B) (d)

C) (b)

D) (c)

E) (3)

Answer: E

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Copyright © 2013 Pearson Canada Inc.



13) Refer to Figure 1A.2.3. If your theory predicted that a rise in the wage rate (x) leads to a rise
in the amount of labour supplied in the economy (y), which graph would you use to represent this
relationship?

A) (a) or (c)

B) (d)

C) (c)

D) (b)

E) (3)

Answer: D

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

14) Refer to Figure 1A.2.3. Which of the graphs shows a positive relationship between x and y?
A) (a)

B) (b)

C) ()

D) (d)

E) both (b) and (d)

Answer: B

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

15) Refer to Figure 1A.2.3. Which one of the graphs shows a negative relationship between x
and y?

A) (a)

B) (b)

C) (¢)

D) (d)

E) both (a) and (d)

Answer: A

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

16) Refer to Figure 1A.2.3. Suppose our theory predicted that for low levels of quantity produced
(x) a firm's profits (y) were low, for medium levels of output their profits were high, and for high
levels of output their profits were low again. Which one of the graphs would represent this
relationship?

A) (a)

B) (b)

C) (c)

D) (d)

E) none of the graphs

Answer: E

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models
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Use the figure below to answer the following questions.

Inflation (percent per year)

/-

B
C
D
0 Unemployment (percent)
Figure 1A.2.4

17) Which curve or curves in Figure 1A.2.4 shows a positive relationship between
unemployment and inflation?

A) A

B) Aand B

C)B,C,and D

D)Aand C

E) none of the curves.

Answer: E

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

18) Which curve or curves in Figure 1A.2.4 shows no relationship between unemployment and
inflation?

A) A

B)Aand B

C)B,C,and D

D)Aand C

E)Band D

Answer: A

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Copyright © 2013 Pearson Canada Inc.



19) Which curve or curves in Figure 1A.2.4 shows a negative relationship between
unemployment and inflation?

A) A

B) Aand B

C)B,C,and D

D)Aand D

E)Band C

Answer: C

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Use the table below to answer the following question.

Table 1A.2.1

Year «x v
20000 6.2 143
2000 5.7 156
2002 5.3

20) The data in Table 1A.2.1 shows that

A) x and y have a negative relationship.

B) x and y have a positive relationship.

C) there is no relationship between x and y.

D) there is first a negative and then a positive relationship between x and y.
E) there is first a positive and then a negative relationship between x and y.
Answer: A

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Source: Study Guide
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Use the figure below to answer the following questions.

Figure 1A.2.5

21) Refer to Figure 1A.2.5. Which one of the following statements is true?
A) x and y are positively related at all points between A and D.

B) x and y are negatively related at all points between points B and D.

C) y reaches a maximum at point C.

D) y reaches a minimum at point C.

E) x and y are unrelated.

Answer: C

Diff: 1 Type: MC

Topic: Appendix: Graphs Used in Economic Models

Use the table below to answer the following question.

Table 1A.2.2

y | 4| 6 |8 |10]12
z 112 ] 3]4]5

22) Refer to Table 1A.2.2. What type of relationship exists between y and z?
A) negative

B) positive

C) inverse

D) No consistent relationship exists.

E) first a positive relationship, then a negative one

Answer: B

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models
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Use the table below to answer the following questions.

Table 1A.2.3

w| 2| 4] 6| 8]10
u | 1512 9 | 6 | 3

23) Refer to Table 1A.2.3. What type of relationship exists between w and u?
A) positive

B) negative

C) direct

D) No consistent relationship exists.

E) first a positive relationship, then a negative one

Answer: B

Diff: 2 Type: MC

Topic: Appendix: Graphs Used in Economic Models
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Use the figure below to answer the following question.

(a)

()

Y Y
X X
0
(b)
Y Y
X X
0
(d)
Figure 1A.2.6

24) Refer to Figure 1A.2.6. Consider the values for x and y given in the following table:

X 2

4

6

8

10

y | 12

8

5

3

2

Which one of the graphs in Figure A1.13 represents the relationship between x and y?

A) (a)
B) (b)
C) (c)
D) (d)

E) (a) and (b)

Answer: D

Diff: 1 Type: MC
Topic: Appendix: Graphs Used in Economic Models

Copyright © 2013 Pearson Canada Inc.



1.7 Appendix: The Slope of a Relationship

1) The change in the value of the variable measured on the y- axis divided by the change in the
value of the variable measures on the x-axis is

A) increasing.

B) slope.

C) decreasing.

D) constant.

E) a maximum or minimum.

Answer: B

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship

2) The slope of a horizontal line is

A) positive.

B) negative.

C) zero.

D) infinite.

E) initially positive and then negative.
Answer: C

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship

3) The slope of a straight line

A) is the same at every point.

B) increases as the variable on the x-axis increases if the slope is positive.
C) decreases as the variable on the x-axis increases if the slope is negative.
D) is the same at every point only if the line is horizontal.

E) depends on where you measure the slope.

Answer: A

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Household expenditure
(thousands of dollars per year)

321

24

16

0 8 16 24 32 40
Household income
[thousands of dollars per year)

Figure 1A.3.1

4) In Figure 1A.3.1, if household income increases by $1 000, household expenditure will
A) increase by $1 333.

B) decrease by $1 333.

C) remain unchanged.

D) increase by $1 000.

E) increase by $750.

Answer: E

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Source: Study Guide

5) The slope of the line in Figure 1A.3.1is

A) 0.50.

B) 0.75.

C) 1.00

D) 1.25.

E) 1.50.

Answer: B

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship
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Use the figure below to answer the following question.

Figure 1A.3.2

6) Refer to Figure 1A.3.2. The slope across the arc between A and B is
A) 1/2.

B) 2/3.

C) 1.

D) 2.

E) 3.

Answer: A

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship
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Use the figure below to answer the following questions.

Figure 1A.3.3

7) Figure 1A.3.3 illustrates two variables, x and y, which are

A) negatively related, with a decreasing slope as x increases.

B) negatively related, with an increasing slope as x increases.
C) positively related, with a decreasing slope as x increases.

D) positively related, with an increasing slope as x increases.

E) positively related, with slope first increasing then decreasing.
Answer: C

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

8) In Figure 1A.3.3, the slope across arc AB is
A) 1/2.

B) 1.

C) 3/2.

D) 5/2.

E) 5/3.

Answer: D

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



9) In Figure 1A.3.3 the relationship between x and y as x increases is
A) positive with decreasing slope.

B) negative with decreasing slope.

C) negative with increasing slope.

D) positive with increasing slope.

E) positive with slope first increasing then decreasing.

Answer: A

Diff: 3 Type: MC

Topic: Appendix: The Slope of a Relationship

Source: Study Guide

10) What is the slope across the arc between B and C in Figure 1A.3.3?
A) 1/2.

B) 2/3

01

D) 2

E)3

Answer: C

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

X
0 4 8 12 16 20

Figure 1A.3.4

11) Figure 1A.3.4 illustrates two variables, x and y, which are

A) negatively related, with slope becoming closer to 0 as x increases from 2 to 16.

B) negatively related, with slope becoming farther from 0 as x increases from 2 to 16.
C) positively related, with slope becoming closer to 0 as x increases from 2 to 16.

D) positively related, with slope becoming farther from 0 as x increases from 2 to 16.
E) positively related, with the slope unchanging as x increases from 2 to 16.

Answer: A

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

12) In Figure 1A.3.4, the slope across arc AB is
A) 2/3.

B) -1.

C) -3/2.

D) -3.

E) -9/4.

Answer: C

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

13) In Figure 1A.3.4, the slope across arc BC is
A) -2/3.

B) -3/2.

C) -2.

D) -4/3.

E) -3/4.

Answer: E

Diff: 2 Type: MC

Copyright © 2013 Pearson Canada Inc.



Topic: Appendix: The Slope of a Relationship

14) Refer to Figure 1A.3.4. In Figure 1A.3.4, the slope at point B
A) lies between -2/3 and -1.

B) lies between -3/4 and -3/2.

C) lies between -2/3 and -4/3.

D) lies between 1 and 3/2.

E) is greater than 3/2.

Answer: B

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Use the figure below to answer the following questions.

Y
8

Figure 1A.3.5

15) Refer to Figure 1A.3.5. Which one of the following statements is true?
A) The slope is less between points A and B than between points B and C.
B) The slope is greater between points B and C than between points A and B.
C) The slope at C is 0.

D) The slope at C is 1.

E) The slope at C is negative.

Answer: C

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



16) Refer to Figure 1A.3.5. In Figure 1A.3.5, the slope across arc BC is
A) 1/3.

B) 1/2.

C) 1.

D) 2.

E) 5/6.

Answer: A

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

17) Refer to Figure 1A.3.5. In Figure 1A.3.5, the slope across arc CD is
A) 1/2.

B) 1.

C) -1/2.

D) -1.

E) -5/8.

Answer: D

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Use the table below to answer the following question.

Table 1A.3.1

y | 4|6 |8 ]10]12
z 112 ] 3]4]5

18) Refer to Table 1A.3.1. Assumingy is plotted on the vertical axis, the slope of the line is
A) constant at -2.

B) -2 when x is between 1 and 3.

C) -2 when x is between 1 and 3, and then +2 when x is between 4 and 5.

D) -2 when x is between 4 and 5.

E) constant at +2.

Answer: E

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following questions.

Table 1A.3.2

w| 2| 4] 6| 8]10
u | 1512 9 | 6 | 3

19) In Table 1A.3.2, suppose that w is measured along the x-axis. The slope of the line relating w
and u is

A) positive with a decreasing slope.

B) negative with a decreasing slope.

C) positive with an increasing slope.

D) negative with a constant slope.

E) positive with a constant slope.

Answer: D

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship
Source: Study Guide

20) Refer to Table 1A.3.2. Suppose that w is measured along the x-axis. The slope of the line
relating w and u is

A) +3.

B) -3.

C) -2/3.

D) +3/2.

E) -3/2.

Answer: E

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship
Source: Study Guide
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Use the table below to answer the following questions.

Table 1A.3.3

x | 0| 1|23 ]4]5]|]6]|7]9]9
y 10| 8 | 6 | 4|2 | 0|2 |4] 6|8

21) Refer to Table 1A.3.3. If we were to draw a graph of this relationship, when would the slope
be positive?

A) never

B) only if x is less than 5

C) only if x equals 5

D) only if x is greater than 5

E) We do not have enough information to tell.

Answer: D

Diff: 3 Type: MC

Topic: Appendix: The Slope of a Relationship

22) Refer to Table 1A.3.3. When x equals 5, the slope is
A) 5.

B) -2.

C) +2.

D) 0.

E) infinite.

Answer: D

Diff: 3 Type: MC

Topic: Appendix: The Slope of a Relationship

23) Refer to Table 1A.3.3. When x equals 5,

A)y is at a maximum.

B) y is at a minimum.

C) the slope is positive.

D) the slope is negative.

E) the slope is first positive and then becomes negative.
Answer: B

Diff: 2 Type: MC

Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



24) At all points along a straight line, slope is
A) positive.

B) negative.

C) constant.

D) zero.

E) infinity.

Answer: C

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship
Source: Study Guide

Use the figure below to answer the following question.

Figure 1A.3.6

25) What is the slope of the line in Figure A1.3.6?
A) 2

B) 1/2.

C)3

D) 1/3

E) -3

Answer: C

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship
Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Y
8+

2
0 2 4 6 8 10
Figure 1A.3.7
26) The slope of the line in Figure 1A.3.7 is
A) 1.
B) -1.
C) 1/2.
D) 2.
E) dependent on where you measure it.
Answer: C

Diff: 1 Type: MC
Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Figure 1A.3.8

27) The slope of the line in Figure 1A.3.8 is
A) 3/2.

B) 2/3.

C) -3/2.

D) -2/3.

E) none of the above.

Answer: D

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Y Y
X
0 0
(a) (b)
Y Y
X
0 0
(c) (d)
Figure 1A.3.9

28) Refer to Figure 1A.3.9. Which one of the graphs shows a line with a zero slope?
A) (a)

B) (b)

C) ()

D) (d)

E) (3), (b), and (c)
Answer: D

Diff: 1 Type: MC
Topic: Appendix: The Slope of a Relationship

Copyright © 2013 Pearson Canada Inc.



29) Refer to Figure 1A.3.9. Which one of the graphs shows a line with an infinite slope?
A (a)

B) (b)

C) (¢)

D) (d)

E) (b) and (c)

Answer: C

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship

Use the figure below to answer the following questions.

Figure 1A.3.10

30) Refer to Figure 1A.3.10. The figure shows a relationship between two variables, x and y. The
slope at point A is

A) 2

B) -2

C)0.25

D) -0.25

E)-4

Answer: B

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship
Source: MyEconLab
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31) Refer to Figure 1A.3.10. The figure shows a relationship between two variables, x and y. The
slope at point B is

A) 2

B) -2

C) 0.25

D) -0.25

E) 0.5

Answer: D

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship
Source: MyEconLab

Use the figure below to answer the following question.

Y
257

20

Figure 1A.3.11

32) Refer to Figure 1A.3.11. The graph shows a relationship. The absolute value of
the slope of the relationship as the value of x increases.
A) positive; increases

B) positive; decreases

C) negative; decreases

D) negative; increases

E) negative; does not change

Answer: D

Diff: 1 Type: MC

Topic: Appendix: The Slope of a Relationship

Source: MyEconLab

Copyright © 2013 Pearson Canada Inc.



1.8 Appendix: Graphing Relationships Among More Than Two Variables

1) To graph a relationship among three variables we

A) hold two variables constant to graph the third variable.

B) hold one variable constant and graph the relationship between the other two variables.
C) graph each of the three variables using a separate set of axes.

D) must be able to draw in three dimensions.

E) must be able to allow all three variables to vary simultaneously in one graph.

Answer: B

Diff: 2 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Use the table below to answer the following questions.

Table 1A.4.1

X 1120|100 | 80 |140|120|100|160|140]120
y 1012|1410 |12 |14 |10 | 12| 14
z | 4141415556616

2) Given the data in Table 1A.4.1, holding z constant, the graph of x and y

A) is a negatively sloped line.

B) is a positively sloped line.

C) reaches a maximum.

D) reaches a minimum.

E) does not have a constant slope.

Answer: A

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

3) Given the data in Table 1A.4.1, holding y constant, the graph of x and z

A) is a negatively sloped line.

B) is a positively sloped line.

C) reaches a maximum.

D) reaches a minimum.

E) shows that x and z are not related.

Answer: B

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Copyright © 2013 Pearson Canada Inc.



4) Consider the data in Table 1A.4.1. Suppose z increases from 4 to 5. What will happen to the
graph of the relationship between x and y?

A) It will shift to the right.

B) It will shift to the left.

C) It will become positively sloped.

D) both Aand C

E) both B and C

Answer: A

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Y Y
Z=4 Z=5
Z=5 Z=4
X X
0 0
(a) (b)
Y Y
Z=4 Z=5
Z=5 X Z=4 !
0 0
() (d)
Figure 1A4.1

5) Given the data in the following table, which one of the graphs in Figure 1A.4.1 correctly
represents the relationship among x, y, and z?

x 120 100 80 140 120 100 160 140 120
y 10 12 14 10 12 14 10 12 14
z 4 4 4 5 5 5 6 6 6

A) (a)

B) (b)

C) (¢)

D) (d)

E) (b) and (c)

Answer: D

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables
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Use the figure below to answer the following question.

V4 V4
Y=12 y=10
Y=10 Y=12
0 0
(a) (b)
z V4
Y12 Y=10
Y=10 Y=12
X X
0 0
() (d)
Figure 1A.4.2

6) Given the data in the following table, which one of the graphs in Figure 1A.4.2 correctly
represents the relationship among x, y, and z?

x 120 100 80 140 120 100 160 140 120
y 10 12 14 10 12 14 10 12 14
z 4 4 4 5 5 5 6 6 6

A) (a)

B) (b)

C) (¢)

D) (d)

E) (a) and (d)

Answer: C

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following questions.

Table 1A.4.2
Family income  Price of strawberries ~ Number of boxes
(dollars per week)  (dollars per box)  purchased per week
300 1.00 5
300 1.25 3
300 1.50 2
400 1.00 7
400 1.25 5
400 1.50 4

7) Table 1A.4.2 shows that,

A) the number of boxes of strawberries purchased is negatively related to the price of
strawberries, holding income constant.

B) the number of boxes of strawberries purchased is negatively related to income, holding the
price of strawberries constant.

C) the price of strawberries is negatively related to family income, holding purchases of
strawberries constant.

D) B and C.

E) A and B.

Answer: A

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

8) Given the data in Table 1A.4.2, holding income constant, the graph relating the price of
strawberries, measured on the y-axis and the purchases of strawberries, measured on the x-axis
A) is a vertical line.

B) is a horizontal line.

C) is a positively sloped line.

D) is a negatively sloped line.

E) reaches a minimum.

Answer: D

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Source: Study Guide
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9) Given the data in Table 1A.4.2, suppose family income decreases from $400 to $300 per
week. Then the graph relating the price of strawberries, measured on the y-axis and the number
of boxes of strawberries purchased, measured on the x-axis will

A) become negatively sloped.

B) become positively sloped.

C) shift rightward.

D) shift leftward.

E) no longer exist.

Answer: D

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Source: Study Guide

10) Given the data in Table 1A.4.2, holding price constant, the graph of the purchases of
strawberries, measured on the x-axis and family income, measured on the y-axis is a
A) vertical line.

B) horizontal line.

C) positively sloped line.

D) negatively sloped line.

E) positively or negatively sloped line, depending on the price that is held constant.
Answer: C

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables
Source: Study Guide
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Use the figure below to answer the following question.

Y

Z=200
Z=100

Figure 1A.4.3

11) In Figure 1A.4.3, x is

A) positively related to y and negatively related to z.

B) positively related to both y and z.

C) negatively related to y and positively related to z.

D) negatively related to both y and z.

E) greater than z.

Answer: C

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables
Source: Study Guide

12) In Figure 1A.4.3, a decrease in the value of z results in, ceteris paribus,
A) a decrease in the value of x.

B) an increase in the value of x.

C) an increase in the value of y.

D) no change in the value of y.

E) no change in the value of x.

Answer: A

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables
Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Y

Z =200
Z=100

Figure 1A.4.4

13) Complete the following sentence. In Figure 1A.4.4, z is

A) positively related to x and negatively related to y.

B) negatively related to x and positively related to y.

C) positively related to both x and y.

D) negatively related to both x and .

E) related to y but not related to x.

Answer: B

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

14) To graph a relationship among more than two variables, what assumption is necessary?
A) normative

B) positive

C) linear

D) independence of variables

E) ceteris paribus

Answer: E

Diff: 1 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Source: Study Guide
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15) Consider the following information on cola sales by number of cases for a typical university
residence floor:

Temp. Price (dollars per case)
(°C) 10.00 12.50 15.00 17.50
15 50 40 30 20
20 60 50 40 30
25 70 60 50 40
30 80 70 60 50
35 90 80 70 60
Cola sales and cola prices are
A) inversely related.
B) positively related.
C) not affected by the temperature.
D) unrelated.
E) negatively related at low temperatures, but positively related at high temperatures.
Answer: A
Diff: 2 Type: MC
Topic: Appendix: Graphing Relationships Among More Than Two Variables

16) Consider the following information on cola sales by number of cases for a typical university
residence floor:

Temp. Price (dollars per case)
(°C) 10.00 12.50 15.00 17.50
15 50 40 30 20
20 60 50 40 30
25 70 60 50 40
30 80 70 60 50
3% 90 80 70 60
Cola sales and temperature are
A) inversely related.
B) positively related.
C) not affected by the price.
D) unrelated.
E) negatively related at low prices, but positively related at high prices.
Answer: B
Diff: 2 Type: MC
Topic: Appendix: Graphing Relationships Among More Than Two Variables

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Price per case (dollars)
20.00

17.50
15.00
12,50

10.00}--

AB C'DE

0 20 40 60 80 100
Cases of cola

Figure 1A.4.5

17) Consider the following information on cola sales by number of cases for a typical university
residence floor:

Temp. Price (dollars per case)
(°C) 10.00 12.50 15.00 17.50
15 50 40 30 20
20 60 50 40 30
25 70 60 50 40
30 80 70 60 50
3% 90 80 70 60

Refer to Figure 1A.4.5. Which line shows the relationship of cola sales and its price when the
temperature is 30°C?

A) A

B)B

C)C

D)D

E)E

Answer: D

Diff: 2 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables
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18) Consider the following information on cola sales by number of cases for a typical university
residence floor:

Temp. Price (dollars per case)
(°C) 10.00 12.50 15.00 17.50
15 50 40 30 20
20 60 50 40 30
25 70 60 50 40
30 80 70 60 50
35 90 80 70 60

Refer to Figure 1A.4.5. Which line shows the relationship of cola sales and the temperature when
the price of a case is $15.00?

A) A

B) B

C)C

D) D

E) none of the above.

Answer: E

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

19) Consider the following information on cola sales by number of cases for a typical university
residence floor:

Temp. Price (dollars per case)

(°C) 10.00 12.50 15.00 17.50
15 50 40 30 20
20 60 50 40 30
25 70 60 50 40
30 80 70 60 50
3% 90 80 70 60

Refer to Figure 1A.4.5. Which one of the following represents what happens when the
temperature rises from 20°C to 25°C?

A) The curve shifts from A to B.

B) The curve shifts from C to B.

C) The curve shifts from B to C.

D) The curve shifts along line B.

E) The curve shifts along line C.

Answer: C

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Copyright © 2013 Pearson Canada Inc.



20) The Latin term ceteris paribus means

A) "Innocent until proven guilty."

B) "Fallacies are composed.”

C) "Compositions are fallacious."

D) "The whole is not the sum of the parts.”

E) "If all other relevant things remain the same."

Answer: E

Diff: 1 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables
Source: Study Guide

Use the table below to answer the following question.

Table 1A.4.3

Ice cream
consumption
(litres per day)

Price 10 20 30
(dollars per degrees degrees degrees degrees
scoop) g g g g
0.50 12 18 25 50
1.00 10 12 18 37
1.50 7 10 13 27
2.00 5 7 10 20
2.50 3 5 7 14

21) Refer to Table 1A.4.3. The table shows some data on the quantity of ice cream consumed at
different prices and in different weather conditions. To draw a graph of the relationship between
the quantity of the ice cream consumed and the price of ice cream, we must

A) decrease the temperature as the price rises

B) pick the temperature that prevailed when the price was $1.00.

C) increase the temperature as the price rises

D) hold the temperature constant at any of the four levels shown

E) hold the price constant at any of the five levels shown

Answer: D

Diff: 3 Type: MC

Topic: Appendix: Graphing Relationships Among More Than Two Variables

Source: MyEconLab
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1.9 Appendix: Mathematical Note

Use the figure below to answer the following question.

Figure 1A5.1

1) The equation of the line in Figure 1A.5.1 is
A)y=15-0.5x.

B)y =1.5 + 2x.

C)y=15+0.5x.

D)y=-3+2x.

E) dependent on where you measure it.
Answer: C

Diff: 1 Type: MC

Topic: Appendix: Mathematical Note

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Figure 1A.5.2

2) If the line in Figure 1A.5.2 were to continue down to the x-axis, what would the value of x be
wheny is zero?

A0

B) 2

C) 2/3

D) -2/3

E) -3/2.

Answer: D

Diff: 2 Type: MC

Topic: Appendix: Mathematical Note
Source: Study Guide

3) If the equation of a straight line is y = 6 + 3x, then the slope is
A) -3 and the y-intercept is 6.

B) -3 and the y-intercept is -2.

C) 3 and the y-intercept is 6.

D) 3 and the y-intercept is -2.

E) 3 and the y-intercept is -6.

Answer: C

Diff: 1 Type: MC

Topic: Appendix: Mathematical Note

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



4) If the equation of a straight line is y = 8 - 2x, then the slope is
A) -2 and the x-intercept is -4.

B) -2 and the x-intercept is 4.

C) -2 and the x-intercept is 8.

D) 2 and the x-intercept is -4.

E) 2 and the x-intercept is 4.

Answer: B

Diff: 1 Type: MC

Topic: Appendix: Mathematical Note

Source: Study Guide

5) The equation of a line is y = 4 + 2x. What is the y-intercept of this line?
A) 4

B) -2

C)-1/2

D) 1/4

E)O

Answer: A

Diff: 1 Type: MC

Topic: Appendix: Mathematical Note

6) The equation of a line is y = 4 + 2x. What is the x-intercept of this line?
A) 4

B) -2

C)-1/2

D) 1/4

E)O

Answer: B

Diff: 2 Type: MC

Topic: Appendix: Mathematical Note

7) The equation of a line is y = 4 + 2x. What is the slope of this line?
A) 4

B) 2

C)1/2

D) 1/4

E)O

Answer: B

Diff: 1 Type: MC

Topic: Appendix: Mathematical Note
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Use the figure below to answer the following questions.

Y Yy
10+ 10
8r 8
6 6
4 4
2 2
- X X
0 2 4 6 8 10 0 2
(a) (b)
Y Y
10F 10F
8 8
6F 6F
4 4l
2\ 2
A A A A x L A A X
0 2 4 6 8 10 0 2 4 6 8 10
(<) (d)
Figure 1A.5.3

8) The equation of a line is y = 4 + 2x. Which one of the graphs in Figure 1A.5.3 represents this
line?

A (a)

B) (b)

C) (c)

D) (d)

E) none of the graphs

Answer: E

Diff: 2 Type: MC

Topic: Appendix: Mathematical Note
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Use the figure below to answer the following question.

Y
35~

30+
25
20+

Figure 1A.5.4

9) Refer to Figure 1A.5.4. The graph shows the relationship between two variables, x and y. This
relationship is described by the equation
A)y=5x2+10

B)y=10x+5

C)y=-bx+10

D)y=5x+10

E) x=10 + 5y

Answer: D

Diff: 2 Type: MC

Topic: Appendix: Mathematical Note
Source: MyEconLab
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Use the figure below to answer the following question.

Y
60|
45
30
15
S TR S T SN W SN SN S R X
0 3 6 9 12 15
Figure 1A.5.5

10) Refer to Figure 1A.5.5. The graph shows the relationship between two variables, x and y.
Which of the following equations describes this relationship?
A)y=3x+15

B)y=-3x+15

C)y=-3x2+15

D)y=15x +3

E)x=15y +3

Answer: A

Diff: 2 Type: MC

Topic: Appendix: Mathematical Note

Source: MyEconLab

11) Which of the following equations describes a straight line with a y-intercept of -2 and a slope
of -5?

A)y=-5-2x
B)y=-2
C)y=-2-5x
D)y =-5x
E)x=-2-5y
Answer: C

Diff: 2 Type: MC
Topic: Appendix: Mathematical Note
Source: MyEconLab

Chapter 2 The Economic Problem
2.1 Production Possibilities and Opportunity Cost

1) The production possibilities frontier

Copyright © 2013 Pearson Canada Inc.



A) is the boundary between attainable and unattainable levels of production.

B) is the boundary between what we want to consume and what we want to produce.
C) shows how production increases as prices rise.

D) shows prices at which production is possible and impossible.

E) illustrates why there need not be any scarcity in the world.

Answer: A

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

2) Which one of the following concepts is not illustrated by a production possibilities frontier?
A) scarcity

B) monetary exchange

C) opportunity cost

D) attainable and unattainable points

E) the tradeoff between producing one good versus another

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

3) A point inside a production possibilities frontier

A) indicates some unused or misallocated resources.

B) is unattainable.

C) is preferred to a point on the production possibilities frontier.
D) indicates a point of production efficiency.

E) illustrates the idea of opportunity cost.

Answer: A

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

4) Which one of the following concepts is illustrated by a production possibilities frontier?
A) profit

B) consumption

C) investment

D) monetary exchange

E) the tradeoff between producing one good versus another

Answer: E

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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5) If Sam is producing at a point inside his production possibilities frontier, then he
A) can increase production of both goods with zero opportunity cost.

B) is fully using all his resources and allocating his resources to their best use.

C) must be doing the best he can with limited resources.

D) is unaffected by costs and technology.

E) has a high opportunity cost of moving from this point.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

6) If Sam is producing at a point on his production possibilities frontier, then he

A) cannot produce any more of either good.

B) is unaffected by costs and technology.

C) can produce more of both goods.

D) is not subject to scarcity.

E) can increase the production of one good only by decreasing the production of the other.
Answer: E

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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Use the figure below to answer the following questions.

Goed Y
10

Figure 2.1.1

7) Refer to the production possibilities frontier in Figure 2.1.1. Which one of the following is
true about point A?

A) It is unattainable.

B) While no more of good Y can be produced, more of good X can be produced.

C) It is preferred to point B.

D) Resources are either unused or misallocated or both.

E) It is attainable only if the amount of capital goods is increased.

Answer: D

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

8) Complete the following sentence. In Figure 2.1.1,

A) movement from A to B would require a technological advance.

B) point B is a point of production efficiency.

C) some resources must be unused at point C.

D) the concept of decreasing opportunity cost is illustrated.

E) movement from C to B would require a technological improvement.
Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

Copyright © 2013 Pearson Canada Inc.



9) Refer to the production possibilities frontier in Figure 2.1.1, which one of the following is true
about point C?

A) It is attainable only if we consume more of good X.

B) It is unattainable.

C) It is attainable only if we consume less of good Y.

D) It is attainable only if we consume less of good X.

E) It is attainable only if we consume more of good Y.

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

10) If Harold can increase production of good X without decreasing production of any other
good, then Harold

A) is producing on his production possibilities frontier.

B) is producing outside his production possibilities frontier.
C) is producing inside his production possibilities frontier.
D) must have a linear production possibilities frontier.

E) must prefer good X to any other good.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
Source: Study Guide

11) If Harold must decrease production of some other good to increase production of good X,
then Harold

A) is producing on his production possibilities frontier.

B) is producing outside his production possibilities frontier.

C) is producing inside his production possibilities frontier.

D) must prefer good X to any other good.

E) has too few capital goods.

Answer: A

Type: MC

Topic: Production Possibilities and Opportunity Cost

12) A situation in which resources are either unused or misallocated or both is represented in a
production possibilities frontier diagram by

A) any point on either the horizontal or the vertical axis.

B) a point above or to the right of the production possibilities frontier.

C) a point outside the production possibilities frontier.

D) a point inside the production possibilities frontier.

E) a point on or inside the production possibilities frontier.

Answer: D

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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13) A production possibilities frontier is negatively sloped because
A) more goods are purchased as price falls.

B) of opportunity cost.

C) some resources are unused.

D) there is not enough capital in the economy.

E) of increasing consumption.

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

14) Ted chooses to study for his economics exam instead of going to the concert. The concert he
will miss is Ted's of studying for the exam.

A) monetary cost

B) absolute cost

C) opportunity cost

D) discretionary cost

E) comparative cost

Answer: C

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

15) Opportunity cost of an action is

A) the best choice that can be made.

B) the highest-valued alternative forgone.

C) the money cost.

D) the comparative cost.

E) the absolute cost.

Answer: B

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

16) The concept of opportunity cost

A) cannot be explained by using a production possibilites frontier.

B) explains that goods are swapped for other goods.

C) implies that when a person is more efficient in the production of one good, he should produce
that good and exchange it for some good that he is relatively less efficient at producing.

D) implies that a double coincidence of wants must be present for exchange to take place.

E) implies that because productive resources are scarce, we must give up some of one good to
acquire more of another.

Answer: E

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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17) On a graph of a production possibilities frontier, opportunity cost is represented by
A) a point on the horizontal axis.

B) a point on the vertical axis.

C) a ray through the origin.

D) the slope of the production possibilities frontier.

E) the x-axis intercept.

Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

18) Production efficiency is achieved when

A) the production possibilities frontier shifts outward at an even pace.
B) there are no more tradeoffs.

C) all resources are equally productive in all activities.

D) resources are not equally productive in all activities.

E) we produce goods and services at the lowest possible cost.
Answer: E

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

19) A tradeoff exists when

A) we move from a point within the production possibilities frontier (PPF) to a point on the
PPF.

B) we move from a point on the PPF to a point within the PPF.

C) the PPF shifts outward.

D) we move along the PPF.

E) the PPF shifts towards the origin.

Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

20) Which of the following quotations best illustrates a tradeoff?

A) "If the firm reorganized its production process, it could produce more widgets and more
gadgets."”

B) "The firm should sell more gadgets, even if it means less widget sales."

C) "The more and more gadgets the firm produces, the bigger the fall in widget production.”
D) "If the firm invests more in capital equipment, it can expand sales next year."

E) "The firm has been able to lower costs due to its extensive experience in building widgets."
Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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21) A medical clinic has 10 workers. Each worker can produce a maximum of either 2 units of
medical services or 5 units of secretarial services a day. The production possibilities frontier of
this firm would show

A) increasing opportunity cost.

B) decreasing opportunity cost.

C) constant opportunity cost.

D) zero opportunity cost.

E) infinite opportunity cost.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

22) A medical clinic has 10 workers. Each worker can produce a maximum of either 2 units of
medical services or 5 units of secretarial services a day. The opportunity cost of one more unit of
medical services is

A) 2 units of secretarial services.

B) 5 units of secretarial services.

C) 0.4 units of secretarial services.

D) 2.5 units of secretarial services

E) dependent on the level of services.

Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

23) A medical clinic has 10 workers. Each worker can produce a maximum of either 2 units of
medical services or 5 units of secretarial services a day. One day, the firm decides it would like
to produce 10 units of medical services and 30 units of secretarial services. This output level is
A) efficient.

B) unattainable.

C) inefficient.

D) costless.

E) is attainable if the firm reduces the number of its workers.

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

24) A medical clinic has 10 workers. Each worker can produce a maximum of either 2 units of
medical services or 5 units of secretarial services a day. One day, the firm decides it would like
to produce 16 units of medical services and 5 units of secretarial services. This output level is
A) efficient.

B) unattainable.

C) inefficient.

D) costless.

E) attainable and efficient.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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25) The bowed-out (concave) shape of a production possibilities frontier
A) is due to the equal usefulness of resources in all activities.

B) is due to capital accumulation.

C) is due to technological change.

D) reflects the existence of increasing opportunity cost.

E) reflects the existence of decreasing opportunity cost.

Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

Source: Study Guide

26) If opportunity costs are increasing, then the production possibilities frontier

A) will be bowed out and have a positive slope.

B) will be positively sloped.

C) will be linear and have a negative slope.

D) will be bowed out and have a negative slope.

E) reflects the fact that available resources are equally useful in all production activities.
Answer: D

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

27) The fact that resources are not equally productive in all activities

A) implies that a production possibilities frontier will be bowed outward.
B) implies that gains from specialization and trade are unlikely.

C) follows from the law of demand.

D) implies a linear production possibilities frontier.

E) implies that an economy should not produce certain goods.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

28) If additional units of any good could be produced at a constant opportunity cost, the
production possibilities frontier would be

A) bowed inward.

B) bowed outward.

C) positively sloped.

D) negatively sloped.

E) linear.

Answer: E

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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29) The existence of increasing opportunity cost

A) explains why specialization is frequently useful.

B) explains why resources are scarce.

C) explains the bowed-out shape of the production possibilities frontier.

D) follows from the existence of property rights.

E) explains why some societies produce inside their production possibilities frontier.
Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

Use the figure below to answer the following questions.

Good Y
80

60

Good X

Figure 2.1.2

30) Refer to the production possibilities frontier in Figure 2.1.2. If 6 units of X are currently
being produced, then

A) 40 units of Y cannot be produced unless production of X is decreased.

B) 40 units of Y cannot be produced unless production of X is increased.

C) 60 units of Y can be produced with some resources not fully used.

D) 50 units of Y must be produced, regardless of resource utilization.

E) 50 units of Y can be produced if all resources are used and assigned to the task for which they
are the best match.

Answer: E

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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31) Refer to the production possibilities frontier in Figure 2.1.2. Suppose that 50 units of Y are
currently being produced. Then

A) 7 units of X are being produced.

B) 6 units of X can be produced if all resources are used and assigned to the task for which they
are the best match.

C) 9 units of X can be produced if all resources are used and assigned to the task for which they
are the best match.

D) resources are not being fully utilized.

E) 6 units of X are being produced.

Answer: B

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

32) Refer to the production possibilities frontier in Figure 2.1.2. At point A, the opportunity cost
of producing 3 more units of X

A) is 30 units of Y.

B) is 3 units of X.

C) is 20 units of Y.

D) is 10 units of Y.

E) cannot be determined from the diagram.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

33) Refer to the production possibilities frontier in Figure 2.1.2. At point A, the opportunity cost
of increasing production of Y to 80 units is

A) 10 units of Y.

B) 80 units of Y.

C) 2 units of X.

D) 3 units of X.

E) 1 unit of X.

Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

34) Refer to the production possibilities frontier in Figure 2.1.2. At point C, the opportunity cost
of producing one more unit of X is

A) Lunitof Y.

B) 1 unit of X.

C) 8 units of X.

D) 20 units of X.

E) 20 units of Y.

Answer: E

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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35) Refer to the production possibilities frontier in Figure 2.1.2. At point C, what is the
opportunity cost of increasing the production of Y from 20 to 50 units?

A) 6 units of X

B) 2 units of X

C) 8 units of X

D) 20 units of Y

E) 30 units of Y

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

36) Consider the production possibilities frontier in Figure 2.1.2, and assume that everything that
is produced is also consumed. Which of the following statements is false?

A) Resources are not equally useful in all activities.

B) Points inside the frontier indicate unused or misallocated resources.

C) Starting at point A, an increase in the production of Y will shift the frontier outward.

D) The opportunity cost of producing Y increases as production of Y increases.

E) The opportunity cost of producing X increases as production of X increases.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

37) As we increase the production of X, we find we must give up larger and larger amounts of Y
per unit of X. Select the best statement.

A) This illustrates increasing opportunity cost.

B) As a result, we should not specialize in the production of X.

C) The production possibilities frontier for X and Y is a straight line.

D) Good Y will be more highly regarded by consumers than good X.

E) We must be inside the production possibilities frontier.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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Use the figure below to answer the following questions.

Goed Y

Figure 2.1.3

38) Figure 2.1.3 illustrates Mary's production possibilities frontier. If Mary wants to move from
point B to point C,

A) it will be necessary to improve technology.

B) it will be necessary to increase the accumulation of capital.

C) it will be necessary to give up some of good X to obtain more of good Y.

D) it will be necessary to give up some of good Y to obtain more of good X.

E) she can accomplish this without any opportunity cost.

Answer: D

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

39) Figure 2.1.3 illustrates Mary's production possibilities frontier. If Mary wants to move from
point D to point C,

A) it will be necessary to improve technology.

B) it will be necessary to increase the accumulation of capital.

C) it will be necessary to give up some of good X to obtain more of good Y.

D) it will be necessary to give up some of good Y to obtain more of good X.

E) she can accomplish this without any opportunity cost.

Answer: C

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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40) Refer to the production possibilities frontier in Figure 2.1.3. The opportunity cost of moving
from C to B will be

A) greater than moving from D to C but less than moving from B to A.

B) less than moving from D to C but greater than moving from B to A.

C) the same as moving from D to C or moving from B to A.

D) greater than moving either from D to C or from B to A.

E) neither greater than moving from D to C nor moving from B to A.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

41) Refer to the production possibilities frontier in Figure 2.1.3. The fact that less of X must be
given up when moving from D to C than when moving from B to A indicates

A) decreasing opportunity cost.

B) increasing opportunity cost.

C) comparative advantage in the production of X.

D) the consequences of technological improvement.

E) unemployed resources at D.

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

Use the table below to answer the following questions.

Table 2.1.1
The following table gives points on the production possibilities frontier for goods X and Y.
Point  Production of X Production of Y
A 0 40
B 4 36
C 8 28
D 12 16
E 16 0

42) Refer to Table 2.1.1. What does point C mean?

A) If 8 units of X are produced, then at least 28 units of Y can be produced.
B) If 8 units of X are produced, then at most 28 units of Y can be produced.
C) If 28 units of Y are produced, then more than 8 units of X can be produced.
D) If 8 units of X are produced, then only 36 units of Y can be produced.

E) There is unemployment at this point.

Answer: B

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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43) Refer to Table 2.1.1. The opportunity cost of increasing the production of X from 8 to 12
units is

A) 4 units of X.

B) 4 units of Y.

C) 8 units of Y.

D) 12 units of Y.

E) 16 units of Y.

Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

44) Refer to Table 2.1.1. The opportunity cost of increasing the production of Y from 16 to 36
units is

A) 4 units of X.

B) 8 units of X.

C) 12 units of X.

D) 16 units of X.

E) 20 units of Y.

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

45) The economy illustrated by the data in Table 2.1.1 exhibits
A) decreasing opportunity cost.

B) constant opportunity cost in the production of X.

C) constant opportunity cost in the production of Y.

D) increasing opportunity cost.

E) initially increasing, then decreasing opportunity cost.
Answer: D

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

46) From the data in Table 2.1.1, the production of 7 units of X and 28 units of Y is
A) unattainable.

B) attainable but leaves some resources unused or misallocated or both.

C) on the PPF between points C and D.

D) on the PPF between points B and C.

E) outside the PPF.

Answer: B

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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47) Refer to Table 2.1.1. As we increase the production of X,

A) the amount of Y that is given up for each additional unit of X decreases.
B) the output of Y increases.

C) the opportunity cost of each additional unit of X increases.

D) unemployment increases.

E) the amount of X increases at an increasing rate.

Answer: C

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

48) From the data in Table 2.1.1 we can infer that

A) the economy illustrated has a comparative advantage in the production of Y.

B) the economy illustrated has a comparative advantage in the production of X.

C) the opportunity cost of producing an additional unit of Y increases as the production of Y
increases.

D) the opportunity cost of producing an additional unit of Y decreases as the production of Y
increases.

E) none of the above.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

49) The diagram of the production possibilities frontier corresponding to the data in Table 2.1.1
would be

A) negatively sloped and linear.

B) negatively sloped and bowed inward.

C) negatively sloped and bowed outward.

D) positively sloped for X and negatively sloped for Y.

E) a horizontal line.

Answer: C

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

50) From the data in Table 2.1.1, the production of 10 units of X and 28 units of Y is
A) unattainable.

B) attainable but leaves some resources misallocated.

C) on the production possibilities frontier between points C and D.

D) inside the PPF.

E) possible if we reduce the amount of capital goods.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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Use the table below to answer the following questions.

Table 2.1.2
Production Possibilities
Possibility Kilograms of Butter Guns
A 8 0
b 6 |
C 0 3

51) Refer to Table 2.1.2. In moving from combination B to combination C, the opportunity cost
of producing one additional unit of guns is

A) 2 kilograms of butter.

B) 1/2 kilogram of butter.

C) 6 kilograms of butter.

D) 1/6 kilogram of butter.

E) 3 kilograms of butter.

Answer: E

Diff: 3 Type: MC

Topic: Production Possibilities and Opportunity Cost

52) Refer to Table 2.1.2. According to this production possibilities frontier,

A) a combination of 6 kilograms of butter and 1 gun leaves some resources unused.
B) a combination of 0 butter and 4 guns is attainable.

C) resources are equally useful in all activities.

D) the opportunity cost of producing guns increases as more guns are produced.

E) the opportunity cost of producing guns decreases as more guns are produced.
Answer: D

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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Use the table below to answer the following questions.

Table 2.1.3
Production possibilities for a society that produces only two
goods — hockey sticks and maple leaves.

Possibility Units of Hockey Sticks Units of Maple Leaves
A 3 0
B 2 3

C 0 9

53) Refer to Table 2.1.3. In moving from combination C to combination B, the opportunity cost
of producing one additional hockey stick is

A) 2 maple leaves.

B) 1/2 maple leaves.

C) 6 maple leaves.

D) 1/6 maple leaves.

E) 3 maple leaves.

Answer: E

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
Source: Study Guide

Use the table below to answer the following question.

Table 2.1.4
Consider the following production possibilities for A. Student for the typical week:
Possibility Beer Pizza
a 14 cases 0
b 12 cases 6
¢ O cases 11
d 5 cases 14
¢ U cases 15

54) Refer to Table 2.1.4. Complete the following sentence. The production possibilities frontier
in the table shows

A) increasing opportunity cost.

B) learning-by-doing.

C) constant opportunity cost.

D) under-utilization of resources.

E) decreasing opportunity cost.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost
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55) The slope of the production possibilities frontier curve indicates
A) opportunity cost.

B) comparative advantage.

C) absolute advantage.

D) marginal benefit.

E) preferences.

Answer: A

Diff: 2 Type: MC

Topic: Production Possibilities and Opportunity Cost

56) As we move down the bowed-out production possibilities frontier, opportunity cost
A) increases.

B) decreases.

C) remains constant.

D) initially decreases, then increases.

E) decreases but at an increasing rate.

Answer: A

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost

Use the figure below to answer the following questions.

Capitol goods (per person)

0 Consumption goods (per person)

Figure 2.1.4

57) Refer to the production possibilities frontier in Figure 2.1.4. Which point is unattainable?
A) A

B) B

C)C

D)D

E)E

Answer: E

Diff: 1 Type: MC

Topic: Production Possibilities and Opportunity Cost
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Use the figure below to answer the following question.

Food [kilograms per month)
300

250
200
150
100}

50t
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O 25 50 75 100125 150 175

Sunscreen (litres per month)

Figure 2.1.5
58) The graph in Figure 2.1.5 shows Sunland's PPF for food and sunscreen. Sunland faces
opportunity cost of food and opportunity of sunscreen, which can be seen
by the shape of the PPF.

A) an increasing; a decreasing

B) a constant; a constant

C) a decreasing; an increasing

D) an increasing; an increasing

E) a decreasing; a decreasing

Answer: B

Type: MC

Topic: Production Possibilities and Opportunity Cost
Source: MyEconLab
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Use the figure below to answer the following question.

Cat food [cans per hour)

PPF

1

0 3 6 9 12

Dog biscuits {boxes per hour)

Figure 2.1.6

59) Figure 2.1.6 shows the production possibilities frontier for a firm that produces pet food.
Point Ais and point B is . This PPF illustrate scarcity because

A) unattainable; attainable; does; because the firm cannot attain the points outside the frontier
B) attainable; unattainable; does not; the firm can produce any quantity it wants if it is willing to
pay a high enough price

C) unattainable; attainable; does not; the firm can produce any quantity it wants if it is willing to
pay a high enough price

D) attainable; unattainable; does; the firm cannot produce points outside the frontier and as the
firm moves along the PPF, it cannot produce more dog biscuits without producing less cat food
E) attainable; unattainable; does not; it is downward sloping

Answer: D

Type: MC

Topic: Production Possibilities and Opportunity Cost

Source: MyEconLab

60) When producing at a point of production efficiency,

A) our choice of goods to produce can be either on or inside the productlon possibilities frontier
B) we can satisfy all our wants

C) the opportunity cost of producing goods other than those measured on the axes of the
production possibilities frontier is zero

D) we face a tradeoff and incur an opportunity cost

E) resources are either unused or misallocated

Answer: D

Type: MC

Copyright © 2013 Pearson Canada Inc.



61) Jane produces only corn and cloth. If her preferences for corn and cloth change, then

A) her PPF becomes steeper

B) her PPF becomes flatter

C) her PPF becomes straighter
D) the world PPF shifts outward
E) her PPF does not change
Answer: E

Type: MC
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2.2 Using Resources Efficiently

1) Complete the following sentence. Marginal cost

A) is the opportunity cost of producing one more unit of a good or service.
B) is unrelated to the production possibilities frontier.

C) always equals marginal benefit.

D) remains constant.

E) is always greater then marginal benefit.

Answer: A

Diff: 1 Type: MC

Topic: Using Resources Efficiently

2) The quantity of shoes produced is measured along the x-axis of a bowed-outward production
possibilities frontier and the quantity of shirts produced is measured along the y-axis. As you
move down towards the right along the production possibilities frontier, the marginal cost of
A) a pair of shoes decreases.

B) a pair of shoes increases.

C) a shirt remains constant.

D) a shirt increases or decreases but we don't know for sure.

E) a pair of shoes and a shirt is equal at the midpoint between the x-axis and the y-axis.
Answer: B

Diff: 2 Type: MC

Topic: Using Resources Efficiently

3) Which of the following is true regarding marginal benefit?

I. The marginal benefit curve shows the benefit firms receive by producing another
unit of a good.

Il. Marginal benefit increases as more and more of a good is consumed.
I11. Marginal benefit is the maximum amount a person is willing to pay to
obtain one more unit of a good.

A) I only

B) land Il

C) land Il

D) Hl only

E) I, 11, and 111

Answer: D

Diff: 3 Type: MC

Topic: Using Resources Efficiently

4) To describe preferences, economists use the concept of
A) opportunity cost.

B) scarcity.

C) marginal benefit.

D) marginal cost.

E) none of the above.

Answer: C

Diff: 1 Type: MC
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Topic: Using Resources Efficiently

5) Complete the following sentence. As you consume more and more of a good,

A) marginal benefit increases.

B) marginal benefit decreases.

C) marginal benefit always equals marginal cost.

D) marginal benefit increases or decreases depending on where you are on the production
possibilities frontier.

E) the price of the good falls.

Answer: B

Diff: 1 Type: MC

Topic: Using Resources Efficiently

6) The marginal benefit curve for a good

A) shows the benefit a firm receives from producing one more unit of that good.
B) shows the most a consumer is willing to pay for one more unit of that good.
C) is upward-sloping.

D) is bowed outward.

E) none of the above.

Answer: B

Diff: 1 Type: MC

Topic: Using Resources Efficiently

Source: Study Guide
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Use the figure below to answer the following questions.

Marginal cost and marginal benefit
(bottles of pop per bicycle)

5| A
4
3
2
1t

8
o 1 2 3 4 5 6

Bicycles (thousands per month)

Figure 2.2.1

7) In Figure 2.2.1, the curve labeled B shows

A) the bottles of pop that people are willing to forgo to get another bicycle.

B) the bicycles that people are willing to forgo to get another bottle of pop.

C) the bottles of pop that people must forgo to get another bicycle.

D) that the benefits of producing more bicycles is greater than the benefits of producing more
pop.

E) that the benefits of producing more pop is greater than the benefits of producing more
bicycles.

Answer: A

Diff: 1 Type: MC

Topic: Using Resources Efficiently

8) In Figure 2.2.1, when 2,000 bicycles are produced each month

A) the marginal benefit from another bicycle is greater than the marginal cost of another bicycle.
B) more bicycles must be produced to reach the efficient level of output.

C) fewer bicycles must be produced to reach the efficient level of output.

D) the economy is efficient at this level of production of bicycles.

E) both A and B.

Answer: E

Diff: 2 Type: MC

Topic: Using Resources Efficiently
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9) In Figure 2.2.1, the curve labelled A is the curve and the curve labelled B is the
curve.

A) marginal cost; marginal benefit

B) marginal cost; trade

C) marginal benefit; trade

D) production possibilities; trade

E) marginal benefit; marginal cost

Answer: A

Diff: 1 Type: MC

Topic: Using Resources Efficiently

10) In Figure 2.2.1, when 4,000 bicycles are produced each month

A) the marginal benefit from another bicycle is greater than the marginal cost of another bicycle.
B) more bicycles must be produced to reach the efficient level of output.

C) fewer bicycles must be produced to reach the efficient level of output.

D) the economy is very efficient at this level of production of bicycles.

E) both A and B.

Answer: C

Diff: 2 Type: MC

Topic: Using Resources Efficiently

11) A marginal benefit curve measures
A) comparative advantage.

B) willingness to pay.

C) absolute advantage.

D) opportunity cost.

E) expenditure.

Answer: B

Diff: 1 Type: MC

Topic: Using Resources Efficiently

12) Allocative efficiency refers to a situation where

A) opportunity costs are equal.

B) we cannot produce more of any one good without giving up some other good.

C) goods and services are produced at the lowest possible cost and in the quantities that provide
the greatest possible benefit.

D) opportunity cost is zero.

E) none of the above.

Answer: C

Diff: 1 Type: MC

Topic: Using Resources Efficiently
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13) As production of food increases, marginal benefit from food
A) increases and marginal cost increases.

B) increases and marginal cost decreases.

C) decreases and marginal cost increases.

D) decreases and marginal cost decreases.

E) decreases and marginal cost is zero.

Answer: C

Diff: 1 Type: MC

Topic: Using Resources Efficiently

Source: Study Guide

14) Suppose the production possibilities frontier for skirts and pants is a straight line. As the
production of skirts increases, the marginal benefit from skirts
A) increases and marginal cost is constant.

B) is constant and marginal cost decreases.

C) decreases and marginal cost increases.

D) decreases and marginal cost decreases.

E) decreases and marginal cost is constant.

Answer: E

Diff: 1 Type: MC

Topic: Using Resources Efficiently

Source: Study Guide

15) With allocative efficiency, for each good produced,

A) marginal benefit equals marginal cost.

B) marginal benefit is at its maximum.

C) marginal benefit exceeds marginal cost by as much as possible.
D) marginal cost exceeds marginal benefit by as much as possible.
E) marginal cost is at its minimum.

Answer: A

Diff: 1 Type: MC

Topic: Using Resources Efficiently

Source: Study Guide

16) Marginal benefit from a good or service is the benefit received from consuming
is measured by the most that people are willing to pay for
A) goods that you prefer; an additional unit of it

B) goods that you prefer; more of it

C) one more unit of it; an additional unit of it

D) one more unit of it; more of it

E) as much as is available; the total amount consumed
Answer: C

Type: MC

Topic: Using Resources Efficiently

Source: MyEconLab

Copyright © 2013 Pearson Canada Inc.
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Use the table below to answer the following questions.

Table 2.2.1
Ethanol Food crops
(barrels per day) (tonnes per day)
70 and 0
64 and 1
54 and 2
40 and 3
22 and 4
0 and 5

17) Refer to Table 2.2.1. Marginal benefit from food crops

A) equals the marginal cost of food crops.

B) remains constant as the quantity of food crops increases from 1 tonne a day to 2 tonnes a day.
C) cannot be calculated from the table.

D) increases as the quantity of food crops increases from 1 tonne a day to 2 tonnes a day.

E) equals 70 barrels of ethanol.

Answer: C

Type: MC

Topic: Using Resources Efficiently

Source: MyEconLab

18) The principle of decreasing marginal benefit implies that the

A) additional benefit from obtaining one more unit of a good or service decreases as more of that
good or service is consumed

B) additional benefit from obtaining one more unit of a good or service increases as more of that
good or service is consumed

C) total benefit from obtaining more of a good or service decreases as more is consumed

D) total benefit from obtaining more of a good or service remains the same as more is consumed
E) additional benefit from producing one more unit of a good or service decreases as more of
that good or service is produced

Answer: A

Type: MC

19) The most anyone is willing to pay for another purse is $30. Currently the price of a purse is
$40, and the cost of producing another purse is $50. The marginal benefit from a purse is

A) $40
B) $50
C) $10
D) $20
E) $30
Answer: E

Copyright © 2013 Pearson Canada Inc.



Type: MC
2.3 Economic Growth

1) A technological improvement is represented by

A) an outward shift of the production possibilities frontier.

B) a movement along the production possibilities frontier.

C) a point inside the production possibilities frontier.

D) a point outside the production possibilities frontier.

E) a movement from a point inside the production possibilities frontier to a point on the
production possibilities frontier.

Answer: A

Diff: 1 Type: MC

Topic: Economic Growth

2) In general, if country A is accumulating capital at a faster rate than country B, then country A
A) will soon have a comparative advantage in the production of most goods.

B) is using a larger proportion of resources to produce consumption goods.

C) will have a production possibilities frontier that is shifting out faster than country B's.

D) will have a higher rate of inflation than country B.

E) will have more unemployment than country B.

Answer: C

Diff: 2 Type: MC

Topic: Economic Growth

3) The principal reason that production possibilities have grown more rapidly in Hong Kong than
in Canada over the last 50 years is because

A) of cheap Hong Kong labour.

B) of foreign aid to Hong Kong.

C) Hong Kong has fewer workers.

D) Hong Kong has more natural resources.

E) Hong Kong has devoted a larger proportion of its resources to capital accumulation.

Answer: E

Diff: 2 Type: MC

Topic: Economic Growth

4) Which one of the following would cause a production possibilities frontier to shift outward?
A) an increase in the stock of capital

B) an increase in the production of consumption goods

C) bad weather

D) a decision to fully utilize unemployed resources

E) a decrease in the population

Answer: A

Diff: 1 Type: MC

Topic: Economic Growth
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5) The development of new goods and better ways of producing goods and services is
A) capital accumulation.

B) technological change.

C) the big tradeoff.

D) allocative efficiency.

E) none of the above.

Answer: B

Diff: 1 Type: MC

Topic: Economic Growth

6) The growth of capital resources, including human capital is
A) technological change.

B) capital accumulation.

C) depreciation.

D) opportunity cost.

E) none of the above.

Answer: B

Diff: 1 Type: MC

Topic: Economic Growth

7) Which one of the following would likely shift a production possibilities frontier inward?
A) technological change.

B) a drought.

C) a decrease in the price of natural resources.

D) all of the above

E) None of the above, because production possibilities frontiers do not shift inward.
Answer: B

Diff: 2 Type: MC

Topic: Economic Growth
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Use the figure below to answer the following questions.

Copital goods (per person|

0 Consumption goods (per person)

Figure 2.3.1

8) Refer to the production possibilities frontier in Figure 2.3.1. The production possibilities
frontier will shift rightward most rapidly if current production is at

A) A.

B) B.

C)C.

D) D.

E)E.

Answer: A

Diff: 2 Type: MC

Topic: Economic Growth

9) A production possibilities frontier will shift outward FOR ALL OF THE FOLLOWING
REASONS EXCEPT

A) a technological improvement.

B) an increase in the stock of capital.

C) an increase in the labour force.

D) opportunity cost is increasing.

E) none of the above.

Answer: D

Diff: 1 Type: MC

Topic: Economic Growth

Copyright © 2013 Pearson Canada Inc.



10) A movement along the production possibilities frontier will result from
A) technological change.

B) change in the stock of capital.

C) change in the labour force.

D) all of the above.

E) none of the above.

Answer: E

Diff: 1 Type: MC

Topic: Economic Growth

Source: Study Guide

11) The opportunity cost of pushing the production possibilities frontier outward is
A) capital accumulation.

B) technological change.

C) reduced current consumption.

D) the gain in future consumption.

E) all of the above.

Answer: C

Diff: 2 Type: MC

Topic: Economic Growth

Source: Study Guide

12) In general, the higher the proportion of resources devoted to technological research in an
economy, the

A) greater will be current consumption.

B) faster the production possibilities frontier will shift outward.

C) faster the production possibilities frontier will shift inward.

D) closer it will come to having a comparative advantage in the production of all goods.
E) more bowed out will be the shape of the production possibilities frontier.

Answer: B

Diff: 2 Type: MC

Topic: Economic Growth

Source: Study Guide
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13) Consider a country that has two industries. In the north, they grow wild rice, which requires a
lot of rainfall. In the south, they grow wheat, which requires just a moderate amount of rainfall
(too much rainfall is bad for wheat production). One year, there is a record rainfall. This will
result in

A) a parallel shift inward of the production possibilities frontier.

B) a parallel shift outward of the production possibilities frontier.

C) the production possibilities frontier swiveling, with the wild rice intercept increasing, and the
wheat intercept decreasing.

D) the production possibilities frontier swiveling, with the wild rice intercept decreasing, and the
wheat intercept increasing.

E) none of the above.

Answer: C

Diff: 3 Type: MC

Topic: Economic Growth

14) Suppose a hurricane causes extensive devastation, destroying houses, roads, schools and
factories. What would be the effect of this hurricane on a production possibilities frontier
consisting of consumption goods and capital goods?

A) It would shift outward at all points.

B) It would shift inward at all points.

C) There would be a movement along the existing production possibilities frontier towards a less
capital-intensive point.

D) There would be a movement along the existing production possibilities frontier towards a
more capital-intensive point.

E) There would be a movement from the existing production possibilities frontier inwards
towards a point with unused or misallocated resources.

Answer: B

Diff: 2 Type: MC

Topic: Economic Growth

15) The depletion of fish stocks in Eastern Canada, with its accompanying unemployment, will
lead to a

A) movement from the existing production possibilities frontier to a point inside the production
possibilities frontier.

B) shift inward of the existing production possibilities frontier and production at a point on the
new PPF.

C) shift outward of the existing production possibilities frontier.

D) movement along the existing production possibilities frontier to a point of less fish
production.

E) shift inward of the existing production possibilities frontier plus a movement to a point inside
the new production possibilities frontier.

Answer: E

Diff: 3 Type: MC

Topic: Economic Growth
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16) Which of the following quotations illustrates economic growth?

A) "The firm should lower the price it charges for widgets and gadgets."

B) "The firm should sell more gadgets, even if it means less widget sales."

C) "The more and more gadgets the firm produces, the bigger the fall in widget production.”
D) "If the firm invests more in capital equipment, it can expand production next year."

E) "The firm has been able to lower costs due to its extensive experience in building widgets."
Answer: D

Diff: 2 Type: MC

Topic: Economic Growth

17) Economic growth overcome scarcity because

A) does; with economic growth the PPF rotates outward and eventually becomes a horizontal
line

B) does; we will eventually reach the point where we have too much

C) does not; we can produce more goods and services but it is still impossible to satisfy all our
wants

D) does not; economic growth requires capital accumulation and technological change

E) does; with economic growth the PPF rotates outward and eventually becomes a vertical line
Answer: C

Type: MC

Topic: Economic Growth

Source: MyEconLab

18) In 1960, the production possibilities per person in Canada were than those in Hong
Kong. Canada devoted of its resources to accumulating capital and the remainder to
consumption. Hong Kong devoted of its resources to accumulating capital and the
remainder to consumption. Because Hong Kong devoted a fraction of its resources to
accumulating capital, its production possibilities have

A) smaller; one-fifth; one-third; greater; expanded more qU|ckIy

B) smaller; one-third; one-fifth; smaller; not expanded as quickly

C) greater; one-third; one-fifth; smaller; not expanded as quickly

D) greater; one-fifth; one-third; greater; expanded more quickly

E) greater; one-half; one-quarter; smaller; not expanded as quickly

Answer: D

Type: MC

Topic: Economic Growth

Source: MyEconLab

19) The production possibilities frontier shifts outward when
A) tastes and preferences change

B) the quantity of money in the economy grows

C) prices rise

D) human capital accumulates

E) the political party in power changes

Answer: D

Type: MC
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20) Consider a production possibilities frontier with corn production measured on the vertical
axis and car production measured on the horizontal axis. Unusually good weather for growing
corn shifts .

A) the horizontal intercept of the PPF rightward and the vertical intercept of the PPF upward
B) the horizontal intercept of the PPF rightward but does not shift the vertical intercept of the
PPF

C) the vertical intercept of the PPF upward but does not shift the horizontal intercept of the PPF
D) neither the horizontal intercept nor the vertical intercept of the PPF

E) the vertical intercept of the PPF downward and the horizontal intercept of the PPF leftward
Answer: C

Type: MC

Copyright © 2013 Pearson Canada Inc.



2.4 Gains from Trade

1) Individuals A and B can both produce good X. We say that A has a comparative advantage in
the production of good X if

A) A has a lower opportunity cost of producing X than B.

B) A has a higher opportunity cost of producing X than B.

C) A can produce more units of X in a given time period than B.

D) A can produce X using newer technology than B.

E) A can produce less units of X in a given time period than B.

Answer: A

Diff: 3 Type: MC

Topic: Gains from Trade

2) Individuals A and B can both produce goods X and Y. Individual A has a comparative
advantage in the production of X if

A) Ais faster than B at producing X.

B) the amount by which A must reduce production of Y is less than the amount by which B must
reduce production of Y to produce an additional unit of X.

C) B has superior knowledge about how to produce X.

D) A has a preference to consume X.

E) the amount by which A must reduce production of Y is more than the amount by which B must
reduce production of Y to produce an additional unit of X.

Answer: B

Diff: 2 Type: MC

Topic: Gains from Trade

3) Debra has an absolute advantage in producing a good when she

A) has a comparative advantage in producing that good.

B) can produce the good at lower opportunity cost than anyone else.

C) can produce more of that good than anyone else, using the same quantity of inputs.
D) has exclusive rights to sell that good.

E) has better technology than anyone else.

Answer: C

Diff: 2 Type: MC

Topic: Gains from Trade

4) A person who has an absolute advantage in the production of all goods will

A) also have a comparative advantage in the production of all goods.

B) not be able to gain from specialization and trade.

C) produce all goods at the lowest opportunity cost.

D) not have a comparative advantage in the production of any goods.

E) have a comparative advantage in the production of only some goods and not others.
Answer: E

Diff: 2 Type: MC

Topic: Gains from Trade
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Use the information below to answer the following questions.
Fact2.4.1

In an eight-hour day, Andy can produce either 24 loaves of bread or 8 kilograms of butter. In an
eight-hour day, Rolfe can produce either 8 loaves of bread or 8 kilograms of butter.

5) Given Fact 2.4.1, the opportunity cost of producing 1 loaf of bread is
A) 20 minutes (1/3 hour) for Andy and 1 hour for Rolfe.

B) 1/3 kilogram of butter for Andy and 1 kilogram of butter for Rolfe.
C) 3 kilograms of butter for Andy and 1 kilogram of butter for Rolfe.
D) 8 kilograms of butter for both Andy and Rolfe.

E) not calculable from the given information.

Answer: B

Diff: 2 Type: MC

Topic: Gains from Trade

6) From Fact 2.4.1, we know that

A) Andy has the lower opportunity cost of producing bread, while Andy and Rolfe have equal
opportunity costs of producing butter.

B) Andy has the lower opportunity cost of producing both bread and butter.

C) Andy has the lower opportunity cost of producing bread, while Rolfe has the lower
opportunity cost of producing butter.

D) Andy has the lower opportunity cost of producing butter, while Rolfe has the lower
opportunity cost of producing bread.

E) Andy has the higher opportunity cost of producing both bread and butter.

Answer: C

Diff: 3 Type: MC

Topic: Gains from Trade

7) Refer to Fact 2.4.1. Which one of the following statements is true?
A) Andy has an absolute advantage in butter production.

B) Rolfe has an absolute advantage in butter production.

C) Andy has a comparative advantage in bread production.

D) Andy has a comparative advantage in butter production.

E) Rolfe has a comparative advantage in bread production.

Answer: C

Diff: 3 Type: MC

Topic: Gains from Trade
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8) Refer to Fact 2.4.1. The opportunity cost of producing 1 kilogram of butter is
A) 20 minutes (1/3 hour) for Andy and 1 hour for Rolfe.

B) 1 hour for Andy and 1 hour for Rolfe.

C) 3 loaves of bread for Andy and 1/3 loaf of bread for Rolfe.

D) 3 loaves of bread for Andy and 1 loaf of bread for Rolfe.

E) 8 loaves of bread for Rolfe and 24 loaves of bread for Andy.

Answer: D

Diff: 2 Type: MC

Topic: Gains from Trade

9) Given Fact 2.4.1, Andy and Rolfe

A) can gain from trade if Andy specializes in butter production and Rolfe specializes in bread
production.

B) can gain from trade if Andy specializes in bread production and Rolfe specializes in butter
production.

C) cannot gain from trade.

D) can trade, but only Rolfe will gain.

E) can trade, but only Andy will gain.

Answer: B

Diff: 3 Type: MC

Topic: Gains from Trade

Source: Study Guide

10) Consider Fact 2.4.1. After specialization, total consumption will
A) depend on the preferences of Andy and Rolfe.

B) be 8 loaves of bread and 24 kilograms of butter.

C) be 32 loaves of bread and 16 kilograms of butter.

D) be 8 loaves of bread and 8 kilograms of butter.

E) be 24 loaves of bread and 8 kilograms of butter.

Answer: E

Diff: 2 Type: MC

Topic: Gains from Trade
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Use the information below to answer the following questions.
Fact 2.4.2

Agnes can produce either 1 unit of X or 1 unit of Y in an hour, while Brenda can produce either 2
units of X or 4 units of Y in an hour.

11) Refer to Fact 2.4.2. Which one of the following statements is true?

A) Brenda has an absolute advantage over Agnes in the production of both goods.
B) Agnes has a comparative advantage in the production of Y.

C) Brenda has a comparative advantage in the production of X.

D) Brenda will not gain from trade.

E) Agnes will not gain from trade.

Answer: A

Diff: 3 Type: MC

Topic: Gains from Trade

12) Given Fact 2.4.2, the opportunity cost of producing a unit of X is
A) 1 unit of Y for Agnes and 2 units of Y for Brenda.

B) 1 unit of Y for Agnes and 1/2 unit of Y for Brenda.

C) 1 hour for Agnes and 1/2 hour for Brenda.

D) 1 hour for Agnes and 2 hours for Brenda.

E) 1 hour for Agnes and 1/4 hour for Brenda.

Answer: A

Diff: 2 Type: MC

Topic: Gains from Trade

13) Given Fact 2.4.2, the opportunity cost of producing a unit of Y is
A) 1 unit of Y for Agnes and 2 units of Y for Brenda.

B) 1 unit of Y for Agnes and 1/2 unit of Y for Brenda.

C) 1 hour for Agnes and 1/2 hour for Brenda.

D) 1 hour for Agnes and 2 hours for Brenda.

E) 1 unit of X for Agnes and 1/2 unit of X for Brenda.

Answer: E

Diff: 2 Type: MC

Topic: Gains from Trade
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14) Complete the following sentence. Given Fact 2.4.2,

A) there will be gains from trade, no matter what Brenda and Agnes specialize in, as long as they
specialize.

B) there will be gains from trade only if Agnes specializes in the production of Y and Brenda in
X.

C) there will be gains from trade only if Agnes becomes faster at producing X.

D) there will be no gains from trade because Agnes has an absolute advantage.

E) there will be gains from trade if Agnes specializes in the production of X and Brenda in Y.
Answer: E

Diff: 2 Type: MC

Topic: Gains from Trade

15) Given Fact 2.4.2, what would be the total output of X and Y in an eight-hour day if Agnes
and Brenda each specialized in producing the good in which they have a comparative advantage?
A) 3 units of X and 5 units of Y

B) 8 units of X and 16 units of Y

C) 8 units of X and 32 units of Y

D) 24 units of X and 40 units of Y

E) 16 units of X and 8 units of Y

Answer: C

Diff: 3 Type: MC

Topic: Gains from Trade

16) Any two individuals will gain from exchange

A) unless one has an absolute advantage in producing all goods.

B) if each specializes in the production of the good for which he has the higher opportunity cost.
C) unless they have the same opportunity costs for producing all goods.

D) unless they have different opportunity costs for producing all goods.

E) unless they have the same absolute advantage in producing all goods.

Answer: C

Diff: 3 Type: MC

Topic: Gains from Trade
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Use the figure below to answer the following questions.

Table 2.4.1
The planets of Vulcan and Romulus each produce goods X and Y.
The following table gives points on their production possibilities frontiers.

Vulcan Romulus
Good X Good Y Good X Good Y
0 16 0 12
2 12 2 0
4 8 4 6
6 4 6 3
8 [} 8 0

17) Refer to Table 2.4.1. Which one of the following is true?

A) Romulus has both an absolute advantage and a comparative advantage in the production of Y.
B) Romulus has both an absolute advantage and a comparative advantage in the production of X.
C) Vulcan has a comparative advantage in the production of X.

D) Romulus has a comparative advantage in the production of X.

E) Vulcan should specialize in the production of X.

Answer: D

Diff: 3 Type: MC

Topic: Gains from Trade

18) Refer to Table 2.4.1. Which one of the following is true?

A) The opportunity cost of producing more of good X is the same for both planets.
B) The opportunity cost of producing more of good Y is the same for both planets.
C) The opportunity cost of producing more of good X is lower in Vulcan.

D) The opportunity cost of producing more of good Y is lower in Vulcan.

E) Vulcans are smarter than Romulans.

Answer: D

Diff: 3 Type: MC

Topic: Gains from Trade

19) Refer to Table 2.4.1. For Vulcan, the opportunity cost of producing an additional unit of X is
A) 4 units of Y.

B) 2 units of Y.

C) 2/3 units of Y.

D) 1 unitof Y.

E) dependent upon how many units of X are already produced.

Answer: B

Diff: 2 Type: MC

Topic: Gains from Trade
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20) Refer to Table 2.4.1. For Romulus, the opportunity cost of producing an additional unit of X
is

A) 4 unitsof Y.

B) 2 units of Y.

C) 2/3 units of Y.

D) L unitof Y.

E) 3/2 units of V.

Answer: E

Diff: 2 Type: MC

Topic: Gains from Trade

21) Refer to Table 2.4.1. For Romulus, the opportunity cost of producing an additional unit of Y
is

A) 2/3 units of X.

B) 1/2 unit of X.

C) 2 units of X.

D) 3 units of X.

E) 3/2 units of Y.

Answer: A

Diff: 2 Type: MC

Topic: Gains from Trade

22) Refer to Table 2.4.1. For Vulcan, the opportunity cost of producing an additional unit of Y is
A) 2/3 units of X.

B) 1/2 units of X.

C) 2 units of X.

D) 3 units of X.

E) 4 units of X.

Answer: B

Diff: 2 Type: MC

Topic: Gains from Trade

23) Refer to Table 2.4.1. Each country will gain from trade if

A) Romulus specializes in both goods.

B) Vulcan specializes in both goods.

C) they both continue to produce both goods.

D) Vulcan specializes in good X and Romulus specializes in good Y.
E) Romulus specializes in good X and Vulcan specializes in good Y.
Answer: E

Diff: 3 Type: MC

Topic: Gains from Trade
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24) If individuals A and B can both produce only goods X and Y and A does not have a
comparative advantage in the production of either X or Y, then we know

A) B has an absolute advantage in the production of X and Y.

B) A and B have the same opportunity costs for X and for Y.

C) B has a comparative advantage in the production of both X and Y.

D) the gains from trade will be large but only in one direction.

E) A must have lower opportunity costs of production for both goods.

Answer: B

Diff: 3 Type: MC

Topic: Gains from Trade

25) Consider the following household. In 5 hours, Bob can cook 5 meals or clean 6 rooms. In 5
hours, Mary can cook 30 meals or clean 10 rooms. Select the best statement.

A) Bob has an absolute advantage in the production of both goods.

B) Since Mary is better at producing both goods, she should produce both.

C) Bob has a comparative advantage in cooking.

D) Mary should specialize in cooking.

E) none of the above

Answer: D

Diff: 3 Type: MC

Topic: Gains from Trade

Use the table below to answer the following questions.

Table 2.4.2
Production for one week by Sheila and Bruce
Sheila Bruce
Good X Good Y Good X Good Y
8 0 20 0
6 | 15 2
2 10 4
2 3 5 6
0 4 0 8

26) Given the information in Table 2.4.2, can Sheila and Bruce gain by specialization?
A) Yes, but only if Bruce gets paid more than Sheila.

B) No, not under the given circumstances.

C) It depends on the wages each earns.

D) Only if they are married to each other.

E) Yes, if each specializes in the good in which he has a comparative advantage.
Answer: E

Diff: 2 Type: MC

Topic: Gains from Trade
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27) Given the information in Table 2.4.2, which one of the following is true?
A) Sheila should specialize in good X.

B) Bruce should specialize in good X.

C) The opportunity cost to Bruce of an additional unit of X is 0.4 units of .
D) A and B.

E) B and C.

Answer: E

Diff: 3 Type: MC

Topic: Gains from Trade

28) Suppose John and Joe each have different production possibility frontiers; John specializes in
cloth and Joe specializes in corn. John's island unexpectedly has exceptionally good weather, and
suddenly he is twice as productive in the production of both corn and cloth. Select the best
statement.

A) This is an example of unemployed resources becoming employed.

B) As aresult, John will have an absolute advantage in both corn and cloth.

C) As aresult, it is possible that John and Joe will switch what they specialize in.

D) There will be no change in what John and Joe specialize in, because John's comparative
advantage has not changed.

E) There will be a change in what John and Joe specialize in, because John's opportunity cost of
production will have risen.

Answer: D

Diff: 3 Type: MC

Topic: Gains from Trade

29) It pays for people to specialize and trade with each other because

A) otherwise they would not survive.

B) they can take advantage of the fact they have an absolute advantage in the production of
something.

C) this way they can consume outside their production possibilities frontier.

D) this way the strong can exploit the weak.

E) all of the above.

Answer: C

Diff: 2 Type: MC

Topic: Gains from Trade

30) There are two goods, X and Y. If the opportunity cost of producing good X is lower for Pam
than for Gino, then

A) Pam has an absolute advantage in the production of X.

B) Gino has an absolute advantage in the production of Y.

C) Pam has a comparative advantage in the production of X.

D) Gino has a comparative advantage in the production of Y.

E) Cand D.

Answer: E

Diff: 3 Type: MC

Topic: Gains from Trade
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31) Mexico and Canada produce both oil and apples using labour only. A barrel of oil is
produced with 4 hours of labour in Mexico and 8 hours of labour in Canada. A bushel of apples
is produced with 8 hours of labour in Mexico and 12 hours of labour in Canada. Canada has
A) an absolute advantage in oil production.

B) an absolute advantage in apple production.

C) a comparative advantage in oil production.

D) a comparative advantage in apple production.

E) none of the above.

Answer: D

Diff: 3 Type: MC

Topic: Gains from Trade

Source: Study Guide

32) In Portugal, the opportunity cost of a bale of wool is 3 bottles of wine. In England, the
opportunity cost of 1 bottle of wine is 3 bales of wool. Given this information,
A) England has an absolute advantage in wine production.

B) Portugal has an absolute advantage in wool production.

C) Portugal has a comparative advantage in wine production.

D) Portugal has a comparative advantage in wool production.

E) no trade will occur.

Answer: C

Diff: 3 Type: MC

Topic: Gains from Trade

Source: Study Guide

33) To gain from comparative advantage, countries must not only trade, they must also
A) save.

B) invest.

C) engage in research and development.

D) engage in capital accumulation.

E) specialize.

Answer: E

Diff: 1 Type: MC

Topic: Gains from Trade

Source: Study Guide
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34) In one hour, Sue can produce 50 caps or 10 jackets and Tessa can produce 70 caps or 7
jackets. Sue's opportunity cost of producing a cap is jackets and Tessa's opportunity
cost of producing a cap is jackets.
has a comparative advantage in producing caps.
If Sue and Tessa each specialize in producing the good in which they have a comparative
advantage and trade 1 jacket for 7 caps,
A) 0.2; 0.10; Sue; Tessa gains but Sue loses
B) 5.0; 10.0; Tessa; Sue loses but Tessa gains
C) 5.0; 10.0; Sue; both Sue and Tessa gain
D) 0.2; 0.10; Tessa; both Sue and Tessa gain
E) 0.2; 0.10; Sue; both Sue and Tessa gain
Answer: D
Type: MC
Topic: Gains from Trade
Source: MyEconLab

35) Tom takes 20 minutes to cook an egg and 5 minutes to make a sandwich. Jerry takes 15
minutes to cook an egg and 3 minutes to make a sandwich. If Tom and Jerry specialize and trade
eggs and sandwiches with each other

A) Tom benefits but Jerry does not

B) Jerry benefits but Tom does not

C) neither Tom nor Jerry benefit

D) either Tom or Jerry benefit but we don't have enough information to know which one benefits
E) both of them benefit

Answer: E

Type: MC

36) Tom takes 20 minutes to cook an egg and 5 minutes to make a sandwich. Jerry takes 15
minutes to cook an egg and 3 minutes to make a sandwich. Both individuals gain if

A) Jerry produces eggs and trades them to Tom for sandwiches

B) Jerry produces sandwiches and trades them to Tom for eggs

C) they trade with each other regardless of who produces sandwiches and who produces eggs
D) the opportunity cost of producing an egg is greater than the opportunity cost of producing a
sandwich

E) the opportunity cost of producing a sandwich is greater than the opportunity cost of producing
an egg

Answer: B

Type: MC
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2.5 Economic Coordination

1) Trade is organized using the social institutions of
A) firms.

B) property rights.

C) money.

D) markets.

E) all of the above.

Answer: E

Diff: 3 Type: MC

Topic: Economic Coordination

Source: Study Guide

2) Markets

I. enable buyers and sellers to get information
Il. are defined by economists as geographical locations where trade occurs.
I11. have evolved because they facilitate trade.
Which of the above statements are correct?

A) lonly

B) Il only

C) I and 111 only

D) Il and 111 only

E) I, Il and 111

Answer: C

Type: MC

Topic: Economic Coordination

Source: Study Guide

3) A property right is

A) any commodity or token that is generally acceptable as a means of payment.

B) an economic unit that hires factors of production and organizes those factors to produce and
sell goods and services.

C) any arrangement that enables buyers and sellers to get information and to do business with
each other.

D) a social arrangement that governs the ownership, use, and disposable of anything that people
value.

E) a medium of exchange.

Answer: D

Type: MC

Topic: Economic Coordination

Source: MyEconLab
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4) The flows in the market economy that go from firms to households are

The flows in the market economy that go from households to firms are

A) all flowing through goods markets; all flowing through factor markets

B) the real flows of goods and services and the income flows of wages, rent, interest and profits;
the real flows of labour, land, capital and entrepreneurship and the flow of expenditure on goods
and services

C) the income flows of wages, rent, interest, and profits and the flow of expenditure on goods
and services; the real flows of goods and services and the real flows of labour, land, capital and
entrepreneurship

D) the real flows of goods and services and the real flows of labour, land, capital and
entrepreneurship; the income flows of wages, rent, interest, and profits and the flow of
expenditure on goods and services

E) all flowing through factor markets; all flowing through goods markets

Answer: B

Type: MC

Topic: Economic Coordination

Source: MyEconLab

5) The main functions of markets include

A) promoting the social interest, but not the self-interest.

B) selling goods but not factors of production.

C) enabling buyers and sellers to get information about each other.
D) establishing a physical location for business transactions.

E) promoting the self-interest but not the social interest.

Answer: C

Type: MC

Topic: Economic Coordination

Source: MyEconLab

6) In an economy lacking property rights, it would be to realize the gains from trade
and there would be specialization compared to an economy with property rights.

A) more difficult; less

B) more difficult; more

C) easier; less

D) easier; more

E) none of the above

Answer: A

Type: MC

7) Intellectual property .

A) includes land and buildings

B) includes stocks and bonds and money in the bank
C) is the intangible product of creative effort

D) is protected by copyrights and patents

E) both C and D are correct

Answer: E

Type: MC
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Chapter 3 Demand and Supply
3.1 Markets and Prices

1) The relative price of a good is all of the following except
A) the ratio of one price to another.

B) an opportunity cost.

C) the money price of the good divided by a price index.
D) the same as the money price of a good.

E) determined in a market.

Answer: D

Diff: 2 Type: MC

Topic: Markets and Prices

2) How many sides does a market have?

A) one side - buyers

B) one side - sellers

C) two sides - buyers and sellers

D) three sides - buyers, sellers, and the government
E) two sides - domestic and foreign

Answer: C

Diff: 1 Type: MC

Topic: Markets and Prices

3) Which market is an example of a market for goods?
A) labour market

B) haircut market

C) manufactured input market

D) apple market

E) energy market

Answer: D

Diff: 1 Type: MC

Topic: Markets and Prices

4) Which market is an example of a market for services?
A) orange market

B) tennis lessons market

C) manufactured input market

D) energy market

E) labour market

Answer: B

Diff: 1 Type: MC

Topic: Markets and Prices
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5) Which market is an example of a resource market?
A) furniture market

B) apple market

C) automobile market

D) haircut market

E) labour market

Answer: E

Diff: 1 Type: MC

Topic: Markets and Prices

6) The demand and supply model determines
A) relative prices.

B) money prices.

C) supply prices.

D) demand prices.

E) absolute prices.

Answer: A

Diff: 1 Type: MC

Topic: Markets and Prices

Use the table below to answer the following questions.

Cola Price

Table 3.1.1
Year Coffee Price Tea Price
2010 $1.25 $1.10
2011 $1.50 $1.00
2012 $1.25 $1.20

S0.80
$1.00
$1.00

7) Refer to Table 3.1.1. In 2010, the relative price of coffee in terms of tea is

A) 1.25.

B) 1.10.

C) 1.00.

D) 0.88.

E) 1.14.

Answer: E

Diff: 2 Type: MC
Topic: Markets and Prices
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8) Refer to Table 3.1.1. In 2012, the relative price of coffee in terms of cola is
A) 1.25.

B) 1.00.

C) 0.67.

D) 1.56.

E) unknown without more information.

Answer: A

Diff: 2 Type: MC

Topic: Markets and Prices

9) Refer to Table 3.1.1. In 2012, the relative price of cola in terms of tea is
A) 1.00.

B) 1.20.

C) 0.83.

D) 1.25.

E) unknown without more information.

Answer: C

Diff: 2 Type: MC

Topic: Markets and Prices

10) Refer to Table 3.1.1. Between 2010 and 2011, the price of coffee relative to the price of tea
while the price of coffee relative to the price of cola

A) rose; rose

B) rose; fell

C) fell; rose

D) fell; fell

E) fell; stayed constant

Answer: B

Diff: 2 Type: MC

Topic: Markets and Prices

11) Refer to Table 3.1.1. Between 2011 and 2012, the price of coffee relative to the price of tea
while the price of coffee relative to the price of cola

A) rose; rose

B) rose; fell

C) fell; rose

D) fell; fell

E) fell; stayed constant

Answer: D

Diff: 2 Type: MC

Topic: Markets and Prices
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12) A market where no single buyer or seller can influence the price is
A) a buyer's market.

B) a seller's market.

C) a competitive market.

D) an output market.

E) an input market.

Answer: C

Diff: 1 Type: MC

Topic: Markets and Prices

13) A relative price is

A) the ratio of one price to another.

B) an opportunity cost.

C) a quantity of a "basket" of goods and services forgone.
D) determined by demand and supply.

E) all of the above.

Answer: E

Diff: 2 Type: MC

Topic: Markets and Prices

Source: Study Guide

14) William Gregg owned a mill in South Carolina. In December 1862, he placed a notice in the
Edgehill Advertister announcing his willingness to exchange cloth for food and other items. Here
IS an extract:

1 yard of cloth for 1 pound of bacon
2 yards of cloth for 1 pound of butter
4 yards of cloth for 1 pound of wool
8 yards of cloth for 1 bushel of salt

If the money price of bacon was 20¢ a pound and the money price of salt was $2.00 a bushel,
people would :

A) buy bacon and trade it for cloth because they could buy 8 yards of cloth for only $1.60, and
use that cloth to obtain a bushel of salt

B) not buy bacon and trade it for cloth because they would have to buy 8 yards of cloth for $1.60
and then give Mr. Gregg an extra $0.40 to buy a bushel of salt

C) buy bacon and trade it for cloth and then trade the cloth for salt because salt is more important
for life than either cloth or bacon

D) not buy bacon and trade it for cloth because the relative price of 1 bushel of salt is only 1/8
yard of cloth

E) buy bacon and trade it for cloth because cloth is more expensive than bacon

Answer: A

Diff: 2 Type: MC

Topic: Markets and Prices

Source: MyEconLab
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15) The opportunity cost of good A in terms of good B is equal to the
A) money price of good A minus the money price of good B.

B) money price of good B minus the money price of good A.

C) ratio of the money price of good A to the money price of good B.
D) ratio of the money price of good B to the money price of good A.
E) money price of good A plus the money price of good B.

Answer: C

Type: MC

16) Suppose the price of a football is $20.00 and the price of a basketball is $10.00. The
of a football is .

A) relative price; 2 basketballs per football

B) relative price; 1/2 basketball per football

C) opportunity cost; $15.00

D) opportunity cost; $10.00

E) relative price; $10

Answer: A

Type: MC
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3.2 Demand

1) The law of demand states that, other things remaining the same,

A) the higher the price of a good, the smaller is the quantity demanded.
B) the higher the price of a good, the smaller is the quantity supplied.
C) price and quantity supplied are positively related.

D) as income increases, willingness to pay for the last unit increases.
E) the higher the price of a good, the greater is the quantity demanded.
Answer: A

Diff: 1 Type: MC

Topic: Demand

2) Which one of the following events shifts the demand curve for grape jelly to the right?
A) an increase in income if grape jelly is a normal good

B) a decrease in the price of strawberry preserves, a substitute for grape jelly

C) a decrease in the price of grape jelly

D) an increase in the price of peanut butter, a complement of grape jelly

E) a decrease in the population

Answer: A

Diff: 2 Type: MC

Topic: Demand

3) The demand curve slopes downward to the right because
A) an increase in income leads to increased consumption.
B) of the law of supply.

C) of the law of demand.

D) of comparative advantage.

E) as income rises, the quantity demanded increases.
Answer: C

Diff: 1 Type: MC

Topic: Demand

4) An increase in the price of ground beef

A) increases the demand for chicken, a substitute for ground beef.

B) increases the demand for hamburger buns, a complement of ground beef.
C) increases the quantity demanded of ground beef.

D) decreases the quantity demanded of ground beef.

E) both A and D.

Answer: E

Diff: 2 Type: MC

Topic: Demand
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5) An increase in income

A) increases the demand for turnips if a turnip is an inferior good.
B) increases the demand for turnips if a turnip is a normal good.

C) increases the supply of turnips.

D) decreases the demand for turnips if turnips have a very low price.
E) decreases the supply of turnips.

Answer: B

Diff: 2 Type: MC

Topic: Demand

6) A turnip is an inferior good if

A) an increase in the price of a turnip decreases the quantity of turnips that consumers want to
buy.

B) an increase in income decreases the demand for turnips.

C) an increase in income increases the demand for turnips.

D) turnips violate the law of demand.

E) turnips are a low quality good.

Answer: B

Diff: 2 Type: MC

Topic: Demand

7) If a turnip is an inferior good, then, ceteris paribus, an increase in the price of a turnip will
A) decrease the demand for turnips.

B) increase the demand for turnips.

C) decrease the supply of turnips.

D) increase the supply of turnips.

E) none of the above.

Answer: E

Diff: 3 Type: MC

Topic: Demand

8) Suppose income increases. Choose the correct statement.

A) The equilibrium price of turnips falls if a turnip is an inferior good.

B) The equilibrium price of turnips rises if a turnip is an inferior good.

C) The equilibrium quantity of turnips decreases if a turnip is an inferior good.
D) The supply of turnips decreases whether or not a turnip is an inferior good.
E) Both A and C.

Answer: E

Diff: 3 Type: MC

Topic: Demand
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Use the figure below to answer the following questions.

Price (dollars per apple)
1.50 |

1.00

051

Il A

0 4 9 12
Quantity (thousands of apples per week)

Figure 3.2.1

9) Point A in Figure 3.2.1 indicates that

A) $1 is the least that consumers are willing to pay for the 4,000th apple.
B) consumers will not be in equilibrium if the price of an apple is $1.

C) consumers will only pay $1 for any apple.

D) if the price is $1, consumers will plan to buy 4,000 apples.

E) if the price is more than $1, consumers will buy 9,000 apples.
Answer: D

Diff: 2 Type: MC

Topic: Demand

10) Which one of the following statements best characterizes point B in Figure 3.2.1?
A) Producers would be unwilling to sell the 9,000th apple for less than $0.50.

B) The most that consumers would be willing to pay for the 9,000th apple is $0.50.
C) At a price of $0.50, consumers will be unwilling to buy any apples.

D) At a price of $0.50, there will be an apple shortage.

E) At point B, the market is in equilibrium.

Answer: B

Diff: 2 Type: MC

Topic: Demand
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11) Given Figure 3.2.1, under what condition are consumers willing to buy more than 9,000
apples per week?

A) if the price is above $1

B) if the price is between $1 and $0.50

C) if the price is below $0.50

D) if the price is between $1 and $1.50

E) if the price is $0.75

Answer: C

Diff: 2 Type: MC

Topic: Demand

12) Which one of the following would result in a movement from point A to point B in Figure
3.2.17?

A) a fall in the price of apples

B) a rise in the price of oranges

C) an increase in population size

D) public concern about chemicals sprayed on apples

E) arise in the price of bananas

Answer: A

Diff: 2 Type: MC

Topic: Demand
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Use the figure below to answer the following questions.

Price (dollars per pizza)

0
Quantity (thousands of pizzas per week)

Figure 3.2.2

13) Which one of the following would result in the demand curve shifting from D1 to D2 in
Figure 3.2.2?

A) an increase in the supply of pizza

B) a rise in the price of hamburgers, a substitute for pizza

C) arise in the price of pizza

D) a fall in the price of pizza

E) arise in the price of Coke, a complement of pizza

Answer: B

Diff: 2 Type: MC

Topic: Demand

14) Refer to Figure 3.2.2. Which one of the following represents a decrease in quantity
demanded?

A) a shift from D1 to D2

B) a shift from D2 to D1

C) a movement from A to B

D) a movement from B to A

E) none of the above

Answer: D

Diff: 2 Type: MC

Topic: Demand
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15) Refer to Figure 3.2.2. If consumers' income increases,
A) the guantity of pizzas demanded increases.
B) the demand curve for pizzas shifts from D1 to D2 if a pizza is a normal good.

C) the supply of pizzas increases.
D) the quantity of pizzas supplied decreases.
E) a movement from point A to point B on D1 occurs.

Answer: B
Diff: 2 Type: MC
Topic: Demand

16) The price of good A rises, and the demand curve for good B shifts leftward. We can conclude
that

A) A and B are substitutes.

B) A and B are complements.

C) Aand B are complements in production.

D) B is an inferior good.

E) B is a normal good.

Answer: B

Diff: 2 Type: MC

Topic: Demand

17) The price of good X falls and the demand for good Y decreases. We can conclude that
A) X and Y are complements.

B) X and Y are independent of each other.

C) Xis an inferior good.

D) X is a normal good.

E) X and Y are substitutes.

Answer: E

Diff: 2 Type: MC

Topic: Demand

18) Which one of the following would lead to an increase in the demand for hamburgers?
A) a new fad hamburger diet

B) a decrease in population size

C) arise in the price of French fries, a complement of hamburgers

D) a decrease in consumer income if hamburgers are a normal good

E) a news report that hamburgers can cause skin diseases

Answer: A

Diff: 2 Type: MC

Topic: Demand
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19) Which of the following "other things" are not held constant along a demand curve?
A) income

B) prices of related goods

C) the price of the good itself

D) preferences

E) expected future income and credit

Answer: C

Diff: 1 Type: MC

Topic: Demand

Source: Study Guide

20) Good A is a normal good if

A) arise in the price of a complement causes the demand for A to decrease.
B) income and the demand for A are negatively related.

C) arise in the price of a substitute causes the demand for A to increase.

D) the demand for A increases when income rises.

E) good A satisfies the law of demand.

Answer: D

Diff: 1 Type: MC

Topic: Demand

21) A decrease in quantity demanded is represented by a

A) rightward shift of the supply curve.

B) rightward shift of the demand curve.

C) leftward shift of the demand curve.

D) movement upward and to the left along the demand curve.

E) movement downward and to the right along the demand curve.
Answer: D

Diff: 1 Type: MC

Topic: Demand

Source: Study Guide

22) Some sales managers are talking shop. Which of the following quotations refers to a
movement along the demand curve?

A) "Since our competitors raised their prices, our sales have doubled."

B) "It has been an unusually mild winter; our sales of wool scarves are down from last year."
C) "We decided to cut our prices, and the increase in our sales has been remarkable."

D) "The Green movement has sparked an increase in our sales of biodegradable products."
E) None of the above.

Answer: C

Diff: 2 Type: MC

Topic: Demand

Source: Study Guide
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23) Some sales managers are talking shop. Which one of the following quotations refers to a
rightward shift of the demand curve?

A) "Since our competitors raised their prices, our sales have doubled.”

B) "It has been an unusually harsh winter; our sales of wool scarves are up from last year."”
C) "We decided to cut our prices, and the increase in our sales has been remarkable."

D) "The Green movement has sparked an increase in our sales of biodegradable products."
E) All of the above except C.

Answer: E

Diff: 2 Type: MC

Topic: Demand

24) Some sales managers are talking shop. Which one of the following quotations refers to a
leftward shift of the demand curve?

A) "Since our competitors raised their prices, our sales have doubled.”

B) "It has been an unusually mild winter; our sales of wool scarves are down from last year."
C) "We decided to cut our prices, and the increase in our sales has been remarkable."

D) "The Green movement has sparked an increase in our sales of biodegradable products."
E) None of the above.

Answer: B

Diff: 2 Type: MC

Topic: Demand

25) If Hamburger Helper is an inferior good, then, ceteris paribus, a decrease in income will lead
to

A) a leftward shift of the demand curve for Hamburger Helper.

B) a rightward shift of the demand curve for Hamburger Helper.

C) a movement up along the demand curve for Hamburger Helper.

D) a movement down along the demand curve for Hamburger Helper.

E) an initial movement up and then down along the demand curve for Hamburger Helper.
Answer: B

Diff: 2 Type: MC

Topic: Demand

Source: Study Guide
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26) Consider the market for cell phones. Suppose the price of a cell phone falls. Explain the
effect of this event on the quantity of cell phones demanded and on the demand for cell phones.
A) The quantity of cell phones demanded is unchanged and the demand for cell phones
increases.

B) The quantity of cell phones demanded decreases and the demand for cell phones is
unchanged.

C) The quantity of cell phones demanded increases and the demand for cell phones is unchanged.
D) The quantity of cell phones demanded increases and the demand for cell phones also
increases.

E) The quantity of cell phones demanded is unchanged and the demand for cell phones
decreases.

Answer: C

Diff: 2 Type: MC

Topic: Demand

Source: MyEconLab

27) People buy more of good 1 when the price of good 2 rises. Good 1 and good 2 are
A) complements.

B) substitutes.

C) normal goods.

D) inferior goods.

E) substitutes in production

Answer: B

Type: MC

28) Oatmeal is a normal good and cold cereal is a substitute for oatmeal. Raisins are a
complement of oatmeal. Which of the following increases the demand for oatmeal?
A) an increase in the price of raisins

B) a decrease in income

C) a decrease in population

D) an increase in the price of cold cereal

E) an increase in the supply of oatmeal

Answer: D

Type: MC
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3.3 Supply

1) The law of supply tells us that other things remaining the same, as the
A) price of gasoline falls, the quantity of gasoline supplied decreases.

B) price of gasoline rises, the quantity of gasoline supplied decreases.
C) supply of gasoline increases, the price of gasoline falls.

D) cost of producing gasoline falls, the supply of gasoline will increase.
E) cost of producing gasoline increases, the price of gasoline rises.
Answer: A

Diff: 2 Type: MC

Topic: Supply

2) The supply curve of a good slopes upward to the right because of
A) technological improvements over time.

B) the law of supply.

C) the law of demand.

D) the existence of substitutes in production.

E) the fact that prices tend to rise over time.

Answer: B

Diff: 1 Type: MC

Topic: Supply

3) An increase in supply is shown by

A) a movement down along the supply curve.

B) a movement up along the supply curve.

C) a rightward shift of the supply curve.

D) a leftward shift of the supply curve.

E) an initial movement up and then down along the same supply curve.
Answer: C

Diff: 1 Type: MC

Topic: Supply

4) If goods X and Y are substitutes in production, then a rise in the price of good X
A) increases the demand for good Y.

B) decreases the demand for good Y.

C) increases the supply of good Y.

D) decreases the supply of good Y.

E) might change the supply of Y; it depends on whether X and Y are also substitutes.
Answer: D

Diff: 2 Type: MC

Topic: Supply
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5) If a producer can use its factors of production to produce either good A or good B, then a rise
in the price of A

A) increases the supply of B.

B) decreases the supply of A.

C) increases the supply of A.

D) decreases the supply of B.

E) both C and D.

Answer: D

Diff: 3 Type: MC

Topic: Supply

6) The fact that a fall in the price of a good results in a decrease in the quantity of the good
supplied illustrates

A) the law of supply.

B) the law of demand.

C) a change in supply.

D) the nature of an inferior good.
E) technological improvement.
Answer: A

Diff: 1 Type: MC

Topic: Supply

Source: Study Guide

7) Which one of the following would not shift the supply curve of good X to the right?
A) a fall in the price of the factors of production used in producing X

B) an improvement in technology used in the production of X

C) arise in the price of X

D) an increase in the price of Y, a complement in production of X

E) a fall in the price of Y, a substitute in production of X

Answer: C

Diff: 2 Type: MC

Topic: Supply

8) A decrease in the quantity supplied is shown by a
A) movement down along the supply curve.

B) movement up along the supply curve.

C) rightward shift of the supply curve.

D) leftward shift of the supply curve.

E) rightward shift of the demand curve.

Answer: A

Diff: 1 Type: MC

Topic: Supply
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9) Which one of the following will shift the supply curve of good X leftward?
A) a decrease in the wages of workers employed to produce X

B) an increase in the cost of machinery used to produce X

C) a technological improvement in the production of X

D) a situation where quantity demanded exceeds quantity supplied

E) a decrease in the cost of capital used to produce X

Answer: B

Diff: 2 Type: MC

Topic: Supply

Source: Study Guide

10) Which of the following will shift the supply curve of good X rightward?
A) a decrease in the wages of workers employed to produce good X

B) an increase in the cost of capital used to produce good X

C) an increase in the price of energy

D) a decrease in the number of suppliers of good X

E) the price of Y, a substitute in production for good X, rises

Answer: A

Diff: 2 Type: MC

Topic: Supply

11) If a factor of production can be used to produce either good A or good B, then A and B are
A) substitutes in production.

B) complements in production.

C) substitutes.

D) complements.

E) normal goods.

Answer: A

Diff: 1 Type: MC

Topic: Supply

Source: Study Guide

12) A rise in the price of a good

A) decreases demand for the good.

B) creates a movement up along the supply curve.

C) creates a movement down along the demand curve.
D) increases the supply of the good.

E) increases preferences for the good.

Answer: B

Diff: 1 Type: MC

Topic: Supply
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13) If the number of suppliers of good Y increases, then

A) a movement up along the supply curve of good Y will occur.
B) a movement down along the supply curve of good Y will occur.
C) the supply curve of good Y shifts rightward.

D) the supply curve of good Y shifts leftward.

E) the supply curve of good Y will remain unchanged.

Answer: C

Diff: 1 Type: MC

Topic: Supply

14) A shift of the supply curve for rutabagas occurs if there is

A) a change in preferences for rutabagas.

B) a change in the price of a related good that is a substitute for rutabagas.
C) a change in income.

D) a change in the price of rutabagas.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Supply

Source: Study Guide

15) Some producers are chatting over a beer. Which one of the following quotations refers to a
movement along the supply curve?

A) "Wage increases have forced us to raise our prices."

B) "Our new, sophisticated equipment will enable us to undercut our competitors."

C) "Raw material prices have sky-rocketed; we will have to pass the cost on to our customers."
D) "We anticipate a big increase in demand. Our product price should rise, so we are planning
for an increase in output.”

E) "New competitors in the industry are causing prices to fall."”

Answer: D

Diff: 2 Type: MC

Topic: Supply

Source: Study Guide

16) Some producers are chatting over a beer. Which one of the following quotations refers to a
rightward shift of the supply curve?

A) "Wage increases have forced us to raise our prices."

B) "Our new, sophisticated equipment will enable us to undercut our competitors."

C) "Raw material prices have sky-rocketed; we will have to pass the cost on to our customers."
D) "We anticipate a big increase in demand. Our product price should rise, so we are planning
for an increase in output."”

E) Both A and C.

Answer: B

Diff: 2 Type: MC

Topic: Supply

Copyright © 2013 Pearson Canada Inc.



17) Some producers are chatting over a beer. Which one of the following quotations refers to a
leftward shift of the supply curve?

A) "Wage increases have forced us to raise our prices."

B) "Our new, sophisticated equipment will enable us to undercut our competitors."

C) "Raw material prices have sky-rocketed; we will have to pass the cost on to our customers."
D) "We anticipate a big increase in demand. Our product price should rise, so we are planning
for an increase in output.”

E) Both A and C.

Answer: E

Diff: 2 Type: MC

Topic: Supply

18) A decrease in the quantity supplied of a good is shown by

A) a movement down along the supply curve.

B) a leftward shift of the supply curve.

C) a movement up along the supply curve.

D) a rightward shift of the supply curve.

E) an initial rightward shift and then leftward shift of the supply curve.
Answer: A

Diff: 1 Type: MC

Topic: Supply

19) Which of the following decreases the supply of popcorn?
A) a decrease in the price of popcorn

B) an increase in the price of popcorn

C) a technological advance in the production of popcorn

D) a decrease in the demand for popcorn

E) a decrease in the number of popcorn producers

Answer: E

Type: MC

20) Which of the following shifts the supply curve for good X leftward?

A) a situation in which the quantity demanded of X exceeds the quantity supplied of X
B) an increase in the cost of the machinery used to produce X

C) a technological advance in the production of X

D) a decrease in the wages of workers employed to produce X

E) a situation in which the quantity supplied of X exceeds the quantity demanded of X
Answer: B

Type: MC
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3.4 Market Equilibrium

Use the table below to answer the following questions.

Table 3.4.1
Price Quantity Quantity
(dollars per  Demanded Supplied
unit) (units) (units)
1 1,100 50
2 800 200
3 600 420
4 500 500
5 420 580
6 350 640
7 320 680
8 300 700

1) Refer to Table 3.4.1. At a price of $3 a unit
A) the market is in equilibrium.

B) there is a 180-unit surplus.

C) there is a 180-unit shortage.

D) there is a tendency for the price to rise.

E) Cand D.

Answer: E

Diff: 2 Type: MC

Topic: Market Equilibrium

2) In Table 3.4.1, the equilibrium price is
A) $7 a unit.

B) $5 a unit.

C) $4 a unit.

D) $3 a unit.

E) $1 a unit.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

3) In Table 3.4.1, the equilibrium quantity is
A) 200 units.

B) 320 units.

C) 420 units.

D) 500 units.

E) none of the above; there is no equilibrium.
Answer: D

Diff: 1 Type: MC
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Topic: Market Equilibrium

4) Refer to Table 3.4.1. The equilibrium quantity is 420 units if
A) the price is fixed at $3 a unit.

B) the price is fixed at $4 a unit.

C) the price is fixed at $5 a unit.

D) both A and C are correct.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Market Equilibrium

5) Refer to Table 3.4.1. A shortage occurs if
A) the price is $7 a unit.

B) the price is $4 a unit.

C) the price is $5 a unit.

D) the price is below $4 a unit.

E) the price is $6 a unit.

Answer: D

Diff: 1 Type: MC

Topic: Market Equilibrium

6) Refer to Table 3.4.1. A surplus occurs if
A) the price is $2 a unit.

B) the price is $3 a unit.

C) the price is above $4 a unit.

D) the price is $1 a unit.

E) the price is $4 a unit.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

7) Refer to Table 3.4.1. If the price is $7, then the surplus is
A) 360 units.

B) 400 units.

C) 160 units.

D) zero units.

E) 290 units.

Answer: A

Diff: 1 Type: MC

Topic: Market Equilibrium
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8) Refer to Table 3.4.1. If the price is $3, then the shortage is
A) zero units.

B) 1,050 units.

C) 180 units.

D) 600 units.

E) 160 units.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

Use the figure below to answer the following questions.

Price

S
P,
(% ERCTRPETES
3 Ry

D
0 @ @ @ o o

Quantity

Figure 3.4.1

9) At price P3in Figure 3.4.1,

A) this market is in equilibrium.

B) there is a shortage in the amount of Q5 - Q1.
C) there is a tendency for the price to rise.

D) equilibrium quantity is Qs.

E) there is a surplus in the amount of Q5 - Q1.
Answer: E

Diff: 3 Type: MC

Topic: Market Equilibrium
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10) At price P2 in Figure 3.4.1, which one of the following is not true?
A) This market is in equilibrium.

B) The quantity demanded is equal to the quantity supplied.

C) The quantity demanded is Q1.

D) There is no surplus.

E) The quantity supplied is Q3.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

11) At price P1 in Figure 3.4.1

A) there is a surplus in the amount of Q4 - Q2.
B) there is a shortage in the amount of Q4 - Q2.
C) there is a tendency for the price to fall.

D) the equilibrium quantity is Q2.

E) the equilibrium quantity is Q4.

Answer: B

Diff: 2 Type: MC

Topic: Market Equilibrium

12) At price P1 in Figure 3.4.1,

A) producers can sell all they plan to sell.

B) consumers can buy all they want.

C) producers are unwilling to sell any goods.

D) a surplus exists.

E) both sides of the market are able to carry out their desired transactions.
Answer: A

Diff: 2 Type: MC

Topic: Market Equilibrium

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Price (dollars per unit)

10

8t

6

4
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; : %

0 100 200 300 400 500 600

Quantity {units)

Figure 3.4.2

13) The equilibrium price in the market illustrated by Figure 3.4.2 is
A) $2 a unit.

B) $4 a unit.

C) $6 a unit.

D) $8 a unit.

E) $10 a unit.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

14) Refer to Figure 3.4.2. When the price is $10 a unit
A) consumers will buy only 100 units of output.

B) consumers will buy 500 units of output.

C) consumers will buy nothing.

D) a shortage occurs.

E) the surplus is zero.

Answer: A

Diff: 1 Type: MC

Topic: Market Equilibrium
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15) At a price of $10 a unit in Figure 3.4.2
A) there is a surplus of 200 units.

B) there is a shortage of 200 units.

C) there is a surplus of 400 units.

D) there is a shortage of 400 units.

E) quantity will rise.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

16) At a price of $4 a unit in Figure 3.4.2
A) the equilibrium quantity is 400 units.
B) there is a surplus of 200 units.

C) the quantity supplied is 400 units.

D) there is a shortage of 200 units.

E) the quantity demanded is 200 units.
Answer: D

Diff: 1 Type: MC

Topic: Market Equilibrium

17) Which one of the following correctly describes how price adjustment eliminates a surplus?
A) As the price rises, the quantity demanded decreases and the quantity supplied increases.

B) As the price rises, the quantity demanded increases and the quantity supplied decreases.

C) As the price falls, the quantity demanded decreases and the quantity supplied increases.

D) As the price falls, the quantity demanded increases and the quantity supplied decreases.

E) As the price falls, the demand for substitutes decreases, which eliminates the surplus.
Answer: D

Diff: 2 Type: MC

Topic: Market Equilibrium

18) Which one of the following correctly describes how price adjustment eliminates a shortage?
A) As the price rises, the quantity demanded decreases and the quantity supplied increases.

B) As the price rises, the quantity demanded increases and the quantity supplied decreases.

C) As the price falls, the quantity demanded decreases and the quantity supplied increases.

D) As the price falls, the quantity demanded increases and the quantity supplied decreases.

E) As the price falls, the quantity demanded increases and the quantity supplied increases.
Answer: A

Diff: 2 Type: MC

Topic: Market Equilibrium
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19) If the price is above the equilibrium price, then

A) none of the good will be sold.

B) the price must rise further to reach the new market equilibrium.

C) a surplus exists.

D) a shortage exists.

E) price will not change; producers will cut back production until the market is in equilibrium.
Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

20) A shortage will exist if

A) the price is above the equilibrium price.
B) the price is below the equilibrium price.
C) there are not enough producers.

D) there are not enough consumers.

E) demand decreases.

Answer: B

Diff: 1 Type: MC

Topic: Market Equilibrium

21) The price of a good will tend to fall if

A) there is a surplus at the current price.

B) the current price is below the equilibrium price.

C) the quantity supplied exceeds the quantity demanded at the current price.
D) both A and C are true.

E) none of the above are true.

Answer: D

Diff: 2 Type: MC

Topic: Market Equilibrium

22) If the market for Twinkies is in equilibrium, then

A) Twinkies must be a normal good.

B) producers would like to sell more at the current price.
C) consumers would like to buy more at the current price.
D) there is a surplus.

E) the equilibrium quantity equals the quantity demanded.
Answer: E

Diff: 1 Type: MC

Topic: Market Equilibrium

Source: Study Guide
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23) A shortage is the amount by which quantity
A) demanded exceeds quantity supplied.

B) supplied exceeds quantity demanded.

C) demanded increases when the price rises.

D) demanded exceeds the equilibrium quantity.
E) supplied exceeds the equilibrium quantity.
Answer: A

Diff: 1 Type: MC

Topic: Market Equilibrium

Source: Study Guide

24) Complete the following sentence. A surplus

A) exists if the price is above the equilibrium price.

B) is the amount by which the quantity demanded exceeds the quantity supplied.

C) is the amount by which the quantity demanded exceeds the equilibrium quantity.
D) is the amount by which the quantity supplied exceeds the equilibrium quantity.
E) will lead to rising prices.

Answer: A

Diff: 2 Type: MC

Topic: Market Equilibrium

25) When a shortage occurs, there is a tendency for the
A) price to fall.

B) price to remain unchanged.

C) price to rise.

D) quantity demanded to increase.

E) quantity supplied to decrease.

Answer: C

Diff: 1 Type: MC

Topic: Market Equilibrium

Copyright © 2013 Pearson Canada Inc.



Refer to the table below for the following question.

Table 3.4.2
Price Quantity demanded  Quantity supplied
(dollars per bottle)  (bottles per week) (bottles per week)
2 180 60
6 140 100
10 100 140
14 60 180
18 20 220
26) Refer to Table 3.4.2. The table shows the demand and supply schedules for shampoo. If the
price is $6 a bottle, there is a of shampoo. So the price of a bottle of shampoo
, the quantity demanded and the quantity supplied . The market

moves to equilibrium.

A) shortage; rises; decreases; increases
B) shortage; falls; decreases; increases
C) surplus; rises; increases; decreases
D) surplus; falls; increases; decreases
E) shortage; rises; increases; decreases
Answer: A

Diff: 1 Type: MC

Topic: Market Equilibrium

Source: MyEconLab

27) If the quantity of textbooks supplied is 10,000 per year and the quantity of textbooks
demanded is 8,000 per year, there is a in the market and the price will

A) shortage; rise

B) shortage; fall

C) surplus; rise

D) surplus; fall

E) surplus; either rise or fall depending on whether supply increases to meet the surplus
Answer: D

Type: MC

28) If the market for Twinkies is in equilibrium, then

A) Twinkies must be a normal good.

B) producers would like to sell more at the current price.

C) consumers would like to buy more at the current price.

D) the quantity supplied equals the quantity demanded.

E) the supply of Twinkies will never increase and the demand for Twinkies will never decrease.
Answer: D

Type: MC

Copyright © 2013 Pearson Canada Inc.



3.5 Predicting Changes in Price and Quantity

1) Since 1980, there has been a dramatic increase in the number of working mothers. Based on
this information alone, we can predict that the market for child care services has experienced
A) an increase in demand.

B) a decrease in demand.

C) an increase in quantity demanded.

D) a decrease in quantity supplied.

E) an increase in supply.

Answer: A

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: Study Guide

Use the figure below to answer the following questions.

Price

0 & Q@ Q@ Q@ Q4
Quantity

Figure 3.5.1

2) If the demand curve is D2 in Figure 3.5.1,

A) the equilibrium price is P and the equilibrium quantity is Q2.
B) the equilibrium price is P2 and the equilibrium quantity is Q.
C) there is a shortage in the amount of Q2 — Q.

D) a rise in price will shift the demand curve to D3.

E) price will rise.

Answer: A

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity
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3) Initially, the demand curve for good A is D2 in Figure 3.5.1. Suppose good B is a substitute

for good A. If the price of B falls
A) the price of A will rise.
B) there will be a surplus of good A at P2.

C) the demand curve for good A will shift from D2 to D3.

D) the equilibrium guantity of good A will increase.
E) all of the above are true except B.

Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

4) Initially, the demand curve for good A is D2 in Figure 3.5.1. If income increases and A is a

normal good, we would expect to see a movement from point A to point
A) B.

B) C.

C)D.

D)E.

E) C and back to point A.

Answer: B

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity

5) The price of a good will rise if

A) demand for the good decreases.

B) supply of the good decreases.

C) there is a surplus of the good.

D) the price of a substitute for the good decreases.

E) the good is an inferior good and income increases.
Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

6) The price of a good will fall if

A) there is a shortage of the good.

B) if demand for the good increases.

C) there is a surplus of the good.

D) if the supply of the good decreases.

E) if demand for the good does not change.
Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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7) The price of a good will fall if

A) demand for the good increases.

B) supply of the good decreases.

C) supply of the good increases.

D) demand for the good remains constant.

E) supply of the good remains constant.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

8) Suppose we observe a rise in the price of good A and an increase in the quantity of good A
bought and sold. Which one of the following is a likely explanation?

A) The law of demand is violated.

B) The demand for A decreased.

C) The demand for A increased.

D) The supply of A increased.

E) The supply of A decreased.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

9) Suppose we observe a rise in the price of good A and a decrease in the quantity of good A
bought and sold. Which one of the following is a likely explanation?

A) The law of supply is violated.

B) The demand for A decreased.

C) The demand for A increased.

D) The supply of A increased.

E) The supply of A decreased.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

10) Suppose we observe a fall in the price of good A and an increase in the quantity of good A
bought and sold. Which one of the following is a likely explanation?

A) The law of supply is violated.

B) The demand for A decreased.

C) The demand for A increased.

D) The supply of A increased.

E) The supply of A decreased.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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11) Suppose we observe a fall in the price of good A and a decrease in the quantity of good A
bought and sold. Which one of the following is a likely explanation?

A) The law of demand is violated.

B) The demand for A decreased.

C) The demand for A increased.

D) The supply of A increased.

E) The supply of A decreased.

Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

12) When the demand for good A increases,

A) the equilibrium price and equilibrium quantity will increase.

B) the equilibrium price will rise but the equilibrium quantity will decrease.

C) the equilibrium price and equilibrium quantity will decrease.

D) the equilibrium price will decrease but the equilibrium quantity will increase.
E) a surplus will result.

Answer: A

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity

13) When the supply of good A decreases,

A) the equilibrium price and the equilibrium quantity will increase.

B) the equilibrium price will increase but the equilibrium quantity will decrease.
C) the equilibrium price and the equilibrium quantity will decrease.

D) the equilibrium price will decrease but the equilibrium quantity will increase.
E) a surplus will result.

Answer: B

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity

14) If A'is an inferior good and consumer income rises, the demand for A

A) increases and the equilibrium price and the equilibrium quantity increase.

B) increases and the equilibrium price rises but the equilibrium quantity decreases.

C) decreases and the equilibrium price and the equilibrium quantity decrease.

D) decreases and the equilibrium price falls but the equilibrium quantity increases.

E) decreases and the equilibrium price rises; as a result, the equilibrium quantity decreases.
Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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15) If A and B are substitutes and the price of A rises, we will observe

A) an increase in the equilibrium price and the equilibrium quantity of B.

B) a decrease in the equilibrium price and the equilibrium quantity of B.

C) an increase in the equilibrium price but a decrease in the equilibrium quantity of B.
D) a decrease in equilibrium price but an increase in the equilibrium quantity of B.

E) none of the above.

Answer: A

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

16) If A and B are substitutes and the cost of a factor of production used in the production of A
increases, then the price of

A) B falls but the price of A rises.

B) B rises but the price of A falls.

C) A falls, and the price of B will stay unchanged.

D) A and B fall.

E) A and B rise.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

17) If A and B are substitutes in production and the price of A falls, the supply of B
A) increases and the price of B rises.

B) increases and the price of B falls.

C) decreases and the price of B falls.

D) decreases and the price of B rises.

E) does not change.

Answer: B

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

18) If A and B are complements in production and the price of A falls, the supply of B
A) increases and the price of B rises.

B) increases and the price of B falls.

C) decreases and the price of B falls.

D) decreases and the price of B rises.

E) does not change.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

Copyright © 2013 Pearson Canada Inc.



19) Crude oil is a very important factor of production used in the production of gasoline. If the
price of crude oil rises, we would expect the

A) price of gasoline to rise due to an increase in demand.

B) price of gasoline to fall due to an increase in demand.

C) price of gasoline to rise due to a decrease in supply.

D) equilibrium quantity of gasoline to fall due to an increase in supply.

E) equilibrium quantity of gasoline to rise due to an increase in demand.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

20) If demand increases and supply decreases, then the

A) equilibrium quantity increases but the effect on the equilibrium price is unknown.
B) equilibrium quantity decreases but the effect on the equilibrium price is unknown.
C) equilibrium price falls but the effect on the equilibrium quantity is unknown.

D) equilibrium price rises but the effect on the equilibrium quantity is unknown.

E) effect on both equilibrium price and quantity is unknown.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

21) If demand decreases and supply increases, then the

A) equilibrium quantity increases but the effect on the equilibrium price is unknown.
B) equilibrium quantity decreases but the effect on the equilibrium price is unknown.
C) equilibrium price falls but the effect on equilibrium quantity is unknown.

D) equilibrium price rises but the effect on equilibrium quantity is unknown.

E) effect on both equilibrium price and quantity is unknown.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

22) If we observe a rise in the equilibrium price of good A, we know that either the demand for A
has

A) increased or the supply of A has decreased or both.

B) increased or the supply of A has increased or both.

C) decreased or the supply of A has increased or both.

D) decreased or the supply of A has decreased or both.

E) none of the above.

Answer: A

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

Copyright © 2013 Pearson Canada Inc.



23) If we observe a fall in the equilibrium price of good A, we know that either the demand for A
has

A) increased or the supply of A has decreased or both.

B) increased or the supply of A has increased or both.

C) decreased or the supply of A has increased or both.

D) decreased or the supply of A has decreased or both.

E) none of the above.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

24) If we observe an increase in the equilibrium quantity of good A, we know that
A) either the demand for A has increased or the supply of A has decreased or both.
B) either the demand for A has increased or the supply of A has increased or both.

C) either the demand for A has decreased or the supply of A has increased or both.
D) either the demand for A has decreased or the supply of A has decreased or both.
E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

25) If we observe a decrease in the equilibrium quantity of good A, we know that
A) either the demand for A has increased or the supply of A has decreased or both.
B) either the demand for A has increased or the supply of A has increased or both.
C) either the demand for A has decreased or the supply of A has increased or both.
D) either the demand for A has decreased or the supply of A has decreased or both.
E) none of the above.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

26) Which of the following will definitely result in an increase in the equilibrium price?
A) an increase in both demand and supply

B) a decrease in both demand and supply

C) an increase in demand combined with a decrease in supply

D) a decrease in demand combined with an increase in supply

E) an increase in supply combined with a decrease in demand

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



27) Which one of the following will definitely lower the equilibrium price?
A) an increase in both demand and supply

B) a decrease in both demand and supply

C) an increase in demand combined with a decrease in supply

D) a decrease in demand combined with an increase in supply

E) a decrease in supply combined with an increase in demand

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

28) Which one of the following will definitely decrease the equilibrium quantity?
A) an increase in both demand and supply

B) a decrease in both demand and supply

C) an increase in demand combined with a decrease in supply

D) a decrease in demand combined with an increase in supply

E) none of the above

Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

29) A technological improvement in the production of good A

A) decreases the supply of A.

B) increases the demand for A.

C) decreases the equilibrium price of A and decreases the equilibrium quantity.
D) decreases the quantity demanded of A.

E) increases the supply of A.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

30) Which of the following events leads to a rise in the price of oranges?
A) arise in the price of apples if apples and oranges are substitutes

B) a scientific discovery that oranges cause hair loss

C) a decrease in income if oranges are a normal good

D) good growing weather in Florida

E) a technological improvement in the production of oranges

Answer: A

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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31) If A and B are complements and the cost of a factor of production used in the production of A
decreases, then the price of

A) both A and B will rise.

B) both A and B will fall.

C) A will fall and the price of B will rise.

D) A will rise and the price of B will fall.

E) A will fall and the price of B will remain unchanged.
Answer: C

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
Source: Study Guide

32) If both demand and supply increase, then the equilibrium price

A) and equilibrium quantity increases.

B) falls but the equilibrium quantity increases.

C) could either rise or fall, but the equilibrium quantity increases.

D) rises and the equilibrium quantity could either increase or decrease.
E) falls and the equilibrium quantity could either increase or decrease.
Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

33) There have been severe problems in the Atlantic fishing industry, with large falls in the fish
stocks. As a result,

A) the price of fish will fall.

B) the quantity of fish sold will increase as fishermen will catch more to make up for the
shortage.

C) the equilibrium price and the equilibrium quantity will fall or rise depending on how large the
fall in fish stocks.

D) both the equilibrium price and the equilibrium quantity will rise, as consumers will desire
even more fish, because they are scarce.

E) the fall in the fish stocks will lead to a shortage, and a rise in the equilibrium price and a
decrease in the equilibrium quantity.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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34) There have been severe falls in the fish stocks in the Atlantic fishing industry. As a result, we
would expect

A) an increase in the demand for meat (e.g., beef), because meat is a complement of fish.

B) a fall in the price of fish, leading to a decrease in the demand for meat, because meat and fish
are substitutes.

C) afall in the price of fish, leading to an increase in the demand for meat, because meat and fish
are substitutes.

D) an increase in the demand for meat, because meat is a substitute for fish.

E) a rise in the price of fish, leading to a decrease in the demand for meat, because meat and fish
are complements.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

35) If Canadians suddenly develop a strong urge to escape the cold winter by taking vacations in
Hawaii, the

A) price of a vacation in Hawaii rises and the quantity demanded of Hawaiian vacations
decreases.

B) price of a skiing vacation in the mountains rises.

C) initial result of the change is a surplus of vacations in Hawaii, leading to a price rise.
D) price of airline tickets falls as ticket agents make deals in response to this change.

E) price of luggage will rise, because luggage and vacations are complements.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

36) The Genius Software Company has developed an amazing new software package to be used
only with Einstein Computers. As a result, the equilibrium price of

A) all computers rises.

B) rival software packages falls leading to an overall increase in the equilibrium quantity of these
packages.

C) all software packages rises.

D) Einstein computers rises, accompanied by an increase in the equilibrium quantity.

E) Einstein computers rises, leading to a decrease in the equilibrium quantity.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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Use the information below to answer the following questions.
Fact3.5.1

The market for coffee is initially in equilibrium. Pepsi is a substitute for coffee; cream is a
complement of coffee. Consider the market for coffee. Assume that all ceteris paribus
assumptions continue to hold except for the event listed.

37) Refer to Fact 3.5.1. If coffee is a normal good, then a decrease in income will
A) increase the price and the quantity demanded of coffee.

B) increase the price and the quantity supplied of coffee.

C) decrease the price and the quantity demanded of coffee.

D) decrease the price and the quantity supplied of coffee.

E) cause none of the above.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: Study Guide

38) Refer to Fact 3.5.1. An increase in the price of Pepsi, a substitute for coffee will
A) increase the price and the quantity demanded of coffee.

B) increase the price and the quantity supplied of coffee.

C) decrease the price and the quantity demanded of coffee.

D) decrease the price and the quantity supplied of coffee.

E) cause none of the above.

Answer: B

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: Study Guide

39) Refer to Fact 3.5.1. A technological improvement lowers the cost of producing coffee. At the
same time, preferences for coffee decrease. The equilibrium quantity of coffee

A) increases.

B) decreases.

C) remains the same.

D) increases or decreases depending on whether the price of coffee falls or rises.

E) increases, decreases, or remains the same depending on the relative shifts of the demand and
supply curves.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: Study Guide
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40) Refer to Fact 3.5.1. If there is an increase in the wages of farm workers who harvest coffee
beans, the equilibrium quantity of coffee

A) increases.

B) decreases.

C) remains the same.

D) increases or decreases depending on the slope of the supply and demand curves.

E) increases or decreases depending on the relative shifts of the supply and demand curves.
Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

41) Refer to Fact 3.5.1. The price of cream falls. Simultaneously, there is an increase in the
wages of farm workers who harvest coffee beans. The equilibrium quantity of coffee

A) increases.

B) decreases.

C) remains the same.

D) increases or decreases depending on the slope of the supply and demand curves.

E) increases, decreases, or remains the same depending on the relative shifts of the supply and
demand curves.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

42) Refer to Fact 3.5.1. A new study comes out, revealing that drinking Pepsi increases your
ability to study. The equilibrium quantity of coffee

A) increases.

B) decreases.

C) remains the same.

D) increases or decreases depending on the slope of the supply and demand curves.

E) increases or decreases depending on the relative shifts of the supply and demand curves.
Answer: B

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

43) Farm land can be used to produce either cattle or corn. If the demand for cattle increases,
then the

A) demand for corn increases.

B) supply of corn increases.

C) demand for corn decreases.

D) supply of corn decreases.

E) both B and C.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
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44) When the price of good A rises, the supply curve of good B shifts rightward. Which of the
following statements are true?

A) A and B are substitutes.

B) A and B are complements.

C) A and B are substitutes in production.

D) A and B are complements in production.

E) A is a factor used in the production of B.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

45) "As domestic car prices have increased, consumers have found foreign cars to be a better
bargain. Consequently, domestic car sales have fallen and foreign car sales have risen." Based on
this information alone, there has been a

A) shift in the demand curves for both domestic and foreign cars.

B) shift in the supply curves for both domestic and foreign cars.

C) movement along the demand curves for both domestic and foreign cars.

D) movement along the demand curve for domestic cars and a shift of the demand curve for
foreign cars.

E) shift of the demand curve for domestic cars and a movement along the demand curve for
foreign cars.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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Use the figure below to answer the following questions.

Price

0 Quantity
Figure 3.5.2
Original equilibrium at 1.

46) Refer to Figure 3.5.2, which represents the market for beans. If the price of peas, a substitute
for beans rises, what is the new beans equilibrium, ceteris paribus?

A)8

B)3

C)9

D)5

E)6

Answer: A

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

47) Refer to Figure 3.5.2, which represents the market for beer. If the price of pizza, a
complement of beer rises, what is the new beer equilibrium, ceteris paribus?

A) 8

B)3

09

D)5

E)6

Answer: B

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
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48) Refer to Figure 3.5.2, which represents the market for beans. If the price of peas, a substitute
for beans in production, rises, what is the new beans equilibrium, ceteris paribus?

A)8

B)3

C)9

D)5

E)6

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

49) Refer to Figure 3.5.2, which represents the market for cow manure. If the price of milk, a
complement in production of manure, rises, what is the new manure equilibrium, ceteris
paribus?

A) 8

B)3

C)9

D)5

E)6

Answer: E

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

50) Refer to Figure 3.5.2, which represents the market for beans. If the price of peas, a substitute
for beans and a substitute in production, rises, what is the new beans equilibrium, ceteris
paribus?

A) 2

B)3

09

D)4

E)7

Answer: E

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

51) Refer to Figure 3.5.2, which represents the market for beans. If the price of peas, a substitute
for beans, rises, and the cost of producing beans decreases, what is the new beans equilibrium,
ceteris paribus?

A) 2

B)3

C)9

D)4

E)7

Answer: C

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
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52) Refer to Figure 3.5.2, which represents the market for tacos. A new scientific study reveals
that tacos cause bad breath. Simultaneously, the cost of producing tacos decreases. What is the
new equilibrium, ceteris paribus?

A) 2

B)3

C)9

D)4

E)7

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

53) Refer to Figure 3.5.2, which represents the market for tacos. A new scientific study reveals
that tacos cause bad breath. Simultaneously, the cost of producing tacos increases. What is the
new equilibrium, ceteris paribus?

A)?2

B)3

C)9

D) 4

E)7

Answer: A

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
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Use the table below to answer the following questions.

Table 3.5.1
The Market for Car-Seat Heaters
Price Quantity Demanded  Quantity Supplied
(dollars per heater) (heaters per month) (heaters per month)
40 500 300
50 450 350
60 400 400
70 350 450
80 300 500
90 250 550
100 200 600
54) Refer to Table 3.5.1. The equilibrium price is $ and the equilibrium quantity is
heaters per month.
A) 80; 500
B) 80; 300
C) 50; 450
D) 50; 350
E) 60; 400
Answer: E

Diff: 1 Type: MC
Topic: Predicting Changes in Price and Quantity

55) Refer to Table 3.5.1. If the price is set at $80, there will be a
A) shortage of 200 units and price will rise.

B) shortage of 200 units and demand will fall.

C) surplus of 200 units and demand will rise.

D) surplus of 200 units and supply will fall.

E) surplus of 200 units and price will fall.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

56) Refer to Table 3.5.1. Suppose the cost of production rises, causing supply to decrease by 100
units at each price. The new equilibrium price is $ and equilibrium quantity is
units.
A) 70; 450
B) 70; 350
C) 50; 450
D) 50; 350
E) 60; 400
Answer: B
Diff: 2 Type: MC
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Topic: Predicting Changes in Price and Quantity

57) Refer to Table 3.5.1. Suppose a problem develops with car-seat heaters - they malfunction
and occasionally cause serious burns. As a result, demand decreases by 100 heaters at each price.
The new equilibrium price is $ and the new equilibrium quantity is heaters
per month.

A) 70; 450

B) 70; 350

C) 50; 450

D) 50; 350

E) 60; 400

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

58) Refer to Table 3.5.1. Suppose a problem develops with car-seat heaters - they malfunction
and occasionally cause serious burns. As a result, demand decreases by 100 heaters at each price.
Simultaneously, the cost of production rises, and supply decreases by 100 heaters at each price.
The new equilibrium price is $ and the new equilibrium quantity is heaters
per month.

A) 70; 450

B) 70; 350

C) 50; 450

D) 50; 350

E) 60; 300

Answer: E

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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Use the figure below to answer the following questions.

Table 3.5.2
Demand and Supply Schedules for Cups of Coffee each day at CoolU

Quantity Demanded  Quantity Supplied

Price (cups of coffee per  (cups of coffee per
(dollars per cup) day) day)
0.70 1,200 0
0.80 1,100 200
0.90 1,000 400
1.00 900 600
1.10 800 800
1.20 700 1,000
1.30 600 1,200
1.40 500 1,400
1.50 400 1,600
59) Refer to Table 3.5.2. The equilibrium price is $ and the equilibrium quantity is
cups a day.
A) 1.30; 1200
B) 0.90; 1000
C) 1.10; 900
D) 1.10; 800
E) 1.00; 800
Answer: D

Diff: 1 Type: MC
Topic: Predicting Changes in Price and Quantity

60) Refer to Table 3.5.2. If the price is set at $0.80 per cup, there is a leading to a price

A) shortage; rise

B) shortage; fall

C) surplus; rise

D) surplus; fall

E) equilibrium; rise

Answer: A

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity
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61) Refer to Table 3.5.2. If the price is set at $1.30 per cup, there is a leading to a price

A) shortage; rise

B) shortage; fall

C) surplus; rise

D) surplus; fall

E) equilibrium; rise

Answer: D

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity

62) Refer to Table 3.5.2. A premature frost destroys half the coffee trees. This change would be
represented as a

A) leftward shift of the demand curve.

B) rightward shift of the demand curve.

C) leftward shift of the supply curve.

D) rightward shift of the supply curve.

E) movement down along the supply curve.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

63) Refer to Table 3.5.2. A premature frost destroys half the coffee trees and the supply of coffee

is cut in half. The new equilibrium price is $ and the new equilibrium quantity is
cups a day.

A) 1.30; 600

B) 1.50; 400

C) 0.90; 400

D) 1.20; 700

E) 1.30; 500

Answer: A

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

64) Refer to Table 3.5.2. Professor Hyper publishes a new study, showing that coffee raises the
test performance of students. Students double their demand for coffee. This change would be
represented as a

A) leftward shift of the demand curve.

B) rightward shift of the demand curve.

C) leftward shift of the supply curve.

D) rightward shift of the supply curve.

E) movement up along the demand curve.

Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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65) Refer to Table 3.5.2. Professor Hyper publishes a new study, showing that coffee raises the
test performance of students. Students double their demand for coffee and the quantity of coffee
demanded at each price doubles. The new equilibrium price is $ , and the new
equilibrium quantity is cups a day.

A) 1.20; 1,000

B) 1.30; 1,200

C) 1.50; 1,600

D) 1.40; 1,400

E) none of the above

Answer: B

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

66) Refer to Table 3.5.2. Professor Hyper publishes a new study, showing that coffee raises the
test performance of students. Students double their demand for coffee and the quantity of coffee
demanded at each price doubles. In addition, a premature frost destroys half the coffee trees and
the supply of coffee is cut in half. The new equilibrium price is $ and the new
equilibrium quantity is cups a day.

A) 1.10; 400

B) 1.10; 1,600

C) 1.10; 800

D) 1.50; 800

E) 1.50; 400.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
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Use the table below to answer the following questions.

Table 3.5.3
Demand and supply schedules for designer sport t-shirts at CoolU
Price Quantity Supplied  Quantity Demanded
(dollars per t-shirt)  (t-shirts per month)  (t-shirts per month)
3 150 300
4 160 280
5 170 260
6 180 240
7 190 220
8 200 200
9 210 180
10 220 160
11 230 140
12 240 120
67) Refer to Table 3.5.3. The equilibrium price is $ and the equilibrium quantity is
t-shirts per month.
A) 6; 200
B) 7; 220
C) 8; 180
D) 8; 220
E) 8; 200
Answer: E

Diff: 1 Type: MC
Topic: Predicting Changes in Price and Quantity

68) Refer to Table 3.5.3. Suppose that the price of a designer sport t-shirt is $6. The market has
leading to :

A) an equilibrium; no change in the price

B) a shortage; a fall in the price

C) a shortage; a rise in the price

D) a surplus; a fall in the price

E) a surplus; arise in the price

Answer: C

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

Copyright © 2013 Pearson Canada Inc.



69) Refer to Table 3.5.3. Suppose that the price of a designer sport t-shirt is $10. The market has
leading to :

A) an equilibrium; no change in the price

B) a shortage; a fall in the price

C) a shortage; a rise in the price

D) a surplus; a fall in the price

E) a surplus; a rise in the price

Answer: D

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity

70) Refer to Table 3.5.3. In a television interview, Joe Cool shows off his designer sport t-shirt,
setting off a new craze that doubles business at the sportswear establishments. This would be
represented as a

A) movement up along the demand curve.

B) rightward shift of the demand curve.

C) leftward shift of the demand curve.

D) rightward shift of the supply curve.

E) leftward shift of the supply curve.

Answer: B

Diff: 1 Type: MC

Topic: Predicting Changes in Price and Quantity

71) Refer to Table 3.5.3. In a television interview, Joe Cool shows off his designer sport t-shirt,
setting off a new craze that doubles business at the sportswear establishments. The quantity of t-
shirts demanded doubles at each price. The new equilibrium price is $ and the new
equilibrium quantity is t-shirts per month.

A) 12; 240

B) 8; 400

C) 16; 400

D) 12; 120

E) 16; 200

Answer: A

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity

72) Refer to Table 3.5.3. A new store opens up on the edge of campus, Great Wild North
Sportswear, which has the capacity to do as much business as all the existing businesses. The
quantity of t-shirts supplied doubles at each price. This would be represented as a

A) movement up along the demand curve.

B) rightward shift of the demand curve.

C) leftward shift of the demand curve.

D) rightward shift of the supply curve.

E) leftward shift of the supply curve.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Changes in Price and Quantity
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73) Refer to Table 3.5.3. A new store opens up on the edge of campus, Great Wild North
Sportswear, which has the capacity to do as much business as all the existing businesses. The
quantity of t-shirts supplied doubles at each price. The new equilibrium price is $ and
the new equilibrium quantity is t-shirts per month.

A) 8; 400

B) 3; 300

C) 0; 400

D) 16; 200

E) 4; 400

Answer: B

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

74) Refer to Table 3.5.3. A new store opens up on the edge of campus, Great Wild North
Sportswear, which has the capacity to do as much business as all the existing businesses. The
quantity of t-shirts supplied doubles at each price. In addition, in a television interview, Joe Cool
shows off his designer sport t-shirt, setting off a new craze that doubles business at the local
sportswear establishments. The quantity of t-shirts demanded doubles at each price. The new
equilibrium price is $ and the new equilibrium quantity is t-shirts per month.
A) 8; 400

B) 8; 200

C) 3; 400

D) 12; 240

E) 16; 400

Answer: A

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following questions.

Table 3.5.4
Quantities demanded and supplied in equilibrium
before and after a drought strikes potato farms

Potatoes Hamburgers Rice
before after before after before after
Region 1 100 30 50 20 3 50
Region 2 10 5 4 50 50 60

75) Refer to Table 3.5.4. In Region 1, potatoes and hamburgers are
A) substitutes.

B) complements.

C) normal goods.

D) unrelated goods.

E) inferior goods.

Answer: B

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

76) In Table 3.5.4 potatoes and rice are

A) substitutes in Region 1 and complements in Region 2.
B) substitutes in Region 2 and complements in Region 1.
C) complements in both regions.

D) substitutes in both regions.

E) unrelated goods in both regions.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity
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77) "As fewer people buy computers, the demand for Internet service will decrease and the price
of Internet service will increase. The rise in the price of Internet service will increase the supply
of Internet service." This statement is because .

A) false; the decrease in the demand for Internet service creates a surplus and to eliminate the
surplus, supply increases

B) true; when the demand for Internet service increases, the supply of Internet service increases
so that the price of Internet service does not increase

C) true, when the demand for Internet service increases, the supply of Internet service increases
too so that no surplus occurs

D) true; the increase in the price of Internet service increases the supply of Internet service to
eliminate the shortage

E) false; a decrease in demand for Internet service does not increase the price of Internet service
and an increase in the price of Internet service does not increase the supply of Internet service
Answer: E

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: MyEconLab

78) The following events occur one at a time:

I. The price of crude oil rises.

I1. The price of a car rises.

I11. All speed limits on highways are abolished.
IV. Robots cut car production costs.

The quantity of gasoline supplied :

A) increases when all speed limits on highways are abolished
B) increases when the price of crude oil rises

C) decreases when robots cut car production costs

D) increases when the price of a car rises

E) decreases when the price of crude oil rises

Answer: A

Diff: 3 Type: MC

Topic: Predicting Changes in Price and Quantity

Source: MyEconLab

79) What will happen to the equilibrium price and quantity of coffee if it is discovered to help
prevent colds and, at the same time, Brazil and Vietnam emerge in the global market as massive
producers of coffee?

A) The equilibrium price will fall and the effect on the equilibrium quantity is uncertain.

B) The equilibrium price will rise and the effect on the equilibrium quantity is uncertain.

C) The equilibrium quantity will decrease and the equilibrium price will rise.

D) The equilibrium quantity will increase and the equilibrium price will remain unchanged.

E) The equilibrium quantity will increase and the effect on the equilibrium price is uncertain.
Answer: E

Type: MC

Copyright © 2013 Pearson Canada Inc.



80) All shredded wheat producers have decided to add a new ingredient, the "crunch enhancer"
to shredded wheat. Crunch enhancer keeps cereals crisper longer in milk and, as a result,
consumers decide they like shredded wheat more than before. What happens to the supply and
demand curves for shredded wheat now that it costs more to produce and consumers like it
better?

A) The supply and demand curves both shift rightward.

B) The supply curve shifts rightward and the demand curve remains unchanged.

C) The supply curve shifts leftward and the demand curve shifts rightward.

D) The supply curve shifts leftward and the demand curve remains unchanged.

E) Neither curve changes but a movement occurs up along the demand curve and a movement
occurs up along the supply curve.

Answer: C

Type: MC

Copyright © 2013 Pearson Canada Inc.



3.6 Mathematical Note

1) The demand curve for knobs is P = 75 - 6Qp and the supply curve for knobs is P = 35 + 2Qs.
What is the equilibrium price of a knob?

A) $5

B) $10

C) $40

D) $45

E) None of the above.

Answer: D

Diff: 2 Type: MC

Topic: Mathematical Note: Demand, Supply, and Equilibrium
Source: Study Guide

2) The y- axis intercept of the supply curve is 40 and the slope is 6. The equation of the supply
curve is .

A) P =3 +40Qs

B) P =40 + 6Qsg

C) P=40-6Qs

D) Qs =40 + 6P

E) Qs =40 - 6P

Answer: B

Diff: 2 Type: MC

Topic: Mathematical Note: Demand, Supply, and Equilibrium
Source: MyEconLab

3) The y- axis intercept of the demand curve is 60 and the slope is - 8. The equation of the
demand curve is

A) P =8-60QD

B) P =60 -8QD

C)Qp=60-8P

D) P=60+8QD

E) QD =60 + 8P

Answer: B

Diff: 2 Type: MC

Topic: Mathematical Note: Demand, Supply, and Equilibrium
Source: MyEconLab
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4) The demand curve is P = 700 - 10Qp. The supply curve is P = 400 + 5Qs. At market
equilibrium, the equilibrium quantity is and the equilibrium price is
A) 20; 500

B) 5; 0.05

C) 0.05; 5

D) 500; 20

E) 300; 15

Answer: A

Diff: 2 Type: MC

Topic: Mathematical Note: Demand, Supply, and Equilibrium

Source: MyEconLab

5) The demand curve is P = 700 - 20QpD. The supply curve is P = 300 + 20Qs. At market
equilibrium, the equilibrium quantity is and the equilibrium price is
A) 10; 500

B) 500; 10

C) 0.10; 20

D) 20; 0.10

E) 400; 40

Answer: A

Diff: 2 Type: MC

Topic: Mathematical Note: Demand, Supply, and Equilibrium

Source: MyEconLab

6) The demand curve is P = 800 - 25QpD. The supply curve is P = 500 + 25Qs. At market
equilibrium, the equilibrium quantity is and the equilibrium price is
A) 25; 0.17

B) 650; 6.0

C)0.17; 25

D) 6.0; 650

E) 1,300; zero

Answer: D

Diff: 2 Type: MC

Topic: Mathematical Note: Demand, Supply, and Equilibrium

Source: MyEconLab

Chapter 4 Elasticity
4.1 Price Elasticity of Demand

1) A price elasticity of demand of 2 means that a 10 percent increase in price will result in a
A) 2 percent decrease in quantity demanded.

B) 20 percent decrease in quantity demanded.

C) 5 percent decrease in quantity demanded.

D) 2 percent increase in quantity demanded.

E) 20 percent increase in quantity demanded.
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Answer: B
Diff: 2 Type: MC
Topic: Price Elasticity of Demand

2) The price elasticity of demand is a units-free measure of the responsiveness of the
when all other influences on buying plans remain the same.

A) quantity demanded to a change in the price of a substitute or complement

B) quantity demanded to a change in income

C) quantity demanded of a good to a change in its price

D) price to a change in quantity demanded

E) none of the above

Answer: C

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

3) The concept used by economists to indicate the responsiveness of the quantity demanded of a
good to a change in its price is the

A) cross elasticity of demand.

B) income elasticity of demand.

C) substitute elasticity of demand.

D) price elasticity of demand.

E) elasticity of supply.

Answer: D

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

4) If a 10 percent rise in price leads to an 8 percent decrease in quantity demanded, the price
elasticity of demand is

A) 0.8.

B) 1.25.

C) 8.

D) 0.125.

E) 80.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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5) If a large percentage drop in the price level results in a small percentage increase in the
quantity demanded,

A) demand is inelastic.

B) demand is elastic.

C) demand is unit elastic.

D) the price elasticity of demand is close to infinity.

E) the price elasticity of demand is zero.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

6) The price of apples falls by 5 percent and quantity of apples demanded increases by 6 percent.
We conclude that the demand for apples is

A) perfectly elastic.

B) unit elastic.

C) elastic.

D) perfectly inelastic.

E) inelastic.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

7) The price of oranges rises by 3 percent and quantity of oranges demanded decreases by 3
percent. We conclude that the demand for oranges is

A) inelastic.

B) elastic.

C) perfectly inelastic.

D) perfect elastic.

E) unit elastic.

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

8) The price of plums falls by 7 percent and quantity of plums demanded increases by 6.75
percent. We conclude that the demand for plums is

A) inelastic.

B) perfectly elastic.

C) perfectly inelastic.

D) elastic.

E) unit elastic.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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9) The price of good A falls by 10 percent and quantity of good A demanded does not change.
We conclude that the demand for good A is

A) perfectly elastic.

B) inelastic.

C) perfectly inelastic.

D) elastic.

E) unit elastic.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

10) Which one of the following illustrates an inelastic demand?

A) A 10 percent rise in price leads to a 5 percent decrease in quantity demanded.
B) A 10 percent rise in price leads to a 20 percent decrease in quantity demanded.
C) A price elasticity of demand equal to infinity.

D) A price elasticity of demand equal to 1.0.

E) A price elasticity of demand equal to 2.0.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

11) Which one of the following illustrates an elastic demand?

A) A 10 percent rise in price leads to a 5 percent decrease in quantity demanded.
B) A 10 percent rise in price leads to a 20 percent decrease in quantity demanded.
C) A price elasticity of demand equal to 0.2.

D) A price elasticity of demand equal to 1.0.

E) A price elasticity of demand equal to zero.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

12) If a 12 percent fall in price results in an 8 percent increase in quantity demanded, the price
elasticity of demand equals

A) 0.96.

B) 0.12.

C) 0.67.

D) 1.5.

E) 0.8.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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13) The demand for good A is unit elastic if

A) a 5 percent fall in the price of A results in an infinite increase in the quantity of A demanded.
B) a 5 percent rise in the price of A results in a 10 percent decrease in the quantity of A
demanded.

C) any increase in the price of A results in a 1 percent decrease in the quantity of A demanded.
D) a 5 percent rise in the price of A results in no change in the quantity of A demanded.

E) a 5 percent rise in the price of A results in a 5 percent decrease in the quantity of A demanded.
Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

14) Demand is inelastic if

A) a small change in price results in a large change in quantity demanded.

B) the quantity demanded is very responsive to a change in price.

C) the price elasticity of demand is 0.2.

D) the price does not change when supply increases.

E) a 10 percent change in price results in a 1 percent change in the quantity supplied.
Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

15) If the demand curve for a good is a horizontal line, then the good has
A) zero income elasticity.

B) price elasticity of demand equal to zero.

C) infinite price elasticity of demand.

D) a price elasticity of demand that is likely to rise in the short run.

E) a price elasticity of demand that is likely to fall in the short run.
Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

16) If a 10 percent rise in the price of goods leads to a 10 percent decrease in quantity demanded,
the demand curve for this good

A) is vertical.

B) is horizontal.

C) has slope equal to 1.

D) is a straight line with slope equal to 10.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Copyright © 2013 Pearson Canada Inc.



17) A unit elastic demand

A) means that the ratio of a change in quantity demanded to a change in price is equal to 1.

B) means that the ratio of a percentage change in quantity demanded to a percentage change in
price is equal to 1.

C) means that the ratio of a change in price to a change in quantity demanded is equal to 1.

D) is illustrated by a horizontal demand curve.

E) is illustrated by a vertical demand curve.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

18) Suppose a rise in the price of a good from $6.50 to $7.50 leads to a decrease in the quantity
demanded from 10,500 to 9,500 units. In this range of demand, the price elasticity of demand is
A) 14.

B) 7.

C) 1,000.

D) 1.

E) 0.7.

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

19) A fall in the price of a good from $11.50 to $8.50 results in an increase in the quantity
demanded from 19,200 to 20,800 units. The price elasticity of demand is

A) 0.27.

B) 3.75.

C) 0.08.

D) 8.0.

E) 30.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

20) A fall in the price of a good from $10.50 to $9.50 results in an increase in the quantity
demanded from 18,800 to 21,200 units. The price elasticity of demand is

A) 0.8.

B) 1.25.

C)1.2.

D) 8.0.

E) 2.4.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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21) Suppose the quantity of root beer demanded decreases from 105,000 litres per week to
95,000 litres per week when the price rises by 5 percent. The price elasticity of demand
A)is 2.0.

B) is 0.5.

C) is 10.

D) is inelastic.

E) cannot be computed unless we know the original price and the new price.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

22) Suppose that the price elasticity of demand for bottled water in Sackville, New Brunswick is
1.5, while the price elasticity of demand for bottled water in Prince Albert, Saskatchewan is 0.93.
This implies that the demand in Sackville is and demand in Prince Albert is

A) unit elastic; unit elastic

B) perfectly elastic; inelastic

C) inelastic; elastic

D) elastic; inelastic

E) elastic; unit elastic

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

23) Suppose the government of Nova Scotia wants to reduce the consumption of electricity by 5
percent. The price elasticity of demand for electricity is 0.40. You advise the Nova Scotia
government to

A) raise the price of electricity by 12.5 percent.

B) raise the price of electricity by 2 percent.

C) lower the price of electricity by 12.5 percent.

D) stay away from the market for electricity and let the market mechanism fix the problem.
E) lower the price of electricity by 2 percent.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

24) Suppose the Lethbridge Computer Company decides to increase the quantity of computers it
sells by 6 percent. If the price elasticity of demand is 3.5, the company must

A) raise the price of a computer by 1.714 percent.

B) raise the price of a computer by 0.21 percent.

C) lower the price of a computer by 0.21 percent.

D) lower the price of a computer by 1.714 percent.

E) lower the price of a computer by 0.58 percent.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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25) If the demand for salmon in Cape Breton Nova Scotia is unit elastic, the price elasticity of
demand for salmon equals

A) 1.0.

B) 100.0.

C) 0.10.

D) zero.

E) 10.0.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

26) At a price of $15, Jack's quantity demanded of good A is the same as when the price rises to
$16. Jack's demand for good A is

A) elastic.

B) inelastic.

C) perfectly elastic.

D) unit elastic.

E) perfectly inelastic.

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

27) Which one of the following will yield a measured price elasticity of demand of 5.0? A 10
percent rise in price results in a

A) 10 percent decrease in quantity demanded.

B) 5 percent decrease in quantity demanded.

C) 2 percent decrease in quantity demanded.

D) 50 percent decrease in quantity demanded.

E) 0.5 percent decrease in quantity demanded.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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Use the table below to answer the following questions.

Table 4.1.1
Demand schedule for good A.
Price Quantity demanded
(dollars per unit) (units)
9.0 0
8.00 2,000
7.00 4,000
6.00 6,000
5.00 8,000
4.00 10,000
3.00 12,000
2.00 14,000

1.00 16,000
0 18,000

28) Refer to Table 4.1.1. The price elasticity of demand when the price rises from $6 a unit to $7
a unit is

A) 1.0.

B) 2.0.

C) 2.6.

D) 0.5.

E) 1.3.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

29) Refer to Table 4.1.1. Demand is unit elastic when the price falls from
A) $8 to $7.

B) $7 to $6.

C) $6 to $5.

D) $5 to $4.

E) $4 to $3.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

30) Refer to Table 4.1.1. If the price of good A falls from $4 to $3,
A) total revenue will increase.

B) total revenue will remain constant.

C) demand is elastic in this range.

D) demand is unit elastic in this range.

E) demand is inelastic in this range.

Answer: E

Diff: 2 Type: MC
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Topic: Price Elasticity of Demand

31) For which one of the following will demand be the most price inelastic?
A) milk

B) Happy Cow brand milk

C) Happy Cow brand milk in Regina

D) Happy Cow brand milk at Ralph's Grocery Store in Regina

E) All of the above will exhibit the same price elasticity of demand
Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

32) For which one of the following is demand likely to be most inelastic?
A) diamonds

B) insulin for a diabetic

C) potatoes

D) gasoline

E) books

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

33) Demand will be more inelastic the

A) higher the income level.

B) lower the income level.

C) longer the passage of time after a price increase.
D) fewer good substitutes that are available.

E) larger the fraction of income spent on the good.
Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

34) Demand will be more elastic the

A) higher the income level.

B) lower the income level.

C) longer the passage of time after a price increase.
D) fewer substitutes are available.

E) smaller the fraction of income spent on the good.
Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Price (dollars)

Quantity
Figure 4.1.1

35) Figure 4.1.1 illustrates a linear demand curve. Comparing the price elasticity in the $2 to $3
price range with the elasticity in the $8 to $9 range, we can conclude

A) that demand is more elastic in the $8 to $9 price range.

B) that demand is more elastic in the $2 to $3 price range.

C) that the price elasticity of demand is the same in both price ranges.

D) nothing without numerical information about quantities.

E) that the price elasticity of demand is zero in both price ranges because the demand curve is a
straight-line demand curve.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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Use the figure below to answer the following questions.

Price (dollars)

14

Quantity
Figure 4.1.2

36) Figure 4.1.2 illustrates a linear demand curve. If the price falls from $13 to $11,
A) total revenue increases.

B) total revenue decreases.

C) total revenue remains unchanged.

D) total revenue initially increases then decreases.

E) total revenue initially decreases then increases.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

37) Figure 4.1.2 illustrates a linear demand curve. If the price falls from $4 to $2,

A) total revenue increases.

B) total revenue decreases.

C) total revenue remains unchanged.

D) the quantity demanded increases by more than 10 percent.

E) the percentage change in quantity demanded is more than the percentage change in price.
Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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38) The quantity of apples demanded decreases by 8 percent when the price rises by 8 percent.
The demand for apples is

A) unit elastic.

B) inelastic.

C) elastic.

D) perfectly elastic.

E) perfectly inelastic.

Answer: A

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

39) A perfectly vertical demand curve indicates that the price elasticity of demand for the good is
A) zero.

B) greater than zero but less than 1.

C) 1.

D) greater than 1.

E) negative.

Answer: A

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

40) Factors that influence the elasticity of demand include
A) the closeness of substitutes.

B) the price of complements but not the price of substitutes.
C) income.

D) preferences.

E) the price of substitutes and complements.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

41) A given percentage rise in the price of a good is likely to result in a larger percentage
decrease in the quantity of the good demanded
A) the shorter the passage of time.

B) the larger the proportion of income spent on it.
C) the harder it is to obtain good substitutes.

D) all of the above.

E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide
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42) Suppose a fall in the price of a good from $10 to $8 leads to an increase in quantity
demanded from 20 to 24 units. The price elasticity of demand is

Al

B) 9/11.

C) 11/9.

D) 2.0.

E) 4.5/11.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

43) For which one of the following will demand be the most price elastic?
A) daily newspapers

B) Ontario newspapers

C) Toronto newspapers

D) The Toronto Star

E) Each of the above will exhibit the same price elasticity of demand
Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

44) Suppose this coming winter France will have unusually bad weather, and that next year's
wine crop will be substantially reduced. Select the best statement.

A) The French wine supply will increase as price rises.

B) If the demand for French wine is elastic, wine producers will experience an increase in total
revenue.

C) The initial change in the market will create a surplus of French wine.

D) In the final equilibrium, price and quantity will be higher.

E) none of the above

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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Use the table below to answer the following question.

Table 4.1.2
Price Quantity
per Volleyball Demanded
$19 55
$21 45

45) Refer to Table 4.1.2. The table shows two points on the demand curve for volleyballs. What
is the price elasticity of demand between these two points?
A) 2.5.

B) 2.0.

C)0.5.

D) 0.4.

E) none of the above

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

46) If the price elasticity of demand is 2, then a 1 percent fall in price
A) doubles the quantity demanded.

B) decreases the quantity demanded by half.

C) increases the quantity demanded by 2 percent.

D) decreases the quantity demanded by 2 percent.

E) increases the quantity demanded by 0.5 percent.

Answer: C

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

47) The demand for a good will be more price inelastic,
A) the higher is its price.

B) the larger is the percentage of income spent on it.

C) the longer is the passage of time.

D) the smaller the supply of the good.

E) the fewer substitutes are available for the good.
Answer: E

Diff: 1 Type: MC

Topic: Price Elasticity of Demand
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48) A union leader who claims that "higher wages increase living standards without causing
unemployment™ believes that the demand for labour is
A) income elastic.

B) income inelastic.

C) perfectly elastic.

D) perfectly inelastic.

E) unit elastic.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

49) Business people speak about price elasticity of demand without using the actual term. Which
one of the following statements reflects elastic demand for a good?

A) "A price cut won't help me. It won't increase sales, and I'll just get less money for each unit."
B) "I don't think a price cut will make any difference to my bottom line. What | may gain from
selling more | would lose on the lower price."”

C) "My customers are real bargain hunters. Since | set my prices just a few cents below my
competitors, customers have flocked to the store, and sales are booming."

D) "With the recent economic recovery, people have more income to spend and sales are
booming, even at the previous prices."

E) none of the above

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

50) If arise in price results in a decrease in total revenue, then the price elasticity of demand is
A) negative.

B) zero.

C) greater than zero but less than 1.

D) equal to 1.

E) greater than 1.

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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51) Suppose that Simon Fraser University decides to raise tuition fees to increase the total
revenue it receives from students. This policy works only if the demand for a Simon Fraser
University education is

A) unit elastic.

B) inelastic.

C) elastic.

D) greater than the demand for a University of Western Ontario education.

E) perfectly elastic.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

52) The demand for a good is perfectly elastic when the price elasticity of demand is
A) equal to infinity.

B) between infinity and 1.

C) equal to 1.

D) between 1 and zero.

E) equal to zero.

Answer: A

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

53) When the price elasticity of demand is , demand for the good is perfectly inelastic.
A) equal to infinity

B) greater than 1

C)equalto 1l

D) between 1 and zero

E) equal to zero

Answer: E

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

54) When the price elasticity of demand is , demand for the good is elastic.
A) equal to infinity

B) greater than 1

C)equalto 1l

D) between 1 and zero

E) equal to zero

Answer: B

Diff: 1 Type: MC

Topic: Price Elasticity of Demand
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55) When the price elasticity of demand is , demand for the good is unit elastic.
A) equal to infinity

B) greater than 1

C)equalto 1l

D) between 1 and zero

E) equal to zero.

Answer: C

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

56) When the price elasticity of demand is , demand for the good is inelastic.
A) equal to infinity

B) greater than 1

C)equalto 1l

D) between 1 and zero

E) equal to zero

Answer: D

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

57) The price elasticity of demand for airplane travel one year in advance of the departure date is
most likely to be

A) equal to infinity.

B) equal to zero.

C) between zero and 1.

D) equal to 1.

E) greater than 1.

Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

58) The price elasticity of demand for airplane travel one week in advance of the departure date
is most likely to be

A) equal to infinity.

B) equal to zero.

C) between zero and 1.

D) equal to 1.

E) greater than 1.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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59) If a price decrease results in an increase in total revenue, then demand is
A) inelastic.

B) unit elastic.

C) perfectly inelastic.

D) equal to supply.

E) elastic.

Answer: E

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

60) Suppose Swiss Chalet in Moncton knows that the demand for their half-chicken meals is
elastic. If the manager wants to increase total revenue from half-chicken meal sales, he should
A) lower the price of a half-chicken meal.

B) not change the price of a half-chicken meal.

C) raise the price of a half-chicken meal.

D) decrease the supply of half-chicken meals.

E) hire fewer employees.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

61) As a result of a poor growing season, the supply curve of apples shifted leftward, the
equilibrium price of apples rose, and total revenue fell. This suggests that the price elasticity of
demand for apples is

A) perfectly inelastic.

B) elastic.

C) inelastic.

D) unit elastic.

E) perfectly elastic.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

62) Suppose the Nunavut government decides to repair Igaluit roads. One way to generate
sufficient funds for this plan is to increase taxes on gasoline. The government will be able to
raise total revenue from gasoline sales only if the demand for gasoline is

A) perfectly elastic.

B) equal to the supply of gasoline.

C) unit elastic.

D) inelastic.

E) elastic.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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63) Which of the following will have the most elastic demand?

A) frozen desserts

B) ice cream

C) strawberry ice cream

D) a banana split made with strawberry and chocolate ice cream

E) a banana split with with Nestle strawberry and chocolate ice cream
Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

64) Suppose your annual income is $65 000 and your favourite TV Guide magazine costs you
$28 a year. Your demand for the TV Guide magazine is likely to be

A) perfectly elastic.

B) inelastic.

C) unit elastic.

D) elastic.

E) elastic -- the same as your demand for all other goods.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

65) The longer the time that has elapsed since a price change the more time consumers will have
to respond to price changes. As a result, demand becomes

A) zero.

B) more inelastic.

C) more elastic.

D) perfectly inelastic.

E) unit elastic.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

66) The price of gasoline rises by 25 percent and remains fixed at the new higher level. Choose
the correct statement.

A) The demand for gasoline will increase after consumers adjust their consumption behaviour to
the new higher price.

B) The demand for gasoline will decrease after consumers adjust their consumption behaviour to
the new higher price.

C) Initially after the price change, the price elasticity of demand will be less elastic than it will be
a few years after the price change.

D) The price elasticity of demand for gasoline will decrease in the future.

E) Initially after the price change, the price elasticity of demand will be more elastic than it will
be a few years after the price change.

Answer: C

Diff: 3 Type: MC

Topic: Price Elasticity of Demand
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67) The demand for a good is price elastic if

A) arise in price results in an increase in total revenue.

B) a fall in price results in a decrease in total revenue.

C) arise in price results in a decrease in total revenue.

D) the good is a necessity.

E) the demand for the good is very insensitive to changes in price.
Answer: C

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

68) The demand for a good is price inelastic if

A) arise in price results in an increase in total revenue.

B) a rise in price results in a decrease in total revenue.

C) an increase in income results in a decrease in total revenue.
D) an increase in income results in an increase in total revenue.
E) the good is a luxury.

Answer: A

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

69) If the demand for a good is unit elastic, then a 5 percent increase in price results in
A) a 5 percent increase in total revenue.

B) a 5 percent decrease in total revenue.

C) no change in total revenue.

D) an increase in total revenue greater than 5 percent.

E) an increase in total revenue less than 5 percent.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

70) Total revenue from the sale of a good will decrease if
A) income increases and the good is normal.

B) its price rises and demand is elastic.

C) its price rises and demand is inelastic.

D) income falls and the good is an inferior good.

E) its price falls and demand is elastic.

Answer: B

Diff: 1 Type: MC

Topic: Price Elasticity of Demand
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71) If Saudi Arabia argues that an increase in the supply of oil will decrease total revenue, then
Saudi Arabia believes the demand for oil is

A) income inelastic.

B) income elastic.

C) elastic.

D) inelastic.

E) unit elastic.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

72) Suppose there is an increase in the cost of resources used in the production of good A. Then
A) if the price of A rises, we know the demand for A is elastic.

B) if the total revenue from sales of A rises, we know the demand for A is elastic.

C) if the total revenue from sales of A falls, we know the demand for A is elastic.

D) total revenue will increase because the price of A must rise.

E) total revenue must fall because the quantity bought and sold of A must fall.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

73) When the price of peanut butter rises by 4 percent, total revenue decreases by 8 percent. The
demand for peanut butter

A) is elastic.

B) is inelastic.

C) is unit elastic.

D) has a price elasticity equal to 1/2.
E) has a price elasticity equal to 2.
Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
Source: Study Guide

74) If price elasticity of demand is zero, then as the price falls
A) total revenue does not change.

B) quantity demanded does not change.

C) quantity demanded falls to zero.

D) total revenue increases from zero.

E) None of the above occurs.

Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide
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75) A technological breakthrough lowers the cost of photocopiers. If the demand for
photocopiers is price inelastic, we predict that photocopier sales

A) fall and total revenue increases.

B) fall and total revenue decreases.

C) rise and total revenue increases.

D) rise and total revenue decreases.

E) rise, but changes in total revenue will depend on elasticity of supply.
Answer: D

Diff: 1 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

76) A decrease in tuition fees will decrease the university's total revenue if the price elasticity of
demand for university education is
A) negative.

B) greater than zero but less than 1.
C) equal to 1.

D) greater than 1.

E) less than the elasticity of supply.
Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
Source: Study Guide

77) The demand for orange juice is price elastic. A severe frost, which destroys large quantities
of oranges will

A) lower the equilibrium price but increase total consumer spending on juice.

B) decrease the equilibrium quantity and decrease total consumer spending on juice.
C) decrease both the equilibrium quantity and the price of juice.

D) raise the equilibrium price as well as total consumer spending for juice.

E) raise the equilibrium price but leave total consumer spending for juice constant.
Answer: B

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide
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78) Tina and Brian work for the same recording company. Tina claims they would be better off
by raising the price of their CDs, while Brian claims they would be better off by lowering the
price. We can conclude that

A) Tina thinks the demand for CDs has price elasticity of demand zero and Brian thinks price
elasticity of demand equals 1.

B) Tina thinks the demand for CDs has price elasticity of demand equal to 1 and Brian thinks
price elasticity of demand equals zero.

C) Tina thinks the demand for CDs is price elastic and Brian thinks it is price inelastic.

D) Tina thinks the demand for CDs is price inelastic and Brian thinks it is price elastic.

E) Tina and Brian should stick to singing and forget about economics.

Answer: D

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide

Use the figure below to answer the following question.

Total revenue

TR

Quantity
Figure 4.1.3

79) Given the relationship shown in Figure 4.1.3 between total revenue from the sale of a good
and the quantity of the good sold, then

A) this is an inferior good.

B) this is a normal good.

C) the price elasticity of demand is zero.

D) demand for this good is perfectly elastic.
E) the price elasticity of demand is 1.
Answer: E

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Source: Study Guide
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80) If the Canucks lower ticket prices and find that total revenue does not change, then the price
elasticity of demand for tickets is

A) zero.

B) greater than zero but less than 1.

C) equal to 1.

D) greater than 1.

E) negative.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

81) A good has a price elasticity of demand equal to 2. If new imports lower its price from $1.20
to $0.80, the percentage change in quantity demanded will be

A) an increase of 80 percent.

B) a decrease of 80 percent.

C) a decrease of 40 percent.

D) an increase of 2 percent.

E) an increase of 40 percent.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

82) Total revenue is more likely to rise when the price rises if
A) there are few substitutes for the good.

B) a high proportion of income is spent on the good.

C) some extended period of time passes.

D) all of the above.

E) none of the above.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

83) Total revenue is more likely to rise when the price falls if
A) there are few substitutes for the good.

B) a low proportion of income is spent on the good.

C) some extended period of time passes.

D) all of the above.

E) none of the above.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand
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84) If the demand for good Z is perfectly inelastic, then the demand curve for good Z is
A) vertical.

B) horizontal.

C) upward sloping.

D) downward sloping.

E) initially upward sloping and then downward sloping.

Answer: A

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

85) Suppose the demand curve for good X is horizontal. This shows that the demand for good X
is

A) unit elastic.

B) inelastic.

C) perfectly elastic.

D) perfect inelastic.

E) elastic.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

86) If the price elasticity of demand is zero, then demand is
A) elastic.

B) inelastic.

C) perfectly inelastic.

D) perfectly elastic.

E) unit elastic.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following question.

Table 4.1.3
Price of Jolt  Price of Coke Income Level  Jolt Sales
2000 $S1.00/can $1.00/can $25,000 15,000 cases
2001 $1.00/can $1.40/can $25,000 25,000 cases
2002 $1.00/can $1.40/can $35,000 15,000 cases
2003 $140/can $1L40/can $35,000 5,000 cases

87) Refer to Table 4.1.3. The price elasticity of demand for Jolt is
Al

B) 2.5.

C) 3.0.

D) 0.33.

E) cannot be calculated because income is not constant.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

88) Suppose a rise of 8 percent in the price of bison meat in Saskatchewan reduces the
consumption of bison meat by 24 percent. Such a price rise will induce consumers to spend
A) more of their income on bison.

B) the same amount of their income on bison as before.

C) less of their income on bison.

D) more on products that are complements of bison.

E) zero dollars on bison meat.

Answer: C

Diff: 2 Type: MC

Topic: Price Elasticity of Demand

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following question.

Table 4.1.4
Price Quantity Demanded
(dollars per chip) (millions of chips per year)
200 50
250 45
300 40
350 35
400 30
89) Refer to Table 4.1.4. The table shows the demand schedule for computer chips. As the price
rises from $200 a chip to $300 a chip, total revenue . So at a price of $250 a chip,
demand is

A) falls; inelastic

B) rises; inelastic

C) falls; rises

D) rises; elastic

E) rises; unit elastic

Answer: B

Type: MC

Topic: Price Elasticity of Demand
Source: MyEconLab

Use the table below to answer the following question.

Table 4.1.5
Price Quantity demanded
(dollars per night) (rooms per night)
200 10,000
250 8,000
400 5,000
500 4,000
800 2,500
90) Refer to Table 4.1.5. The demand for hotel rooms is because

A) inelastic; if the price is set low enough, total revenue will decrease

B) elastic; if the price is set high enough, total revenue will decrease

C) unit elastic; a price cut leaves total revenue unchanged. Total revenue never reaches a
maximum

D) decreasing as the price falls; the demand curve for hotel rooms is a straight-line demand curve
E) inelastic; if the price is set low enough, total revenue will increase

Answer: C

Type: MC

Topic: Price Elasticity of Demand

Source: MyEconLab
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91) When the price of a good increased by 5 percent, the quantity demanded of it decreased 10
percent. The price elasticity of demand is . A price rise will total revenue.
A) 2.0; decrease

B) 0.5; decrease

C) 2.0; increase

D) 0.5; increase

E) -2.0; decrease

Answer: A

Type: MC

Topic: Price Elasticity of Demand

Source: MyEconLab

92) When the price of a good increased by 6 percent, the quantity demanded of it decreased 3
percent. Most likely, this good and .
A) is a necessity; has poor substitutes

B) has poor substitutes; is a luxury

C) is a necessity; has good substitutes

D) is a luxury; is narrowly defined

E) is a luxury; has experienced a recent price change
Answer: A

Type: MC

Topic: Price Elasticity of Demand

Source: MyEconLab

93) The price elasticity of demand for purses is measured in
A) dollars.

B) purses.

C) dollars per purse.

D) purses per dollar.

E) none of the above.

Answer: E

Type: MC

94) The price elasticity of demand depends on

A) the units used to measure price and the units used to measure quantity.

B) the units used to measure price but not the units used to measure quantity.

C) the units used to measure quantity but not the units used to measure price.

D) neither the units used to measure price nor the units used to measure quantity.
E) the relative price of the good.

Answer: D

Type: MC
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95) When the quantity of coal is measured in kilograms instead of pounds, the demand for coal
becomes

A) more elastic.

B) less elastic.

C) neither more nor less elastic.

D) perfectly elastic.

E) perfectly inelastic.

Answer: C

Type: MC

96) The price elasticity of demand for oranges if the quantity is measured in pounds
instead of kilograms and if the price is measured in dollars instead of cents.

A) changes; changes

B) changes; does not change

C) does not change; changes

D) does not change; does not change
E) increases; decreases

Answer: D

Type: MC
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4.2 More Elasticities of Demand

Use the table below to answer the following questions.

Table 4.2.1
Quantity Demanded  Price  Income
Year {units) (dollars) (dollars)
2007 25,000 | 4,000
2008 15,000 3 4,000
2000 5,000 3 6,000

1) Consider the information in Table 4.2.1. Select the best statement.

A) The income elasticity of demand is -2.5.

B) The income elasticity of demand is 2.5.

C) The income elasticity of demand is -3.33.

D) The income elasticity of demand is 3.33.

E) We cannot calculate the income elasticity of demand because both income and price are
changing at the same time.

Answer: A

Diff: 2 Type: MC

Topic: More Elasticities of Demand

2) The income elasticity of demand equals the percentage change in other things
remaining the same.

A) price divided by the percentage change in income

B) price divided by the percentage change in quantity demanded

C) income divided by the percentage change in quantity demanded

D) quantity demanded divided by the percentage change in price

E) quantity demanded divided by the percentage change in income

Answer: E

Diff: 1 Type: MC

Topic: More Elasticities of Demand

3) If the quantity of carrots demanded increases by a small percentage when income increases by
a large amount, we know that the demand for carrots is

A) price elastic.

B) price inelastic.

C) income inferior.

D) income elastic.

E) income inelastic.

Answer: E

Diff: 1 Type: MC

Topic: More Elasticities of Demand

Copyright © 2013 Pearson Canada Inc.



4) If the quantity of carrots demanded increases by a large percentage when income increases by
a small amount, we know that the demand for carrots is

A) price elastic.

B) price inelastic.

C) income inferior.

D) income inelastic.

E) income elastic.

Answer: E

Diff: 1 Type: MC

Topic: More Elasticities of Demand

5) Which one of the following must be true if demand is income inelastic?

A) A large percentage increase in income will result in a small percentage increase in quantity
demanded.

B) A small percentage increase in income will result in a large percentage increase in quantity
demanded.

C) An increase in income will decrease the quantity demanded.

D) The good is an inferior good.

E) A percentage rise in price increases the quantity demanded by a smaller percentage.
Answer: A

Diff: 1 Type: MC

Topic: More Elasticities of Demand

6) Which one of the following must be true if demand is income elastic?

A) A large percentage increase in income will result in a small percentage increase in quantity
demanded.

B) A small percentage increase in income will result in a large percentage increase in quantity
demanded.

C) An increase in income will decrease the quantity demanded.

D) The good is an inferior good.

E) A percentage change in price will lead to a larger percentage change in quantity demanded.
Answer: B

Diff: 1 Type: MC

Topic: More Elasticities of Demand

7) If aturnip is an inferior good then

A) a small decrease in income decreases the quantity of turnips demanded at the current price by
a large amount.

B) a large decrease in income decreases the quantity of turnips demanded at the current price by
a small amount.

C) an increase in income increases the quantity demanded at the current price.

D) an increase in income decreases the quantity demanded at the current price.

E) turnips taste awful.

Answer: D

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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8) If a turnip is a normal good then

A) a small decrease in income increases the quantity of turnips demanded at the current price by
a large amount.

B) a large decrease in income increases the quantity of turnips demanded at the current price by a
small amount.

C) an increase in income increases the quantity demanded at the current price.

D) an increase in income decreases the quantity demanded at the current price.

E) an increase in price decreases the quantity demanded.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand

9) Fred's income increases from $1,950 per week to $2,050 per week. As a result, he decides to
increase the number of movies he attends each month by 10 percent. Fred's demand for movies is
A) price elastic.

B) price inelastic.

C) income elastic.

D) income inelastic.

E) income inferior.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand

10) Fred's income increases from $840 per week to $1,160 per week. As a result, he decides to
purchase 24 percent more bubble gum each week. The income elasticity of Fred's demand for
bubble gum is

A) 0.32.

B) 1.33.

C) 24.

D) 0.24.

E) 0.75.

Answer: E

Diff: 2 Type: MC

Topic: More Elasticities of Demand

11) Fred's income increases from $800 per week to $1,200 per week. As a result, he decides to
purchase 40 percent more bubble gum each week. The income elasticity of Fred's demand for
bubble gum is

A) 0.40.

B) 40.

C) 1.0.

D) 0.12.

E) 10.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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12) Suppose that a 20 percent increase in income increases the quantity of good A demanded
from 19,200 to 20,800 units. The income elasticity of demand for good A is

A) 0.05.

B) 0.8.

C) 0.4.

D) 1.2

E) 2.0.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand

13) If a 10 percent increase in income results in a 5 percent increase in quantity demanded, what
is the income elasticity of demand?
A) 0.5

B) -0.5

C)20

D) -2.0

E)15

Answer: A

Diff: 1 Type: MC

Topic: More Elasticities of Demand
Source: Study Guide

14) If a 10 percent increase in income results in a 10 percent decrease in the consumption of
widgets, then

A) the price elasticity of demand for widgets equals 1.

B) the income elasticity of demand for widgets is negative.

C) the income elasticity of demand for widgets equals 1.

D) widgets are a normal good.

E) the price elasticity demand for widgets is negative.

Answer: B

Diff: 2 Type: MC

Topic: More Elasticities of Demand

15) Luxury goods tend to have income elasticities of demand that are
A) greater than 1.

B) greater than zero but less than 1.

C) less than the income elasticities of demand for necessary goods.
D) negative.

E) first positive and then negative as income increases.

Answer: A

Diff: 2 Type: MC

Topic: More Elasticities of Demand

Source: Study Guide
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16) If a 4 percent decrease in income (at a constant price) results in a 2 percent decrease in the
consumption of dweedles then

A) the income elasticity of demand for dweedles is negative.
B) dweedles are a necessity and a normal good.

C) dweedles are a luxury and a normal good.

D) dweedles are an inferior good.

E) both A and D.

Answer: B

Diff: 2 Type: MC

Topic: More Elasticities of Demand

Source: Study Guide

17) The cross elasticity of demand between any two goods is defined as the

A) percentage change in the quantity demanded of one good divided by the percentage change in
the price of the other good.

B) change in the price elasticity of demand for one good divided by the change in the price
elasticity of demand for the other good.

C) percentage change in the quantity of a good demanded divided by the percentage change in its
price.

D) percentage change in the quantity of a good demanded divided by the percentage change in
income.

E) percentage change in the price of one good divided by the percentage change in the price of
the other good.

Answer: A

Diff: 1 Type: MC

Topic: More Elasticities of Demand

18) If the cross elasticity of demand between goods A and B is positive, then
A) the demands for A and B are both price elastic.

B) the demands for A and B are both price inelastic.

C) A and B are complements.

D) A and B are substitutes.

E) A and B are independent goods.

Answer: D

Diff: 1 Type: MC

Topic: More Elasticities of Demand

19) If the cross elasticity of demand between goods A and B is negative, then
A) the demands for A and B are both price elastic.

B) the demands for A and B are both price inelastic.

C) A and B are complements.

D) A and B are substitutes.

E) A and B are independent goods.

Answer: C

Diff: 1 Type: MC

Topic: More Elasticities of Demand
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20) If the cross elasticity of demand between beef and bison is 1.5, then a 3 percent increase in
the price of beef will lead to

A) a 4.5 percent increase in the quantity of bison demanded.

B) a 4.5 percent decrease in the quantity of bison demanded.

C) a 2 percent increase in the quantity of bison demanded.

D) a 2 percent decrease in the quantity of bison demanded.

E) a 0.5 percent increase in the quantity of bison demanded.

Answer: A

Diff: 2 Type: MC

Topic: More Elasticities of Demand

21) If the quantity of chicken demanded increases by 1.25 percent when the price of beef
increases by 2.5 percent, the cross elasticity of demand between chicken and beef is

A) 3.125.

B) -3.125.

C) -0.5.

D) 2.0.

E) 0.5.

Answer: E

Diff: 2 Type: MC

Topic: More Elasticities of Demand

22) An economic measure that indicates when the demands for two or more goods are related is
A) the income elasticity of demand.

B) the price elasticity of demand.

C) the substitute elasticity of demand.

D) the cross elasticity of demand.

E) the normal elasticity of demand.

Answer: D

Diff: 1 Type: MC

Topic: More Elasticities of Demand

23) If arise in the price of good B increases the demand for good A, then
A) A and B are substitutes.

B) A and B are complements.

C) the cross elasticity of demand between A and B is negative.

D) A is a resource used in the production of B.

E) the demand for A is price elastic.

Answer: A

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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24) If an increase in the supply of good A increases the demand for good B, then
A) the demands for A and B are independent.

B) the elasticity of supply for good A is greater than 1.

C) A and B are complements.

D) A and B are substitutes.

E) the demand for A is price elastic.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand

25) If an increase in the supply of good A decreases the demand for good B, then
A) the demands for A and B are independent.

B) the elasticity of supply for good A is greater than 1.

C) A and B are complements.

D) A and B are substitutes.

E) the demand for A is price elastic.

Answer: D

Diff: 2 Type: MC

Topic: More Elasticities of Demand

26) A rise in the price of good A shifts the

A) demand curve for good B rightward if the cross elasticity of demand between A and B is
negative.

B) demand curve for good B rightward if the cross elasticity of demand between A and B is
positive.

C) supply curve of B rightward if the cross elasticity of demand between A and B is negative.
D) supply curve of B rightward if the cross elasticity of demand between A and B is positive.
E) demand curve for B rightward if the income elasticity of demand for B is positive.
Answer: B

Diff: 2 Type: MC

Topic: More Elasticities of Demand

27) If the cross elasticity of demand between peanut butter and jelly is negative, then
A) arise in the price of peanut butter results in a rise in the equilibrium price of jelly.
B) a rise in the price of peanut butter results in a fall in the equilibrium price of jelly.
C) arise in the price of peanut butter has no effect on the equilibrium price of jelly.
D) a fall in the price of peanut butter results in a fall in the equilibrium price of jelly.
E) peanut butter and jelly are substitutes.

Answer: B

Diff: 3 Type: MC

Topic: More Elasticities of Demand
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28) Suppose a fall from $110 to $90 in the price of playing golf on a public golf course results in
an increase in the quantity of golf balls demanded (at the current price of golf balls) from 9,950
units to 10,050 units. The cross elasticity of demand of playing golf with respect to the price of
golf balls is

A) -0.05.

B) -0.1.

C) 0.01.

D) 0.08.

E) 0.05.

Answer: A

Diff: 2 Type: MC

Topic: More Elasticities of Demand

29) A fall in the price of X from $6 to $4 results in an increase in the quantity of Y demanded (at
the current price of Y) from 900 to 1,100 units. What is the cross elasticity of demand between X
and Y?

A) 0.5

B)-0.5

C)2

D) -2

E) Either A or B, depending on whether X and Y are substitutes or complements.

Answer: B

Diff: 2 Type: MC

Topic: More Elasticities of Demand

30) If good A is a substitute for good B, then the cross elasticity of demand is
A) 12.

B) infinity.

C) positive.

D) zero.

E) less than zero.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand

31) If good A is a complement of good B, then the cross elasticity of demand is
A) 12.

B) infinity.

C) positive.

D) zero.

E) negative.

Answer: E

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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Use the table below to answer the following questions.

Table 4.2.2
Price of Jolt  Price of Coke  Income Level  Jolt Sales
2006 $1.00/can $1.00/can $25,000 15,000 cases
2007  $1.00/can $1.40/can $25,000 25,000 cases
2008 $1.00/can S1.40/can $35,000 15,000 cases
2009 $1.40/can S1.40/can $35,000 5,000 cases

32) Refer to Table 4.2.2. The cross elasticity of demand for Jolt with respect to the price of Coke
is

A) 0.75.

B) 1.5.

C) 0.40.

D) 10.

E) cannot be calculated because income is not constant.

Answer: B

Diff: 3 Type: MC

Topic: More Elasticities of Demand

33) Refer to Table 4.2.2. The income elasticity of demand for Jolt is
A) +0.67.

B) -0.67.

C) +1.5.

D) -1.5.

E) cannot be calculated because the price of Coke is not constant.
Answer: D

Diff: 2 Type: MC

Topic: More Elasticities of Demand

34) Refer to Table 4.2.2. All of the following statements regarding Jolt are true except
A) it has an elastic demand.

B) it is an inferior good.

C) it is a substitute for Coke.

D) it has a negative cross elasticity of demand with respect to Coke.

E) none of the above.

Answer: D

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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35) The cross elasticity of demand for good A with respect to the price of good B is -1.5. A 10
percent rise in the price of good B will lead to

A) an increase of 1.5 percent in the quantity of A demanded.

B) an increase of 15 percent in the quantity of A demanded.

C) a decrease of 15 percent in the quantity of A demanded.

D) an increase of 6.7 percent in the quantity of A demanded.

E) a decrease of 6.7 percent in the quantity of A demanded.

Answer: C

Diff: 2 Type: MC

Topic: More Elasticities of Demand

36) A good has an income elasticity of +0.5. An increase in income from $15,000 to $25,000
will lead to a

A) 2.5 percent increase in the quantity demanded of the good.

B) 5 percent increase in the quantity demanded of the good.

C) 5 percent decrease in the quantity demanded of the good.

D) 25 percent decrease in the quantity demanded of the good.

E) 25 percent increase in the quantity demanded of the good.

Answer: E

Diff: 2 Type: MC

Topic: More Elasticities of Demand

37) Business people speak about cross elasticity of demand without using the actual term.
Which one of the following statements reflects cross elasticity of demand?

A) "A price cut won't help me. It won't increase sales, and I'll just get less money for each unit."
B) "I don't think a price cut will make any difference to my bottom line. What | may gain from
selling more | would lose on the lower price."

C) "My customers are real bargain hunters. Since | set my prices just a few cents below my
competitors, customers have flocked to the store and sales are booming."

D) "With the recent economic recovery, people have more income to spend and sales are
booming, even at the previous prices."

E) "Since the price of gasoline fell at the neighbouring station, my milk sales have been
booming."

Answer: E

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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38) Business people speak about income elasticity of demand without using the actual term.
Which one of the following statements reflects income elasticity of demand?

A) "A price cut won't help me. It won't increase sales, and I'll just get less money for each unit."”
B) "I don't think a price cut will make any difference to my bottom line. What I may gain from
selling more | would lose on the lower price."

C) "My customers are real bargain hunters. Since | set my prices just a few cents below my
competitors, customers have flocked to the store and sales are booming."

D) "With the recent economic recovery, people have more income to spend and sales are
booming, even at the previous prices."

E) both A and B

Answer: D

Diff: 2 Type: MC

Topic: More Elasticities of Demand

39) A negative value for

A) price elasticity of supply implies an upward-sloping supply curve.
B) cross elasticity of demand implies that the goods are complements.
C) price elasticity of demand implies an inferior good.

D) income elasticity of demand implies a normal good.

E) income elasticity of demand implies an error in your calculation.
Answer: B

Diff: 2 Type: MC

Topic: More Elasticities of Demand

Source: Study Guide

40) If Mr. Brown's income increases by 12 percent and as a result his quantity demanded of
music downloads increases by 4 percent, Mr. Brown's income elasticity of demand for music
downloads is

A) 3.0.

B) 0.33.

C) -0.33.

D) -3.0.

E) 48.0.

Answer: B

Diff: 2 Type: MC

Topic: More Elasticities of Demand
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41) When the price of a bicycle falls from $220 to $180 and other things remain the same

I. the quantity of bicycles demanded increases from 150 to 250 an hour.

Il. the quantity of skateboards demanded decreases from 125 to 75 an hour.

I11. the quantity of bicycle helmets demanded increases from 170 to 230 an hour.

Bicycle helmets and bicycles are because a fall in the price of a bicycle brings
in the quantity demanded of bicycle helmets. The cross elasticity of demand for

bicycle helmets with respect to bicycles is

A) complements; an increase; -1.5

B) substitutes; a decrease; 1.5

C) substitutes; an increase; -0.67

D) complements; a decrease; 0.67

E) complements; an increase; 1.5

Answer: A

Type: MC

Topic: More Elasticities of Demand

Source: MyEconLab

42) When Erika's income increases by 6 percent, her demand for tickets to professional hockey
games increases by 3 percent. Erika's demand for tickets is income . For Erika, hockey
tickets are good.

A) elastic; a normal

B) inelastic; an inferior

C) elastic; an inferior

D) inelastic; a normal

E) inelastic; a normative

Answer: D

Type: MC

Topic: More Elasticities of Demand

Source: MyEconLab

43) When the price of a bicycle falls from $220 to $180 and other things remain the same
I. the quantity demanded of bicycles increases from 150 to 250 an hour

Il. the quantity demanded of skateboards decreases from 125 to 75 an hour

[11. the quantity demanded of bicycle helmets increases from 170 to 230 an hour.
Skateboards and bicycles are because a fall in the price of a bicycle brings

in the quantity demanded of skateboards. The cross elasticity of demand for skateboards with
respect to bicycles is .

A) complements; an increase; -0.4

B) complements; a decrease; 0.4

C) substitutes; an increase; -2.5

D) substitutes; a decrease; 2.5

E) substitutes; a decrease; 0.4

Answer: D

Type: MC

Topic: More Elasticities of Demand

Source: MyEconLab
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44) Suppose Clyde always eats ice cream and chocolate syrup together. If the price of syrup
increases by 10 percent, and the cross elasticity of demand is -2, the quantity of ice cream
demanded

A) increases by 5 percent.

B) increases by 20 percent.

C) decreases by 5 percent.

D) decreases by 20 percent.

E) decreases by 2 percent.

Answer: D

Type: MC

45) If the cross elasticity of demand between two goods is -0.56, then a fall in the price of one
good leads to a shift in the curve of the other good.

A) rightward; demand

B) rightward; supply

C) leftward; demand

D) leftward; supply

E) rightward; demand curve and the supply

Answer: A

Type: MC

46) In the nation of Transporta, the income elasticity of demand for used cars is -2.66. If incomes
in this nation increase by 10 percent,

A) the quantity of used cars demanded increase by 26.6 percent.

B) used cars will be normal goods.

C) the quantity of used cars demanded decrease by 26.6 percent.

D) the demand curve for used cars shifts rightward.

E) the supply curve of used cars shifts rightward.

Answer: C

Type: MC

47) All normal goods have

A) an income elasticity of demand greater than 1.0.
B) a price elasticity of demand greater than 1.0.

C) a negative price elasticity of demand.

D) a positive income elasticity of demand.

E) a negative cross elasticity of demand

Answer: A

Type: MC
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4.3 Elasticity of Supply

1) The elasticity of supply is a units-free measure of the responsiveness of the
A) quantity demanded to a change in supply.

B) quantity supplied to a change in demand.

C) quantity supplied to a change in price.

D) price of one good to a change in the quantity supplied of a second good.
E) quantity supplied of one good to a change in the price of another good.
Answer: C

Diff: 1 Type: MC

Topic: Elasticity of Supply

2) Supply is elastic if

A) a small percentage change in price results in a large percentage change in quantity supplied.
B) a large percentage change in price results in a small percentage change in quantity supplied.
C) a small percentage change in demand results in a large percentage change in quantity
supplied.

D) the good is an inferior good.

E) the good is a normal good.

Answer: A

Diff: 1 Type: MC

Topic: Elasticity of Supply

3) If a large percentage fall in the price of good A results in a small percentage decrease in the
quantity supplied, then

A) demand is elastic.

B) demand is inelastic.

C) demand is income inelastic.

D) supply is inelastic.

E) supply is elastic.

Answer: D

Diff: 1 Type: MC

Topic: Elasticity of Supply
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Use the figure below to answer the following question.

Price (dollars)

10 S S,

Quantity
Figure 4.3.1

4) The two supply curves in Figure 4.3.1 are parallel. Between $7 to $8,
A) S1 is more elastic than S».

B) S1 is more inelastic than S».

C) S1 and S2 have the same elasticity.
D) S1 is steeper than Sp.

E) S1 is flatter than Sp.

Answer: A

Diff: 3 Type: MC

Topic: Elasticity of Supply

5) If a rise in the price of good A from $9 to $11 results in an increase from 9,500 to 10,500 units
supplied, then

A) supply is elastic.

B) supply is inelastic.

C) supply is unit elastic.

D) demand is elastic.

E) supply is perfectly inelastic.

Answer: B

Diff: 2 Type: MC

Topic: Elasticity of Supply

Copyright © 2013 Pearson Canada Inc.



6) If a rise in the price of good A from $9 to $11 results in an increase in quantity supplied from
4,000 to 6,000 units, the elasticity of supply is

A) 0.5.

B) 0.8.

C) 1.0.

D) 2.0.

E) 20.0.

Answer: D

Diff: 2 Type: MC

Topic: Elasticity of Supply

7) If a 10 percent increase in price results in a 9 percent increase in quantity supplied,
A) the good is a normal good.

B) the good is an inferior good.

C) supply is unit elastic.

D) supply is inelastic.

E) supply is elastic.

Answer: D

Diff: 2 Type: MC

Topic: Elasticity of Supply

8) If a 10 percent increase in price results in an 18 percent increase in quantity supplied, the
elasticity of supply is

A) 0.3.

B) 0.6.

C)1.2.

D) 1.38.

E) 9.0.

Answer: D

Diff: 2 Type: MC

Topic: Elasticity of Supply

9) Suppose the price of a television set rises by 10 percent. Which one of the following would we
expect to be the most elastic following such a price change?

A) the momentary supply of television sets

B) the short-run supply of television sets

C) the long-run supply of television sets

D) the momentary demand for television sets

E) the normal demand for television sets

Answer: C

Diff: 1 Type: MC

Topic: Elasticity of Supply
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10) A vertical supply curve

A) is impossible except in the long run.

B) implies an elasticity of supply equal to zero.

C) implies an elasticity of supply equal to infinity.

D) indicates that suppliers are unwilling to produce the good.
E) indicates a shortage of the good.

Answer: B

Diff: 2 Type: MC

Topic: Elasticity of Supply

11) A horizontal supply curve

A) is impossible except in the long run.

B) implies an elasticity of supply equal to zero.

C) implies an elasticity of supply equal to infinity.

D) indicates that suppliers are unwilling to produce the good.

E) indicates there is a fixed quantity of the good that can be supplied.
Answer: C

Diff: 1 Type: MC

Topic: Elasticity of Supply

12) Short-run supply is

A) more elastic than momentary supply but less elastic than long-run supply.
B) less elastic than momentary supply but more elastic than long-run supply.
C) less elastic than both momentary and long-run supply.

D) more elastic than both momentary and long-run supply.

E) as elastic as either the momentary or the long-run supply.

Answer: A

Diff: 1 Type: MC

Topic: Elasticity of Supply

13) Supply is inelastic if

A) a small percentage change in price results in a large percentage change in quantity supplied.
B) a large percentage change in price results in a small percentage change in quantity supplied.
C) the good is a normal good.

D) the good is an inferior good.

E) the good has many substitutes.

Answer: B

Diff: 2 Type: MC

Topic: Elasticity of Supply
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14) If arise in the price of good A from $100 to $120 results in an increase in quantity supplied
from 10,000 to 12,000 units, then the elasticity of supply is

A) 0.625.

B) 0.8.

C) 1.25.

D) 0.2.

E) 1.0.

Answer: E

Diff: 1 Type: MC

Topic: Elasticity of Supply

15) Long-run supply is

A) more elastic than momentary supply but less elastic than short-run supply.
B) less elastic than momentary supply but more elastic than short-run supply.
C) less elastic than both momentary and short-run supply.

D) more elastic than both momentary and short-run supply.

E) none of the above.

Answer: D

Diff: 2 Type: MC

Topic: Elasticity of Supply

Source: Study Guide

16) A sudden, end-of-summer heat wave increases the demand for air conditioners and catches
suppliers with no reserve inventories. The momentary supply for air conditioners is
A) perfectly elastic.

B) perfectly inelastic.

C) elastic.

D) shown by an upward-sloping curve.

E) shown by a horizontal curve.

Answer: B

Diff: 2 Type: MC

Topic: Elasticity of Supply

Source: Study Guide

17) When price rises from $1.50 to $2.50, quantity supplied increases from 9,000 to 11,000
units. What is the price elasticity of supply?
A) 0.4

B) 0.8

C)25

D) 4.0

E)-0.4

Answer: A

Diff: 2 Type: MC

Topic: Elasticity of Supply

Source: Study Guide
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18) Preferences for brussels sprouts increase. The price of brussels sprouts will not change if the
price elasticity of

A) demand is 0.

B) demand is 1.

C) supply is 0.

D) supply is 1.

E) supply is infinity.
Answer: E

Diff: 3 Type: MC

Topic: Elasticity of Supply
Source: Study Guide

19) The elasticity of supply for airplane travel one year in advance of the departure date is most
likely to be

A) substantially lower than -1.

B) between -1 and zero.

C) between zero and 1.

D) around 1.

E) substantially greater than 1.

Answer: E

Diff: 2 Type: MC

Topic: Elasticity of Supply

20) The elasticity of supply for airplane travel one day in advance of the departure date is most
likely to be

A) substantially lower than -1.

B) between -1 and zero.

C) between zero and 1.

D) around 1.

E) substantially greater than 1.

Answer: C

Diff: 2 Type: MC

Topic: Elasticity of Supply

21) Goods that can be produced using rare productive resources have a elasticity of
supply. The greater the amount of time available after a price change, the is the
elasticity of supply.

A) low; smaller

B) high; greater

C) high; smaller

D) low; greater

E) high; more inelastic

Answer: D

Type: MC

Topic: Elasticity of Supply

Source: MyEconLab
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22) You are told that a 5 percent increase in the price of a good increases the quantity supplied
by 10 percent after one month. Supply of this good is . This good is most likely
produced using productive resources that are

A) inelastic; plentiful or easily obtained

B) decreasing; unique or rare

C) elastic; plentiful or easily obtained

D) unit elastic; unique or rare

E) elastic; unique or rare

Answer: C

Type: MC

Topic: Elasticity of Supply

Source: MyEconLab

23) In the market for farm crops momentary supply is . In the market for farm crops,
short-run supply is :

A) less elastic than short-run supply; less elastic than long-run supply
B) more elastic than short-run supply; more elastic than long-run supply
C) negative; positive

D) positive; negative

E) perfectly elastic; perfectly inelastic

Answer: A

Type: MC

Topic: Elasticity of Supply

Source: MyEconLab

24) The demand for corn increases. As a result, the price of corn , and the less elastic
the supply of corn, the will be the effect on the price.

A) falls; smaller

B) falls; greater

C) rises; smaller

D) rises; greater

E) None of the above because the change in the price is effected by the price elasticity of
demand.

Answer: D

Type: MC

25) If the supply curve passes through the origin, then the price elasticity of supply is
A) zero

B)1

C)-1

D) greater than 1

E) less than 1 but greater than zero

Answer: B

Type: MC

Chapter 5 Efficiency and Equity
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5.1 Resource Allocation Methods

1) When a market price allocates a scarce resource

A) everyone in the economy can use the resource.

B) only those who show interest can use the resource.

C) willingness-to-pay is not an issue.

D) ability to pay for the resource is less important than willingness-to-pay.
E) only those who are willing and able to pay get the resource.

Answer: E

Diff: 1 Type: MC

Topic: Resource Allocation Methods

2) In a command system, resources are allocated by
A) people who show interest to use the resources.
B) people who are able to pay for the resources.

C) market price.

D) the order of someone in authority.

E) those people who come first in line.

Answer: D

Diff: 1 Type: MC

Topic: Resource Allocation Methods

3) In the Canadian economy, the command system

A) is not used at all.

B) is used occasionally inside firms and government departments.
C) is used only by private companies.

D) is used extensively in place of markets.

E) is used extensively inside firms and government departments.
Answer: E

Diff: 1 Type: MC

Topic: Resource Allocation Methods

4) Majority rule allocates resources in the way that
A) politicians choose.

B) a majority of voters choose.

C) democracies choose.

D) all voters choose.

E) the military chooses.

Answer: B

Diff: 1 Type: MC

Topic: Resource Allocation Methods

Copyright © 2013 Pearson Canada Inc.



5) A contest allocates resources to

A) a winner or a group of winners.

B) an athlete.

C) a gambler.

D) the government.

E) private firms.

Answer: A

Diff: 1 Type: MC

Topic: Resource Allocation Methods

6) Contests do a good job in resource allocation

A) under any circumstances.

B) when the efforts of the players are easy to monitor and reward directly.
C) when the efforts of the players are hard to monitor and reward directly.
D) when the first-come, first-served allocation method has failed.

E) only under a command system.

Answer: C

Diff: 1 Type: MC

Topic: Resource Allocation Methods

7) The first-come, first-served method of resource allocation allocates resources to
A) the wealthiest.

B) people who are willing to take risks.

C) people who are not willing to take risks.

D) the first in line.

E) honest, hard-working people.

Answer: D

Diff: 1 Type: MC

Topic: Resource Allocation Methods

8) Lotteries allocate resources to

A) those who work for the government.

B) those who come up lucky in a gaming system.

C) those who work for private firms.

D) people who are employed by gaming corporations.
E) those who are in command.

Answer: B

Diff: 1 Type: MC

Topic: Resource Allocation Methods
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9) Lotteries work best

A) under any circumstances.

B) under the first-come, first served allocation method.

C) when there is no effective way to distinguish among potential users of a scarce resource.
D) when potential users of scarce resources are unknown.

E) under a command system.

Answer: C

Diff: 1 Type: MC

Topic: Resource Allocation Methods

10) When a scarce resource is allocated to someone who is the winner, the method of resource
allocation is

A) a lottery.

B) a contest.

C) first-come, first-served.

D) force.

E) personal characteristics.

Answer: B

Diff: 1 Type: MC

Topic: Resource Allocation Methods

11) What method of resource allocation depends on willingness-to-pay and ability-to-pay?
A) command

B) lottery

C) market price

D) first-come, first-served

E) force

Answer: C

Diff: 1 Type: MC

Topic: Resource Allocation Methods
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12) At West, recognized as the "jewel in VVancouver's culinary crown", reservations are essential.
At Le Bistro Chez Michel, a restaurant in North VVancouver, reservations are recommended. At
Vij's, a restaurant not too far from the University of British Columbia, reservations are not
accepted.

West allocates scarce table resources by , Le Bistro Chez Michel allocates scarce table
resources by , and Vij's allocates scarce table resources by

A) market price; market price and force; force

B) personal characteristics; personal characteristics and first-come, first-served; first-come, first-
served

C) a command system; a combination of a command system and first-come, first-served; first-
come, first-served

D) first-come, first-served; first-come, first-served; first-come, first-served

E) personal characteristics; personal characteristics; first-come, first-served

Answer: D

Diff: 1 Type: MC

Topic: Resource Allocation Methods

Source: MyEconLab

13) Restaurants don't use market price to allocate their tables because

A) they would have to watch the price of a table at other restaurants to keep competltlve
B) restaurants would have to advertise the price

C) the price of a table would fluctuate hourly, customer uncertainty would deter patrons, and
lower demand would bring lower profit

D) they would have to continually change the supply of tables to keep the price constant
E) the price of a table would eventually fall to zero and restaurants would incur a loss
Answer: C

Diff: 1 Type: MC

Topic: Resource Allocation Methods

Source: MyEconLab

14) Which of the following is true?

A) When resources are allocated on the basis of personal characteristics, all people who are
willing and able to pay the price get the resource.

B) When the range of activities to be monitored is large and complex, a command system
allocates resources better than a market price.

C) When a market price allocates resources, some people who are willing and able to pay that
price don't get the resource.

D) Force provides the state with an effective method of transferring wealth from the rich to the
poor.

E) When resources are allocated by force, people with the "right™ characteristics get the
resources.

Answer: D

Type: MC
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15) As a method of resource allocation, force

A) plays a crucial negative role but not a positive role.
B) plays a crucial positive role but not a negative role.
C) plays a crucial role for both good and ill.

D) is always better than majority rule.

E) is always better than first-come, first-served.
Answer: C

Type: MC

16) If the owner of an apartment building rents only to married couples over the age of 30, the
method of resource allocation is

A) majority rule.

B) contest.

C) personal characteristics.

D) market price.

E) force.

Answer: C

Type: MC
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5.2 Benefit, Cost, and Surplus

1) Choose the statement or statements that are correct.

I. The value of one more unit of a good or service is its marginal benefit.
[1. Marginal benefit equals the total amount we spend on a good or service.
I11. Marginal benefit is the maximum amount willingly paid for another unit of a good or service.
A) I only.

B) Il only.

C) land II1.

D) HI only.

E) I, I, and I1I.

Answer: C

Diff: 3 Type: MC

Topic: Benefit, Cost, and Surplus

2) The demand curve for a good is the same as the
A) marginal cost curve of that good.

B) marginal benefit curve for that good.

C) consumer surplus curve of that good.

D) production possibilities frontier (PPF).

E) none of the above.

Answer: B

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

3) What is the consumer surplus for the market from the production of the 100th unit of a good?
A) the marginal social cost of the 100th unit

B) the marginal social benefit from the 100th unit

C) the opportunity cost of producing the 100th unit

D) the marginal social benefit from the 100th unit minus the marginal social cost of the 100th
unit

E) the marginal social benefit from the 100th unit minus the price paid for the 100th unit
Answer: E

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

4) Except for the very last unit of a good sold, the price paid by consumers of that good for an
additional unit is

A) less than the marginal social benefit from that unit.

B) more than the marginal social benefit from that unit.

C) less than the marginal social cost of producing that unit.

D) less than the opportunity cost of producing that unit.

E) equal to consumer surplus.

Answer: A

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus
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5) A new car has a sticker price of $35,000. Fred decided that he would pay no more than
$32,000 for this car. He bought the car for $31,000. Fred obtained a consumer surplus of
A) $35,000.

B) $32,000.

C) $4,000.

D) $3,000.

E) $1,000.

Answer: E

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

6) A used truck has a sticker price of $21,000. Arthur decided that he would pay no more than
$19,500 for this truck. He bought the truck for $19,250. Arthur obtained a consumer surplus of
A) $21,000.

B) $19,500.

C) $19,250.

D) $1,750.

E) $250.

Answer: E

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

7) Charlene is willing to pay $5.00 for a sandwich. If the price of a sandwich is :
Charlene :

A) $4.00; does not receive any consumer surplus

B) $4.00; receives a consumer surplus

C) $6.00; receives a consumer surplus

D) $6.00; receives a marginal cost

E) $4.00; receives a producer surplus

Answer: B

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

8) Consumer surplus is

A) the difference between the maximum price consumers are willing to pay and the minimum
price producers are willing to accept.

B) the excess of the benefit received from a good over the amount paid for it.
C) the total value to consumers of a good.

D) equal to the area under the demand curve.

E) the total amount paid for a good.

Answer: B

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Source: Study Guide
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9) An oil painting has an opportunity cost of $1,000. The painting was purchased for $1,500.
How much consumer surplus did the buyer obtain?

A) $1,500

B) $1,000

C) $500

D) zero

E) cannot be determined from the information given

Answer: E

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

10) The maximum price a consumer is willing to pay for a good is the
A) consumer surplus.

B) value of the good.

C) opportunity cost of producing the good.

D) minimum supply-price.

E) marginal cost of the good.

Answer: B

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Source: Study Guide

11) The market for strawberries is perfectly competitive. Joe and Haley are consuming the same
amount of strawberries, but Joe's demand is much more elastic than Haley's. Which statement is
true?

A) Joe's consumer surplus exceeds Haley's.

B) Haley's consumer surplus equals Joe's.

C) Haley's consumer surplus exceeds Joe's.

D) In comparing consumer surpluses, no statement can be made.

E) Any comparison of consumer surplus depends on the price of strawberries.

Answer: C

Diff: 3 Type: MC

Topic: Benefit, Cost, and Surplus
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Use the figure below to answer the following questions.

Price {dollars)

0 2 4 6 8 10
Quantity [units)

Figure5.2.1

12) Consider the demand curve in Figure 5.2.1. What is the value of the first unit of the good?
A) $10

B) $9

C) $8

D) $5

E) $4

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Source: Study Guide

13) Consider the demand curve in Figure 5.2.1. If the price of the good is $4, what is the
consumer surplus?

A) $32.50

B) $25.00

C) $20.00

D) $12.50

E) none of the above

Answer: D

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus
Source: Study Guide
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14) Consider Figure 5.2.1. If the price is $4, what is the consumer surplus from the third unit of
the good?

A) $0

B) $1

C) $2

D) $3

E) $4

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

15) Consider Figure 5.2.1. When the price is $4, what is the consumer surplus from the second
unit of the good?

A) $7

B) $3

C) $4

D) $1

E) $10

Answer: B

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

16) Bill and Ted each consume 15 chocolate bars at the current price. If Bill's demand for
chocolate bars is more elastic than Ted's demand, then

A) Bill's willingness to pay for the last chocolate bar is greater than Ted's.

B) Ted's willingness to pay for the last chocolate bar is greater than Bill's.

C) Bill's consumer surplus is greater than Ted's.

D) Ted's consumer surplus is greater than Bill's.

E) Bill's consumer surplus equals Ted's.

Answer: D

Diff: 3 Type: MC

Topic: Benefit, Cost, and Surplus

17) When demand is perfectly elastic, then consumer surplus is
A) infinite.

B) zero.

C) 1.00.

D) -1.00.

E) between zero and 1.00.

Answer: B

Diff: 3 Type: MC

Topic: Benefit, Cost, and Surplus
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18) Consumer surplus is

A) the difference between the market price of the good and the cost of the good.
B) greater on the last unit sold than on the first unit sold.

C) greater on the first unit sold than on the last unit sold.

D) equal to price multiplied by quantity sold.

E) equal to the area below the demand curve.

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Use the figure below to answer the following questions.

Price

Quantity
Figure 5.2.2
19) Refer to Figure 5.2.2. If the price is Pg, consumer surplus is
A) A.
B) B plus C.
C) D plus E.

D) A plus B plus C.

E) A plus B plus C plus D plus E.
Answer: D

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

20) Refer to Figure 5.2.2 If the price is P1, consumer surplus is
A) A

B) B plus C.

C)Dplus E.

D) A plus B plus C.

E) A plus B plus C plus D plus E.

Answer: A

Copyright © 2013 Pearson Canada Inc.



Diff: 1 Type: MC
Topic: Benefit, Cost, and Surplus
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21) Refer to Figure 5.2.2. If the price rises from Pg to P1, the change in consumer surplus is
A) A

B) B plus C.

C) D plus E.

D) A plus B plus C.

E) A plus B plus C plus D plus E.

Answer: B

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

22) Refer to Figure 5.2.2 If the price falls from P71 to P, then the change in consumer surplus is
A) A.

B) A +B.

C)A+B+C.

D)B +C.

E)A+B+D.

Answer: D

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

23) Refer to Figure 5.2.2. If the price is Pg, then the value of the last unit consumed is
A) Po.

B) P1.

C) equal to area A + B + C.

D) 0.

E) P1- Po.

Answer: A

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

24) Consumer surplus

A) will definitely be low for inexpensive goods.

B) will definitely be high for inexpensive goods.

C) will definitely be low for expensive goods.

D) will definitely be high for expensive goods.

E) may be low or high for any type of good, expensive or inexpensive, depending on the
characteristics of demand.

Answer: E

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus
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25) Market demand is the

A) sum of the prices that each individual is willing to pay for each quantity demanded.

B) sum of the quantity demanded by each individual at each price.

C) sum of the consumer surplus of each individual.

D) difference between the maximum amount each individual is willing to pay for a good and the
market price.

E) difference between the market price and the maximum amount each individual is willing to
pay for a good.

Answer: B

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Source: Study Guide

26) Sally and Eric are the only people in an economy. Sally buys 3 bottles of water when the
price is $2 a bottle and 4 bottles of water when the price is $1 a bottle. Eric buys 10 bottles of
water when the price is $0.50 a bottle and 5 bottles of water when the price is $1 a bottle. In the
market for water, the quantity demanded

A) increases as the price rises

B) is 4 bottles at a price of $1 a bottle

C) increases as the price falls

D) is 8 bottles at a price of $2 a bottle

E) is 15 bottles at a price of $0.50 a bottle

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Source: MyEconLab

27) If we produce one more bottle of water

A) we cannot be acting efficiently.

B) we incur a marginal cost.

C) we must move away from market equilibrium.

D) the price of a bottle of water must rise.

E) the marginal social benefit from bottled water increases.
Answer: B

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

28) Marginal cost

A) is always less than price.

B) can be negative.

C) is the minimum price a producer must receive to induce him to offer one more unit of a good
or service for sale.

D) is greater than price.

E) decreases as more of a good or service is produced.

Answer: C

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus
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29) A supply curve is

A) the same as a production possibilities frontier.
B) a marginal social benefit curve.

C) a marginal benefit curve.

D) a marginal cost curve.

E) a downward-sloping curve.

Answer: D

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

30) A market supply curve is

A) the horizontal sum of the individual supply curves.

B) downward sloping.

C) the vertical sum of the individual supply curves.

D) is downward sloping initially, and then upward sloping.
E) is represented by a line with a constant slope.

Answer: A

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

31) What is the producer surplus for the market from the production of the 100th unit of a good?
A) the marginal cost of producing the 100th unit

B) the marginal benefit from the 100th unit

C) the opportunity cost of producing the 100th unit

D) the marginal social benefit from the 100th unit minus the marginal cost of producing the
100th unit

E) the price paid for the 100th unit minus the marginal social cost of producing the 100th unit
Answer: E

Diff: 3 Type: MC

Topic: Benefit, Cost, and Surplus

32) Suppose that the Hot Dog House can produce hotdogs at a constant cost of $0.25 each. If the
Hot Dog House sells hotdogs for $0.50 each, then the Hot Dog House

A) receives a producer surplus.

B) will raise the price of hot dogs.

C) will allow consumers to receive a consumer surplus.

D) has no producer surplus.

E) has an opportunity cost of $0.50 a hot dog.

Answer: A

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus
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33) An oil painting has a marginal cost of $1,000. The painting was bought for $1,500. How
much producer surplus did the painter obtain?

A) $1,500

B) $1,000

C) $500

D) zero

E) cannot be determined from the information given

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

34) Producer surplus is

A) the difference between the maximum price consumers are willing to pay and the minimum
price producers are willing to accept.

B) the excess of the amount received from the sale of a good or service over the cost of
producing it.

C) equal to the marginal cost of production.

D) equal to the area under the supply curve.

E) the total amount paid for the good.

Answer: B

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

35) The marginal cost of producing an additional basket of tomatoes is $5.00. The consumer is
willing to pay a maximum of $9.00 for an additional basket. A farmer sells a basket of tomatoes
for $6.00 each. The farmer receives a producer surplus from selling an additional basket of
tomatoes equal to

A) $1.00.

B) $3.00.

C) $4.00.

D) $5.00.

E) $9.00.

Answer: A

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

36) The marginal cost of producing one more hot dog is $1.00. The price of a hot dog is $1.50.
The producer surplus from selling one more hotdog is

A) $1.00.

B) $1.50.

C) $0.50.

D) zero.

E) $2.50.

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus
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37) Producer surplus is

A) the value producers place on a good minus the price of the good.
B) the price of the good minus the value producers place on it.

C) zero if price equals marginal cost.

D) greater the more elastic the supply of the good.

E) none of the above.

Answer: C

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Use the table below to answer the following questions.

Table 5.2.1

Quantity Marginal Cost
(units) (dollars)

2

_ N~
Ul = W

38) Table 5.2.1 gives information on marginal cost for the XYZ firm. If XYZ sells the first unit
at a price of $6, what is the producer surplus on that unit?

A) $4

B) $6

C) $9

D) $12

E) $7

Answer: A

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

39) Refer to Table 5.2.1. If the price is $6 a unit, the producer surplus on the third unit is
A) $3.

B) $6.

C) $5.

D) $4.

E) $2.

Answer: E

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus
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40) The marginal cost for Morgan's Marvellous Movies is given in the following table:

Table 5.2.2
Quantity Marginal Cost
(number of movies)  (dollars)
1 4.00
2 4.50
3 5.00
4 5.50
5 6.00

If the firm sells the fifth movie at a price of $7, what is the producer surplus on that movie?
A) $28

B) $3

C) $7

D) $6

E) $1

Answer: E

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

41) The marginal cost for Morgan's Marvellous Movies is given in the following table:

Table 5.2.3
Quantity Marginal Cost
(number of movies) (dollars)
1 4.00
2 4.50
3 5.00
4 5.50
5 6.0

If the firm sells the first movie at a price of $7, what is the producer surplus on that movie?
A) $28

B) $3

C) $7

D) $6

E) $1

Answer: B

Diff: 2 Type: MC

Topic: Benefit, Cost, and Surplus

Copyright © 2013 Pearson Canada Inc.



Use the information below to answer the following question.

Price

B

Quantity

Figure 5.2.3

42) Consider the demand and supply curves in Figure 5.2.3. If the market is at the competitive
equilibrium, which area in the diagram indicates the cost of producing the quantity sold?
A) ABC

B) AEC

C) EBC

D) 0BCD

E) OECD

Answer: E

Diff: 1 Type: MC

Topic: Benefit, Cost, and Surplus

Source: Study Guide
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43) Sal likes to eat pizza. The
one more slice of pizza.

A) market price

B) marginal cost

is the maximum amount that Sal is willing to pay for

C) consumer surplus
D) marginal benefit
E) producer surplus

Answer: D
Type: MC
Table 5.2.4
Abby's Barry's
Price quantity quantity
(dollars per | demanded demanded
slice) (slices per (slices per
month) month)
2.50 25 50
3.00 20 40
3.50 15 30
4.00 10 20
4.50 5 10
5.00 0 0

Table 5.2.4 shows the demand schedules for pizza for Abby and Barry who are the only buyers
in the market.

44) Refer to Table 5.2.4. What is the marginal social benefit from the 45th slice of pizza?
A) $3.50

B) $4.00

C) $2.50

D) $5.00

E) $4.50

Answer: A

Type: MC

45) If you increase your consumption of pop by one additional can a week, your marginal benefit
from this last can is $1.00. For you, the this last can of pop is $1.00

A) price of

B) marginal cost of

C) value from

D) consumer surplus from

E) producer surplus

Answer: C

Type: MC
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46) A market demand curve is constructed by

A) adding the prices all consumers are willing to pay for any given quantity.

B) determining the quantity supplied by all producers at all possible prices.

C) subtracting the quantity supplied by all producers from the quantity demanded by all
individuals at each price.

D) adding the quantities demanded by all individuals at each price.

E) subtracting the quantity demanded by all individuals from the quantity supplied by all
producers at each price.

Answer: D

Type: MC

Copyright © 2013 Pearson Canada Inc.



5.3 Is the Competitive Market Efficient?

1) When the efficient quantity is produced

A) total consumer surplus is zero.

B) total producer surplus is zero.

C) consumer surplus exceeds producer surplus by the greatest possible amount.
D) producer surplus exceeds consumer surplus by the greatest possible amount.
E) the sum of consumer surplus and producer surplus is maximized.

Answer: E

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?

2) When the efficient quantity is produced

A) marginal social benefit equals marginal social cost.

B) the quantity demanded equals the quantity supplied.

C) resources are used in the activities in which they are most highly valued.
D) the sum of consumer surplus and producer surplus is maximized.

E) all of the above.

Answer: E

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Price (dollars per unit)

25T
20 F
151
10 |
5 -
0 50 100 150 200 250
Quantity [units)
Figure 5.3.1
3) Refer to Figure 5.3.1. The efficient quantity is
A) 250 units.
B) 200 units.
C) 150 units.
D) 100 units.
E) 50 units.
Answer: C

Diff: 1 Type: MC
Topic: Is the Competitive Market Efficient?

4) Refer to Figure 5.3.1. At the efficient quantity, the price is
A) $20 a unit.

B) $15 a unit.

C) $10 a unit.

D) $5 a unit.

E) zero.

Answer: B

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?
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5) Refer to Figure 5.3.1. If the quantity produced is 200,

A) a deadweight loss exists.

B) the sum of consumer surplus and producer surplus is maximized.
C) production is efficient.

D) the sum of consumer surplus and producer surplus is zero.

E) deadweight loss is minimized.

Answer: A

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

6) Refer to Figure 5.3.1. If the quantity produced is 100,
A) marginal social benefit exceeds marginal social cost.
B) marginal social cost exceeds marginal social benefit.
C) production is efficient.

D) marginal social benefit is minimized.

E) deadweight loss is zero.

Answer: A

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

7) Refer to Figure 5.3.1. If the price is $15 a unit,

A) production is efficient.

B) marginal social benefit equals marginal social cost.

C) deadweight loss is zero.

D) the sum of consumer surplus and producer surplus is maximized.
E) all of the above.

Answer: E

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?

8) A negative externality results in

A) underproduction.

B) zero production.

C) overproduction.

D) efficient production.

E) zero deadweight loss.

Answer: C

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?
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9) Which of the following can lead to an inefficient outcome?
I. Price regulations

Il. Increasing marginal cost

[11. Monopoly

A) I only

B) Il only

C) land Il

D) Hl only

E) I, I, and I

Answer: C

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

10) A monopoly leads to

A) overproduction.

B) underproduction.

C) efficient production.

D) maximization of consumer surplus.

E) zero deadweight loss.

Answer: B

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?

11) Which of the following lead to an inefficient outcome?
I. Decreasing marginal social benefit

Il. Taxes

[11. High transactions cost

A) | only

B) 1l only

C) land I

D) Il and Il

E) I, Il and I1I

Answer: D

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

12) Choose the correct statement.

A) Producer surplus is an external cost.

B) Consumer surplus is an external benefit.

C) A government subsidy paid to a producer is an external benefit.
D) Consumer surplus is an external cost.

E) Subsidies lead to overproduction.

Answer: E

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?
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13) Suppose the market for diamonds is a monopoly. We can expect

A) underproduction of diamonds.

B) overproduction of diamonds.

C) marginal social benefit to equal marginal social cost in the diamond market.
D) an efficient quantity of diamonds.

E) the allocation of diamonds to be first-come, first-served.

Answer: A

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

14) Consider the market for hot dogs. If this market becomes a monopoly, then there will be
A) underproduction of hot dogs.

B) overproduction of hot dogs.

C) a deadweight loss in the market for hot dogs.

D) an efficient quantity of hot dogs.

E) both A and C are correct.

Answer: E

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

15) When a deadweight loss occurs in a market, we can be certain that
A) taxes have been imposed in the market.

B) the market is a monopoly.

C) there is underproduction in the market.

D) the entire economy experiences a loss.

E) both A and C.

Answer: D

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?
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Use the figure below to answer the following questions.

Price (dollars per unit)

A L L

0 50 100 150 200 250

Quantity [units)
Figure 5.3.2

16) Refer to Figure 5.3.2. If the level of output is 150 units, the consumer surplus is area
A) BCF.

B) ACG.

C) DCE.

D) ACH.

E) HCG.

Answer: D

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?

17) Refer to Figure 5.3.2. If the level of output is 150 units, the producer surplus is area
A) BCF.

B) ACG.

C) DCE.

D) ACH.

E) HCG.

Answer: E

Diff: 2 Type: MC

Topic: Is the Competitive Market Efficient?
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18) Refer to Figure 5.3.2. If the level of output is 100 units, the deadweight loss is area
A) BCF.

B) ACG.

C) DCE.

D) ACH.

E) HCG.

Answer: A

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

19) Refer to Figure 5.3.2. If the level of output is 200 units, the deadweight loss is area
A) BCF.

B) ACG.

C) DCE.

D) ACH.

E) HCG.

Answer: C

Diff: 3 Type: MC

Topic: Is the Competitive Market Efficient?

20) An external cost

A) is a marginal benefit.

B) results in underproduction.

C) is a payment from the government to a producer.
D) is a cost that affects someone other than the seller.
E) is a payment from a producer to the government.
Answer: D

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

21) If production is not at an efficient level, which of the following must be true?
A) Marginal social benefit exceeds marginal social cost.

B) Marginal social cost exceeds marginal social benefit.

C) Production will increase.

D) Production will decrease.

E) none of the above

Answer: E

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide
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22) In competitive equilibrium, which of the following statements is false?

A) Marginal social benefit equals marginal social cost.

B) Willingness to pay equals marginal cost of production.

C) The sum of consumer surplus and producer surplus is maximized.

D) Deadweight loss is maximized.

E) Resources are used efficiently to produce goods and services that people value most highly.
Answer: D

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide

23) If resources are allocated efficiently,

A) consumer surplus exceeds producer surplus.

B) producer surplus exceeds consumer surplus.

C) the sum of consumer surplus and producer surplus is maximized.
D) marginal social benefit is maximized.

E) marginal social cost is minimized.

Answer: C

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide

24) Markets may not achieve an efficient allocation of resources when there are
A) public goods.

B) external benefits.

C) monopolies.

D) subsidies.

E) all of the above.

Answer: E

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide

25) Overproduction of a good means that

A) deadweight loss has been eliminated.

B) the sum of consumer surplus and producer surplus is greater than the sum for an efficient
allocation.

C) marginal social cost exceeds marginal social benefit.
D) marginal social benefit exceeds marginal social cost.
E) this is a public good.

Answer: C

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide
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26) Deadweight loss is

A) borne entirely by consumers.

B) gained by producers.

C) the social loss from inefficiency.

D) not a problem with overproduction.

E) all of the above.

Answer: C

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?
Source: Study Guide

27) At current output, the marginal social benefit from Furbys is greater than marginal social
cost. To achieve an efficient allocation, which of the following must occur? (1) Furby output
must increase. (2) Furby output must decrease. (3) the marginal social benefit of Furbys will rise.
(4) the marginal social cost of Furbys will fall.

A)land3

B)land4

C)2and3

D)2and 4

E) 1 only

Answer: E

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide
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Use the information below to answer the following question.

Price

B

Quantity

Figure 5.3.3

28) Consider the demand and supply curves in Figure 5.3.3. If the market is at the competitive
equilibrium, which area in the diagram indicates producer surplus?
A) ABC

B) AEC

C) EBC

D) 0BCD

E) OECD

Answer: B

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Price (dollors per cell phone)
701
60
501
40 1
30
20
10

0 50 100 150 200
Quantity (cell phones per month)
Figure 5.3.4

29) Refer to Figure 5.3.4. The graph shows the market for cell phones. When production is
efficient, total surplus is and the cost of producing the cell phones sold is
A) $2,250; $2,250

B) $2,250; $3,000

C) $1,500; $750

D) $750; $1,500

E) $1,500; $2,250

Answer: A

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: MyEconLab

30) Choose the correct statement.

A) The competitive market pushes the quantity produced to its efficient level.

B) When the efficient quantity is produced in a competitive market, consumer surplus is
maximized.

C) Competitive equilibrium occurs when demand equals supply.

D) When the efficient quantity is produced in a competitive market, producer surplus is
maximized.

E) When the efficient quantity is produced in a competitive market, producer surplus is
minimized.

Answer: A

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: MyEconLab
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31) All of the following statements are true except

A) an externality is a cost or a benefit that affects someone other than the seller or the buyer of a
good

B) when an electric utility does not consider the cost of pollution when it decides how much
power to produce, the result is overproduction

C) an electric utility creates an external cost by burning coal

D) all externalities create overproduction

E) an external cost creates overproduction

Answer: D

Diff: 1 Type: MC

Topic: Is the Competitive Market Efficient?

Source: MyEconLab

32) Itis efficient to produce an additional shirt if the

A) marginal social benefit from producing the shirt exceeds zero.

B) marginal social benefit of producing the shirt equals zero.

C) consumer surplus from the additional shirt exceeds its producer surplus.

D) marginal social benefit from producing the shirt is greater than the marginal social cost of
producing it.

E) producer surplus from the additional shirt exceeds its consumer surplus.

Answer: D

Type: MC

33) When 2,000 hamburgers a day are produced, the marginal social benefit from the 2000th
hamburger is $1.50 and its marginal social cost is $1.00. And when 7,500 hamburgers a day are
produced, the marginal social benefit from the 2000th hamburger is $1.00 and its marginal social
cost is $1.50. The efficient quantity of hamburgers is a day

A) less than 2,000

B) between 2,000 and 7,500

C) more than 7,500

D) zero

E) 2,000

Answer: B

Type: MC
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5.4 Is the Competitive Market Fair?

1) Which of the following ideas describes the concept of "utilitarianism"?

I.  Utilitarianism was introduced in the 1930s.

I1. Utilitarians believed that a society should strive to make as many people as happy as
possible.

I11. Utilitarians claimed that taking money from rich people and giving it to poorer people would
not make an economy better off.

A) I only

B) Il only

C) land Il

D) Il and 111

E) I, I, and I

Answer: B

Diff: 2 Type: MC

Topic: Is the Competitive Market Fair?

2) The symmetry principle is based on

A) the idea that income should be redistributed from the rich to the poor.
B) the idea that people in similar situations should be treated similarly.
C) the fact that taxes create a deadweight loss.

D) the idea that markets operate fairly.

E) the idea that there is symmetry between buyers and sellers in a market.
Answer: B

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

3) When the cost of making income transfers is recognized, we recognize the big tradeoff
between

A) efficiency and fairness.

B) marginal benefit and marginal cost.

C) value and marginal benefit.

D) producer surplus and consumer surplus.

E) deadweight loss and utilitarianism.

Answer: A

Diff: 2 Type: MC

Topic: Is the Competitive Market Fair?

4) A modified version of utilitarism proposed by John Rawls could be summarized as
A) transfer everything to the poor.

B) transfer everything to the rich.

C) expand the size of government.

D) minimize the size of government.

E) make the poorest as well off as possible.

Answer: E

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?
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5) The essence of philosopher Robert Nozick's proposal is that
A) fairness works on the basis of fair outcomes.

B) fairness must be based on fairness of rules.

C) involuntary exchange is fair.

D) all of the above.

E) none of the above.

Answer: B

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

6) One big problem with the utilitarian ideal is that it
A) ignores fairness.

B) ignores equality.

C) ignores the costs of making income transfers.

D) all of the above.

E) none of the above.

Answer: C

Diff: 2 Type: MC

Topic: Is the Competitive Market Fair?

7) An idea of fairness that emphasizes equality of opportunity is
A) fair results.

B) fair rules.

C) fair incomes.

D) utilitarianism.

E) modified utilitarianism.

Answer: B

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: Study Guide

8) According to the "big tradeoff,"

A) income transfers reduce efficiency.

B) efficiency requires income transfers.

C) a more equally shared pie results in a larger pie.

D) property rights and voluntary exchange insure equality of opportunity.
E) income transfers should make the poorest person as well off as possible.
Answer: A

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: Study Guide
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9) According to John Rawls' modified utilitarianism, income should be redistributed until

A) incomes are equal.

B) opportunities are equal.

C) the poorest person is as well off as possible.

D) the poorest person is as well off as possible, after incorporating the costs of income transfers.
E) the big tradeoff is eliminated.

Answer: D

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: Study Guide

10) Economists tend to

A) agree about efficiency and about fairness.

B) agree about efficiency but disagree about fairness.

C) disagree about efficiency but agree about fairness.

D) be more agreeable than philosophers about fairness.
E) be more disagreeable than philosophers about fairness.
Answer: B

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: Study Guide

11) The two big approaches to thinking about fairness are

A) it's not fair if my income is less than yours and it's not fair if my opportunltles in life are less
than yours

B) it's not fair if the result isn't fair and it's not fair if the rules aren't fair

C) the fairness of democracy and the fairness of central planning

D) the fairness of income equality and the fairness of educational equality

E) it's not fair if you are treated unkindly and it's not fair if you treat someone unkindly
Answer: B

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: MyEconLab

12) The idea of fairness that has been developed to deal with the big tradeoff is the idea that

A) fair distribution of the economic pie is the one that costs the richest person the least amount of
money

B) fair distribution of the economic pie is the one that makes everyone equal

C) we should treat other people as we would like to be treated

D) fair distribution of the economic pie is the one that makes the poorest person as well off as
possible

E) we need to make a bigger economic pie

Answer: D

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: MyEconLab
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13) The main idea of fairness is based on which of the following rules?

a. The state must enforce laws that establish and protect private property.

b. Goods and services that produce externalities must be owned by the state, monopolies must be
eliminated, and common resources must follow the rules of the competitive market.

c. The state must enforce tax laws so that after taxes are paid and benefits are received, the gap
between rich and poor is as small as possible.

d. Private property may be transferred from one person to another only by voluntary exchange.
A) Rules a and d.

B) Rules b and d.

C) Rules b and c.

D) Rules aand c.

E) The main idea of fairness is not based on any of these rules.

Answer: A

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: MyEconLab

14) Sunscreen factories are required to limit production to 100 bottles a day, which is less than

the efficient quantity. The 100 bottles could be allocated to beachgoers by , which is
by the fair rules idea of fairness and by the fair results idea of fairness.

A) first-come first-served; fair; unfair

B) personal characteristics; fair; fair

C) force; unfair; fair

D) majority rule; fair; fair

E) first-come first-served; fair; fair

Answer: A

Diff: 1 Type: MC

Topic: Is the Competitive Market Fair?

Source: MyEconLab

15) Suppose the government places a tax on business profits so that businesses decrease
production and generate a deadweight loss. Revenues from the tax are used to boost the incomes
of the poor. The decision to levy the tax implies that in this case the government

A) values people but not businesses.

B) values efficiency more than its view of fairness.

C) profits from collecting taxes.

D) values its view of fairness more than efficiency.

E) is unaware of the deadweight loss it is creating.

Answer: D

Type: MC

Chapter 6 Government Actions in Markets
6.1 A Housing Market with a Rent Ceiling

1) The time spent looking for someone with whom to do business is called
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A) elasticity of time.

B) market time.

C) search activity.

D) opportunity time.

E) development time.

Answer: C

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

Use the figure below to answer the following questions.

Rent (dollars per reom per month}

250 F
200
150 |
100
50
0 L 1,600 ‘ 2,(300 ‘
Quantity [rooms per month)
Figure 6.1.1

2) Consider the market for rental housing illustrated in Figure 6.1.1 when the demand curve is
Do. The equilibrium in an unregulated market is

A) 1,500 rooms rented at $150 a month.

B) 1,500 rooms rented at $200 a month.

C) 1,750 rooms rented at $175 a month.

D) 1,750 rooms rented at $200 a month.

E) 2,000 rooms rented at $150 a month.

Answer: A

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

Copyright © 2013 Pearson Canada Inc.



3) Refer to Figure 6.1.1. If the demand for rental housing increases and the demand curve shifts
rightward from Dg to D1, and the market is unregulated, the number of rooms rented is

A) 1,500, and the rent rises to $200 a month.
B) 2,000, and the rent is at its initial level.

C) 1,750, and the rent rises to $175 a month.
D) 2,000, and the rent rises to $200 a month.
E) 1,750, and the rent rises to $200 a month.
Answer: C

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

4) Refer to Figure 6.1.1. If the demand for rental housing increases and the demand curve shifts
rightward from Dg to D1, and there is a strictly enforced rent ceiling of $150 per room,

A) the number of rooms rented will increase to 2,000.
B) the number of rooms rented is 1,500.

C) there is a housing shortage of 500 rooms.

D) both B and C.

E) the number of rooms rented decreases to 1,000.
Answer: D

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

5) Refer to Figure 6.1.1. Suppose the demand for rental housing is shown by demand curve D1,

and there is a rent ceiling of $150 per room. What is the highest rent that would be charged in a
black market?

A) $150 a month

B) $175 a month

C) $200 a month

D) $100 a month

E) cannot be determined from the graph, but we know it is greater than $200

Answer: C

Diff: 3 Type: MC

Topic: A Housing Market with a Rent Ceiling

6) Refer to Figure 6.1.1. Suppose the demand for rental housing is shown by demand curve D1,

and there is a rent ceiling of $150 per room. What is the highest amount that would be expended
on search activity?

A) $200.

B) $150.

C) $100.

D) $50.

E) $0.

Answer: D

Diff: 3 Type: MC

Topic: A Housing Market with a Rent Ceiling
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7) An illegal market in which the equilibrium price exceeds the price ceiling is
A) a rental market.

B) a capital market.

C) a black market.

D) an efficient market.

E) a housing market.

Answer: C

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

8) If the government imposes a maximum rent for housing that is above the equilibrium price,
then you predict that

A) the law will have no effect in the market for housing.

B) the law will generate a shortage of housing.

C) the law will create a surplus of housing.

D) the demand curve for housing shifts rightward.

E) the supply curve of housing shifts leftward.

Answer: A

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

9) When a price ceiling is set below the equilibrium price,
A) the demand curve shifts leftward.

B) the quantity supplied exceeds the quantity demanded.
C) the quantity supplied equals the quantity demanded.
D) the supply curve shifts rightward.

E) the quantity demanded exceeds the quantity supplied.
Answer: E

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling
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Use the figure below to answer the following questions.

Price (dollars per unit per month)

N
o
T

0 50 100 150 200 250
Quantity {units per month)

L

Figure 6.1.2

10) Refer to Figure 6.1.2. If a rigorously enforced price ceiling is set at $10, then
A) 100 units will be sold at a price of $20 each.

B) 100 units will be sold at a price of $15 each.

C) 150 units will be sold at a price of $15 each.

D) 200 units will be sold at a price of $10 each.

E) 100 units will be sold at a price of $10 each.

Answer: E

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

11) Refer to Figure 6.1.2. What would be the maximum black market price of the good if a price
ceiling is set at $10 a unit?

A) $10

B) $15

C) $20

D) 50 goods sold at $10 and 50 goods sold at $20

E) 50 goods sold at $10 and 50 goods sold at $15

Answer: C

Diff: 3 Type: MC

Topic: A Housing Market with a Rent Ceiling
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12) Which one of the following is not likely to be an outcome of a rent ceiling?
A) a black market for rent-controlled housing

B) long waiting lists of potential renters for rent-controlled housing

C) a short-run shortage of housing

D) a black market price below the rent ceiling

E) increased search activity for rent-controlled housing

Answer: D

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

Source: Study Guide

13) If a rent ceiling imposed by the government is greater than the equilibrium rent for housing,
then

A) the supply of rental housing will increase.

B) a shortage of housing will occur.

C) a surplus of housing will occur.

D) the equilibrium rent will prevail as long as all else remains constant.

E) the equilibrium rent will rise.

Answer: D

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

14) Which one of the following is likely to be the outcome of a rent ceiling imposed below the
equilibrium rent?

A) a black market for rent-controlled housing

B) long waiting lists of potential suppliers for rent-controlled housing

C) a surplus of housing

D) no search activity

E) Both A and B are correct.

Answer: E

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

15) A price ceiling set below the equilibrium price will result in
A) excess supply.

B) excess demand.

C) the equilibrium price.

D) an increase in supply.

E) a decrease in demand.

Answer: B

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

Source: Study Guide
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16) Daisy and Donald live in a community with rent ceilings. Both are looking for an apartment
to rent. Daisy has a job paying $10 per hour and Donald has a job paying $8 per hour. Both value
an apartment equally. What is the most likely outcome?

A) Daisy will spend more time than Donald searching for an apartment.

B) Donald will spend more time than Daisy searching for an apartment.

C) Both of them will spend the same amount of time searching for an apartment.

D) Daisy will find the apartment.

E) Donald will find the apartment.

Answer: B

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

17) In an unregulated housing market with no rent ceiling, the rent is determined by the
A) landlords only.

B) tenants only.

C) government only.

D) market.

E) landlords, tenants, and the government.

Answer: D

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

18) An effective rent ceiling

A) increases consumer surplus.

B) increases producer surplus.

C) creates a deadweight loss.

D) decreases the supply of housing.

E) increases the supply of housing.

Answer: C

Diff: 3 Type: MC

Topic: A Housing Market with a Rent Ceiling

19) In an unregulated housing market with no rent ceiling,

A) scarce housing resources are allocated inefficiently.

B) scarce housing resources are allocated efficiently.

C) tenants pay a lower rent compared to what they pay in a market with an effective rent ceiling.
D) landlords receive less compared to what they receive in a market with an effective rent
ceiling.

E) consumer surplus equals producer surplus.

Answer: B

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling
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20) In an unregulated housing market, with no rent ceiling,
A) marginal social cost is greater than marginal social benefit.
B) marginal social benefit is greater than marginal social cost.
C) marginal social benefit equals marginal social cost.

D) marginal social benefit is negative.

E) marginal social cost is negative.

Answer: C

Diff: 2 Type: MC

Topic: A Housing Market with a Rent Ceiling

21) According to the fair result view of fairness, a fair outcome in the housing market
A) is the one that blocks voluntary exchange of housing.

B) cannot be created in the housing industry.

C) is one that allocates scarce housing resources to those who are willing and able to pay.
D) is one that allocates scarce housing resources by lottery.

E) is one that allocates scarce housing resources to the poorest.

Answer: E

Diff: 3 Type: MC

Topic: A Housing Market with a Rent Ceiling

22) According to the fair rules view of fairness, a fair outcome in the housing market

A) is one that does not block voluntary exchanges of housing.

B) cannot be created in housing industry.

C) is one that allocates scarce housing resources to those who are willing and able to pay.
D) is one that allocates scarce housing resources by lottery.

E) is one that allocates scarce housing resources to the poorest.

Answer: A

Diff: 3 Type: MC

Topic: A Housing Market with a Rent Ceiling

23) When rent is not permitted to allocate scarce housing, what other mechanisms are available?
A) a lottery

B) first-come, first-served

C) discrimination

D) both A and B are correct

E) A, B and C are correct

Answer: E

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling
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24) A lottery allocates housing to those

A) who are poor.

B) who share similar views to the owner of the housing.
C) who are rich,

D) whose names are on waiting lists.

E) who are lucky.

Answer: E

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

25) First-come, first-served allocates housing to those
A) whose names are on waiting lists.

B) who share similar views to the owner of the housing.
C) who are rich,

D) who are poor.

E) who are lucky.

Answer: A

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

26) Discrimination allocates scarce housing
A) to those who are poor.

B) based on the self-interest of landlords.

C) to those who are lucky.

D) to those whose names are on waiting lists.
E) to those who are willing and able to pay.
Answer: B

Diff: 1 Type: MC

Topic: A Housing Market with a Rent Ceiling

27) Suppose the government introduces a ceiling on the fees that lawyers are permitted to charge.

If the fee ceiling is set the equilibrium wage rate, the amount of work done by lawyers
, the consumer surplus of people who hire lawyers , and the producer surplus
of law firms

A) below; increases; increases; increases

B) above; decreases; decreases; decreases

C) below; decreases; decreases; decreases

D) above; increases; increases; increases

E) below; decreases; increases; decreases
Answer: C

Type: MC

Topic: A Housing Market with a Rent Ceiling
Source: MyEconLab
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28) Suppose the government introduces a ceiling on the fees that lawyers are permitted to charge.
This fee ceiling

A) is always inefficient.

B) results in an inefficient use of resources when the ceiling is above the equilibrium fee.
C) results in an efficient use of resources when the ceiling is above the equilibrium fee.
D) results in an efficient use of resources when the ceiling is below the equilibrium fee.
E) is always efficient.

Answer: C

Type: MC

Topic: A Housing Market with a Rent Ceiling

Source: MyEconLab

29) An effective rent ceiling

A) increases producer surplus.

B) results in a producer surplus of zero.

C) sometimes increases producer surplus and sometimes decreases producer surplus.
D) decreases producer surplus.

E) decreases the supply of housing.

Answer: D

Type: MC

30) A rent ceiling

A) results in a shortage of housing if the rent ceiling is below the equilibrium rent.
B) results in a surplus of housing if the rent ceiling is above the equilibrium rent.
C) always results in a shortage of housing.

D) always results in a surplus of housing.

E) Both A and B are correct.

Answer: A

Type: MC
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6.2 A Labour Market with a Minimum Wage

Use the figure below to answer the following questions.

Wage rate [dollars per hour)

i i | i 1 Dl L
0 20 40 60 80
Labour {millions of hours)
Figure 6.2.1

1) Refer to Figure 6.2.1. What is the equilibrium wage rate per hour in an unregulated market?
A) $2

B) $3

C) $4

D) $5

E) $30

Answer: C

Diff: 1 Type: MC

Topic: A Labour Market with a Minimum Wage

2) Refer to Figure 6.2.1. Suppose a $5 per hour minimum wage is in force. What is the lowest
wage per hour an unemployed person would be willing to accept?

A) $2

B) $3

C) $4

D) $5

E) $1

Answer: B

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage
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3) Refer to Figure 6.2.1. If the minimum wage is set at $2 per hour, what is the level of
unemployment in millions of hours?

A) 50

B) 40

C) 20

D) 10

E)O

Answer: E

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage
Source: Study Guide

4) Refer to Figure 6.2.1. If the minimum wage is set at $6 per hour, what is the level of
unemployment in millions of hours?

A) 50

B) 40

C) 20

D) 10

E)O

Answer: B

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage
Source: Study Guide

5) Suppose a minimum wage of $4 an hour is in force, resulting in unemployment of 10 million
hours. Then the demand for labour increases such that supply and demand intersect at a wage
rate of $5 per hour. What will happen to the equilibrium wage rate and employment?

A) The wage rate is $5 an hour and there will be no unemployment.

B) The wage rate is $5 an hour and there will be a surplus of labour.

C) The wage rate is $4 an hour and there will be a surplus of labour.

D) The wage rate is $4 an hour and there will be no unemployment.

E) The wage rate is $4 an hour and there will be unemployment.

Answer: A

Diff: 1 Type: MC

Topic: A Labour Market with a Minimum Wage
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Use the table below to answer the following questions.

Table 6.2.1
Wage Rate Quantity Supplied  Quantity Demanded
(dollars per hour)  (hours per week) (hours per week)
7 1,000 200
6 800 400
5 600 600
400 800

6) Table 6.2.1 gives the supply and demand schedules for teenage labour in Genoa City. In an
unregulated market,

A) there is no teenage unemployment and the wage rate is $6 per hour.

B) there is no teenage unemployment and the wage rate is $5 per hour.

C) teenage unemployment is 400 hours and the wage rate is $6 per hour.

D) teenage unemployment is 400 hours and the wage rate is $5 per hour.

E) the minimum wage is $7 per hour.

Answer: B

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

7) Table 6.2.1 gives the supply and demand schedules for teenage labour in Genoa City. Suppose
the Genoa City Council sets a minimum wage of $6 per hour. Teenage unemployment is

A) 800 hours.

B) 600 hours.

C) 400 hours.

D) 200 hours.

E) zero hours.

Answer: C

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

8) Table 6.2.1 gives the supply and demand schedules for teenage labour in Genoa City. Suppose
the Genoa City Council sets a minimum wage of $4 per hour. Teenage unemployment is

A) 800 hours.

B) 600 hours.

C) 400 hours.

D) 200 hours.

E) zero hours.

Answer: E

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage
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9) Table 6.2.1 gives the supply and demand schedules for teenage labour in Genoa City. There is
a minimum wage set at $6 per hour. Suppose a new fast food restaurant opens and increases the
quantity demanded of teenage labour by 400 hours per week at each wage rate. The result is

A) elimination of teenage unemployment and a wage rate of $7 per hour.

B) elimination of teenage unemployment, but the wage rate remains at $6 per hour.

C) some teenage unemployment with the wage rate remaining at $6 per hour.

D) no change in teenage unemployment because the wage rate rises to $7 per hour.

E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

10) Table 6.2.1 gives the supply and demand schedules for teenage labour in Genoa City.
Suppose a new fast food restaurant opens and increases the quantity demanded of teenage labour
by 400 hours per week at each wage rate. If the teenage labour market is unregulated, there is an
increase in teenage employment to

A) 1,000 hours per week and a wage of $5 per hour.

B) 1,000 hours per week and a wage of $7 per hour.

C) 800 hours per week and a wage of $6 per hour.

D) 600 hours per week and a wage of $7 per hour.

E) 400 hours per week and a wage of $7 per hour.

Answer: C

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

11) Which one of the following statements is false?

A) An effective minimum wage sets the wage rate above the equilibrium wage rate.
B) An effective rent ceiling sets the rent below the equilibrium rent.

C) An effective rent ceiling leads to a housing shortage.

D) An effective minimum wage is inefficient.

E) A minimum wage is a price ceiling in the labour market.

Answer: E

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage
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Use the table below to answer the following questions.

Table 6.2.2
Wage Rate Quantity Supplied  Quantity Demanded
(dollars per hour) (millions of hours) {millions of hours)
7 60 30
6 50 40
5 40 50
4 30 60
3 20 70

12) Refer to Table 6.2.2. What is the level of unemployment in millions of hours if the minimum
wage is set at $3 per hour?

A) 70

B) 40

C) 30

D) 20

E) zero

Answer: E

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

13) Refer to Table 6.2.2. What is the level of unemployment in millions of hours if the minimum
wage is set at $7 per hour?

A) 40

B) 30

C) 20

D) 10

E) zero

Answer: B

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

14) Refer to Table 6.2.2. What is the equilibrium wage rate in an unregulated market?
A) $5.00 per hour

B) $5.50 per hour

C) $6.00 per hour

D) $6.50 per hour

E) $7.50 per hour

Answer: B

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage
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15) Suppose the minimum wage is $4 per hour, and 1,100 units of labour are hired. Then the
government raises the minimum wage to $6 per hour, and 900 units are now hired. Choose the
correct statement.

A) Total wages paid to workers has fallen.

B) The price elasticity of demand for labour is 0.5.

C) There is unemployment in this labour market.

D) The quantity of labour supplied is greater at the higher minimum wage.

E) all of the above except A

Answer: E

Diff: 3 Type: MC

Topic: A Labour Market with a Minimum Wage

16) Complete the following sentence. A price floor set below the equilibrium price results in
A) a surplus.

B) a shortage.

C) the equilibrium price.

D) an increase in supply.

E) a decrease in demand.

Answer: C

Diff: 2 Type: MC

Topic: A Labour Market with a Minimum Wage

17) When a minimum wage is set above the equilibrium wage rate,
A) unemployment decreases.

B) job search activity decreases.

C) the supply of workers decreases.

D) unemployment increases.

E) the supply of workers increases.

Answer: D

Type: MC

Topic: A Labour Market with a Minimum Wage

Source: MyEconLab

18) The government sets a price floor for corn, which is above the equilibrium price of corn. As
a result

A) the market for corn is efficient.

B) a shortage of corn occurs.

C) consumer surplus is maximized.

D) a deadweight loss is created.

E) B, C, and D are correct.

Answer: D

Type: MC
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19) Suppose the equilibrium wage is $10 an hour. A minimum wage is a price and that
will change the quantity of employment if it is set at an hour.

A) floor; $12

B) ceiling; $12

C) floor; $8

D) ceiling; $8

E) floor; $10

Answer: A

Type: MC
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6.3 Taxes

1) Suppose the demand for gasoline is inelastic, but not perfectly inelastic, and the supply is
elastic, but not perfectly elastic. A tax on gasoline is paid

A) mostly by buyers.

B) mostly by sellers.

C) equally by buyers and sellers.

D) totally by buyers.

E) totally by sellers.

Answer: A

Diff: 3 Type: MC

Topic: Taxes

2) Suppose the demand for CDs is elastic, but not perfectly elastic, and the supply is inelastic,
but not perfectly inelastic. A tax on CDs is paid

A) equally by buyers and sellers.

B) mostly by sellers.

C) mostly by buyers.

D) by neither buyers nor sellers.

E) totally by sellers.

Answer: B

Diff: 3 Type: MC

Topic: Taxes
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Use the figure below to answer the following questions.

Price (dollars per hour)

7001
6.60

6.00
5.60

5.00¢t

D

L Il L | ). 1 A 1
0 1 2 3 4 5 6 7 8
Quantity (thousands of frisbees)

Figure 6.3.1

3) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. The
tax on each frisbee is
A) $0.40.

B) $0.60.

C) $1.00.

D) $5.60.

E) $6.60.

Answer: C

Diff: 2 Type: MC
Topic: Taxes
Source: Study Guide

4) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. On
each frisbee, the sellers' share of the tax is
A) $0.40.

B) $0.60.

C) $1.00.

D) $5.60.

E) $6.60.

Answer: A

Diff: 3 Type: MC

Topic: Taxes

Source: Study Guide
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5) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. On
each frisbee, the buyers' share of the tax is
A) $0.40.

B) $0.60.

C) $1.00.

D) $5.60.

E) $6.60.

Answer: B

Diff: 3 Type: MC

Topic: Taxes

Source: Study Guide

6) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed.
Government revenue from the tax is
A) $4,000.

B) $5,000.

C) $22,400.

D) $26,400.

E) $30,000.

Answer: A

Diff: 2 Type: MC

Topic: Taxes

Source: Study Guide

7) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. We
can determine that between 4,000 and 5,000 frisbees, supply is

A) inelastic.

B) unit elastic.

C) elastic.

D) perfectly elastic.

E) perfectly inelastic.

Answer: C

Diff: 2 Type: MC

Topic: Taxes

8) If the price of a good is not affected by a tax, then

A) supply is perfectly elastic.

B) demand is perfectly elastic.

C) the elasticity of supply is greater than elasticity of demand.
D) demand is unit elastic.

E) supply is unit elastic.

Answer: B

Diff: 3 Type: MC

Topic: Taxes

Source: Study Guide
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9) The burden of the tax on buyers is greater the more
(1) elastic is demand
(2) inelastic is demand
(3) elastic is supply
(4) inelastic is supply
A) (2) only

B) (1) and (3)

C) (1) and (4)

D) (2) and (3)

E) (2) and (4)

Answer: D

Diff: 3 Type: MC
Topic: Taxes

10) The burden of tax on sellers is greater the more
(1) elastic is demand
(2) inelastic is demand
(3) elastic is supply
(4) inelastic is supply
A) (2) only

B) (1) and (3)

C) (1) and (4)

D) (2) and (3)

E) (2) and (4)

Answer: C

Diff: 3 Type: MC
Topic: Taxes

11) Suppose your province raises the provincial sales tax by 1 percent. You predict that the
prices of taxed goods (including the tax) will

A) rise by 1 percent.

B) rise by more than 1 percent.

C) rise by an amount between zero and 1 percent.

D) not change at all.

E) fall by an amount between zero and 1 percent.

Answer: C

Diff: 2 Type: MC

Topic: Taxes
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Use the figure below to answer the following questions.

Price {dollars per unit]

gl S+ tax

71 S

6 -

5 -

Ar D

3 -

2

] =

0 100 200 300 400 500
Quantity [units)

Figure 6.3.2

12) Refer to Figure 6.3.2. The amount of the tax per unit is
A) zero.

B) $0.50.

C) $1.00.

D) $1.50.

E) $2.00.

Answer: E

Diff: 2 Type: MC

Topic: Taxes

13) Refer to Figure 6.3.2. The buyers' share of the tax is
A) zero.

B) $0.50.

C) $1.00.

D) $1.50.

E) $2.00.

Answer: B

Diff: 3 Type: MC

Topic: Taxes
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14) Refer to Figure 6.3.2. The seller's share of the tax is
A) zero.

B) $0.50.

C) $1.00.

D) $1.50.

E) $2.00.

Answer: D

Diff: 3 Type: MC

Topic: Taxes

15) Refer to Figure 6.3.2. Government revenue from the tax is
A) zero.

B) $100.

C) $300.

D) $400.

E) $600.

Answer: D

Diff: 2 Type: MC

Topic: Taxes

16) Refer to Figure 6.3.2. The deadweight loss from the sales tax is
A) $50.

B) $100.

C) $200.

D) $1,000.

E) $150.

Answer: B

Diff: 3 Type: MC

Topic: Taxes

17) Refer to Figure 6.3.2. Between 200 and 300 units, demand is
A) inelastic.

B) unit elastic.

C) elastic.

D) perfectly inelastic.

E) perfectly elastic.

Answer: C

Diff: 2 Type: MC

Topic: Taxes
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18) The seller pays most of a tax if demand is relatively elastic because
A) the buyer can easily substitute to other markets.

B) the seller can easily substitute to other markets.

C) the government forces the seller to bear the burden of the tax.

D) there is a black market for this good.

E) the seller cannot easily substitute to other goods.

Answer: A

Diff: 2 Type: MC

Topic: Taxes

19) The buyer pays most of a tax if demand is relatively inelastic because
A) the buyer cannot easily substitute to other markets.

B) the buyer can easily substitute to other markets.

C) the government forces the seller to bear the burden of the tax.

D) there is a black market for this good.

E) the seller cannot easily substitute to other goods.

Answer: A

Diff: 2 Type: MC

Topic: Taxes

20) The buyer pays most of a tax if supply is relatively elastic because
A) the buyer cannot easily substitute to other markets.

B) the seller can easily substitute to other markets.

C) the government forces the seller to bear the burden.

D) there is a black market for this good.

E) the seller cannot easily substitute to other goods.

Answer: B

Diff: 2 Type: MC

Topic: Taxes

21) If a sales tax is imposed on food, who is likely to pay most of the tax?
A) mostly the buyer

B) mostly the seller

C) neither the seller nor the buyer

D) the buyer and the seller equally

E) the burden of the tax depends on the size of the tax

Answer: A

Diff: 3 Type: MC

Topic: Taxes

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Price {dollors)

Price (dollars)

S
2.00 2.00
D D
0 Quantity 0 Quantity
(a) (b)
Price (dollars) Price (dollars)
S
2.00} 2.00
|D
0 Quantity 0 Quantity
(<) (d)
Figure 6.3.3

22) Refer to Figure 6.3.3. Suppose a tax of $1 is imposed. In which market would the seller pay

the highest portion of the tax?
A) (a)

B) (b)

C) (c)

D) (d)

E) all markets equally
Answer: C

Diff: 3 Type: MC
Topic: Taxes
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23) Refer to Figure 6.3.3. Suppose a tax of $1 is imposed. In which market would the buyer pay
the highest portion of the tax?

A) (a)

B) (b)

C) (c)

D) (d)

E) all markets equally
Answer: D

Diff: 3 Type: MC
Topic: Taxes

24) Refer to Figure 6.3.3. Suppose a tax of $1 is imposed. In which market would tax revenue be
the lowest?

A) (a)

B) (b)

C) (c)

D) (d)

E) all markets equally
Answer: C

Diff: 3 Type: MC
Topic: Taxes

25) Refer to Figure 6.3.3. Suppose a tax of $1 is imposed. In which market would tax revenue be
the highest?

A) (a)

B) (b)

C) (¢)

D) (d)

E) all markets equally
Answer: D

Diff: 3 Type: MC
Topic: Taxes

26) Governments tend to tax items with inelastic demand because
A) governments wish to avoid big rises in after-tax prices.

B) sellers pay most of the tax in these cases.

C) buyers pay most of the tax in these cases.

D) these goods yield the most tax revenues.

E) none of the above.

Answer: D

Diff: 2 Type: MC

Topic: Taxes
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27) If the supply of a good is perfectly elastic, then a tax on the good will be paid
A) completely by the buyers.

B) completely by the sellers.

C) equally by the buyers and sellers.

D) mostly but not completely by the buyers.

E) mostly but not completely by the sellers.

Answer: A

Diff: 2 Type: MC

Topic: Taxes

28) If the supply of a good is perfectly inelastic, then a tax on the good will be paid
A) completely by the buyers.

B) completely by the sellers.

C) equally by the buyers and sellers.

D) mostly but not completely by the buyers.

E) mostly but not completely by the sellers.

Answer: B

Diff: 2 Type: MC

Topic: Taxes

29) If the demand for a good is perfectly elastic, then a tax on the good will be paid
A) completely by the buyers.

B) completely by the sellers.

C) equally by the buyers and sellers.

D) mostly but not completely by the buyers.

E) mostly but not completely by the sellers.

Answer: B

Diff: 2 Type: MC

Topic: Taxes

30) If the demand for a good is perfectly inelastic, then a tax on the good will be paid
A) completely by the buyers.

B) completely by the sellers.

C) equally by the buyers and sellers.

D) mostly but not completely by the buyers.

E) mostly but not completely by the sellers.

Answer: A

Diff: 2 Type: MC

Topic: Taxes
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31) A $10 per-unit tax on MP3 players raises the equilibrium price paid by consumers by $5. The
quantity sold before the tax was 5,000 per year. The revenue from the tax is

A) zero.

B) positive but less than $50,000 per year.

C) $50,000 per year.

D) more than $50,000 per year.

E) greater the more elastic is demand.

Answer: B

Diff: 3 Type: MC

Topic: Taxes

32) A 3 cents per-unit tax on bread leads to no change in the quantity bought and sold. The tax is
paid

A) completely by the sellers.

B) completely by the buyers.

C) equally by the buyers and sellers.

D) mostly but not completely by the buyers.

E) completely by either the sellers or the buyers; we cannot tell without more information.
Answer: E

Diff: 3 Type: MC

Topic: Taxes

Use the table below to answer the following questions.

Table 6.3.1
Price Quantity Demanded Quantity Supplied
(dollars per unit) (units) (units)
3 90x) 300
- 800 400
5 700 500
6 600 600
7 500 700
8 400 s00
9 200 900

33) Refer to Table 6.3.1. Suppose a sales tax of $2 a unit is imposed on the good described in the
table. The new price paid by consumers is $ and units are sold.

A) $6; 400

B) $7; 700

C) $7; 500

D) $6.50; 500

E) $6.50; 700

Answer: C

Diff: 3 Type: MC

Topic: Taxes
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34) Refer to Table 6.3.1. Suppose a sales tax of $2 a unit is imposed on the good described in the
table. The buyers' share of the tax is

A) $2.00.

B) $1.50.

C) $1.00.

D) zero.

E) $2.50.

Answer: C

Diff: 3 Type: MC

Topic: Taxes

35) Refer to Table 6.3.1. Suppose a sales tax of $2 a unit is imposed on the good described in the
table. The sellers' share of the tax is

A) $2.00.

B) $1.50.

C) $1.00.

D) $0.

E) $2.50.

Answer: C

Diff: 3 Type: MC

Topic: Taxes

36) Refer to Table 6.3.1. Suppose a sales tax of $2 a unit is imposed on the good described in the
table. Government revenue from the tax is

A) $1,200.

B) $1,000.

C) $800.

D) $600.

E) zero.

Answer: B

Diff: 3 Type: MC

Topic: Taxes

37) The principle is the proposition that people should pay taxes equal to the benefits
they receive from the services provided by government.

The principle is the proposition that people should pay taxes according to how easily
they can bear the burden of the tax.

A) benefits; ability-to-pay

B) equality; fairness

C) services; burden

D) ability-to-pay; benefits

E) efficient; inefficient

Answer: A

Type: MC

Topic: Taxes

Source: MyEconLab
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38) When a sales tax is imposed on sellers, the supply curve shifts so that the vertical distance
between the original supply curve and supply plus tax curve equals the

A) sales tax multiplied by the price elasticity of demand.

B) sales tax multiplied by the price elasticity of supply.

C) sales tax divided by the price elasticity of demand.

D) amount of the sales tax per unit.

E) sales tax divided by the price elasticity of supply.

Answer: D

Type: MC

39) The demand for a good and the supply of a good are each neither perfectly elastic nor
perfectly inelastic. If a sales tax on sellers of the good is imposed, the tax is paid by

A) the buyers only.

B) both the buyers and the sellers.

C) the sellers only.

D) the buyers only if demand for the good increases.

E) the suppliers only if the supply of the good increases.

Answer: B

Type: MC
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6.4 Production Quotas and Subsidies

1) A subsidy is a

A) tax imposed by the government on imported goods.

B) payment made by the government to a producer.

C) tax imposed by the government on a producer.

D) payment made by a consumer to a producer.

E) payment made by foreign governments to domestic farmers.
Answer: B

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies

2) A subsidy

A) lowers the price received by farmers.

B) decreases the quantity supplied in the market.

C) raises the price received by farmers.

D) prevents the deadweight loss from underproduction.
E) decreases total revenue received by farmers.
Answer: C

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies

3) A subsidy

A) raises marginal social benefit above marginal social cost.
B) makes marginal social cost equal marginal social benefit.
C) results in efficient production.

D) raises marginal social cost above marginal social benefit.
E) makes world prices higher than domestic prices.
Answer: D

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies

4) A production quota

A) is a lower limit to the quantity of a good that can be produced in a specified period.
B) is an upper limit to the quantity of a good that can be produced in a specified period.
C) is a payment made by a consumer to a producer.

D) is a payment made by a producer to a consumer.

E) is a payment made by the government to a producer.

Answer: B

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies
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5) Suppose the Canadian Dairy Commission sets a production quota for dairy production above
the equilibrium quantity. Then,

A) the policy will increase the quantity of milk produced in Canada.

B) the policy will raise the price of milk in the international market.

C) the policy will have no impact on the dairy industry.

D) the policy will increase revenue received by dairy producers.

E) the policy will decrease revenue received by dairy producers.

Answer: C

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies

6) A production quota

A) increases the marginal social cost of production.

B) lowers the price and increases the marginal social cost of production.
C) increases demand for the good.

D) raises the price and decreases the marginal social cost of production.
E) makes production more efficient.

Answer: D

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies

7) An effective production quota

A) is efficient because it results in overproduction.

B) is efficient because it results in underproduction.

C) is inefficient because it results in underproduction.

D) is inefficient because it results in overproduction.

E) is efficient for quantities below the equilibrium quantity and is inefficient for quantities above
the equilibrium quantity.

Answer: C

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies

8) In a market with an effective production quota

A) marginal social benefit exceeds marginal social cost.

B) marginal social benefit equals marginal social cost.

C) marginal social cost exceeds marginal social benefit.

D) marginal social cost is greater than the equilibrium price.
E) marginal social benefit is less than the equilibrium price.
Answer: A

Diff: 2 Type: MC

Topic: Production Quotas and Subsidies
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9) When an effective production quota is applied in the market for wheat, the quantity produced
and the price . The marginal social benefit marginal social cost.

A) increases; rises; exceeds

B) decreases; falls; is less than

C) decreases; rises; exceeds

D) increases; falls; is less than

E) decreases; rises; is less than

Answer: C

Type: MC

Topic: Production Quotas and Subsidies

Source: MyEconLab

Use the figure below to answer the following question.

Price [dollars per kilogram)

L A A L L

0 1 2 3 4 5
Quantity (billions of kilograms per year)
Figure 6.4.1

10) Refer to Figure 6.4.1. The graph shows the market for tomatoes. When the government
introduces a subsidy for tomatoes at $4 a kilogram, the quantity produced is because

A) efficient; marginal social cost is less than marginal social benefit
B) efficient; marginal social benefit equals marginal social cost

C) inefficient; marginal social cost is less than marginal social benefit
D) inefficient; marginal social benefit is less than marginal social cost
E) inefficient; marginal social cost is zero

Answer: D

Type: MC

Topic: Production Quotas and Subsidies

Source: MyEconLab
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Use the table below to answer the following question.

Table 6.4.1

Price Quantity Demanded Quantity Supplied
(dollars per box)  (boxes per week)  (boxes per week)

1.00 3,500 500

1.10 3,250 1,000

1.20 3,000 1,500

1.30 2,750 2,000

1.40 2,500 2,500

1.30 2,250 3,000

1.60 2,000 3,500

11) Refer to Table 6.4.1. The table shows the demand and supply schedules for rice. The market
for rice is in equilibrium. With a subsidy of $0.30 a box, the price of a box of rice is ,
the marginal cost of producing rice is a box, and the quantity of rice produced is
_ boxes.

A) $1.40; $1.40; 2,500

B) $1.20; $1.50; 2,500

C) $1.20; $1.50; 3,000

D) $1.50; $1.20; 3,000

E) $1.50; $1.20; 2,500

Answer: C

Type: MC

Topic: Production Quotas and Subsidies

Source: MyEconLab

12) Refer to Table 6.4.1. The table shows the demand and supply schedules for rice. With a

production quota of 2,000 boxes a week, the price of a box of rice is , the marginal cost
of producing rice is a box, and the quantity of rice produced is boxes a
week.

A) $1.30; $1.60; 2,000

B) $1.60; $1.30; 2,000

C) $1.40; $1.40; 2,500

D) $1.40; $1.40; 2,000

E) $1.60; $1.30; 2,500

Answer: B

Type: MC

Topic: Production Quotas and Subsidies
Source: MyEconLab
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13) A production quota is set below the equilibrium quantity. At the quota quantity, marginal
social benefit is marginal social cost and the level of production is .

A) less than; efficient

B) greater than,; efficient

C) less than; efficient

D) less than; inefficient

E) equal to; efficient

Answer: D

Type: MC

14) A production quota is set equal to the equilibrium quantity. At the quota quantity, marginal
social benefit is marginal social cost and the level of production is

A) less than; efficient

B) greater than; efficient

C) less than; efficient

D) less than; inefficient

E) equal to; efficient

Answer: E

Type: MC
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6.5 Markets for Illegal Goods

1) If enforcement is aimed at sellers of an illegal good, the
A) price and quantity bought decrease.

B) price and quantity bought increase.

C) price rises and quantity bought decreases.

D) price falls and quantity bought increases.

E) price change is uncertain and quantity bought decreases.
Answer: C

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

Source: Study Guide

2) If enforcement is aimed at buyers of an illegal good, the
A) price and quantity bought decrease.

B) price and quantity bought increase.

C) price rises and quantity bought decreases.

D) price falls and quantity bought increases.

E) price change is uncertain and quantity bought decreases.
Answer: A

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

3) Which one of the following statements about illegal goods is true?

A) Taxes are more effective in changing preferences than prohibition.

B) Prohibition is more effective in generating revenue than an equivalent tax.

C) Taxes and penalties cannot be set to yield equivalent outcomes.

D) Taxes generate revenues while prohibition sends a signal that might influence preferences.
E) none of the above

Answer: D

Diff: 2 Type: MC

Topic: Markets for Illegal Goods

Source: Study Guide

4) Consider a market for an illegal good. If the government imposes the cost of breaking the law
on the buyer of the good, then price will be

A) higher and quantity lower compared to imposing the same cost on the seller.

B) higher and quantity higher compared to imposing the same cost on the seller.

C) lower and quantity lower compared to imposing the same cost on the seller.

D) lower and quantity the same compared to imposing the same cost on the seller.

E) higher and quantity the same compared to imposing the same cost on the seller.

Answer: D

Diff: 3 Type: MC

Topic: Markets for Illegal Goods
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5) Suppose the cost of breaking the law is imposed on the buyers of an illegal good. This action
will have its biggest impact on quantity if the demand for the good is

A) inelastic or the supply is inelastic.

B) elastic or the supply is elastic.

C) elastic or the supply is inelastic.

D) inelastic or the supply is elastic.

E) perfectly inelastic.

Answer: B

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

6) Suppose the cost of breaking the law is imposed on the sellers of an illegal good. This action
will have its biggest impact on quantity if the demand for the good is

A) inelastic or the supply is inelastic.

B) elastic or the supply is elastic.

C) elastic or the supply is inelastic.

D) inelastic or the supply is elastic.

E) perfectly inelastic.

Answer: B

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

Use the table below to answer the following questions.

Table 6.5.1
The Market for a Prohibited Good.

Price Quantity Demanded Quantity Supplied
(dollars) (units) (units)

5 700 100
6 600 200
7 500 300
8 400 HX
9 300 500
10 200 600

11 100 700

7) Refer to Table 6.5.1. Which one of the following costs of breaking the law imposed on the
buyers of the good would reduce the quantity to zero?

A) $1

B) $2

C) $4

D) $6

E) $8

Answer: E

Diff: 3 Type: MC

Topic: Markets for Illegal Goods
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8) Refer to Table 6.5.1. If a $2-per-unit cost of breaking the law is imposed on buyers, the new
price is and the new equilibrium quantity is units.

A) $8; 400

B) $8; 300

C) $7; 300

D) $9; 300

E) $8; 200

Answer: C

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

9) Refer to Table 6.5.1. If a $2-per-unit cost of breaking the law is imposed on sellers, the new
price is and the new equilibrium quantity is units.

A) $8; 400

B) $8; 300

C) $7; 300

D) $9; 300

E) $8; 200

Answer: D

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

10) Refer to Table 6.5.1. If a $2-per-unit cost of breaking the law is imposed on sellers, the price
received by sellers (net of the cost of breaking the law) would be

A) $8.

B) $7.

C) $9.

D) $10.

E) $6.

Answer: B

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

11) Refer to Table 6.5.1. If a $2-per-unit cost of breaking the law is imposed on both the buyers
and the sellers, the new price is and the new equilibrium quantity is units.
A) $8; 400

B) $8; 300

C) $7; 300

D) $9; 300

E) $8; 200

Answer: E

Diff: 3 Type: MC

Topic: Markets for lllegal Goods
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12) If enforcement of the law is aimed at buyers of an illegal good, the result will be
A) an increase in the supply of the good.

B) a decrease in the supply of the good.

C) a decrease in the demand for the good.

D) a rise in the price of the good.

E) no change in the equilibrium quantity.

Answer: C

Diff: 2 Type: MC

Topic: Markets for Illegal Goods

13) Provincial governments across Canada recently started legalizing and then heavily taxing
gambling at casinos. The new taxes are lower than the cost of breaking the law was to the sellers
of the previously illegal casino services. The costs of breaking the law to the buyers of these
services also fell to zero. This change will likely lead to

A) arise in the equilibrium price, and a decrease in the equilibrium quantity.

B) a rise in the equilibrium price, and an increase in the equilibrium quantity.

C) a fall in the equilibrium price, and an increase in the equilibrium quantity.

D) a fall in the equilibrium price, and a decrease in the equilibrium quantity.

E) an unknown change in equilibrium price and equilibrium quantity.

Answer: B

Diff: 3 Type: MC

Topic: Markets for Illegal Goods

14) All of the following statements about legalizing and taxing drugs are true except

A) legalizing and taxing drugs would eliminate the black market in drugs.

B) the quantity of a drug bought could be decreased if the drug was legalized and taxed.

C) a sufficiently high tax could be imposed to decrease supply, raise the price, and achieve the
same decrease in the quantity bought as with a prohibition of drugs.

D) an extremely high tax rate would be needed to cut the quantity of drugs bought to the level
prevailing with a prohibition.

E) tax revenue can be used to make law enforcement more effective.

Answer: A

Type: MC

Topic: Markets for Illegal Goods

Source: MyEconLab

15) A fact that argues in favour of prohibition and against taxes on illegal drugs is that

A) prohibition sends a signal that might influence preferences.

B) penalties for illegal activities with prohibition are less than the penalties for tax evasion.
C) a black market is easier to maintain under prohibition than under the tax code.

D) search activity decreases with prohibition.

E) all of the above.

Answer: A

Type: MC

Topic: Markets for lllegal Goods

Source: MyEconLab
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16) Suppose that buying and selling a certain good is made illegal. In the market for this good,
the demand curve shifts and the supply curve shifts

A) rightward; rightward

B) leftward; leftward

C) rightward; leftward

D) leftward; rightward

E) None of the above. Neither the demand curve nor the supply curve shift.

Answer: B

Type: MC

17) If the penalty on sellers of an illegal good is less than the penalty on buyers of an illegal
good, then supply of the good will by demand and the price of the good will

A) decrease; more than; rise
B) decrease; less than; rise
C) decrease; less than; fall
D) decrease; more than; fall
E) increase; less than; rise
Answer: C

Type: MC

Chapter 7 Global Markets in Action
7.1 How Global Markets Work

1) Goods and services that we buy from other countries are our
A) balance of payments.

B) exports.

C) imports.

D) terms of trade.

E) comparative goods and services.
Answer: C

Type: MC

Topic: How Global Markets Work
Skill: Recognition

AACSB: Reflective Thinking

2) The goods and services we sell to people in other countries are our
A) tariffs.

B) quotas.

C) exports.

D) imports.

E) investment goods and services.

Answer: C

Type: MC

Topic: How Global Markets Work

Skill: Recognition
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AACSB: Reflective Thinking

3) The fundamental force that drives international trade is
A) absolute advantage.

B) importation duties.

C) the advantage of execution.

D) export advantage.

E) comparative advantage.
Answer: E

Type: MC

Topic: How Global Markets Work
Skill: Recognition

AACSB: Reflective Thinking
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4) The fundamental force that drives international trade is
A) comparative advantage.

B) absolute advantage.

C) a countries' desire to increase their trade surplus.
D) cheap labour in countries like China and India.
E) unemployment of factors of production.
Answer: A

Diff: 2 Type: MC

Topic: How Global Markets Work

Skill: Recognition

AACSB: Reflective Thinking

5) A country

A) imports those goods in which it has a comparative advantage.
B) exports those goods in which it has a comparative advantage.
C) imports goods produced in countries with lower wage rates.
D) exports goods produced by domestic industries with low wages relative to its trading partners.
E) B and D are correct.

Answer: B

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

AACSB: Reflective Thinking

6) Canada has a comparative advantage in producing airplanes if

A) it can produce them at a lower dollar cost than another country.

B) it can produce a larger quantity than another country.

C) it has a larger quantity of skilled workers than another country.

D) it can produce them at a higher opportunity cost than another country.
E) it can produce them at a lower opportunity cost than another country.
Answer: E

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

AACSB: Reflective Thinking

7) Prior to international trade, if the price of good X is lower in country A than in country B,
A) country B has an absolute advantage in the production of good X.
B) country B has a comparative advantage in the production of good X.
C) country A has an absolute advantage in the production of good X.
D) country A has a comparative advantage in the production of good X.
E) country B should stop producing good X.

Answer: D

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

AACSB: Reflective Thinking
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8) Which of the following statements about Canada's international trade in 2010 is correct?
A) The value of Canada's imports exceeded the value of Canada's exports.

B) The value of Canada's exports was about 45 percent of the value of total expenditure in
Canada.

C) Canada imported only goods.

D) Canada was the world's second largest trader.

E) Canada exported only goods.

Answer: A

Type: MC

Topic: How Global Markets Work

Skill: Recognition

AACSB: Reflective Thinking

9) Canada has a comparative advantage in producing hardwood if the Canadian price of
hardwood before international trade is the world price.
A) equal to

B) greater than

C) not comparable to

D) at least double

E) less than

Answer: E

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

AACSB: Reflective Thinking

10) Compared to the situation before international trade, after Canada exports a good, production
in Canada and consumption in Canada
A) increases; increases

B) increases; decreases

C) decreases; increases

D) decreases; decreases

E) increases; does not change

Answer: B

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

AACSB: Analytical Skills
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11) Compared to the situation before international trade, after Canada imports a good, production
in Canada and consumption in Canada
A) increases; increases

B) increases; decreases

C) decreases; increases

D) decreases; decreases

E) does not change; increases

Answer: C

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

AACSB: Analytical Skills

12) Which of the following is a Canadian service export?
A) a Canadian buys dinner while travelling in Switzerland
B) a Swiss buys dinner while travelling in Canada

C) a Canadian buys a clock made in Switzerland

D) a Swiss buys a computer made in Canada

E) a Canadian buys a Canadian computer in Switzerland
Answer: B

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills
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Refer to the table below to answer the following questions.

Table 7.1.1
Glazeland's Doughnut Market
Price Glazeland's Supply Glazeland's Demand
(dollars per doughnut) (millions) (millions)
0.20 1 10
0.30 2 8
0.40 3 6
0.50 4 4
0.60 5 2
0.70 6 0

13) Table 7.1.1 shows Glazeland's doughnut market before international trade. Glazeland opens
up to international trade. If the world price is $0.60, then Glazeland will produce
doughnuts and will doughnuts.

A) 2 million; import 3 million

B) 4 million; import 1 million

C) 4 million; export 1 million

D) 5 million; import 3 million

E) 5 million; export 3 million

Answer: E

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills

14) Table 7.1.1 shows Glazeland's doughnut market before international trade. Glazeland opens
up to international trade. If the world price is $0.40, then Glazeland will produce
doughnuts and will doughnuts.

A) 3 million; import 3 million

B) 3 million; export 3 million

C) 4 million; import 1 million

D) 4 million; export 1 million

E) 6 million; export 3 million

Answer: A

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills
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15) Canada produces both lumber and wine. Canada exports lumber and imports wine. The rest
of the world imports Canadian lumber and exports wine to Canada. If Canada did not trade with

the rest of the world, then the equilibrium price of lumber would be in Canada than the
rest of the world, and the equilibrium price of wine would be in Canada than the rest
of the world.

A) lower; higher

B) higher; lower

C) higher; higher

D) lower; lower

E) the same or lower; the same or higher
Answer: A

Type: MC

Topic: How Global Markets Work
Skill: Conceptual

Source: MyEconLab

AACSB: Analytical Skills

16) Canada produces both lumber and wine. Canada exports lumber and imports wine. The rest
of the world imports Canadian lumber and exports wine to Canada. Canada has a comparative
advantage in producing . The rest of the world has a comparative advantage in
producing

A) lumber; wine

B) wine; lumber

C) wine; wine

D) lumber; lumber

E) a good other than lumber or wine; wine

Answer: A

Type: MC

Topic: How Global Markets Work

Skill: Conceptual

Source: MyEconLab

AACSB: Analytical Skills

17) In one year, Brazil exported more than 1.8 billion kilograms of coffee to the rest of the
world. We can conclude that

A) Brazil has comparative advantage in coffee production.

B) Brazil has an absolute advantage in coffee production.

C) the rest of the world has a comparative advantage in coffee production.

D) the rest of the world has an absolute advantage in coffee production.

E) Brazil's government has placed a tariff on coffee.

Answer: A

Type: MC
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18) Choose the correct statement.

A) Exports include goods and services.

B) Imports include goods but not services.
C) Imports include services but not goods.
D) Exports include goods but not services.
E) Exports include services but not goods.
Answer: A

Type: MC

Copyright © 2013 Pearson Canada Inc.



7.2 Winners, Losers, and the Net Gain from Trade

1) Consider a country that sells some of its goods as exports. Who does NOT benefit?
A) domestic consumers

B) domestic producers

C) workers in the industry

D) foreign consumers

E) everyone benefits

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Analytical Skills

2) Who benefits from imports?

A) domestic consumers

B) domestic producers

C) foreign consumers

D) domestic workers in the industry
E) everyone benefits

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Analytical Skills

3) A country opens up to trade and becomes an importer of some good. Consumer surplus
, producer surplus , and total surplus

A) increases; decreases; decreases

B) decreases; decreases; decreases

C) decreases; increases; increases

D) increases; increases; increases

E) increases; decreases; increases

Answer: E

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Conceptual

AACSB: Analytical Skills
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4) A country opens up to trade. In an import industry, surplus has been redistributed from
A) producers to consumers.

B) consumers to producers.

C) government to consumers.

D) producers to government.

E) none of the above.

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Analytical Skills

Refer to the table below to answer the following questions.

Table 7.2.1
Price Quantity demanded  Quantity supplied
(dollars) (units) (units)
2 100 70
4 95 75
6 90 80
8 85 85
10 80 90
12 75 95

5) The table shows a country's demand and supply schedules. Based on Table 7.2.1, at what
world price would the country import?

A) at exactly $8 a unit

B) any price above $8 a unit

C) a price of $10 a unit

D) a price of $20 a unit

E) a price below $8 a unit

Answer: E

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills
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6) The table shows a country's demand and supply schedules. Based on Table 7.2.1, suppose the
world price is $4 a unit. The country

A) imports 20 units.

B) exports 20 units.

C) imports 10 units.

D) exports 10 units.

E) imports 30 units.

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

7) A market is open to international trade. At the world price, the quantity demanded is 150 units
and the quantity supplied is 200 units. This country will
A) import 50 units.

B) export 200 units.

C) import 150 units.

D) import 200 units.

E) export 50 units.

Answer: E

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Analytical Skills

8) A country opens up to trade and becomes an exporter of a good. Consumer surplus :
producer surplus , and total surplus

A) decreases; increases; increases

B) increases; decreases; increases

C) decreases; increases; decreases

D) remains unchanged; increases; increases

E) decreases; decreases; decreases

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Analytical Skills
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9) A country opens up to trade. In an export industry, surplus has been redistributed from
A) consumers to producers.

B) producers to consumers.

C) producers to government.

D) government to consumers.

E) none of the above.

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Communication

Refer to the table below to answer the following question.

Table 7.2.2
Price Quantity demanded  Quantity supplied
(dollars) (units) (units)
2 100 70
4 95 75
6 90 80
8 85 85
10 80 90
12 75 95

10) The table shows a country's demand and supply schedules. Based on Table 7.2.2, at what
world price would the country export?

A) at only $8 a unit

B) any price below $8

C) a price of $6 a unit

D) a price of $4 a unit

E) any price above $8 a unit

Answer: E

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills
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Refer to the figure below to answer the following questions.

Price |dollars per shirl)

44
40 f
36
3271
28 |
24
20
16
12

D

( L A A A A A A A
0 8 16 24 32 40 48 56 64

Quantity (millions of shirts per year)

The figure shows the market for shirts in Canada, where D is the domestic demand curve and S is
the domestic supply curve. The world price is $20 per shirt.
Figure 7.2.1

11) In Figure 7.2.1, with international trade Canadians buy million shirts per year.
A) 48

B) 32

C) 16

D) 24

E) 56

Answer: A

Diff: 2 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

12) In Figure 7.2.1, with international trade million shirts per year are produced in
Canada.

A) 48

B) 32

C) 20

D) 56

E) 16

Answer: E

Diff: 2 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills
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13) In Figure 7.2.1, with international trade Canada million shirts per year.
A) imports 32

B) imports 48

C) exports 16

D) exports 32

E) imports 16

Answer: A

Diff: 2 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

14) In Figure 7.2.1, international trade consumer surplus in Canada by
A) increases; $320 million

B) decreases; $192 million

C) increases; $192 million

D) decreases; $320 million

E) increases; $576 million

Answer: A

Diff: 3 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

15) In Figure 7.2.1, international trade producer surplus in Canada by
A) increases; $320 million

B) decreases; $192 million

C) increases; $192 million

D) decreases; $320 million

E) decreases; $256 million

Answer: B

Diff: 3 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

16) In Figure 7.2.1, international trade total surplus in Canada by
A) increases; $128 million

B) decreases; $192 million

C) increases; $320 million

D) decreases; $256 million

E) decreases; $128 million

Answer: A

Diff: 3 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Analytical
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AACSB: Analytical Skills

Refer to the figure below to answer the following questions.

Price |millions of dollars per helicopter)

44

VAONE

36

32
28
24 1

20

16 |

12

0

D

( A A A A d A A A
120 240 360 480 600 720 840 960
Quantity (helicopters per year)

The figure shows the market for helicopters in Canada, where D is the domestic demand curve
and S is the domestic supply curve. Canada trades helicopters with the rest of the world at a price

of $36 million per helicopter.

Figure 7.2.2

17) In Figure 7.2.2, with international trade Canadian firms buy helicopters per year.

A) 240

B) 480

C) 720

D) 360

E) 600

Answer: A

Diff: 2 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Analytical
AACSB: Analytical Skills

C
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18) In Figure 7.2.2, with international trade helicopters per year are produced in
Canada.

A) 360

B) 480

C) 720

D) 240

E) 600

Answer: C

Diff: 2 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

19) In Figure 7.2.2, Canada helicopters per year.
A) exports 480

B) exports 720

C) imports 480

D) imports 240

E) exports 240

Answer: A

Diff: 2 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

20) In Figure 7.2.2, international trade consumer surplus in Canada by
A) decreases; $2.88 billion

B) decreases; $1.92 billion

C) increases; $2.88 billion

D) increases; $4.8 billion

E) increases; $1.92 hillion

Answer: A

Diff: 3 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills
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21) In Figure 7.2.2, international trade producer surplus in Canada by
A) decreases; $2.88 billion

B) decreases; $1.92 billion

C) increases; $4.8 billion

D) increases; $3.6 billion

E) decreases; $4.8 billion

Answer: C

Diff: 3 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

22) In Figure 7.2.2, international trade total surplus in Canada by
A) decreases; $2.56 billion

B) increases; $4.8 billion

C) decreases; $3.6 billion

D) decreases; $1.92 billion

E) increases; $1.92 hillion

Answer: E

Diff: 3 Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

AACSB: Analytical Skills

23) Canada's producer surplus when Canada imports a good and Canada's producer
surplus when Canada exports a good.

A) increases; increases

B) increases; decreases

C) decreases; increases

D) decreases; decreases

E) does not change; does not change

Answer: C

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Conceptual

AACSB: Analytical Skills
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24) When Canada exports a good, Canada's consumer surplus and Canada's total
surplus

A) increases; increases

B) increases; decreases

C) decreases; increases

D) decreases; decreases

E) decreases and Canada's producer surplus increases; does not change
Answer: C

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Conceptual

AACSB: Analytical Skills

25) When Canada exports a good, the amount of the in Canada’s consumer surplus is
the amount of the in Canada's producer surplus.

A) increase; smaller than; increase

B) increase; larger than; decrease

C) decrease; smaller than; increase

D) decrease; equal to; decrease

E) decrease; equal to; increase

Answer: C

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Analytical

AACSB: Analytical Skills

26) Canada exports athletic coaching services and imports computer tech support. The price of

athletic coaching services in Canada is with international trade than without
international trade. As a result of trade in athletic coaching services, the Canadian producer
surplus from athletic coaching services and the Canadian consumer surplus from

athletic coaching services

A) higher; increases; increases
B) lower; decreases; decreases
C) lower; decreases; increases
D) higher; increases; decreases
E) higher; decreases; increases
Answer: D

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade
Skill: Analytical

Source: MyEconLab
AACSB: Analytical Skills
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27) Canada exports athletic coaching services and imports computer tech support. The price of
computer tech support in Canada is with international trade than without international
trade. As a result of trade in computer tech support, the Canadian producer surplus from
computer tech support and the Canadian consumer surplus from computer tech
support

A) higher; increases; increases

B) lower; decreases; increases

C) lower; decreases; decreases

D) higher; increases; decreases

E) lower; increases; increases

Answer: B

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Analytical

Source: MyEconLab

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.



Refer to the figure below to answer the following question.

Price (dollars per pair)
60

50
40
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Quantity {millions of pairs per year}

Figure 7.2.3

28) Refer to Figure 7.2.3. The graph shows the market for shoes in Canada. The world price of a
pair of shoes is $20. With free international trade, Canadian consumer surplus and
Canadian producer surplus .

A) increases by area A + B; decreases by area B

B) increases by area B; decreases by area B

C) increases by area A; decreases by area B

D) decreases by area A + B; increases by area B

E) decreases by area B; increases by area A

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Analytical

Source: MyEconLab

AACSB: Analytical Skills
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Refer to the figure below to answer the following question.

Price (dollars per pair)

40
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30
World
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Quantity (millions of pairs per year)
Figure 7.2.4

29) Refer to Figure 7.2.4. The graph shows the demand for shoes in Brazil, Dg, the supply of
shoes produced in Brazil, S, and the market equilibrium in Brazil when it does not trade

internationally. If the world price of a pair of shoes is $20 and Brazil opens up and trades
internationally, producer surplus in Brazil and consumer surplus in Brazil

A) increases by area C + D; decreases by area C

B) increases by area C; decreases by area C and a deadweight loss equal to area D arises
C) increases by area D; decreases by area D

D) decreases by area C; increases by area C + D

E) decreases by area C + D; increases by area C

Answer: A

Type: MC

Topic: Winners, Losers, and the Net Gain from Trade

Skill: Analytical

Source: MyEconLab

AACSB: Analytical Skills

30) In one year, Brazil exported more than 1.8 billion kilograms of coffee to the rest of the
world. We can conclude that

A) Brazil's coffee producers lose from this trade.

B) coffee consumers in the rest of the world lose from this trade.

C) Brazil's coffee consumers lose from this trade.

D) coffee producers in the rest of the world gain from this trade.

E) the deadweight loss in Brazil's coffee market is large and growing.

Answer: C

Type: MC
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31) In a market that moves from a situation of no trade to a situation where a good is exported,
the price of the good , the quantity produced by the domestic industry , and
producer surplus

A) rises; increases; increases

B) falls; decreases; decreases

C) does not change; increases; increases

D) does not change; decreases; decreases

E) rises; increases; decreases

Answer: A

Type: MC

32) In a market that moves from a situation of no trade to a situation where a good is imported,
the price of the good , the quantity produced by the domestic industry , and
producer surplus

A) rises; increases; increases

B) falls; decreases; decreases

C) does not change; increases; increases

D) does not change; decreases; decreases

E) rises; increases; decreases

Answer: B

Type: MC

Copyright © 2013 Pearson Canada Inc.



7.3 International Trade Restrictions

1) A tariff is a tax that is imposed by the country when an good crosses its
international boundary.

A) exporting; imported

B) importing; exported

C) exporting; exported

D) importing; imported

E) importing or exporting; imported or exported
Answer: D

Type: MC

Topic: International Trade Restrictions

Skill: Recognition

AACSB: Reflective Thinking

2) A tax that is imposed by the importing country when an imported good crosses its
international boundary is called

A) an import quota.

B) dumping.

C) a voluntary export restraint.

D) a tariff.

E) a sales tax.

Answer: D

Type: MC

Topic: International Trade Restrictions
Skill: Recognition

AACSB: Reflective Thinking

3) Tariffs and import quotas differ in that

A) one is a form of trade restriction, while the other is not.
B) one is a tax, while the other is a limit.

C) one is imposed by the government, while the other is imposed by the private sector.
D) one is legal, while the other is not.

E) one increases imports, while the other decreases imports.
Answer: B

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking
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4) Tariffs and import quotas both result in
A) lower levels of domestic production.
B) the domestic government gaining revenue.
C) lower levels of imports.

D) higher levels of domestic consumption.
E) the elimination of deadweight loss.
Answer: C

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

5) If Canada imposes a tariff on imported cars,

A) Canada's demand curve for cars shifts rightward.
B) Canada's demand curve for cars shifts leftward.
C) Canada's supply curve of cars shifts rightward.
D) Canada'’s supply curve of cars shifts leftward.

E) the price in Canada rises but neither Canada's demand curve nor Canada's supply curve shifts.
Answer: E

Type: MC

Topic: International Trade Restrictions

Skill: Recognition

AACSB: Analytical Skills

6) Which of the following statements concerning tariffs is NOT true?
A) A tariff results in a deadweight loss.

B) A tariff creates revenue for the government.
C) A tariff decreases international trade.

D) A tariff leaves the price of imports unchanged.
E) A tariff decreases consumer surplus.

Answer: D

Type: MC

Topic: International Trade Restrictions

Skill: Recognition

AACSB: Communication
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7) If a country imposes a tariff on an imported good, the tariff
importing country and the quantity of imports.
A) raises; increases

B) raises; does not change

C) lowers; does not change

D) lowers; increases

E) raises; decreases

Answer: E

Type: MC

Topic: International Trade Restrictions

Skill: Analytical

AACSB: Analytical Skills

the price in the

8) A tariff imposed by Canada on Japanese cars the price of cars in Canada and

the quantity of Japanese cars imported into Canada.
A) raises; increases
B) raises; decreases
C) lowers; increases
D) lowers; decreases
E) raises; does not change
Answer: B
Type: MC
Topic: International Trade Restrictions
Skill: Conceptual
AACSB: Analytical Skills

9) If Canada imposes a tariff of $1 per imported shirt, the tariff
A) raises the price of a shirt paid by Canadian consumers.
B) benefits Canadian shirt producers.

C) decreases imports of shirts into Canada.

D) creates a deadweight loss.

E) all of the above.

Answer: E

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Communication
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10) If Canada imposes a tariff on imported steel, the tariff
A) raises the Canadian price of imported steel.

B) decreases the Canadian production of steel.

C) increases the total Canadian consumption of steel.

D) decreases employment in the Canadian steel industry.
E) all of the above.

Answer: A

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Analytical Skills

11) Suppose the country of Mooland imposes tariffs on imported beef from the country of

Aqualand. As a result of the tariffs, the

A) price of beef in Mooland falls.

B) quantity of beef exported by Mooland increases.
C) quantity of beef imported by Mooland decreases.
D) quantity of beef imported by Mooland increases.
E) price of beef in Mooland does not change.
Answer: C

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Analytical Skills

12) Reducing a tariff the domestic production of the good and
domestic consumption of the good.

A) increases; increases

B) increases; decreases

C) decreases; increases

D) decreases; decreases

E) does not change; increases

Answer: C

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.
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13) Increasing a tariff the domestic quantity consumed of the good and the
domestic production of the good.

A) increases; increases

B) increases; decreases

C) decreases; increases

D) decreases; decreases

E) decreases; does not change

Answer: C

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

14) Tariffs

A) generate revenue for consumers.

B) generate revenue for the government.

C) encourage domestic consumers to buy more imports.
D) encourage domestic producers to produce less.
E) lower prices for consumers.

Answer: B

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking

15) Canada imports cars from Japan. If Canada imposes a tariff on cars imported from Japan,
Canadian

A) consumers will lose and Japanese producers will gain.

B) tariff revenue will equal the loss of Canadian consumer surplus.

C) consumers will lose and Canadian producers will gain.

D) car manufacturers will gain revenue equal to the revenue lost by Japanese car manufacturers.
E) producers will lose and Japanese consumers will gain.

Answer: C

Type: MC

Topic: International Trade Restrictions

Skill: Analytical

AACSB: Analytical Skills
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16) A Canadian tariff imposed on items that can be produced more cheaply abroad
A) benefits Canadians by making these goods cheaper.

B) makes the goods more expensive in foreign markets.

C) creates a deadweight loss.

D) equalizes the cost of production between Canada and foreign producers.
E) All of the above.

Answer: C

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking

17) A tariff is imposed on imports. Surplus will be redistributed from
A) consumers to producers only.

B) consumers to government only.

C) government to producers only.

D) government to consumers only.

E) consumers to producers and government.
Answer: E

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Reflective Thinking

18) The winners from a tariff on imports are
A) producers and government.

B) producers only.

C) consumers only.

D) consumers, producers, and government.
E) government only.

Answer: A

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Ethical Reasoning
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19) A tariff is imposed on a good. This the quantity supplied,
demanded, and the price in the home country.
A) increases; decreases; raises

B) increases; does not change; does not change

C) increases; increases; raises

D) increases; decreases; lowers

E) decreases; increases; lowers

Answer: A

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking

20) A tariff is imposed on a good. This producer surplus,
and total surplus in the home country.
A) increases; decreases; increases

B) increases; does not change; increases

C) increases; increases; increases

D) decreases; decreases; decreases

E) increases; decreases; decreases

Answer: E

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.
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Refer to the figure below to answer the following questions.

Price |dollars per shirl)

44

40 f

36

3271
28 |
24

20

16

12

0

1

D

L A A A A A

8 16 24 32 40 48 56 64
Quantity (millions of shirts per year)

The figure shows the market for shirts in Canada, where D is the domestic demand curve and S
is the domestic supply curve. The world price is $20 per shirt. Canada imposes a tariff on

imported shirts of $4 per shirt.

Figure 7.3.1

21) Refer to Figure 7.3.1, with the tariff Canadians buy million shirts per year.

A) 48

B) 32

C) 16

D) 24

E) 40

Answer:. E

Diff: 2 Type: MC

Topic: International Trade Restrictions

Skill: Analytical
AACSB: Analytical Skills

22) Refer to Figure 7.3.1, with the tariff Canada imports million shirts per year.

A) 24

B) 8

C) 32

D) 16

E) 40

Answer: D

Diff: 2 Type: MC

Topic: International Trade Restrictions

Skill: Analytical

Copyright © 2013 Pearson Canada Inc.



AACSB: Analytical Skills

23) Refer to Figure 7.3.1, the tariff Canada's imports of shirts by million
shirts per year.

A) decreases; 16

B) decreases; 8

C) increases; 8

D) increases; 4

E) increases; 16

Answer: A

Diff: 2 Type: MC

Topic: International Trade Restrictions
Skill: Analytical

AACSB: Analytical Skills

24) Refer to Figure 7.3.1, the tariff the domestic production of shirts in Canada by
per year.

A) increases; 8 million

B) decreases; 16 million

C) increases; 4 million

D) decreases; 8 million

E) increases; 24 million

Answer: A

Diff: 2 Type: MC

Topic: International Trade Restrictions

Skill: Analytical

AACSB: Analytical Skills

25) Refer to Figure 7.3.1, the Canadian government's revenue from the tariff is
A) $64 million

B) $32 million

C) $128 million

D) $48 million

E) $480 million

Answer: A

Diff: 2 Type: MC

Topic: International Trade Restrictions
Skill: Analytical

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.



26) Refer to Figure 7.3.1, Canadian consumers' from the tariff is
A) loss; $176 million

B) gain; $64 million

C) loss; $80 million

D) gain; $128 million

E) gain; $176 million

Answer: A

Diff: 3 Type: MC

Topic: International Trade Restrictions
Skill: Analytical

AACSB: Analytical Skills

27) Refer to Figure 7.3.1, Canadian producers' from the tariff is
A) loss; $32 million

B) loss; $64 million

C) gain; $80 million

D) gain; $128 million

E) gain; $64 million

Answer: C

Diff: 3 Type: MC

Topic: International Trade Restrictions
Skill: Analytical

AACSB: Analytical Skills

28) Refer to Figure 7.3.1, the deadweight loss from the tariff is

A) $80 million
B) $16 million
C) zero

D) $64 million
E) $32 million
Answer: E

Diff: 3 Type: MC

Topic: International Trade Restrictions
Skill: Analytical

AACSB: Analytical Skills

29) Of the following, in which decade were Canada's tariffs at their lowest level?
A) 2000s

B) 1970s

C) 1950s

D) 1930s

E) 1890s

Answer: A

Type: MC

Topic: International Trade Restrictions
Skill: Recognition

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



30) An import quota is

A) a tariff that is a fixed percentage of the price of a good.

B) a tariff that is a fixed dollar amount per unit of a good.

C) an agreed upon price for a good to be imported at a specified future date.
D) a restriction that specifies the maximum quantity of a good that may be imported in a given
time period.

E) the same as an export subsidy.

Answer: D

Type: MC

Topic: International Trade Restrictions

Skill: Recognition

AACSB: Reflective Thinking

31) specifies the maximum quantity of a good that may be imported in a given period
of time.

A) An import restriction

B) A legislative restriction

C) A trade restriction

D) An import quota

E) An import subsidy

Answer: D

Type: MC

Topic: International Trade Restrictions
Skill: Recognition

AACSB: Reflective Thinking

32) Import quotas

A) are the same as tariffs.

B) are not used by Canada.

C) set the minimum percentage of the value of a product that must consist of imported
components.

D) benefit society.

E) set the maximum number of units of a good that can be imported in a given time period.
Answer: E

Type: MC

Topic: International Trade Restrictions

Skill: Recognition

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



33) An import quota is a

A) tariff imposed on goods that are dumped in the country.

B) law that prevents ecologically damaging goods from being imported into a country.

C) market-imposed balancing factor that keeps prices of imports and exports in equilibrium.
D) government-imposed restriction on the quantity of a specific good that can be imported.
E) tax in an international market.

Answer: D

Type: MC

Topic: International Trade Restrictions

Skill: Recognition

AACSB: Reflective Thinking

34) An import quota directly restricts and are designed to protect domestic
A) exports; consumers only

B) exports; producers only

C) imports; consumers only

D) imports; producers only

E) imports; producers and consumers
Answer: D

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

35) Import quotas the price of imported goods and the quantity consumed in
the country imposing the quota.

A) raise; increase

B) raise; decrease

C) lower; increase

D) lower; decrease

E) raise; do not change

Answer: B

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.



36) If a government imposes a quota on imports of a popular doll, the price of the doll in the
importing country and the quantity purchased in the importing country
A) rises; increases

B) rises; decreases

C) falls; increases

D) falls; decreases

E) rises; does not change

Answer: B

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Analytical Skills

37) A key difference between tariffs and import quotas is that

A) consumers are hurt with import quotas but not with tariffs.

B) consumers are hurt with tariffs but not with import quotas.

C) the government receives revenue with a tariff, but the importer makes a profit with an import
quota.

D) the government receives revenue with an import quota, but the importer makes a profit with a
tariff.

E) producer surplus increases with a tariff and decreases with an import quota.

Answer: C

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking

38) Import quotas and tariffs both

A) decrease deadweight loss.

B) cause a loss of revenue to domestic producers.
C) lower prices on imported goods.

D) decrease producer surplus.

E) restrict foreign trade.

Answer: E

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



39) A difference between a quota and a tariff is that

A) a tariff generates a higher price than does an import quota.

B) a tariff generates a greater reduction in exports than does an import quota.
C) an import quota increases profits of domestic producers more than a tariff.
D) the government collects revenue from a tariff but does not collect revenue from an import
quota.

E) an import quota generates a deadweight loss and a tariff does not.
Answer: D

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

AACSB: Reflective Thinking

40) A tariff consumer surplus and an import quota consumer surplus.
A) decreases; decreases

B) increases; increases

C) decreases; increases

D) increases; decreases

E) does not change; does not change
Answer: A

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

41) A tariff the domestic price of the good and an import quota the
domestic price of the good.

A) lowers; lowers

B) lowers; raises

C) raises; lowers

D) raises; raises

E) does not change; does not change
Answer: D

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.



42) A tariff a deadweight loss and an import quota
A) creates; creates

B) does not create; creates

C) creates; does not create

D) does not create; does not create

E) sometimes creates; always creates
Answer: A

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

AACSB: Analytical Skills

Refer to the table below to answer the following questions.

Table 7.3.1

Canada's Market for Widgets

a deadweight loss.

Price Canadian Supply Canadian Demand
(dollars per widgets) (millions) (millions)
5 12 52
6 16 48
7 20 44
8 24 40
9 28 36
10 32 32
12 36 28

43) Table 7.3.1 shows the Canadian supply of and demand for widgets. Widgets are available on
the world market for $7. If the Canadian government imposes a tariff of $1, the domestic selling

price will be and quantity bought will be
A) $6; 48 million

B) $7; 44 million

C) $8; 16 million

D) $8; 24 million

E) $8; 40 million

Answer: E

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.



44) Table 7.3.1 shows the Canadian supply of and demand for widgets. Widgets are available on
the world market for $7. If the Canadian government imposes a tariff of $1, how many widgets
will Canada import?

A) 32 million
B) 24 million
C) 16 million
D) 28 million
E) 40 million
Answer: C

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills

45) Table 7.3.1 shows the Canadian supply of and demand for widgets. Widgets are available on
the world market for $7. Canadian widget producers convince the government to protect the
domestic industry from cheap imports. If the Canadian government sets an import quota of 8

million widgets, the resulting price of a widget in Canada will be , and domestic
production will be

A) $6; 40 million

B) $7; 36 million

C) $8; 32 million

D) $9; 28 million

E) $10; 32 million

Answer: D

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills

46) A tariff on watches which are imported by Atlantis the price of watches in Atlantis
and :

A) lowers; imports of watches increase

B) raises; watch production in Atlantis increases
C) raises; watch production in Atlantis decreases
D) lowers; watch production in Atlantis increases
E) lowers; watch production in Atlantis decreases
Answer: B

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.



47) The introduction of a tariff consumer surplus,
total surplus.

A\) increases; decreases; decreases

B) increases; increases; decreases

C) decreases; decreases; decreases

D) decreases; increases; decreases

E) decreases; increases; increases

Answer: D

Type: MC

Topic: International Trade Restrictions

Skill: Conceptual

Source: Study Guide

AACSB: Analytical Skills

Copyright © 2013 Pearson Canada Inc.
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Refer to the figure below to answer the following question.

Price (dollars per kilogram)
30

S
257 S + quota
20
157

L A i A 1 d
0 200 400 400 800 1,0001,200
Quantity (thousands of kilograms per year)

Figure 7.3.2

48) Refer to Figure 7.3.2. The supply of peanuts in Canada is made up of Canadian grown
peanuts and imported peanuts. Initially, Canada engages in free trade in the peanut market. Then
Canada puts a quota on peanut imports. The graph shows the Canadian market for peanuts when
the Canadian government puts a quota on peanut imports. The Canadian consumer surplus that is
redistributed to Canadian producers is and the quota creates a deadweight loss equal to

A)areaB + C + D + E; zero
B)areaB+C + F;areaD
C)areaB;areaD + E
D)areaB;areaC+E
E)areaB+C+D;areaE+F
Answer: D

Type: MC

Topic: International Trade Restrictions
Skill: Conceptual

Source: MyEconLab
AACSB: Analytical Skills

49) Among the following, the domestic government gains the most revenue when it
A) imposes an import quota.

B) eliminates an import quota.

C) encourages freer trade.

D) imposes a tariff.

E) increases the demand for a domestically-produced good.

Answer: D

Type: MC

Copyright © 2013 Pearson Canada Inc.



50) If a quota is set at the same quantity of imports that results from a tariff,

A) the deadweight loss from the tariff is greater than the deadweight loss from the import quota.
B) the deadweight loss from the tariff equals the deadweight loss from the import quota.

C) the deadweight loss from the import quota is greater than the deadweight loss from the tariff.
D) the government tariff revenue is greater than the importers' profit from the import quota.

E) the government tariff revenue is less than the importers' profit from the import quota.
Answer: B

Type: MC

Copyright © 2013 Pearson Canada Inc.



7.4 The Case Against Protection

1) Economists usually agree with which of the following arguments that favour protectionism?
A) the competition with cheap foreign labour defence

B) the job protection defence

C) the dumping defence

D) the infant-industry defence

E) None of the above. Economists generally agree that arguments in favor of protection are
flawed.

Answer: E

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Ethical Reasoning

2) Which of the following are valid reasons advanced by almost all economists? Protection
A) saves jobs.

B) prevents rich countries from exploiting developing countries.

C) is a good way for governments in developed nations to raise revenue.
D) penalizes lax environmental standards.

E) Economists would not support any of the above reasons.

Answer: E

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Ethical Reasoning

3) Which of the following are reasons economists consider valid for trade protection?
I. Protection penalizes countries that have weak environmental standards.

I. Protection limits dumping of low-wage jobs into the domestic economy.

[11. Protection prevents low-wage jobs in foreign countries from lowering wages in Canada.
A) land Il

B) Il and 111

C) I, 11, and 111

D) land Il

E) None of the above

Answer: E

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Ethical Reasoning

Copyright © 2013 Pearson Canada Inc.



4) The idea of comparative advantage changes is the basis for which of the following arguments
for protection from foreign competition?

A) the cheap foreign labour argument

B) the infant-industry argument

C) the dumping argument

D) the saves jobs argument

E) the prevents rich countries from exploiting developing countries argument
Answer: B

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Reflective Thinking

5) The most efficient way to encourage the growth of an infant-industry is through
A) a voluntary export restraint.

B) a tariff.

C) a subsidy.

D) an import quota.

E) none of the above.

Answer: C

Type: MC

Topic: The Case Against Protection
Skill: Recognition

AACSB: Reflective Thinking

6) The proposition that protection is necessary to allow an infant industry to grow into a mature
industry so that it can compete in world markets is the
A) infant-maturity argument

B) infant-industry argument

C) new industry proposition

D) growth proposition

E) dynamic comparative advantage argument
Answer: B

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



7) Dumping occurs when a foreign firm

A) pollutes international waters

B) disposes of waste material internationally

C) sells inferior output to foreigners

D) sells its exports at a lower price than its cost of production
E) sells its output at a lower price in a foreign country than in the country where it produces the
good

Answer: D

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Reflective Thinking

8) occurs when a foreign firm sells its exports at a lower price than its cost of
production.

A) Comparative advantage

B) Learning-by-doing

C) A tariff

D) An infant industry

E) Dumping

Answer: E

Type: MC

Topic: The Case Against Protection
Skill: Recognition

AACSB: Reflective Thinking

9) Suppose that the country of Pacifica sold its cars in Atlantica for less than it costs to produce
the cars. Pacifica could be accused of
A) avoiding import quotas.

B) increasing its gains from trade.

C) dumping.

D) engaging in learning-by-doing.

E) exploiting a comparative advantage.
Answer: C

Type: MC

Topic: The Case Against Protection
Skill: Conceptual

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



10) When a firms "dumps" some of its output in another country, it
A) creates an environmental hazard in the receiving country.

B) sells its output abroad at a price lower than it costs to produce the output.
C) increases the total level of employment in the importing country.
D) is specializing according to comparative advantage.

E) creates for itself an absolute advantage.

Answer: B

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Reflective Thinking

11) In poorer countries, free trade the demand for labour in these countries and
the wages paid in these countries.

A) decreases; lowers

B) decreases; raises

C) increases; lowers

D) increases; raises

E) increases the supply and decreases; lowers

Answer: D

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Reflective Thinking

12) Which of the following statements is true?

A) International trade raises wages in developing countries.

B) International trade with rich industrial countries forces people in the developing countries to
work for lower wages.

C) International trade leads to job losses in both import competing industries and exporting
industries.

D) Unlike other types of international trade, offshoring does not bring any gains from trade.
E) All of the above.

Answer: A

Diff: 2 Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



13) The argument that protection

A) penalizes poor environmental standards is true

B) allows us to compete with cheap foreign wages is true
C) is necessary for infant industries is true

D) saves jobs is flawed

E) prevents rich countries from exploiting poor countries is true.
Answer: D

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Reflective Thinking

14) Which of the following is an explanation for the existence of trade restrictions?
A) tariffs generate revenue for the government
B) rent seeking

C) inefficient quotas

D) both A and B

E) both A and C

Answer: D

Type: MC

Topic: The Case Against Protection

Skill: Recognition

AACSB: Reflective Thinking

15) In industrial countries, there is more reliance on , as opposed to
government revenue.

A) tariffs; tax collection

B) import quotas; tariffs

C) tariffs; import quotas

D) import quotas; tax collection

E) tax collection; tariffs

Answer: E

Type: MC

Topic: The Case Against Protection
Skill: Conceptual

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.
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16) In developing countries, there is more reliance on as opposed to for
government revenue.

A) tariffs; tax collection

B) import quotas; tariffs

C) tax collection; tariffs

D) tariffs; import quotas

E) import quotas; tax collection
Answer: A

Type: MC

Topic: The Case Against Protection
Skill: Conceptual

AACSB: Reflective Thinking

17) Of the groups listed below, which is most likely to lobby for protection?
A) workers in the import industry
B) workers in the export industry
C) consumers in the import industry
D) producers in the export industry
E) All of the above.

Answer: A

Type: MC

Topic: The Case Against Protection
Skill: Recognition

AACSB: Ethical Reasoning

18) Rent seeking is one reason why countries choose to
A) export and import the same goods.

B) work for freer trade.

C) follow the theory of comparative advantage.
D) hire foreign labour.

E) restrict trade.

Answer: E

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Reflective Thinking

19) When considering rent seeking, which of the following is TRUE?

A) The anti-free trade group generally will lobby more than the pro-free trade group.

B) The pro-free trade group generally will lobby more than the anti-free trade group.

C) Usually only the anti-free trade group is concerned about what is best for society at large.
D) Only the pro-free trade group is concerned about the government's revenue from tariffs.
E) None of the above.

Answer: A

Type: MC

Topic: The Case Against Protection

Copyright © 2013 Pearson Canada Inc.



Skill: Recognition
AACSB: Reflective Thinking

20) One reason that international trade is restricted is that

A) the individual gain to parties who benefit from the protection will be much larger than the
individual loss to parties who lose.

B) the government completely pays the losers from international trade for their losses.
C) protectionism benefits consumers.

D) the government cannot measure the cost of protectionism.

E) tariff revenue raises more income than income taxes in industrial countries.
Answer: A

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Ethical Reasoning

21) Usually the removal of trade barriers affecting a particular good benefits people
domestically, each of whom gains a

A) a few; little

B) a few; lot

C) many; little

D) many; lot

E) We can't determine the relative benefits from the removal of trade barriers.
Answer: C

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Ethical Reasoning

22) Usually the imposition of trade barriers affecting a particular good benefits people
domestically, each of whom gains a

A) a few; little

B) a few; lot

C) many; little

D) many; lot

E) We can't determine the relative benefits from the imposition of trade barriers.
Answer: B

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Ethical Reasoning

Copyright © 2013 Pearson Canada Inc.



23) The gains from free trade are enjoyed by a number of people and the costs of free
trade are imposed on a number of people.

A) small; large

B) large; small

C) small; small

D) large; large

E) We can't determine the relative number of people who benefit and lose from free trade.
Answer: B

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

AACSB: Reflective Thinking

24) The effects of offshoring from opening up call centres in India are similar to the effects from
A) free trade.

B) tariffs.

C) import quota.

D) voluntary export restraints.

E) export subsidies.

Answer: A

Type: MC

Topic: The Case Against Protection
Skill: Conceptual

Source: Study Guide

AACSB: Reflective Thinking

25) Offshore outsourcing occurs when a firm in Canada

A) hires foreign labour and produces in other countries

B) buys finished goods, components, or services from other firms in other countries
C) buys finished goods, components, or services from other firms in Canada
D) hires Canadian labour and produces in Canada

E) hires foreign workers who work in Canada

Answer: B

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

Source: MyEconLab

AACSB: Reflective Thinking

Copyright © 2013 Pearson Canada Inc.



26) When a firm implements offshore outsourcing, consumers in Canada , workers in
Canada in the industry that is being outsourced and workers in the foreign country in
the industry that is being outsourced

A) gain; lose; lose

B) lose; lose; gain

C) lose; gain; lose

D) gain; lose; gain

E) gain; gain; gain

Answer: D

Type: MC

Topic: The Case Against Protection

Skill: Conceptual

Source: MyEconLab

AACSB: Reflective Thinking

27) The infant industry argument is based on the idea of
A) global comparative advantage.

B) global absolute advantage.

C) tariff maximization.

D) learning-by-doing.

E) tariff minimization.

Answer: D

Type: MC

28) Offshoring occurs when a firm in Canada

A) hires foreign labour and produces in other countries.

B) buys finished goods, components, or services from other firms in other countries.
C) hires Canadian labour and produces in Canada.

D) buys finished goods, components, or services from other firms in Canada.

E) both A and B are correct

Answer: E

Type: MC

29) Outsourcing occurs when a firm in Canada

A) hires foreign labour and produces in other countries.

B) buys finished goods, components, or services from other firms in other countries.
C) hires Canadian labour and produces in Canada.

D) buys finished goods, components, or services from other firms in Canada.

E) Both B and D are correct.

Answer: E

Type: MC

Chapter 8 Utility and Demand
8.1 Consumption Choices

1) The change in total utility that results from a one-unit increase in the quantity of a good

Copyright © 2013 Pearson Canada Inc.



consumed is

A) additional utility.

B) marginal utility.

C) average utility.

D) marginal utility per dollar.
E) fractional utility.

Answer: B

Type: MC

Topic: Consumption Choices

2) Utility is

A) the value of a good.

B) the additional satisfaction received from consuming another unit of a good.
C) the benefit or satisfaction from consuming goods and services.

D) the practical usefulness of a good.

E) equal to the price of a good.

Answer: C

Diff: 1 Type: MC

Topic: Consumption Choices

3) Diminishing marginal utility means that

A) Ralph will enjoy his second hamburger less than the first one.

B) the utility from one hamburger is greater than the utility from two hamburgers.

C) the price of two hamburgers is less than twice the price of one.

D) the utility from eating two hamburgers will be more than twice the utility from eating the first
one.

E) hamburgers seem smaller as you eat more of them.

Answer: A

Diff: 1 Type: MC

Topic: Consumption Choices

4) As more of a good is consumed its

A) marginal utility increases.

B) marginal utility decreases.

C) marginal utility remains unchanged.

D) total utility decreases.

E) total utility increases at an increasing rate.
Answer: B

Diff: 1 Type: MC

Topic: Consumption Choices

Copyright © 2013 Pearson Canada Inc.



5) What is marginal utility?

A) The change in total utility divided by the price of a good.

B) The maximum amount of satisfaction from consuming a good.

C) The total satisfaction received from consuming as much of the good that is available for
consumption.

D) The additional satisfaction received from consuming one more unit of a good.

E) The change in the price of a good divided by the change in total utility.

Answer: D

Diff: 1 Type: MC

Topic: Consumption Choices

6) John likes to eat apples, oranges, and pears. If John increases his consumption of oranges,
ceteris paribus, marginal utility theory tell us that John's marginal utility of

A) oranges decreases.

B) apples decreases.

C) pears decreases.

D) oranges remains constant.

E) oranges, apples, and pears all decrease.

Answer: A

Diff: 2 Type: MC

Topic: Consumption Choices

7) The fact that your fourth slice of pizza does not generate as much satisfaction as your third
slice is an example of

A) consumer surplus.

B) diminishing total utility.

C) diminishing marginal utility.

D) the paradox of value.

E) the law of demand.

Answer: C

Diff: 2 Type: MC

Topic: Consumption Choices

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following questions.

Table 8.1.1

Quantity Total Utility

Marginal Utility

() ()

| 30
2 A
3 B
gl 50

30

8) Refer to Table 8.1.1. The value of B is
A) 30.

B) 47.

C) 42.

D) 18.

E) 0.

Answer: B

Diff: 2 Type: MC

Topic: Consumption Choices

9) Refer to Table 8.1.1. The value of C is
A) 0.

B) 13.

C) 17.

D) 50.

E) 3.

Answer: E

Diff: 3 Type: MC

Topic: Consumption Choices

10) Total utility is always
A) greater than marginal utility.
B) less than marginal utility.

C) decreasing when marginal utility is decreasing.
D) decreasing when marginal utility is increasing.

E) increasing when marginal utility is positive.
Answer: E

Diff: 2 Type: MC

Topic: Consumption Choices

Source: Study Guide
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11) Marginal utility equals

A) total utility divided by price.

B) total utility divided by the total number of units consumed.
C) the slope of the total utility curve.

D) the inverse of total utility.

E) the area below the demand curve but above market price.
Answer: C

Diff: 2 Type: MC

Topic: Consumption Choices

12) Total utility equals

A) the sum of the marginal utilities of each unit consumed.

B) the area below the demand curve but above the market price.
C) the slope of the marginal utility curve.

D) the marginal utility of the last unit divided by price.

E) the marginal utility of the last unit consumed multiplied by the total number of units
consumed.

Answer: A

Diff: 2 Type: MC

Topic: Consumption Choices

Source: Study Guide

13) According to the principle of diminishing marginal utility, as consumption of a good
increases, total utility

A) decreases and then eventually increases.

B) decreases at an increasing rate.

C) decreases at a decreasing rate.

D) increases at an increasing rate.

E) increases at a decreasing rate.

Answer: E

Diff: 1 Type: MC

Topic: Consumption Choices

14) When total utility is increasing, marginal utility
A) is negative.

B) must be between zero and one.

C) is either increasing or decreasing.

D) is either positive or negative.

E) is also increasing.

Answer: C

Diff: 2 Type: MC

Topic: Consumption Choices

Copyright © 2013 Pearson Canada Inc.



15) The first can of Sprite Jack drinks give him 22 units of utility and the second can gives him
an additional 12 units of utility. How much units of utility do the two cans of Sprite give Jack?
A) 17

B) 46

C)34

D)2

E) 36

Answer: C

Diff: 2 Type: MC

Topic: Consumption Choices

16) The first can of Coke gives 15 units of utility to Witney, while the second can of Coke
increases her total utility to 23. What is the marginal utility of the second can of Coke?
A) 24 units

B) 8 units

C) 38 units

D) 11.5 units

E) 7.5 units

Answer: B

Diff: 2 Type: MC

Topic: Consumption Choices

Use the table below to answer the following question.

Table 8.1.2
Units Consumed  Jim's Total Utility  Sally's Total Utility
1 12 t ’ 16
2 22 26
3 30 34
4 36 40

17) Table 8.1.2 gives total utilities for Jim and Sally. Which one of the following statements is
true?

A) Jim has increasing marginal utility.

B) For Sally, the marginal utility of the third unit consumed is 6.

C) If Jim consumes 2 units, his total utility is 34 units.

D) Jim and Sally receive the same marginal utility from the third unit consumed.

E) If Sally consumes 2 units, her total utility is 10 units.

Answer: D

Diff: 2 Type: MC

Topic: Consumption Choices
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18) A budget line is drawn with

A) quantity of one good on the vertical axis and the quantity of the second good on the horizontal
axis.

B) price of one good on the vertical axis and the price of the second good on the horizontal axis.
C) quantity of one good on the vertical axis and its price on the horizontal axis.

D) quantity of one good on the horizontal axis and its price on the vertical axis.

E) quantity of one good on the horizontal axis and its total utility on the vertical axis.

Answer: A

Type: MC

19) The budget line

A) shows the limits to a household's consumption choices.

B) shows the households total utility.

C) is downward sloping because it illustrates decreasing marginal utility.

D) shows how a household’s consumption choices change as income changes.
E) Both A and D are correct.

Answer: A

Type: MC

20) The budget line shows the boundary between those combinations of goods and services that
A) have positive marginal utility and those that have negative marginal utility.

B) are available and those that are unavailable.

C) are desirable and those that are undesirable.

D) are affordable and those that are unaffordable.

E) are normal goods and those that are inferior goods.

Answer: D

Type: MC

21) Sam buys gasoline and coffee each week. To draw his budget line for gasoline and coffee,
Sam needs to know

A) if his income is expected to rise in the future.

B) if the price of gasoline is expected to rise in the future.

C) if the price of coffee is expected to fall in the future.

D) the goods that he considers to be substitutes for gasoline and for coffee.

E) how much income he has to spend and the prices of one litre of gasoline and one cup of
coffee.

Answer: E

Type: MC

Copyright © 2013 Pearson Canada Inc.



8.2 Ultility-Maximizing Choice

1) Sarah can consume either pizzas or hamburgers. The price of a hamburger is $1 and the price
of a pizza is $5. Let MU be the marginal utility of hamburgers and MUp be the marginal utility
of pizzas. In consumer equilibrium, what must the ratio MUR/MUp equal?

A) 1/5

B) 5/1

Cc)11

D) 1/6

E) 4

Answer: A

Diff: 1 Type: MC

Topic: Utility-Maximizing Choices

Use the table below to answer the following questions.

Table 8.2.1

Hours Spent  Total Utility from Sailing  Total Utility from Skiing
1 100 70

2 140 110
3 170 140
4 190 150

2) Refer to Table 8.2.1. Consider Sam's utility from sailing and skiing. If the price of sailing is
$10 per hour and the price of skiing is $20 per hour, Sam will choose to spend

A) all his time sailing.

B) all his time skiing.

C) more time sailing than skiing.

D) more time skiing than sailing.

E) the same amount of time sailing and skiing, since they give the same amount of utility.
Answer: C

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices

3) Refer to Table 8.2.1. Consider Sam's utility from sailing and skiing. The price of sailing is $10
per hour and the price of skiing is $20 per hour; Sam's income to spend on these activities is $80.
In consumer equilibrium, Sam will sail for

A) 3 hours and ski for 2 hours.

B) 2 hours and ski for 4 hours.

C) 4 hours.

D) 4 hours and ski for 2 hours.

E) 8 hours.

Answer: D

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices
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4) If a consumer spends all his income and his marginal utility per dollar is equal for all goods,
then

A) marginal utility is maximized.

B) total utility is maximized.

C) he cannot be better off even with more income.

D) the proportion of income spent on each good must be equal.

E) the number of units bought of each good must be equal.

Answer: B

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

5) Which one of the following is not true in consumer equilibrium?

A) The total utilities of all goods are equal.

B) The consumer is maximizing utility, given her income and the prices of goods and services.
C) The marginal utility per dollar is equal for all goods.

D) Given prices and her income, the consumer finds that any other choice of goods to consume
would lower her utility.

E) The consumer will not change her choices unless prices or income change.

Answer: A

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Use the table below to answer the following questions.

Table 8.2.2
Bags of Marginal Bottlesof Marginal
Popcorn Utility Pop Utility
1 120 1 120
2 100 2 70
3 S0 3 60
4 70 4 4()

6) Refer to Table 8.2.2. Henry is maximizing his utility by consuming 3 bags of popcorn and 3
bottles of pop. What is the ratio of the price of popcorn to the price of pop?

A) 1/2

B)1

C) 3/4

D) 4/3

E) 6/5

Answer: D

Diff: 1 Type: MC

Topic: Utility-Maximizing Choices
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7) Refer to Table 8.2.2. What is the total utility if 3 bags of popcorn and 2 bottles of pop are
consumed?

A) 150

B) 310

C) 490

D) 660

E) 100.

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

8) Let MUA and MUBR stand for the marginal utility of goods A and B, respectively. Let Pa and
Pp stand for the price of goods A and B, respectively. Which statement must hold for consumer
equilibrium?

A) MUaA = MUB

B) MUA = MUB and Pp = PB

C) MUA/MUB = PB/PA

D) MUA/MUB = PaA/PB

E) MUAPA = MUBPB

Answer: D

Diff: 1 Type: MC

Topic: Utility-Maximizing Choices

9) Let MUA and MUR stand for the marginal utility of goods A and B, respectively. Let Pa and
PB stand for the price of goods A and B, respectively. Assume that for a given consumer MUA
and MUB are equal to each other, and P4 is greater than PB. In this case, the consumer is better
off if he consumes

A) more of good A and less of good B.

B) less of good A and more of good B.

C) equal amount of goods A and B.

D) good B only.

E) neither good A nor good B.

Answer: B

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices

10) Advise Sarah how to maximize her utility if MUA=8 MUB=20, PA=4 and PB=5.
A) Consume equal amounts of both goods.

B) Consume more of good A and less of good B.

C) Consume more of good B and less of good A.

D) Lower the price of good B.

E) Raise the price of good A.

Answer: C

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices

Copyright © 2013 Pearson Canada Inc.
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11) To determine consumer equilibrium we need to know only
A) prices and income.

B) total utility and income.

C) marginal utility and income.

D) prices, income, and marginal utility.

E) prices and marginal utility.

Answer: D

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

12) Harold can consume either pens or milkshakes. The price of a pen is $1, and the price of a
milkshake is $1. Harold figures that when his income is spent, his marginal utility from pens will
be 10 and his marginal utility from milkshakes will be 8. Harold is better off

A) by consuming more pens and fewer milkshakes.

B) by consuming more pens and more milkshakes.

C) by consuming fewer pens and fewer milkshakes.

D) by consuming fewer pens and more milkshakes.

E) only if he makes more income.

Answer: A

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

13) According to the marginal utility theory, consumers

A) maximize utility and minimize marginal utility.

B) maximize utility and equalize marginal utility per dollar across all goods.
C) save part of their income for future consumption.

D) maximize utility by spending the most on the least expensive good.

E) maximize utility by spending the least on the least expensive good.
Answer: B

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

14) In consumer equilibrium

A) total utility is maximized given the consumer's income and the prices of goods.

B) marginal utility is maximized given the consumer's income and the prices of goods.

C) marginal utility per dollar is maximized given the consumer's income and the prices of goods.
D) the marginal utility from each good is equal.

E) marginal utility per dollar is zero.

Answer: A

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Source: Study Guide
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15) Samir consumes apples and bananas and is in consumer equilibrium. The marginal utility
from his last apple is 10 and the marginal utility from his last banana is 5. If the price of an apple
is $0.50, then what is the price of a banana?

A) $0.05

B) $0.10

C) $0.25

D) $0.50

E) $1.00

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Source: Study Guide

16) Suppose a consumer spends all his income. His marginal utility per dollar on X is 4 and
marginal utility per dollar on Y is 2. We know that

A) utility can be increased by increasing the consumption of X and decreasing the consumption
of Y.

B) utility can be increased by decreasing the consumption of X and increasing the consumption
of Y.

C) the price of Y must be eight times the price of X.

D) utility is maximized.

E) the price of Y must be one-third the price of X.

Answer: A

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Copyright © 2013 Pearson Canada Inc.



Use the table below to answer the following questions.

Table 8.2.3
Good X (52 each) Good Y ($1 each)
Quantity Utility Quantity Utility
1 20 1 14
2 32 2 24
3 42 3 32
4 48 4 37
5 52 5 40
6 54 6 42
7 55 7 43

17) Refer to Table 8.2.3. To attain consumer equilibrium, the first $4 of income is used to
purchase

A) 2 units of good X.

B) 3 units of good X.

C) 4 units of good Y.

D) an amount of X and Y that cannot be determined from the table.

E) 2 units of good Y and 1 unit of X.

Answer: E

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices

18) Refer to Table 8.2.3. If income is $13, then utility is maximized when consumption is
A) 6 units of X and 1 unit of Y.

B) 5 units of X and 3 units of Y.

C) 4 units of X and 5 units of Y.

D) 3 units of X and 7 units of Y.

E) 2 units of X and 9 units of Y.

Answer: C

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices

19) For a consumer to maximize utility from a given income,

A) the marginal utility from each good must be maximized.

B) the total utility from each good must be maximized.

C) the marginal utilities of all goods and services consumed must be equal.

D) the marginal utility per dollar from all goods and services consumed must be equal.
E) the amount of each good consumed per dollar must be equal.

Answer: D

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices
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20) Suppose you are consuming hot dogs and Cokes and believe you are receiving maximum
total utility from the meal for your entire budget of $12. The price of a hot dog is $2 and the
price of a Coke is $2. Which one of the following can you conclude?

A) The total utility from hot dogs is maximized.

B) The marginal utilities from hot dogs and Cokes divided by the quantity of each good must be
equal.

C) The total utilities from hot dogs and Cokes must be equal.

D) You are purchasing three hot dogs and three Cokes.

E) The marginal utilities from hot dogs and Cokes must be equal.

Answer: E

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Use the table below to answer the following question.

Table 8.2.4
Units of X Total Utility (X) Units of Y Total Utility (Y)

0 0 0 0

1 9 1 49
2 17 2 90
3 24 3 110
4 30 4 118
5 35 5 124
6 39 6 129
7 42 7 132
8 44 8 133

21) Refer to Table 8.2.4. Suppose the price of X is $1 and the price of Y is $1. How much of each
should you purchase to maximize utility from a total expenditure of $11?

A) 3 units of X and 8 units of Y

B) 4 units of X and 7 units of Y

C) 5 units of X and 6 units of Y

D) 6 units of X and 5 units of Y

E) 7 units of X and 4 units of Y

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices
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22) If Ms. Petersen is maximizing her utility in the consumption of goods A and B, which one of
the following statements must be true?
A) MUA = MUB

B) MUA/PA = MUB/PB

C) MUA/PB = MUB/PA

D) TUA=TUR

E) TUA/PA = TUB/PB

Answer: B

Diff: 1 Type: MC

Topic: Utility-Maximizing Choices
Source: Study Guide

23) Which one of the following is not an assumption of marginal utility theory?
A) People derive utility from their consumption.

B) More consumption yields more total utility.

C) Utility can be measured.

D) Marginal utility diminishes with more consumption.

E) Consumers maximize total utility.

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

24) If Soula is maximizing her utility, and two goods have the same marginal utility, she
A) buys only one.

B) buys equal quantities of both.

C) is paying the same price for each good.

D) receives the same total utility from each good.

E) none of the above.

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Source: Study Guide

25) A consumer maximizes his utility by purchasing 2 units of good X at $5 per unit and 3 units
of good Y at $7 per unit. What is the ratio of the marginal utility from X to the marginal utility
from Y?

A) 5/7

B) 7/5

C) 2/3

D) 3/2

E) 10/21

Answer: A

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices
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26) Shelley is maximizing utility in her consumption of mansions and Porsches. If the marginal
utility of her last purchased mansion is twice the marginal utility of her last purchased Porsche,
then we know

A) Shelley buys twice as many mansions as Porsches.

B) Shelley buys twice as many Porsches as mansions.

C) Shelley buys more Porsches than mansions, but we do not know how many more.

D) the price of a mansion is twice the price of a Porsche.

E) the price of a Porsche is twice the price of a mansion.

Answer: D

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

27) Sergio is maximizing utility in his consumption of beer and bubblegum. If the price of beer is
greater than the price of bubblegum, then we know

A) Sergio buys more beer than bubblegum.

B) Sergio buys more bubblegum than beer.

C) the marginal utility from the last purchased beer is greater than the marginal utility from the
last purchased bubblegum.

D) the marginal utility from the last purchased bubblegum is greater than the marginal utility
from the last purchased beer.

E) the marginal utilities from the last purchased beer and bubblegum are equal.

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Source: Study Guide

28) In consumer equilibrium, a consumer equates the

A) total utility from each good.

B) marginal utility from each good.

C) total utility per dollar on each good.

D) marginal utility per dollar on each good.

E) total income spent on each good with total utility from each good.
Answer: D

Diff: 1 Type: MC

Topic: Utility-Maximizing Choices

Source: Study Guide

29) If the marginal utilities from two goods are not equal, then the consumer
A) cannot be in equilibrium.

B) should increase consumption of the good with the lower marginal utility.
C) should decrease consumption of the good with the lower marginal utility.
D) may possibly be in equilibrium.

E) will definitely be in equilibrium.

Answer: D

Diff: 3 Type: MC

Topic: Utility-Maximizing Choices

Copyright © 2013 Pearson Canada Inc.



30) Geneva is not at her consumer equilibrium for movies and music downloads. Why?

A) Her average utility from movies does not equal her average utility from music downloads.
B) Her total utility from movies does not equal her total utility from music downloads.

C) Her marginal utility from the last movie she attended does not equal her marginal utility from
the last music download she downloaded.

D) Her average utility from movies does not equal her total utility from music downloads.

E) Her marginal utility per dollar from the last movie she attended does not equal her marginal
utility per dollar from the last music download she downloaded.

Answer: E

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

31) Martha and Sarah have the same preferences, face the same prices, and have the same
income. Sarah's utility is measured in units while Martha's is measured in units squared. Select
the best response.

A) Martha and Sarah will choose to consume the same set of goods.

B) Martha's and Sarah's marginal utility per dollar will be equal.

C) Martha's and Sarah's marginal utilities will be equal.

D) Martha and Sarah will have equal total utility.

E) Martha and Sarah will not choose to consume the same set of goods.

Answer: A

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

32) John and Sally have identical preferences except Sally's utility units are exactly 10 times that
of John's. Both have the same income and face the same prices. Choose the best response.

A) John consumes 10 times the amount that Sally consumes.

B) John receives 1/10 the satisfaction that Sally receives.

C) Both will consume the same amount of all goods.

D) John and Sally will have equal total utility.

E) John and Sally will have equal marginal utility.

Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

33) Billy likes candy bars and popcorn. Candy bars sell for $0.50 each and popcorn sells for $1 a
bag. Currently he is in consumer equilibrium with marginal utility per dollar on popcorn equal to
100. What is the marginal utility per dollar on candy bars?

A) 50

B) 100

C) 200

D) 25

E) 0.5

Answer: B

Diff: 1 Type: MC

Topic: Utility-Maximizing Choices
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34) The relative price of beer to back bacon is 2:1. If Bob's current consumption is at a level
where
MUpeer/MUpack bacon is 1:2, then to maximize total utility Bob must

A) consume more beer and less back bacon.

B) not change his current consumption of beer and back bacon.
C) consume less beer and more back bacon.

D) raise the price of beer.

E) consume twice as much beer and half as much back bacon.
Answer: C

Diff: 2 Type: MC

Topic: Utility-Maximizing Choices

Source: Study Guide

35) Max has $35 a day to spend, and he can spend as much time as he likes on his leisure
pursuits. Windsurfing equipment rents for $10 an hour, and snorkeling equipment rents for $5 an
hour. If Max equalizes the marginal utility per hour from windsurfing and from snorkeling, he
A) maximizes his total utility.

B) can increase his total utility by spending less time windsurfing and more time snorkeling.
C) can increase his total utility only if the price of windsurfing equipment rentals decreases.
D) can increase his total utility by spending more time windsurfing and less time snorkeling.
E) maximizes his marginal utility per dollar.

Answer: B

Type: MC

Topic: Utility-Maximizing Choices

Source: MyEconLab
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Use the table below to answer the following question.

Table 8.2.5

Hours per month Ma;ginal utility | Marginal uti_Iity
rom golf from tennis
1 80 40
2 60 36
3 40 30
4 30 10
5 20 5
6 10 2
7 6 1

36) Refer to Table 8.2.5. Cindy enjoys golf and tennis. The table shows the marginal utility she
gets from each activity.

Cindy has $70 a month to spend, and she can spend as much time as she likes on her leisure
pursuits. The price of an hour of golf is $10, and the price of an hour of tennis is $5.

Cindy decides to golf for 5 hours a month and play tennis for 4 hours a month.

If Cindy spends a dollar more on golf and a dollar less on tennis, her total utility

If Cindy spends a dollar less on golf and a dollar more on tennis, her total utility

A) decreases; decreases

B) increases; decreases

C) decreases; increases

D) increases; increases

E) does not change; does not change

Answer: A

Type: MC

Topic: Utility-Maximizing Choices

Source: MyEconLab

37) Danny has $12 to spend on two goods: pies and pop. The price of a pie is $4, and the price of
a can of pop is $2. To maximize his utility, Danny buys

A) 2 pies and 2 cans of pop.

B) 3 pies and no pop.

C) the combination that gives him the same marginal utility per dollar on pies as on pop.

D) 6 cans of pop and no pie.

E) the combination that gives him the same total utility from pies as from pop.

Answer: C

Type: MC

Copyright © 2013 Pearson Canada Inc.



38) When Kathryn is at her consumer equilibrium, she is

A) consuming the combination of goods that is at the midpoint of her budget line.

B) consuming a combination of goods that is located inside her budget line.

C) consuming a combination of goods that is located outside her budget line.

D) consuming a combination such that the marginal utility from good X divided by the marginal
utility from good Y equals the price of good X divided by the price of good Y.

E) on the midpoint of her demand curve.

Answer: D

Type: MC

39) If Katie purchases two slices of pizza and six breadsticks to maximize her total utility, then
A) aslice of pizza costs three times as much as a breadstick.

B) her marginal utility from the second slice of pizza divided by the price of a slice of pizza is
equal to her marginal utility from the sixth breadstick divided by the price of a breadstick.

C) a breadstick costs three times as much as a slice of pizza.

D) she spends more on pizza than she spends on breadsticks.

E) B and D are both correct.

Answer: B

Type: MC

Copyright © 2013 Pearson Canada Inc.



8.3 Predictions of Marginal Utility Theory

1) Chuck and Barry have identical total utility schedules but Chuck has a much higher income. If
each is maximizing his total utility, then

A) they will have equal total utilities.

B) Chuck will have lower total utility than Barry.

C) Chuck will have lower marginal utility than Barry for each normal good consumed.
D) Chuck will have higher marginal utility than Barry for each normal good consumed.
E) they will have equal marginal utilities for each normal good consumed.

Answer: C

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

Source: Study Guide

2) Harold can consume apples and oranges. He likes them equally well and currently is in
consumer equilibrium. Then the price of oranges rises, while his income remains the same. What
will happen to his consumption?

A) consumption of oranges increases; consumption of apples decreases

B) consumption of oranges increases; consumption of apples increases

C) consumption of oranges decreases; consumption of apples decreases

D) consumption of oranges decreases; consumption of apples increases

E) consumption of oranges decreases; consumption of apples could either increase or decrease
Answer: E

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

3) As a consumer's income decreases, marginal utility theory predicts that
A) the price of normal goods falls.

B) the demand for normal goods decreases.

C) the demand for all goods decreases.

D) the demand for normal goods increases.

E) total utility increases.

Answer: B

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

4) Billy likes candy bars and popcorn. Candy bars sell for $0.50 each and popcorn sells for $1
per bag. Currently he is in consumer equilibrium. Then the price of a candy bar rises to $1.
Which statement is true in the new consumer equilibrium?

A) The marginal utility from popcorn will increase.

B) Marginal utility per dollar on candy bars will be equal to 2.

C) Total utility will increase.

D) The marginal utility from candy will decrease.

E) The marginal utility from candy will be equal to the marginal utility from popcorn.
Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory
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Use the table below to answer the following questions.

Table 8.2.1
Windsurfing equipment rents for $10 per hour, snorkeling equipment for $5 per hour.
Hours Total Utility Total Utility
per Month  from Windsurfing  from Snorkeling
1 60) 20
2 110 38
3 150 53
4 180 64
5 200 70

5) Devon enjoys windsurfing and snorkeling. His total utility from each activity is summarized
in Table 8.2.1. Devon has $35 to spend. How long will Devon choose to windsurf and to
snorkel?

A) 1 hour windsurfing and 5 hours snorkeling

B) 2 hours windsurfing and 3 hours snorkeling

C) 3 hours windsurfing and 1 hour snorkeling

D) 4 hours windsurfing and no hours snorkeling

E) 2 hour windsurfing and 4 hours snorkeling

Answer: C

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

6) Consider Devon's utility from snorkeling and windsurfing in Table 8.2.1. Devon has $55 to
spend. What are Devon's choices for time spent on the two activities?

A) 1 hour of windsurfing and 9 hours of snorkeling

B) 2 hours of windsurfing and 7 hours of snorkeling

C) 3 hours of windsurfing and 5 hours of snorkeling

D) 4 hours of windsurfing and 3 hours of snorkeling

E) 5 hours of windsurfing and 1 hour of snorkeling

Answer: D

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

7) Consider Devon's total utility from snorkeling and windsurfing in Table 8.2.1. Suppose that
Devon's total income rises from $35 to $55, ceteris paribus. Given that Devon changes his
choice of windsurfing and snorkeling, what is his income elasticity for windsurfing?

A) zero

B) 28.6

C)44.4

D) 0.64

E) 1.55

Answer: D

Diff: 3 Type: MC
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Topic: Predictions of Marginal Utility Theory
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8) Consider Devon's total utility from snorkeling and windsurfing in Table 8.2.1. Suppose
Devon's total income is $35. If the price of windsurfing rises to $20 per hour, how long does
Devon choose to windsurf and to snorkel?

A) 1 hour of windsurfing and 3 hours of snorkeling

B) 2 hour of windsurfing and 7 hours of snorkeling

C) 3 hours of windsurfing and 5 hours of snorkeling

D) 4 hours of windsurfing and 3 hours of snorkeling

E) 5 hours of windsurfing and 1 hour of snorkeling

Answer: A

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

9) Consider Devon's total utility from snorkeling and windsurfing in Table 8.2.1. Suppose
Devon's total income is $35. If the price of windsurfing rises to $20 per hour, what is Devon's
elasticity of demand for windsurfing?

A) 10

B) 0.67

C)15

D) 10

E) 1.33

Answer: C

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

10) Consider Devon's total utility from snorkeling and windsurfing in Table 8.2.1. Suppose
Devon's total income is $35. If the price of windsurfing rises to $20 per hour, what is Devon's
cross elasticity of demand of snorkeling with respect to the price of windsurfing?

A)10

B) 0.67

C)15

D) 10

E)1.33

Answer: C

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

11) Bikes and roller blades are substitutes. Marginal utility theory predicts that when the price of
a bike rises, the quantity of bikes demanded

A) decreases and the demand curve for roller blades shifts rightward.

B) decreases and the demand curve for roller blades shifts leftward.

C) decreases and a movement occurs down along the demand curve for roller blades.
D) increases and the demand curve for roller blades shifts rightward.

E) increases and the demand curve for roller blades shifts leftward.

Answer: A

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

Source: Study Guide
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12) Beverly is currently in consumer equilibrium. An increase in her income
A) increases her total utility.

B) decreases her total utility.

C) increases her marginal utility from all goods.

D) decreases her marginal utility from all goods.

E) increases her consumption of all goods.

Answer: A

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

Source: Study Guide

13) Ron starts out in consumer equilibrium, consuming two goods, X and Y. The price of Y rises.
Immediately after the rise in price
A) MUx/Px > MUY/Py, and then Ron increases his consumption of Y.

B) MUx/Px > MUY/Py, and then Ron decreases his consumption of Y.
C) MUx/Px < MUY/Py, and then Ron increases his consumption of Y.
D) MUx/Px < MUY/Py, and then Ron decreases his consumption of Y.

E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

14) Ron starts out in consumer equilibrium, consuming two goods, X and Y. The price of X rises.
Immediately after the rise in price
A) MUx/Px > MUyY/Py, and then Ron increases his consumption of X.

B) MUx/Px > MUY/Py, and then Ron decreases his consumption of X.
C) MUx/Px < MUY/Py, and then Ron increases his consumption of X.
D) MUx/Px < MUY/Py, and then Ron decreases his consumption of X.

E) none of the above.

Answer: D

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

15) Ron starts out in consumer equilibrium, consuming two goods, X and Y. Ron's income rises.
At this point, we can definitely conclude that
A) MUx/Px > MUyY/Py, and then Ron increases his consumption of X.

B) MUx/Px > MUY/Py, and then Ron decreases his consumption of X.
C) MUx/Px < MUY/Py, and then Ron increases his consumption of X.
D) MUx/Px < MUy/Py, and then Ron decreases his consumption of X.

E) none of the above.

Answer: E

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory
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16) If the price of a good rises, then in the new consumer equilibrium all of the following are true
except

A) the marginal utility from consuming the good will be higher than before the price rise.

B) the quantity of the good consumed decreases.

C) the quantity of substitutes consumed increases.

D) the marginal utility from substitutes will be lower than before the price rise.

E) the marginal utility from the good equals its new higher price.

Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

17) If the price of a good falls, then in the new consumer equilibrium

A) the marginal utility from consuming the good will be higher than before.

B) the quantity of the good consumed decreases.

C) the quantity of substitutes consumed increases.

D) the marginal utility from substitutes will be lower than before the fall in price.
E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

18) If income rises, then in the new consumer equilibrium
A) the marginal utility from normal goods increases.

B) the marginal utility from normal goods decreases.

C) the marginal utility from inferior goods increases.

D) total utility from inferior goods increases.

E) both B and C.

Answer: E

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

19) If income falls, then in the new consumer equilibrium
A) the marginal utility from normal goods increases.

B) the marginal utility from normal goods decreases.

C) the marginal utility from inferior goods increases.

D) total utility from normal goods increases.

E) both B and C.

Answer: A

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory
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20) Utility is similar to temperature because

A) both are positive.

B) both are negative.

C) both have units of measurement that are arbitrary.
D) both are observable.

E) both are measured in the same scale.

Answer: C

Diff: 3 Type: MC

Topic: Predictions of Marginal Utility Theory

21) Other things remaining the same, marginal utility theory implies that a rise in the price of a
good

A) increases the consumer surplus.

B) decreases the consumer surplus.

C) leaves consumer surplus unchanged.

D) has an effect on consumer surplus that cannot be determined.

E) decreases consumer surplus by the amount equal to the total utility of all goods consumed
before the price rise but not after the price rise.

Answer: B

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

22) The paradox of value as it applies to diamonds and water can be explained by
A) distinguishing between utility and price.

B) water having a high level of marginal utility relative to diamonds.

C) water having a low price relative to diamonds.

D) the fact that utility can't be measured.

E) distinguishing between total utility and marginal utility.

Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

23) The high price of diamonds relative to the price of water reflects the fact that, at typical
levels of consumption,

A) the total utility of water is relatively low.

B) the total utility of diamonds is relatively high.

C) the marginal utility of water is high.

D) the marginal utility of diamonds is relatively low.
E) None of the above is true.

Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory
Source: Study Guide
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24) Which one of the following statements is true?

A) Since consumers of a good consume this good until the price equals the value of the last unit,
they clearly get no benefit from consuming this good.

B) Consumers choosing between goods X and Y will set MUx = MUYy.

C) The value of a good to a consumer is measured by the price.

D) Consumer surplus on a unit of a good will never be zero.

E) If the marginal utility per dollar of good X is less than the marginal utility per dollar of good
Y, then the consumer should shift some spending from X to Y.

Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

25) The paradox of value

A) is that values are the same for different people.

B) is that economists can calculate marginal utility, even though utility is unmeasurable.
C) is resolved by an appeal to the law of diminishing total utility.

D) remains unresolved by economists.

E) is resolved by an appeal to the difference between marginal utility and total utility.
Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

26) Childcare workers often get paid fairly low wages, yet it is said that they have "the most
important job in the world.” This paradox can be resolved by

A) distinguishing between price and value.

B) distinguishing between marginal utility and total utility.

C) noting that childcare yields no utility since it is a service.

D) noting that marginal utility does not diminish for childcare.

E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

27) With respect to water and diamonds, water

A) has a higher marginal utility.

B) has a lower marginal utility.

C) has a lower total utility.

D) is cheaper than diamonds because it has a lower total utility.
E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

Copyright © 2013 Pearson Canada Inc.



28) The value of a good relates to

A) total utility, while price relates to consumer surplus.

B) consumer surplus, while price relates to total utility.

C) marginal utility, while price relates to consumer surplus.
D) marginal utility, while price relates to total utility.

E) total utility, while price relates to marginal utility.
Answer: E

Diff: 2 Type: MC

Topic: Predictions of Marginal Utility Theory

Source: Study Guide

29) Which of the following is not a prediction of marginal utility theory?

A) Other things remaining the same, the higher the price of a good, the smaller the quantity
demanded.

B) Other things remaining the same, the lower the price of a good, the greater the quantity
demanded.

C) Other things remaining the same, the lower the price of a good, the smaller is the
consumption of substitutes for that good.

D) The law of demand.

E) Diminishing marginal utility.

Answer: E

Type: MC

Topic: Predictions of Marginal Utility Theory

30) You are consuming hot dogs and Cokes and believe you are maximizing utility for your
entire budget of $12. The price of a hot dog is $2 and the price of a Coke is $2. Suppose the price
of hot dogs rises to $4 and the price of a Coke remains at $2. You adjust your consumption of
hot dogs and Cokes and believe you are once again receiving maximum total utility from the
meal. Which one of the following can you conclude?

A) The total utility from hot dogs is maximized.

B) The marginal utilities from hot dogs and Cokes must be equal.

C) The marginal utility from hot dogs must rise compared to the marginal utility from Cokes.
D) You are purchasing 2 hot dogs and 2 Cokes.

E) You are purchasing 1 hot dog and 4 Cokes.

Answer: C

Type: MC

Topic: Predictions of Marginal Utility Theory
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31) If a consumer's income increases and if all goods are normal goods,

A) the guantity bought of each good decreases.

B) the quantity bought of some normal goods increases and of other normal goods decreases, but
we can't make an accurate prediction.

C) some goods become inferior because it isn't possible to buy all goods.

D) the quantity bought of each good increases.

E) the supply of all goods increases and the marginal utility from all goods decreases.
Answer: D

Type: MC

Topic: Predictions of Marginal Utility Theory

Source: MyEconLab

32) Ben consumes only movies and video games and he is in consumer equilibrium. For Ben,
movies and video games are substitutes.

The price of a movie falls which the marginal utility per dollar from movies.

To return to consumer equilibrium, Ben the number of movies he sees and

the number of video games he plays.

His marginal utility per dollar for movies and his marginal utility per dollar for video
games as he returns to consumer equilibrium.

A) increases; decreases; increases; decreases; increases
B) decreases; increases; decreases; decreases; increases
C) increases; increases; decreases; decreases; increases
D) decreases; decreases; increases; increases; decreases
E) increases; increases; decreases; increases; increases

Answer: C

Type: MC

Topic: Predictions of Marginal Utility Theory

Source: MyEconLab

33) The paradox of value asks why

A) bad things happen to good people.

B) the price of water is low and the price of a diamond is high, but water is essential to life while
diamonds are not.

C) the good die young.

D) total utility is greater than marginal utility.

E) the standard of living is higher in North America than in South America.
Answer: B

Type: MC

Topic: Predictions of Marginal Utility Theory

Source: MyEconLab
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34) Ben spends $50 a year on 2 bunches of flowers and $50 a year on 10,000 litres of tap water.
Ben is maximizing utility. His marginal utility from water is 0.5 units per litre.
more valuable to Ben than .
Ben's expenditure on flowers and water illustrates the paradox of value because Ben's marginal
utility from flowers is than his marginal utility from water and his total utility from
flowers is than his total utility from water.
A) Water is; flowers; greater; less
B) Water is; flowers; less; greater
C) Flowers are; water; greater; less
D) Flowers are; water; less; greater
E) None of the above because Ben values flowers and water equally
Answer: A
Type: MC
Topic: Predictions of Marginal Utility Theory
Source: MyEconLab

35) Marginal utility theory predicts that a rise in the price of a banana results in
A) the demand curve for bananas shifting rightward.

B) the demand curve for bananas shifting leftward.

C) a movement upward along the demand curve for bananas.

D) a movement downward along the demand curve for bananas.

E) the demand curve for bananas shifting rightward and the supply curve for bananas shifting
rightward.

Answer: C

Type: MC

Topic: Predictions of Marginal Utility Theory

Skill: Conceptual

AACSB: Reflective Thinking

36) Which of the following statements is true?

A) Marginal utility theory predicts that an increase in a consumer's income increases
consumption of all goods.

B) It is possible to derive the law of demand — that a higher price decreases the quantity
demanded — using marginal utility theory.

C) Marginal utility theory makes no prediction about a consumer's responses to hikes in the
prices of the goods and services he or she consumes.

D) Marginal utility theory predicts that all goods are normal goods and that all goods are
substitutes for each other.

E) None of the above.

Answer: B

Type: MC

Topic: Predictions of Marginal Utility Theory

Skill: Conceptual

AACSB: Reflective Thinking
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37) Bianca consumes pizza. Marginal utility theory predicts that when the price of pizza
increases,

A) Bianca's total utility from pizza will increase.

B) Bianca's marginal utility from pizza will not change.

C) Bianca's demand curve for pizza will shift leftward.

D) Bianca will buy less pizza.

E) C and D are correct.

Answer: D

Type: MC

38) Lucy buys only magazines and CDs. Both are normal goods. Lucy's income decreases, but
the prices of magazines and CDs do not change. Marginal utility theory predicts that

A) Lucy buys more magazines and more CDs.

B) Lucy buys fewer magazines and fewer CDs.

C) Lucy's demand curve for magazines shifts leftward.

D) Lucy's demand curve for CDs shifts leftward.

E) B, C, and D are correct.

Answer: E

Type: MC
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8.4 New Ways of Explaining Consumer Choices

1) Which of the following barriers to rational choices are studied by behavioural economics?
A) bounded rationality

B) bounded will-power

C) bounded self-interest

D) the endowment effect

E) all of the above.

Answer: E

Diff: 1 Type: MC

Topic: New Ways of Explaining Consumer Choices

Source: Study Guide

2) Neuroeconomics studies all of the following concepts except
A) the prefrontal cortex.

B) the hippocampus.

C) the production possibilites frontier.

D) dopamine.

E) anxiety and fear.

Answer: C

Diff: 1 Type: MC

Topic: New Ways of Explaining Consumer Choices

Source: Study Guide

3) The three limitations on human rationality that behavioural economics emphasizes are
A) bounded rationality, bounded utility, and bounded self-interest.

B) bounded rationality, bounded will-power, and bounded self-interest.

C) bounded utility, bounded will-power, and bounded self-interest.

D) bounded rationality, bounded will-power, and bounded utility.

E) bounded rationality, bounded surplus, and bounded utility.

Answer: B

Diff: 1 Type: MC

Topic: New Ways of Explaining Consumer Choices

Source: MyEconLab

4) Behavioural economics and neuroeconomics seek to achieve

A) the reason why we do not always make rational economic decisions.

B) a method of using will-power and self-interest to gain utility maximization.
C) a theory in which consumers are always utility-maximizers.

D) a new method for the human brain to work out rational choice.

E) the rational concepts that support the law of demand and the law of supply.
Answer: A

Diff: 1 Type: MC

Topic: New Ways of Explaining Consumer Choices

Source: MyEconLab
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5) Behavioural economics

A) studies the activity of the human brain when a person makes an economic decision.
B) studies psychology by using the economist's toolbox.

C) studies the ways in which limits on the human brain's ability to compute and implement
rational decisions influences economic behaviour.

D) was used extensively in the development of marginal utility theory.

E) all of the above.

Answer: C

Diff: 1 Type: MC

Topic: New Ways of Explaining Consumer Choices

Source: MyEconLab

6) Billy Jean loves to read and she has decided that she will buy all of her books at the bookstore
at the outlet mall. One day she is in Chapters and sees a book from the Globe and Mail Best
Sellers list that she wants to read and she decides to buy it.

Buying the book means that she will not be able to take her Mom out for coffee this week.
Billy Jean's decision is an example of

A) bounded economics.

B) bounded self-interest.

C) bounded will-power.

D) bounded rationality.

E) all of the above.

Answer: C

Diff: 2 Type: MC

Topic: New Ways of Explaining Consumer Choices

Source: MyEconLab

7) A behavioural economist will explain Tom's donation to charity by saying that Tom is
displaying

A) the endowment effect.

B) bounded rationality.

C) bounded self-interest.

D) bounded will-power.

E) the neuro effect.

Answer: C

Type: MC

Topic: New Ways of Explaining Consumer Choices
Skill: Conceptual

AACSB: Reflective Thinking
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8) If Sean thinks that the choice between going to Olive Garden or Red Lobster is simply too
confusing, a behavioural economist will explain that Sean is showing
A) the endowment effect.

B) bounded rationality.

C) bounded self-interest.

D) bounded will-power.

E) irrational behaviour.

Answer: B

Type: MC

Topic: New Ways of Explaining Consumer Choices

Skill: Conceptual

AACSB: Reflective Thinking

9) According to a behavioural economist, a person who is unwilling to sell the last kilogram of
rice he purchased for the same price that he paid for it is displaying
A) the endowment effect.

B) bounded rationality.

C) bounded self-interest.

D) bounded will-power.

E) rational behaviour.

Answer: A

Type: MC

Topic: New Ways of Explaining Consumer Choices

Skill: Conceptual

AACSB: Reflective Thinking

10) Gene plays another hour of computer games rather than study for the hour even though he
knows that the next day when he takes his test he will regret his decision. Gene is showing
A) the endowment effect.

B) bounded rationality.

C) bounded self-interest.

D) bounded will-power.

E) bad judgment.

Answer: D

Type: MC

Topic: New Ways of Explaining Consumer Choices

Skill: Conceptual

AACSB: Reflective Thinking
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11) Lucky buys hats for $20 but Lucky will not sell one of her hats for less than $35. Lucky is
A) displaying the endowment effect.

B) making decisions using her prefrontal cortex.

C) exhibiting bounded self-interest.

D) showing unbounded will-power.

E) a behavioural economist.

Answer: A

Type: MC

Topic: New Ways of Explaining Consumer Choices
Skill: Conceptual

AACSB: Reflective Thinking

12) Bounded self-interest

A) is limited by the computing power of the human brain.

B) prevents us from making a decision that we know, at the time of implementing the decision,
we will later regret.

C) is the tendency for people to value something more highly simply because they own it.

D) results in sometimes suppressing our own interests to help others.

E) is the tendency for people to value something more highly simply because a friend owns it.
Answer: D

Type: MC

Chapter 9 Possibilities, Preferences, and Choices
9.1 Consumption Possibilities

1) Guy has an income (Y) of $50 with which he can purchase DVDs (D) at $10 each and haircuts
(H) at $20 each. Which one of the following represents Guy's budget line?

A) Y =10Qp - 20QH

B)50=Qp + QH

C)Y=50+QD +QH

D) 20Y =Qp + 10QH

E) 50 = 10QD + 20QH

Answer: E

Diff: 2 Type: MC

Topic: Consumption Possibilities

Use the figure below to answer the following questions.
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Clothing (items per week)

oD

Food {servings per week]

Figure 9.1.1

2) Shelly's budget line is shown in Figure 9.1.1 Which point is unaffordable given her income
and current prices?

A)Aand B

B) B only

C) Conly

D) C and D only

E) All points are unattainable.

Answer: B

Diff: 1 Type: MC

Topic: Consumption Possibilities

Copyright © 2013 Pearson Canada Inc.



3) Shelly's budget line is shown in Figure 9.1.1. Which points are affordable given her income
and current prices?

A) A only

B) B only

C) Conly

D) D only

E)A C,and D

Answer: E

Diff: 2 Type: MC

Topic: Consumption Possibilities

4) David has an income of $30 to buy movie tickets and bus tickets. The price of a movie ticket
is $6 and the price of a bus ticket is $2. What is David's real income?

A) $30

B) 5 movie tickets or 15 bus tickets

C) 15 movie tickets or 5 bus tickets

D) $38

E) $32

Answer: B

Diff: 2 Type: MC

Topic: Consumption Possibilities

5) David has an income of $30 to buy movie tickets and bus tickets. The price of a movie ticket
is $6 and the price of a bus ticket is $2. What is the relative price of a bus ticket in terms of
movie tickets?

A) 2 movie tickets

B) 15 movie tickets

C) $3

D) 1/3 movie tickets

E) $6

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

6) Real income in terms of a good is defined as

A) income divided by the quantity consumed of a good.

B) the income of a producer of that good.

C) the price of one good divided by the price of another good.
D) dollar income.

E) income divided by the price of a good.

Answer: E

Diff: 1 Type: MC

Topic: Consumption Possibilities

Copyright © 2013 Pearson Canada Inc.



7) Marie-Louise has an income of $10 to buy peanuts and popcorn. The price of a bag of peanuts
is $1 and the price of a bag of popcorn is $2. What is Marie-Louise’s real income in terms of
popcorn?

A) 1/2 bag of popcorn

B) 1 bag of popcorn

C) 2 bags of popcorn

D) 5 bags of popcorn

E) 10 bags of popcorn

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

8) The price of one good divided by the price of another good is
A) an absolute price.

B) a relative price.

C) a marginal price.

D) a demand price.

E) a money price.

Answer: B

Diff: 1 Type: MC

Topic: Consumption Possibilities

9) The price of a cup of coffee is $2.00. The price of a cup of tea is $1.20. The relative price of a
cup of tea with respect to a cup of coffee is

A) 0.6 cups of coffee.

B) 1.67 cups of coffee.

C) 1.0 cup of coffee.

D) 1.25 cups of coffee.

E) 0.75 cups of coffee.

Answer: A

Diff: 1 Type: MC

Topic: Consumption Possibilities

10) The magnitude of the slope of the budget line is the

A) relative price of the good measured on the vertical axis.

B) relative price of the good measured on the horizontal axis.
C) absolute price of the good measured on the horizontal axis.
D) real price of the good measured on the vertical axis.

E) price of the good measured on the vertical axis.

Answer: B

Diff: 3 Type: MC

Topic: Consumption Possibilities
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11) When speaking of the price of the good measured on the horizontal axis relative to the price
of the good measured on the vertical axis, which statement is true?

A) The steeper the slope of the budget line, the more expensive the good measured on the
horizontal axis.

B) The steeper the slope of the budget line, the less expensive the good measured on the
horizontal axis.

C) The steeper the slope of the budget line, the more expensive the good measured on the
vertical axis.

D) The slope of the budget line is independent of relative prices.

E) The flatter the slope of the budget line, the more expensive the good measured on the
horizontal axis.

Answer: A

Diff: 3 Type: MC

Topic: Consumption Possibilities

12) Suppose all prices double and income also doubles. Which statement is true?
A) The budget line does not change.

B) The slope of the budget line increases.

C) The slope of the budget line decreases.

D) The budget line shifts rightward.

E) The budget line shifts leftward.

Answer: A

Diff: 3 Type: MC

Topic: Consumption Possibilities

13) The budget line depends on
A) income only.

B) prices only.

C) income and prices.

D) preferences only.

E) preferences and prices.
Answer: C

Diff: 1 Type: MC

Topic: Consumption Possibilities
Source: Study Guide

14) If the price of the good measured on the vertical axis increases, the budget line
A) becomes steeper.

B) becomes flatter.

C) shifts leftward and parallel to the original budget line.

D) shifts rightward and parallel to the original budget line.

E) shifts leftward and becomes steeper.

Answer: B

Diff: 2 Type: MC

Topic: Consumption Possibilities

Source: Study Guide
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15) If the price of the good measured on the horizontal axis increases, the budget line
A) becomes steeper.

B) shifts leftward and becomes steeper.

C) shifts leftward and parallel to the original budget line.

D) shifts rightward and parallel to the original budget line.

E) becomes flatter.

Answer: A

Diff: 2 Type: MC

Topic: Consumption Possibilities

16) If income increases, the budget line

A) becomes steeper.

B) becomes flatter.

C) shifts leftward and parallel to the original budget line.
D) shifts rightward and parallel to the original budget line.
E) shifts parallels either leftward or rightward depending on whether the goods measured on the
axes are normal or inferior.

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

Source: Study Guide

17) If income decreases, the budget line

A) becomes steeper.

B) becomes flatter.

C) shifts leftward and parallel to the original budget line.

D) shifts rightward and parallel to the original budget line.

E) shifts parallel either leftward or rightward depending on whether the goods measured on the
axes are normal or inferior.

Answer: C

Diff: 2 Type: MC

Topic: Consumption Possibilities

18) Martha consumes cake and muffins. Suppose Martha's income doubles and the prices of cake
and muffins also double. Martha's budget line

A) shifts leftward but the slope does not change.

B) remains unchanged.

C) shifts rightward but the slope does not change.

D) shifts rightward and becomes steeper.

E) shifts rightward and becomes flatter.

Answer: B

Diff: 2 Type: MC

Topic: Consumption Possibilities
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19) Let Y = $100, Qx = quantity of good X, and Qyy = quantity of good W, Px = $4 and Py =
$5. The budget equation is

A) 100 = 4Qx + 5Qw.

B) 100 = Qx + (4/5)Qw.

C) Qx =100 + (4/5)Qw.

D) Qx = Qw + (4/5)Y.

E) Qw = Qx + (4/5)Y.

Answer: A

Diff: 2 Type: MC

Topic: Consumption Possibilities

20) Sarah has an income of $100. She purchases 5 pizzas at $10 each and 10 subs at $5 each.
Then the government taxes subs, and the price rises to $10 each. Simultaneously, the government
gives Sarah a grant of $50 in income to make up for this change. As a result, Sarah's budget line
A) becomes steeper.

B) becomes flatter.

C) shifts leftward and parallel to the original budget line.

D) shifts rightward and parallel to the original budget line.

E) swivels around the original consumption choice.

Answer: E

Diff: 3 Type: MC

Topic: Consumption Possibilities

21) Bill consumes apples and bananas. Apples are measured on the vertical axis and bananas are
measured on the horizontal axis. Bill's income doubles, the price of apples doubles, and the price
of bananas triples. Bill's budget line

A) remains unchanged.

B) shifts rightward and the slope does not change.

C) shifts rightward and becomes steeper.

D) shifts rightward and becomes flatter.

E) becomes steeper.

Answer: E

Diff: 3 Type: MC

Topic: Consumption Possibilities

22) The initial budget equation for pop (p) and movies (m) is Qp = 20 - 4Qm, and the price of a
pop is $5. If the price of a pop falls to $4, what is the new budget equation?

A) Qp =25-2Qm

B) Qp =25 - 4Qm

C) Qp=25-5Qm

D) Qp=20-5Qm

E) none of the above

Answer: C

Diff: 3 Type: MC

Topic: Consumption Possibilities
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Source: Study Guide

23) Which one of the following statements about the budget line is false? The budget line
A) separates affordable consumption points from unaffordable consumption points.

B) is based on fixed prices.

C) is based on fixed income.

D) is based on fixed quantities.

E) constrains consumer choices.

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

24) Zarina can afford to buy 3 tomatoes and no toothbrushes, or 2 toothbrushes and no tomatoes.
The relative price of a toothbrush is

A) 2/3 of a tomato.

B) 3/2 tomatoes.

C) 6 tomatoes.

D) 1/6 of a tomato.

E) impossible to calculate without additional information.
Answer: B

Diff: 2 Type: MC

Topic: Consumption Possibilities

Source: Study Guide

25) A change in the price of the good measured on the horizontal axis changes of the
budget line.

A) the slope and y-intercept

B) the slope and x-intercept

C) the x- and y-intercepts but not the slope

D) only the slope

E) only the y-intercept

Answer: B

Diff: 2 Type: MC

Topic: Consumption Possibilities

26) A change in the price of the good measured on the vertical axis changes of the
budget line.

A) the slope and y-intercept

B) the slope and x-intercept

C) the x- and y-intercepts but not the slope

D) only the slope

E) only the y-intercept

Answer: A

Diff: 2 Type: MC

Topic: Consumption Possibilities
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27) A change in income changes of the budget line.
A) the slope and y-intercept

B) the slope and x-intercept

C) the x- and y-intercepts but not the slope

D) only the slope

E) only the y-intercept

Answer: C

Diff: 2 Type: MC

Topic: Consumption Possibilities

Use the figure below to answer the following questions.

Carrots (per month)

D
0 A B (5
Compact discs (per month)
Figure 9.1.2

28) Refer to Figure 9.1.2. Which budget line shows the greatest real income in terms of compact
discs?

A) AD

B) BD

C)CD

D) Real income is equal for all three budget lines.

E) Cannot be determined without studying the indifference curves.

Answer: C

Diff: 2 Type: MC

Topic: Consumption Possibilities
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29) Refer to Figure 9.1.2. Which budget line shows the greatest real income in terms of carrots?
A) AD

B) BD

C)CD

D) Real income is equal for all three budget lines.

E) Cannot be determined without studying the indifference curves.

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

30) Refer to Figure 9.1.2. Which budget line has the lowest relative price for compact discs?
A) DA

B) DB

C)DC

D) The relative price is equal for all three budget lines.

E) Cannot be determined without studying the indifference curves.

Answer: C

Diff: 2 Type: MC

Topic: Consumption Possibilities

31) Refer to Figure 9.1.2. Which budget line has the lowest relative price for carrots?
A) AD

B) BD

C)CD

D) The relative price is equal for all three budget lines.

E) Cannot be determined without studying the indifference curves.

Answer: A

Diff: 2 Type: MC

Topic: Consumption Possibilities

32) Larry consumes only beer (B) and chips (C). The equation of his budget line (with beer
measured on the vertical axis) is

A) QB = Y/PB - (PC/PB)QC.

B) QB =Y - (Pc/PB)QC.

C) QB =Y/Pc - (PB/PC)QC.

D) QB = Y/PB - (PC/PB)QB.

E) QC =Y/Pc - (PB/PC)QB.

Answer: A

Diff: 2 Type: MC

Topic: Consumption Possibilities
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33) Larry consumes only beer (B) and chips (C). The magnitude of the slope of his budget line
(with beer measured on the vertical axis) is

A) PclY.

B) Pc x PB.

C) Y/Pc.

D) Y/PB.

E) PC/PB.

Answer: E

Diff: 2 Type: MC

Topic: Consumption Possibilities

34) Larry consumes only beer (B) and chips (C). His real income in terms of beer is
A) PclY.

B) Pc x PB.

C) YIPcC.

D) Y/PB.

E) Pc/PB.

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

35) Larry consumes only beer (B) and chips (C). His real income in terms of chips is
A) PclY.

B) Pc x PB.

C) Y/Pc.

D) Y/PB.

E) Pc/PB.

Answer: C

Diff: 2 Type: MC

Topic: Consumption Possibilities

36) Larry consumes only beer (B) and chips (C). If beer is measured on the vertical axis, the
relative price of chips in terms of beer is all of the following except

A) Pc/PB

B) the magnitude of the slope of the budget line

C) equal to the opportunity cost of 1 bag of chips

D) the real income in terms of beer

E) the inverse of the relative price of beer in terms of chips

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities
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37) Sara's income is $12 a week. The price of popcorn is $3 a bag, and the price of a smoothie is
$3. The opportunity cost of a smoothie is :
A) $3

B) 4 bags of popcorn

C) 1.00 smoothie

D) 1.0 bag of popcorn

E) $1

Answer: D

Diff: 2 Type: MC

Topic: Consumption Possibilities

Source: MyEconLab

38) Goods that can be bought in any quantity desired are called
A) divisible goods.

B) invisible goods.

C) inferior goods.

D) services.

E) normal goods.

Answer: A

Type: MC

39) Junkfood Jill spends all of her income on jellybeans and Jolt cola. Suppose that Jill's income
is $30, the price of a bag of jellybeans is $6, and the price of a bottle of Jolt cola is $2. Which of
the following combinations of jellybeans and Jolt cola lies inside Jill's budget line?

A) 2 bags of jellybeans and 8 bottles of Jolt

B) 5 bags of jellybeans and 0 bottles of Jolt

C) 4 bags of jellybeans and 4 bottles of Jolt

D) 3 bags of jellybeans and 6 bottles of Jolt

E) 5 bags of jellybeans and 15 bottles of Jolt

Answer: A

Type: MC

40) Which of the following is not relevant when calculating the budget line?
A) the price of good X

B) income

C) the price of good Y

D) preferences

E) the relative price of good X in terms of good Y

Answer: D

Type: MC
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41) The number of pizza slices is plotted on the horizontal axis and number of hot dogs is plotted
on the vertical axis. If the price of a hot dog rises the

A) x-intercept and the slope of the budget line increase.

B) y-intercept and the slope of the budget line increase.

C) x-intercept and the slope of the budget line decrease.

D) y-intercept decreases and the slope of the budget line does not change.

E) y-intercept and the slope of the budget line decrease.

Answer: E

Type: MC
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9.2 Preferences and Indifference Curves

1) An indifference curve is

A) the boundary between what can be produced and what cannot be produced.

B) the boundary between what a consumer can afford and what he cannot afford.
C) a line that shows combinations of goods among which a consumer is indifferent.
D) the boundary between normal goods and inferior goods.

E) a line with a positive slope.

Answer: C

Diff: 1 Type: MC

Topic: Preferences and Indifference Curves

2) A preference map is

A) a series of points that represent levels of equal satisfaction.
B) a series of demand curves.

C) a series of supply curves.

D) a map that shows contour lines.

E) a series of indifference curves.

Answer: E

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

3) The marginal rate of substitution

A) is the amount of good Y substituted for good X as a consumer moves along his budget line.

B) is the rate at which a person gives up the good measured on the y-axis to get an additional unit
of the good measured on the x-axis while remaining on the same indifference curve.

C) increases as a consumer consumes more of the good measured on the x-axis.

D) is greater than the magnitude of the slope of the budget line.

E) is equal to the slope of the budget line.

Answer: B

Diff: 1 Type: MC

Topic: Preferences and Indifference Curves
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4) Which one of the following statements is false?

A) If the indifference curve is steep, the marginal rate of substitution is high.

B) A low marginal rate of substitution implies a flat indifference curve.

C) A flat indifference curve implies a consumer must receive a large amount of good X to
compensate for a small decrease in good Y.

D) A high marginal rate of substitution implies a consumer must receive a large amount of good
X to compensate for a small decrease in good Y.

E) A high marginal rate of substitution implies a consumer must receive a small amount of good
X to compensate for a large decrease in good Y.

Answer: D

Diff: 3 Type: MC

Topic: Preferences and Indifference Curves

5) The magnitude of the slope of an indifference curve is
A) the marginal rate of substitution.

B) the marginal rate of transformation.

C) the marginal propensity to consume.

D) the marginal propensity to substitute.

E) the relative price of good Y.

Answer: A

Diff: 1 Type: MC

Topic: Preferences and Indifference Curves

Use the figure below to answer the following questions.

Good Y Good Y Goed Y Good Y
0 0 0 0
Good X Good X Good X Good X
(a) (b) () (d)
Figure 9.2.1

6) Which one of the graphs in Figure 9.2.1 shows perfect substitutes?

A) (a)

B) (b)

C) (c)

D) (d)

E) (c) and (d)

Answer: B

Diff: 2 Type: MC
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Topic: Preferences and Indifference Curves

7) Which of the graphs in Figure 9.2.1 shows perfect complements?
A (a)

B) (b)

C) (c)

D) (d)

E) (c) and (d)

Answer: C

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

8) A constant marginal rate of substitution between two goods implies
A) the goods are perfect complements.

B) the goods are imperfect substitutes.

C) the goods are both inferior.

D) one good is normal and one good is inferior.

E) the goods are perfect substitutes.

Answer: E

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

9) What is a distinguishing characteristic of goods that are perfect complements?
A) straight-line indifference curves

B) upward-sloping demand curves

C) L-shaped indifference curves

D) upward-sloping indifference curves

E) curved indifference curves, bowed away from the origin

Answer: C

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

10) A consumer always has a cup of coffee with a tablespoon of sugar. What would the
consumer's indifference curves for these two goods look like?

A) upward sloping

B) horizontal along the entire length

C) downward sloping with a constant slope

D) vertical along the entire length

E) L-shaped

Answer: E

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves
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11) A consumer considers Coke and Pepsi to be perfect substitutes for each other. What would
the consumer's indifference curves for these two goods look like?

A) L-shaped

B) horizontal along the entire length

C) vertical along the entire length

D) upward sloping

E) downward sloping with a constant slope

Answer: E

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

12) Which one of the following statements is false?

A) Indifference curves are negatively sloped.

B) A preference map consists of a series of indifference curves.

C) Indifference curves are bowed out from the origin.

D) The marginal rate of substitution is the magnitude of the slope of an indifference curve.
E) The marginal rate of substitution increases as a consumer moves up along an indifference
curve for ordinary goods.

Answer: C

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Source: Study Guide
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Use the figure below to answer the following question.

Good Y

Good X
Figure 9.2.2

13) Figure 9.2.2 shows three indifference curves for Brenda. Which one of the following is not
true?

A) Brenda would be equally happy consuming at either point B or point C.

B) Brenda prefers consuming at point B to consuming at point A.

C) Brenda prefers consuming at point D to consuming at either point B or point C.

D) The marginal rate of substitution is higher at point C than at point B.

E) Brenda prefers consuming at point D to consuming at point A.

Answer: D

Diff: 3 Type: MC

Topic: Preferences and Indifference Curves

14) Good X is measured on the horizontal axis and good Y is measured on the vertical axis. The
marginal rate of substitution is

A) the relative price of good X in terms of good Y.

B) the relative price of good Y in terms of good X.

C) the rate at which a consumer will give up good Y to obtain an additional unit of good X while
remaining indifferent.

D) the rate at which a consumer will give up good X to obtain an additional unit of good Y while
remaining indifferent.

E) equal to the magnitude of the slope of the budget line.

Answer: C

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Copyright © 2013 Pearson Canada Inc.



15) Which one of the following statements is true about the indifference curves for two goods
that are perfect substitutes?

A) The indifference curves are negatively-sloped straight lines.

B) The indifference curves are L-shaped.

C) The marginal rate of substitution is zero.

D) The indifference curves are positively-sloped straight lines.

E) The marginal rate of substitution is infinity.

Answer: A

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

16) Which one of the following statements is true about the indifference curves for two goods
that are close but not perfect substitutes?

A) The indifference curves are negatively-sloped straight lines.

B) The indifference curves are L-shaped.

C) The marginal rate of substitution is constant.

D) The marginal rate of substitution decreases as more of the good measured on the x-axis and
less of the good measured on the y-axis are consumed.

E) both Aand C

Answer: D

Diff: 3 Type: MC

Topic: Preferences and Indifference Curves

17) The shape of a person's indifference curves between two goods depends on
A) the prices of the two goods.

B) the person's income.

C) the degree of substitutability between the two goods.

D) the level of satisfaction for the person.

E) all of the above.

Answer: C

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Source: Study Guide

18) If two goods are perfect substitutes, then their

A) indifference curves are positively-sloped straight lines.
B) indifference curves are negatively-sloped straight lines.
C) indifference curves are L-shaped.

D) marginal rate of substitution is zero.

E) marginal rate of substitution is infinity.

Answer: B

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Source: Study Guide
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Use the figure below to answer the following questions.

Books

0 2 4 5 6 8 10
Albums

Figure 9.2.3

19) Refer to Figure 9.2.3. Rashid buys only books and albums. The figure shows his preferences.
When Rashid chooses the consumption point of 3 books and 2 albums, his marginal rate of
substitution is :

A) 1 book per album

B) zero

C) 3/2 books per album

D) 2/3 books per album

E) 0.5 books per album

Answer: A

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Source: MyEconLab

20) Refer to Figure 9.2.3. When Rashid chooses the consumption point of 2 books and 6 albums,
his marginal rate of substitution is

A) 1/3 books per album

B) 0.5 books per album

C) 3 books per album

D) 1 book per album

E) 2 books per album

Answer: B

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves
Source: MyEconLab
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Use the figure below to answer the following question.

Books

0 2 4 6 8 10
Albums

Figure 9.2.4

21) Refer to Figure 9.2.4. Rashid buys only books and albums. The figure shows his preferences.
Rashid's indifference curves display diminishing marginal rate of substitution because

A) do; Rashid is indifferent between consuming 6 albums and 2 books and consuming 2 albums
and 3 books

B) do not; the magnitude of the slope of both indifference curves decreases as Rashid consumes
more albums and fewer books

C) do not; Rashid is indifferent between consuming 6 aloums and 2 books and consuming 2
albums and 3 books

D) do; the magnitude of the slope of both indifference curves decreases as Rashid consumes
more albums and fewer books

E) do; the price of an album decreases as Rashid increases the quantity he buys

Answer: D

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Source: MyEconLab
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Use the figure below to answer the following question.

Good Y Good Y Good Y
101 10+ 101
8 81 8
6 bt 6t
4 4+ 4t
2 2t 2+
O 2 4 6 8 10 O 2 4 6 8 10 0 2 4 6 8 10
Good X Good X Good X
Graph 1 Graph 2 Graph 3
Figure 9.2.5
22) Refer to Figure 9.2.5. The graphs show indifference curves for various goods. Graph
best describes the pair of goods baseballs and baseball bats. Graph best
describes the pair of goods desktop computers and laptop computers.
A)2;3
B)2;1
C)1;1
D)1;3
E)3;2
Answer: A

Diff: 2 Type: MC
Topic: Preferences and Indifference Curves
Source: MyEconLab

23) An indifference curve slopes downward because

A) it shows that people are only happy when they increase consumptlon of all goods

B) it shows that when a person gives up some of good X they must increase their consumption of
good Y to remain indifferent

C) it shows that when a person gives up some of good X they can afford to increase their
consumption of good Y

D) it is a demand curve without prices

E) the quantity demanded increases as the price falls

Answer: B

Diff: 2 Type: MC

Topic: Preferences and Indifference Curves

Source: MyEconLab
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24) Which of the following statements is FALSE?

A) A consumer possesses a preference map.

B) An indifference curve is a line that shows combinations of goods among which a consumer is
indifferent.

C) A consumer has only one indifference curve.

D) The marginal rate of substitution is the rate at which a consumer will give up good y to get an
additional unit of good x and remain on the same indifference curve.

E) If the indifference curve is steep, the marginal rate of substitution is high.

Answer: C

Type: MC

25) Which of the following results in a rightward shift of your indifference curves for gasoline
and movie rentals?

A) an increase in the price of a litre of gasoline with no change in the price of a movie rental
B) an increase in the price of a movie rental with no change in the price of a litre of gasoline
C) an increase in income if gasoline and movie rentals are normal goods

D) a decrease in the price of a litre of gasoline or a decrease in the price of a movie rental

E) none of the above

Answer: E

Type: MC

26) If two consumption points are on different indifference curves, then one point is
A) a substitute for the other.

B) preferred to the other.

C) a complement of the other.

D) a normal good and the other point is an inferior good.

E) more expensive than the other.

Answer: B

Type: MC
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9.3 Predicting Consumer Choices

1) Leah consumes at a point on her budget line where her marginal rate of substitution is less
than the magnitude of the slope of her budget line. As Leah moves towards her best affordable
point, she will move to

A) a lower budget line.

B) a higher budget line.

C) a lower indifference curve.

D) a higher indifference curve.

E) a tangent point on the same indifference curve.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

2) Leah consumes at a point on her budget line where her marginal rate of substitution is less
than the magnitude of the slope of her budget line. As Leah moves along her budget line toward
her best affordable point, she will move

A) down and left.

B) down and right.

C) up and left.

D) up and right.

E) straight up.

Answer: C

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

3) A consumer's best affordable point occurs

A) inside the budget line.

B) outside the budget line.

C) on the budget line.

D) at a point that cannot be determined.

E) at a corner on the budget line, with only one good consumed.
Answer: C

Diff: 1 Type: MC

Topic: Predicting Consumer Choices

4) At the best affordable point, what is the relationship between the indifference curve and the
budget line?

A) The budget line and the indifference curve are identical.

B) The slope of the indifference curve exceeds the slope of the budget line.

C) The slope of the budget line exceeds the slope of the indifference curve.

D) The slope of the indifference curve equals the slope of the budget line.

E) None of the above.

Answer: D

Diff: 2 Type: MC

Topic: Predicting Consumer Choices
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5) Jay has an income of $10 to buy peanuts and popcorn. The price of peanuts is $1 a bag and the
price of popcorn is $2 a bag. He chooses to consume 5 bags of peanuts and 2 bags of popcorn.
What can we say about this consumption choice?

A) It is not the best affordable choice. He should consume more peanuts, more popcorn, or more
of both.

B) It is the best affordable choice, and his marginal rate of substitution equals the slope of the
budget line.

C) The consumption choice is on the budget line.

D) The consumption choice is outside the budget line.

E) both B and C

Answer: A

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

6) Which one of the following is true at the best affordable choice of a consumer?

A) Marginal rate of substitution exceeds the slope of the budget line.

B) Marginal rate of substitution is less than the relative price of the good measured on the x-axis.
C) All income is spent.

D) The consumption choice is outside the budget line.

E) Other consumption points along the consumer's budget line lie on higher indifference curves.
Answer: C

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

7) At the best affordable point, which statement is true?

A) The slope of the indifference curve equals the slope of the budget line.

B) The marginal rate of substitution between two goods equals their absolute price.
C) The highest affordable indifference curve has the same intercept as the budget line.
D) Other points on the same indifference curve are affordable but not preferred.

E) Some income is not spent.

Answer: A

Diff: 2 Type: MC

Topic: Predicting Consumer Choices
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Use the figure below to answer the following questions.

Good Y [units)

lAO
Good X (units)
Figure 9.3.1

8) Consider the budget line and indifference curve in Figure 9.3.1. If the price of good X is $1 a
unit, then the price of good Y is

A) $0.75 a unit.

B) $1 a unit.

C) $1.25 a unit.

D) $2 a unit.

E) $1.33 a unit.

Answer: A

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

9) Consider the budget line and indifference curve in Figure 9.3.1. At the best affordable point,
the marginal rate of substitution is

A) 1/2.

B) 2.

C) 4/3.

D) 3/4.

E) 4.

Answer: C

Diff: 2 Type: MC

Topic: Predicting Consumer Choices
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10) Consider the budget line and indifference curve in Figure 9.3.1. If the price of good X is $2 a
unit, what is the price of good Y?

A) $0.37 a unit

B) $0.67 a unit

C) $1.50 a unit

D) $2.67 a unit

E) impossible to calculate without additional information

Answer: C

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Use the figure below to answer the following question.

Good Y

Good X

Figure 9.3.2

11) Which one of the following statements about Figure 9.3.2 is true?
A) Point S is preferred to point Q, but S is not affordable.

B) Point R is not affordable.

C) Point T is preferred to point Q, but T is not affordable.

D) Points Q and S cost the same, but Q is preferred to S.

E) Point R is the best affordable point.

Answer: C

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: Study Guide
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12) Peter's income increases and so does his consumption of both movies and pop, but his
consumption of pop increases by less than his consumption of movies increases. Which one of
the following statements is true for Peter?

A) A movie is an inferior good; pop is a normal good.

B) A movie is a normal good; pop is an inferior good.

C) A movie is an inferior good; pop is an inferior good.

D) Movies and pop are both normal goods.

E) A movie is a normal good; we cannot tell whether pop is a normal good or an inferior good.
Answer: D

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

13) A consumer choosing between apples and oranges is at her best affordable point. Then the
price of apples decreases. If both apples and oranges are normal goods, which one of the
following statements is true about her new best affordable point?

A) She will consume more apples and more oranges.

B) She will consume more apples and fewer oranges.

C) She will consume fewer apples and more oranges.

D) She will consume fewer apples and fewer oranges.

E) She will consume more apples, and we cannot tell whether she will consume more or less
oranges.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

14) Which statement is true for a normal good?

A) The income effect dominates the substitution effect.

B) The income effect reinforces the substitution effect.

C) As income increases, consumption decreases.

D) As income increases, consumption remains constant.

E) As price falls, we cannot tell whether consumption increases or decreases.
Answer: B

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

15) Which statement is true for an inferior good?

A) The substitution effect is positive; as price rises, consumption increases.

B) The income effect is absent; as income increases, consumption remains constant.
C) The income effect works in the opposite direction to the substitution effect.

D) The good is of poor workmanship.

E) The income effect works in the same direction as the substitution effect.
Answer: C

Diff: 3 Type: MC

Topic: Predicting Consumer Choices
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16) The effect of a change in income on buying plans is called the
A) income effect.

B) substitution effect.

C) normal effect.

D) inferior effect.

E) price effect.

Answer: A

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

17) What is the relationship between goods and the income effect?
A) An inferior good has a positive income effect.

B) A normal good has a positive income effect.

C) An inferior good has no income effect.

D) A normal good has no income effect.

E) A normal good has a negative income effect.

Answer: B

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

18) What is a distinguishing characteristic of an inferior good?
A) a negative price effect

B) a positive income effect

C) a positive substitution effect

D) a negative income effect

E) an upward-sloping demand curve

Answer: D

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

19) The substitution effect is the effect of

A) a change in income on the quantity bought.

B) a change in price on the quantity bought when the consumer moves to a higher indifference
curve.

C) a change in income on the quantity bought when the consumer moves to a higher indifference
curve.

D) a change in the best affordable point.

E) a change in price on the quantity bought when the consumer hypothetically remains on the
same indifference curve.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Consumer Choices
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20) A change in the price of a good has

A) an income effect only.

B) a substitution effect only.

C) a substitution effect and an income effect.

D) an income effect that exceeds the substitution effect.
E) a substitution effect that exceeds the income effect.
Answer: C

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

21) Suppose the price of potatoes falls and there is a decrease in the purchases of potatoes, what
can we infer?

A) The income effect is negative and exceeds the substitution effect.

B) The income effect is negative and reinforces the substitution effect.

C) The income effect is positive and exceeds the substitution effect.

D) The income effect is positive and reinforces the substitution effect.

E) The income effect is negative and just about offsets the substitution effect.

Answer: A

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

22) Which one of the following statements is always true of the substitution effect?
A) It leads to a positive income effect.

B) It is positive.

C) It decreases consumption.

D) It leads to a negative income effect.

E) It is negative.

Answer: E

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

23) Which one of the following is always true of the price effect?
A) It leads to a positive income effect.

B) It is positive.

C) It decreases consumption.

D) It leads to a negative income effect.

E) None of the above.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices
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24) Which one of the following is always true of the income effect?
A) It leads to a positive income effect.

B) It is positive.

C) It decreases consumption.

D) It leads to a negative income effect.

E) None of the above.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

25) The price of a good increases relative to other goods. Which one of the following statements
must be true? The resulting

A) income effect is negative.

B) income effect is positive.

C) substitution effect is negative.

D) substitution effect is positive.

E) income effect is zero.

Answer: C

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

26) When the price of a good changes, the change in consumption that leaves the consumer
indifferent between the two choices is called the

A) normal effect.

B) substitution effect.

C) income effect.

D) price effect.

E) inferior effect.

Answer: B

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

27) If the price of a normal good rises, the income effect

A) will increase consumption of the good and the substitution effect will decrease consumption.
B) will decrease consumption of the good and the substitution effect will increase consumption.
C) and the substitution effect will both increase consumption of the good.

D) and the substitution effect will both decrease consumption of the good.

E) is always larger than the substitution effect.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Consumer Choices
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28) If the price of the good measured on the horizontal axis falls, the substitution effect is
indicated by movement to a

A) higher indifference curve.

B) lower indifference curve.

C) steeper part of the same indifference curve.
D) flatter part of the same indifference curve.
E) flatter part of a higher indifference curve.
Answer: D

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: Study Guide

Use the figure below to answer the following questions.

Good Y

Good X

Figure 9.3.3

29) Consider an initial budget line labelled RS in Figure 9.3.3. The budget line becomes RT with
A) arise in the price of good X.

B) a fall in the price of good X.

C) arise in the price of good Y.

D) a decrease in the preference for good X.

E) an increase in real income.

Answer: A

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

Source: Study Guide
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30) Consider an initial budget line labelled RS in Figure 9.3.3. If the budget line becomes RT, the
substitution effect is illustrated by the move from point
A) Ato B.

B) Ato C.

C)AtoD.

D)BtoD.

E) D to C.

Answer: A

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: Study Guide

31) Consider an initial budget line labelled RS in Figure 9.3.3. If the budget line becomes RT, the
income effect is illustrated by the move from point
A) AtoB.

B) Ato C.

C)AtoD.

D)BtoC.

E) B to D.

Answer: D

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: Study Guide

32) Consider an initial budget line labelled RT in Figure 9.3.3. What would rotate the budget line
to RS?

A) arise in the price of good X

B) a fall in the price of good X

C) arise in the price of good Y

D) a decrease in the preference for good X

E) an increase in real income

Answer: B

Diff: 2 Type: MC

Topic: Predicting Consumer Choices

33) Consider an initial budget line labelled RT in Figure 9.3.3. If the budget line becomes RS, the
substitution effect is illustrated by the move from point

A)Ato C.

B)AtoD.

C)BtoD.

D)Bto A.

E)CtoD.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices
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34) Consider an initial budget line labelled RT in Figure 9.3.3. If the budget line becomes RS, the
income effect is illustrated by the move from point

A) Ato B.

B) Ato C.

C)BtoD.

D) CtoB.

E)Dto A.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

35) If the price of an inferior good rises, the income effect

A) will have an uncertain effect on consumption of the good, and the substitution effect will
decrease consumption.

B) will decrease consumption of the good, and the substitution effect will decrease consumption.
C) and the substitution effect will both increase consumption of the good.

D) and the substitution effect will both decrease consumption of the good.

E) will increase consumption of the good and the substitution effect will decrease consumption.
Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Use the information below to answer the following questions.
Fact 9.3.1

Marc has an income of $20 and spends it on two goods, root beer (measured on the vertical axis)
and chips (measured on the horizontal axis). The price of root beer is $1 a can. The price of chips
is $0.50 a bag. Initially, Marc chooses to consume 10 cans of root beer and 20 bags of chips.
Then the price of root beer rises to $1.50 per can and the price of chips falls to $0.25 a bag.

36) Refer to Fact 9.3.1. Marc's initial marginal rate of substitution was
A) not calculable with the information given.

B) equal to 2 cans of root beer given up for each bag of chips gained.
C) equal to 1 can of root beer given up for each bag of chips gained.
D) equal to 10 cans of root beer given up for each bag of chips gained.
E) equal to 1/2 can of root beer given up for each bag of chips gained.
Answer: E

Diff: 2 Type: MC

Topic: Predicting Consumer Choices
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37) Refer to Fact 9.3.1. When the price of a bag of chips falls, Marc
A) will consume more beer, more chips, and be better off.

B) will consume less beer, more chips, and be better off.

C) will consume less beer, more chips, and be worse off.

D) will consume less beer, less chips, and be worse off.

E) consume more beer, less chips, and be better off.

Answer: B

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

38) When price rises, the substitution effect

A) always increases consumption.

B) increases consumption for normal goods only.

C) decreases consumption for normal goods only.
D) decreases consumption for inferior goods only.
E) does none of the above.

Answer: E

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: Study Guide
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Use the figure below to answer the following questions.

Good Y Good Y
B A

0 Good X 0 Good X
(a) (b)

Good Y Good Y

B
A
0 Good X 0 Good X
(¢) (d)
Figure 9.3.4

Original equilibrium at A, new equilibrium at B

39) Refer to Figure 9.3.4. Which graphs show the case where good Y is an inferior good?
A) (a) and (b)

B) (c) and (d)

C) (a) and (c)

D) (b) and (d)

E) none of the graphs

Answer: A

Diff: 3 Type: MC

Topic: Predicting Consumer Choices
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40) Refer to Figure 9.3.4. Which graphs show the case where good Y is a normal good?
A) (a) and (b)

B) (c) and (d)

C) (a) and (c)

D) (b) and (d)

E) none of the graphs

Answer: B

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

41) Karen consumes chocolate and candles. When Karen is at her best affordable point, she is

A) on or inside her budget line, on her highest attainable indifference curve, and has a marginal
rate of substitution between chocolate and candles that is equal to the relative price of chocolate
and candles

B) on the indifference curve that is closest to the origin and minimizing the marginal rate of
substitution

C) on the indifference curve that is farthest from the origin and maximizing the marginal rate of
substitution

D) on her budget line, on her highest attainable indifference curve, and has a marginal rate of
substitution between chocolate and candles that is equal to the relative price of chocolate and
candles

E) on her budget line, on her highest attainable indifference curve, and maximizing the marginal
rate of substitution

Answer: D

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: MyEconLab

42) The substitution effect is the effect of a change in on . The income effect
is the effect of a change in on

A) income; quantity bought of a substitute; income; quantity bought

B) income; consumption; price; quantity bought

C) price; quantity bought; income; quantity bought

D) the price of a substitute; quantity bought; income; the number of labour hours
E) none of the above

Answer: C

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: MyEconLab
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43) For a normal good, the income effect

A) is negative and the substitution effect is positive
B) reinforces the substitution effect

C) is positive and the substitution effect is negative
D) is equal and opposite to the substitution effect
E) is zero

Answer: B

Diff: 3 Type: MC

Topic: Predicting Consumer Choices

Source: MyEconLab

44) When Jim is at his best affordable point, the budget line
A) is steeper than the highest attainable indifference curve.
B) is flatter than the highest attainable indifference curve.
C) does not touch the highest attainable indifference curve.
D) is tangent to the highest attainable indifference curve.

E) intersects the highest attainable indifference curve.
Answer: D

Type: MC

45) Albert is consuming at a point where his budget line is not as steep as indifference curve. To
reach consumer equilibrium, Albert

A) consumes less of the good that is measured on the horizontal axis.

B) consumes none of the good that is measured on the horizontal axis.

C) must increase his income.

D) must shop at stores that have lower prices.

E) consumes more of the good that is measured on the horizontal axis.

Answer: E

Type: MC

46) The substitution effect

A) always dominates the income effect.

B) is always dominated by the income effect.

C) results in an increase in the quantity of the good consumed when the price rises.
D) results in a decrease in the quantity of the good consumed when the price falls.
E) is greater than the price effect.

Answer: D

Type: MC

Chapter 10 Organizing Production
10.1 The Firm and Its Economic Problem
1) A firm's goal is to

A) maximize revenue.
B) maximize cost while minimizing revenue.
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C) maximize profit.

D) minimize costs.

E) minimize risk.

Answer: C

Diff: 1 Type: MC

Topic: The Firm and Its Economic Problem

2) A firm's total opportunity cost of production is the sum of the cost of using resources
A) bought in the market.

B) owned by the firm.

C) supplied by the firm's owner.

D) bought in the market and supplied by the firm's owner.

E) bought in the market, owned by the firm, and supplied by the firm's owner.

Answer: E

Diff: 1 Type: MC

Topic: The Firm and Its Economic Problem

3) The implicit rental rate

A) is the firm's opportunity cost of using the capital it owns.

B) is paid with cash.

C) has two components: economic depreciation and foregone interest.
D) both A and C are correct.

E) both B and C are correct.

Answer: D

Diff: 1 Type: MC

Topic: The Firm and Its Economic Problem

4) Which one of the following is included in the implicit rental rate of capital?
A) economic depreciation

B) the cost of electricity

C) the cost of raw materials

D) the cost of low-skilled labour

E) the cost of heating

Answer: A

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem
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5) Which one of the following statements about the implicit rental rate of capital is true?
A) It is the market value of capital.

B) It is the opportunity cost to a firm of using its own capital.

C) It includes normal profit.

D) It is the amount paid for the use of land or buildings.

E) It is the depreciated value of capital.

Answer: B

Diff: 1 Type: MC

Topic: The Firm and Its Economic Problem

6) The difference in the market value of a new car and the market value of the same car one year
later is

A) economic depreciation.

B) physical depreciation.

C) economic deterioration.

D) physical deterioration.

E) conventional depreciation.

Answer: A

Diff: 1 Type: MC

Topic: The Firm and Its Economic Problem

7) Economic depreciation is

A) the same as depreciation calculated by an accountant.

B) equal to economic profit minus normal profit.

C) the change in the market value of capital over a given period.
D) the deterioration of the physical appearance of a capital.

E) paid in cash.

Answer: C

Diff: 1 Type: MC

Topic: The Firm and Its Economic Problem

8) Marc bought a new car last year for $10,000. He can now sell the car for $8,500. To buy this
year's model of the same car he would have to pay $11,000. What is the one-year amount of
economic depreciation?

A) $2,500

B) $1,500

C) $1,000

D) $10,000

E) $3,500

Answer: B

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem

Copyright © 2013 Pearson Canada Inc.



9) Marc bought a new car last year for $10,000. He can now sell the car for $8,500. To buy this
year's model of the same car he would have to pay $11,000. What is the implicit rental rate using
the car for one year at a zero percent interest rate?

A) $2,500

B) $3,500

C) $1,000

D) $10,000

E) $1,500

Answer: E

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem

10) Marc bought a new car last year for $10,000. He can now sell the car for $8,500. To buy this
year's model he would have to pay $11,000. Marc also had to take out a $9,000 loan to buy the
car, which had to be paid back in yearly installments of $3,300 per year over three years. What is
the implicit rental rate of the first year's use of the car?

A) $2,800

B) $1,300

C) $1,800

D) $13,300

E) $4,800

Answer: C

Diff: 3 Type: MC

Topic: The Firm and Its Economic Problem

11) The implicit rental rate to a firm of owning a building is
A) the sum of economic depreciation and foregone interest.
B) economic depreciation only.

C) foregone interest only.

D) the cost of using an alternative building.

E) the rent paid on the building.

Answer: A

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem

12) Gerald is a freelance writer who could work for a newspaper at $25,000 a year but instead
runs his own business making revenue of $40,000 a year. His only business expenses are $1,000
for writing materials and $12,000 for rent. What is Gerald's economic profit from working as a
freelance writer?

A) $2,000

B) $28,000

C) $15,000

D) $25,000

E) $27,000

Answer: A

Diff: 2 Type: MC
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Topic: The Firm and Its Economic Problem

13) Economic profit equals total revenue minus
A) the cost of resources bought in the market.
B) the implicit rental rate.

C) the opportunity cost of production.

D) the cost of resources supplied by the owner.
E) the cost of resources owned by the firm.
Answer: C

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem

14) In general,

(1) opportunity cost is greater than accounting cost.
(2) opportunity cost is less than accounting cost.
(3) economic profit is greater than accounting profit.
(4) economic profit is less than accounting profit.
A) 1 only

B) 1and 3

C)land4

D)2and 3

E)2and 4

Answer: C

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem
Source: Study Guide

15) A profit-maximizing firm is constrained by
A) demand for its product.

B) limited resources.

C) available technology.

D) limited information.

E) all of the above.

Answer: E

Diff: 2 Type: MC

Topic: The Firm and Its Economic Problem
Source: Study Guide
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16) Normal profit is the . Normal profit part of a firm's opportunity cost
because :

A) return that an entrepreneur can expect to receive on the average; is; it is the cost of a foregone
alternative, which is running another firm

B) profit used by the Canada Revenue Agency to calculate tax owing; is; part of it must be paid
to the government and is no longer available to the entrepreneur

C) profit used by the Canada Revenue Agency to calculate tax owing; is; it is paid in cash

D) return that an entrepreneur can expect to receive on the average; is not; it is not paid in cash
E) profit used by the Canada Revenue Agency to calculate tax owing; is; it includes depreciation
Answer: A

Type: MC

Topic: The Firm and Its Economic Problem

Source: MyEconLab

17) A firm's opportunity cost includes

A) the cost of using resources bought in the market and owned by the firm only.
B) the cost of using resources bought in the market, owned by the firm, and supplied by the
firm's owner.

C) only costs that are paid in cash or by cheque.

D) the cost of using resources supplied by the firm's owner only.

E) economic profit.

Answer: B

Type: MC

Topic: The Firm and Its Economic Problem

Source: MyEconLab

18) Which of the following is part of a firm's opportunity cost of production?
I. wages

Il. utility costs

[11. interest on a bank loan

IV. interest forgone on funds used to buy capital equipment
A) I only

B) Il only

C) Il only

D) IV only

E) I, 11, 1, and IV

Answer: E

Type: MC

19) If economic profit is equal to zero then the firm is making
A) a normal profit.

B) zero profit as recorded by accountants.

C) negative profit as recorded by accountants.

D) zero taxable income.

E) an amount equal to the implicit rental rate.

Answer: A

Type: MC
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10.2 Technological and Economic Efficiency

1) Firm A can produce a unit of output with 10 hours of labour and 5 units of capital. Firm B can
produce a unit of output with 5 hours of labour and 10 units of capital. Firm C can produce a unit
of output with 10 hours of labour and 10 units of capital. If the prices of labour and material are
$10 and $5, respectively which firm is technologically efficient?

A) A only

B) B only

C) Conly

D)Aand B

E)Aand C

Answer: D

Diff: 3 Type: MC

Topic: Technological and Economic Efficiency

2) To produce a unit of output, Alphaworks uses 10 hours of labour and 5 kilograms of material.
Betaworks uses 5 hours of labour and 10 kilograms of material, and Gammaworks uses 10 hours
of labour and 10 kilograms of material. If labour costs $10 per hour and material costs $5 per
kilogram, which firm is economically efficient?

A) Alphaworks only

B) Betaworks only

C) Gammaworks only

D) Alphaworks and Betaworks

E) Alphaworks and Gammaworks

Answer: B

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency

Source: Study Guide

3) Which one of the following statements is not true?

A) A production process is technologically efficient only if it is producing a given output at the
lowest possible cost.

B) If a process is economically efficient, it must be technologically efficient as well.

C) Economic efficiency depends on the relative price of inputs, while technological efficiency
does not.

D) Economically efficient firms will be more likely to survive than economically inefficient
firms.

E) Technologically efficient firms are more likely to survive than technologically inefficient
firms.

Answer: A

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency
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Use the information below to answer the following questions.
Fact 10.2.1

Consider the following three methods of preparing your tax return. Method A uses a personal
computer (cost equal to $1,000) and 1 hour of your time. Method B uses a calculator (cost equal
to $30) and 12 hours of your time. Method C uses pen and paper (cost equal to $1) and 2 days
(16 hours) of your time.

4) Consider Fact 10.2.1. Which production method is technologically inefficient?
A) A

B)B

C)C

D) all of the above

E) none of the above

Answer: E

Diff: 3 Type: MC

Topic: Technological and Economic Efficiency

5) Consider Fact 10.2.1. Choose the best statement.

A) When your wage rate is $5 per hour, the economically efficient method is method C.
B) When your wage rate is $50 per hour, the economically efficient method is method B.
C) When your wage rate is $500 per hour, the economically efficient method is method A.
D) all of the above

E) B and C only

Answer: D

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency
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Use the table below to answer the following questions.

Table 10.2.1

Method  Quantity of Labour  Quantity of Capital
1 5 10
2 10 7

3 15 5

6) Refer to Table 10.2.1, which shows three methods for making photon torpedoes. Which
method is technologically efficient?

A) 1 only

B) 2 only

C) 3only

D) all of the methods

E) 1 and 3 only

Answer: D

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency
Source: Study Guide

7) Refer to Table 10.2.1. If the price of labour is $10 per unit and the price of capital is $20 per
unit, which method is economically efficient?
A) 1 only

B) 2 only

C) 3only

D) all of the above

E) 1 and 3 only

Answer: B

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency
Source: Study Guide

8) Which one of the following statements is true?

A) All technologically efficient methods are also economically efficient.
B) All economically efficient methods are also technologically efficient.
C) Technological efficiency changes with changes in relative input prices.
D) Technologically efficient firms will be more likely to survive than economically efficient
firms.

E) none of the above

Answer: B

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency

Source: Study Guide
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Use the table below to answer the following questions.

Table 10.2.2
Three methods of making one medical hologram

Method Labour Capital
1 5 10
2 10 15
3 15 5

9) In Table 10.2.2, which method of making a medical hologram is technologically efficient?
A) 1 only

B) 2 only

C) 3only

D) all of the above

E) 1 and 3 only

Answer: E

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency

10) Refer to Table 10.2.2. If the price of labour is $20 per unit and the price of capital is $10 per
unit, which method is economically efficient?

A) 1 only

B) 2 only

C) 3only

D) 2 and 3 only

E) 1 and 3 only

Answer: A

Diff: 2 Type: MC

Topic: Technological and Economic Efficiency

11) A firm that uses the latest technology technologically efficient because

A) is not necessarily; the firm might not use the least amount of inputs to produce a given output
B) is not necessarily; new technology is more expensive than old technology

C) is; efficiency is about costs rather than when the technology was developed

D) is; new technology isn't developed unless it is efficient

E) is; most consumers want access to the latest technology

Answer: A

Type: MC

Topic: Technological and Economic Efficiency

Source: MyEconLab
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12) Some firms use large amounts of capital and small amounts of labour, while others use small
amounts of capital and large amounts of labour to

A) use surpluses of labour and capital and eliminate unemployment of these resources.
B) use the best available technology.

C) use the resources that are most readily available.

D) maximize profit.

E) maximize production.

Answer: D

Type: MC

Topic: Technological and Economic Efficiency

Source: MyEconLab

13) Emma owns a firm that produces umbrellas. Currently, Emma produces 2,500 umbrellas a
day. Emma cannot produce more umbrellas in a day unless she purchases another machine or
else hires more workers. Emma is efficient.

A) economically

B) economically and technologically

C) technologically

D) not

E) capital and labour

Answer: C

Type: MC

14) A firm that is technologically efficient

A) always makes an economic profit.

B) must be economically efficient, but a firm that is economically efficient is not always
technologically efficient.

C) must be economically efficient, and a firm that is economically efficient must always be
technologically efficient.

D) is not always economically efficient, and a firm that is economically efficient is not always
technologically efficient.

E) is not always economically efficient, but a firm that is economically efficient must always be
technologically efficient.

Answer: E

Type: MC
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10.3 Information and Organization

1) In the relationship between the owner of a bakery and the baker, the owner is
A) an agent, as is the baker.

B) an agent and the baker is a principal.

C) a principal and the baker is an agent.

D) a principal, as is the baker.

E) neither a principal nor an agent, but the baker is an agent.

Answer: C

Diff: 1 Type: MC

Topic: Information and Organization

2) A firm with a single owner who has unlimited liability is
A) a corporation.

B) a sole proprietorship.

C) a limited partnership.

D) an unlimited partnership.

E) a cooperative.

Answer: B

Diff: 1 Type: MC

Topic: Information and Organization

3) The legal responsibility for debts incurred by a sole proprietorship falls upon
A) the shareholders.

B) the partners of the sole proprietorship.

C) the owner.

D) the creditors.

E) the managers.

Answer: C

Diff: 1 Type: MC

Topic: Information and Organization

4) The profits of a sole proprietorship are
A) taxed twice.

B) subject to a corporate tax.

C) not taxed.

D) exempt from taxation.

E) treated as the owner's income.
Answer: E

Diff: 1 Type: MC

Topic: Information and Organization
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5) Typical examples of a partnership would include which one of the following?
A) a law firm

B) a corner drugstore

C) an automobile manufacturer

D) a bank

E) a freelance writer

Answer: A

Diff: 1 Type: MC

Topic: Information and Organization

6) In a partnership, each partner is legally liable for

A) all the debts of the partnership.

B) the fraction of the debts corresponding to the fraction of ownership.

C) 50 percent of the debt.

D) all debts of the partnership limited by the personal wealth of the partner.

E) an amount of debt limited to the amount of the partner's investment in the partnership.
Answer: D

Diff: 1 Type: MC

Topic: Information and Organization

7) Most establishments in Canada

A) employ between 5 and 99 people.
B) employ more than 100 people.

C) employ fewer than 5 people.

D) employ more than 500 people.

E) are partnerships.

Answer: C

Diff: 1 Type: MC

Topic: Information and Organization

8) Susan invests $1,000 to buy shares of TooNew stock. The company declares bankruptcy,
leaving many debts unpaid, including Susan's $1,000 investment. Susan has a personal net worth
of $50,000. What will be Susan's final net worth if TooNew has total unpaid debts of $30,000?
A) $19,000

B) $21,000

C) $49,000

D) $51,000

E) $20,000

Answer: C

Diff: 2 Type: MC

Topic: Information and Organization
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9) Mr. Brown opens his restaurant as a sole proprietorship. After a year of disastrous reviews, he
has gone deeply into debt. His liability is

A) zero; he has already lost all his money.

B) the amount of his original investment.

C) limited only by his entire wealth.

D) limited to assets owned by the restaurant.

E) depends upon how much money he has in his savings account.

Answer: C

Diff: 2 Type: MC

Topic: Information and Organization

10) A firm with two or more owners who have unlimited liability is
A) a sole proprietorship.

B) a partnership.

C) a conglomerate.

D) a corporation.

E) a public company.

Answer: B

Diff: 1 Type: MC

Topic: Information and Organization

Source: Study Guide

11) A firm with one or more owners of limited liability is
A) a sole proprietorship.

B) a partnership.

C) a conglomerate.

D) a corporation.

E) a public company.

Answer: D

Diff: 1 Type: MC

Topic: Information and Organization

12) What is a disadvantage of a corporation relative to a sole proprietorship or partnership?
A) Owners have unlimited liability.

B) Profits are taxed twice; as corporate profits and as dividend income and capital gains to
stockholders.

C) high cost of capital

D) perpetual life

E) None of the above.

Answer: B

Diff: 2 Type: MC

Topic: Information and Organization

Source: Study Guide
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13) Which one of the following is an advantage of a corporation relative to a proprietorship or
partnership?

A) Owners have limited liability.

B) Profits are taxed once.

C) difficult to raise money

D) no principal-agent problems

E) None of the above.

Answer: A

Diff: 2 Type: MC

Topic: Information and Organization

14) A sole proprietorship

A) dies with the owner.

B) is the same as a partnership.

C) always bring a higher return to its owner than a corporation brings to its owners.
D) is a not-for-profit firm.

E) has a complex management structure.

Answer: A

Diff: 1 Type: MC

Topic: Information and Organization

15) Firms organize production by using
A) command systems only.

B) incentive systems only.

C) command and incentive systems.

D) market systems only.

E) principal-agent systems only.
Answer: C

Diff: 2 Type: MC

Topic: Information and Organization
Source: Study Guide

16) Firm strategies for coping with the principal-agent problem are
A) ownership, incentive pay, and long-term contracts.

B) sole proprietorship, partnership, and the corporation.

C) economies of scale, scope, and team production.

D) technology, information, and the market.

E) ownership, scope, and the market.

Answer: A

Diff: 2 Type: MC

Topic: Information and Organization

Source: Study Guide
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17) Firms cope with uncertainty and incomplete information by using
A) sole proprietorship, limited liability, and market coordination.

B) ownership, incentive pay, and long-term contracts.

C) team production, economies of scale, and transactions costs.

D) the market, the firm, and internal organization.

E) team production, economies of scale, and transaction costs.
Answer: B

Diff: 2 Type: MC

Topic: Information and Organization

18) The possibility that an employee may not work hard is an example of the
A) limited liability problem.

B) principal-agent problem.

C) transactions cost problem.

D) technological efficiency problem.

E) partnership problem.

Answer: B

Diff: 2 Type: MC

Topic: Information and Organization

Source: Study Guide

19) The principal-agent problem exists when

A) there is no command system in place.

B) firms operate as sole proprietorships.

C) agents do not act in the best interest of principals.

D) principals do not act in the best interest of agents.

E) the future value of money is more than its current value.
Answer: C

Diff: 1 Type: MC

Topic: Information and Organization

20) Federal Express enters into contracts with independent truck operators who offer FedEx
service and who are rewarded by the volume (cubic feet) of packages they carry.

FedEx does not hire more independent drivers because

A) it is concerned about a possible downturn in the economy and the effects of overexpansion.
B) it cannot afford more trucks and more drivers.

C) of the principal-agent problem.

D) it is a corporation, so it wants to have a limited number of independent truck owners
operating as proprietorships.

E) trucks are not a technologically efficient method of transporting parcels.

Answer: C

Type: MC

Topic: Information and Organization

Source: MyEconLab
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21) It is a disadvantage of that retained profits are taxed twice.
It is a disadvantage of that bad decisions are not checked by the need for consensus.
A) a sole proprietorship; both a partnership and a sole proprietorship

B) a corporation; a sole proprietorship

C) both a partnership and a sole proprietorship; a partnership

D) a corporation; both a partnership and a sole proprietorship

E) both a corporation and a partnership; a sole proprietorship

Answer: B

Type: MC

Topic: Information and Organization

Source: MyEconLab

22) A golf club manufacturer pays its workers based on the number of sets of clubs they produce.
This firm

A) organizes production based on a command system.

B) does not have a principal-agent problem.

C) is a sole proprietorship.

D) organizes production based on an incentive system.

E) is a corporation.

Answer: D

Type: MC

23) An example of the principal-agent problem occurs when

A) an agent is more motivated than the principle to provide a high-quality good or service.
B) managers try to cope with employees that are inefficient.

C) sole proprietors don't receive any money payment for their entrepreneurial skills.

D) managers devise penalties that eliminate employee waste.

E) managers devise incentives that encourage employees to act in the owner's behalf.
Answer: E

Type: MC
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10.4 Markets and the Competitive Environment

Use the table below to answer the following questions.

Table 10.4.1

Taco Stands Pizza Sellers

Sales Sales
Firm (dollars) Firm (dollars)
Burning Belly 150 Prairie Pizza 600
Fire Mouth 70 Pizza Condo 400
Taco Taco 50 Inferior Pizza 14
Taco Hut 30 McDaisy's 60
Top 4 sales 300 Top 4 sales 1,200
Total Sales 900 Total Sales 1,500

1) Refer to Table 10.4.1. The four-firm concentration ratio for taco stands is
A) 15 percent.

B) 100 percent.

C) 80 percent.

D) 33 percent.

E) 30 percent.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

2) Refer to Table 10.4.1. The four-firm concentration ratio for the pizza sellers is
A) 40 percent.

B) 100 percent.

C) 80 percent.

D) 33 percent.

E) 12.5 percent.

Answer: C

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

3) Which one of the following statements describes a market that is monopolistically
competitive?

A) The presence of significant barriers to entry.

B) The products produced by the firms are identical.

C) Many firms compete by making similar but slightly different products.

D) There is a small number of large firms.

E) The product produced by one firm has no close substitutes.

Answer: C

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment
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4) One difference between perfect competition and monopolistic competition is

A) firms in a perfectly competitive market produce similar but slightly different products.
B) in perfect competition, the product produced has no close substitutes.

C) monopolistic competition has barriers to entry, whereas perfect competition has none.
D) firms in monopolistic competition have some degree of market power.

E) a small number of firms compete in a monopolistically competitive market and a large
number of firms compete in a perfectly competitive market.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

5) One difference between oligopoly and monopolistic competition is

A) there is a smaller number of firms in a monopolistically competitive market than in an
oligopoly.

B) in oligopolies firms make slightly different products whereas in monopolistic competition the
products are identical.

C) monopolistic competition has barriers to entry, whereas oligopoly has none.

D) fewer firms compete in an oligopoly than in a monopolistically competitive market.
E) in oligopolies, firms are typically smaller in size.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

6) The four-firm concentration ratio measures the share of the largest four firms in total industry
A) profit.

B) sales.

C) cost.

D) capital.

E) loss.

Answer: B

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

Source: Study Guide

7) The purpose of calculating the concentration ratio is

A) to obtain the firm's total profit.

B) to obtain the firm's production cost.

C) to measure the losses the firm incurred.

D) to measure the extent to which the market is dominated by a small number of firms.
E) to distinguish between the firm's total profit and production cost.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment
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8) In a perfectly competitive market, the four-firm concentration ratio is
A) almost zero.

B) 50 percent.

C) 100 percent.

D) 75 percent.

E) 25 percent.

Answer: A

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

9) In a monopoly, the four-firm concentration ratio is
A) 75 percent.

B) 100 percent.

C) almost zero.

D) 25 percent.

E) 50 percent.

Answer: B

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

10) A four-firm concentration ratio of less than 60 percent indicates
A) a monopoly.

B) a market that is dominated by a few firms.

C) a competitive market.

D) an oligopoly.

E) an absence of competition.

Answer: C

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

11) A four-firm concentration ratio that exceeds 60 percent indicates
A) a perfectly competitive market.

B) a monopolistically competitive market.

C) a monopoly.

D) an oligopoly.

E) a competitive market.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment
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12) The Herfindahl-Hirschman Index (HHI) is the square of the percentage market share of each
firm summed over the firms in a market.

A) largest 60

B) largest 50

C) smallest 50

D) largest 75

E) smallest 60

Answer: B

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

13) In a perfectly competitive market, the Herfindahl-Hirschman Index (HHI)
A) is small.

B) is usually greater than 5,000.

C) is greater than 1,000 but less than 2,000.

D) lies between 1,200 and 1,500.

E) is greater than 10,000.

Answer: A

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

14) A market in which the Herfindahl-Hirschman Index (HHI) lies between 1,000 and 1,800 is
regarded as being

A) a monopoly.

B) an oligopoly.

C) a perfectly competitive market.

D) a moderately competitive market.

E) a potential matter of concern for regulators.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

15) When the Herfindahl-Hirschman Index (HHI) is greater than 1,800,
A) the market is very competitive.

B) a monopoly exists.

C) there are many producers in the market.

D) the market is moderately competitive.

E) the market is uncompetitive.

Answer: E

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment
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16) An industry with a high four-firm concentration ratio may have little monopoly power if
A) its production is geographically concentrated.

B) its barriers to entry are low.

C) its barriers to entry are high.

D) there are no international producers of the product.

E) there are no close substitutes for its product.

Answer: B

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

17) The four-firm concentration ratio tells us the percentage of for the four largest
firms in an industry.

A) employment

B) accounting profit

C) economic profit

D) the value of sales

E) physical output

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

18) A provincial phone company like SaskTel likely has

A) a high four-firm concentration ratio in the province, but a low one nationally.
B) a low four-firm concentration ratio in the province, but a high one nationally.
C) a low four-firm concentration ratio in the province and nationally.

D) a high four-firm concentration ratio in the province and nationally.

E) a four-firm concentration ratio of zero.

Answer: A

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

19) What is the maximum value of the Herfindahl-Hirschman Index?
Al

B) 1,000,000

C) 100,000

D) 10,000

E) 1,000

Answer: D

Diff: 3 Type: MC

Topic: Markets and the Competitive Environment
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20) The Herfindahl-Hirschman Index is calculated as

A) the cube of the percentage market share of each firm summed over the largest 100 firms.
B) the square of the percentage market share of each firm summed over the largest 50 firms or
summed over all the firms if there are fewer than 50.

C) the square of the percentage market share of each firm summed over the largest 20 firms.
D) double the market share of the five largest firms.

E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

21) If a market is shared equally by four firms, the Herfindahl-Hirschman Index is
A) 1/4.

B) 4.

C) 25.

D) 100.

E) 2,500.

Answer: E

Diff: 3 Type: MC

Topic: Markets and the Competitive Environment

22) Where the Herfindahl-Hirschman Index is less than 1,000, the market is regarded as
A) a monopoly.

B) an oligopoly.

C) competitive.

D) regulated.

E) none of the above.

Answer: C

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

23) A market structure where a small number of firms compete occurs in
A) perfect competition.

B) monopolistic competition.

C) the worldwide market for wheat, corn, and rice.

D) oligopoly.

E) monopoly.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

Source: Study Guide
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24) Which of the following industries in Canada has the highest four-firm concentration ratio?
A) audio and video equipment

B) clothing

C) bakery items

D) fabrics

E) tobacco products

Answer: E

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

25) Which of the following industries in Canada has the lowest four-firm concentration ratio?
A) tires

B) soft drinks and ice

C) textiles

D) sugar

E) wooden windows and doors

Answer: C

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

26) The Herfindahl-Hirschman Index (HHI) for a local water supplier is
A) less than 100.

B) between 101 and 999.

C) more than 1,000 but less than 2,000.

D) 10,000.

E) between 2,000 and 5,000.

Answer: D

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment

27) If a market is shared equally by 100 firms, the Herfindahl-Hirschman Index is
A) 1/100.

B) 1/50.

C) 1.

D) 50.

E) 100.

Answer: D

Diff: 3 Type: MC

Topic: Markets and the Competitive Environment
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28) Product differentiation is always a feature in
A) perfect competition.

B) monopolistic competition.

C) oligopoly.

D) monopoly.

E) all of the above.

Answer: B

Diff: 2 Type: MC

Topic: Markets and the Competitive Environment
Source: Study Guide

29) The North American economy is and is becoming competitive.
A) uncompetitive; less

B) competitive; more

C) competitive; less

D) uncompetitive; more

E) currently an oligopolistic market; more

Answer: B

Type: MC

Topic: Markets and the Competitive Environment

Source: MyEconLab

30) The four-firm concentration ratio in an industry is 75 percent.
Total sales in the industry are $800 million and total economic profit in the industry is $500
million. Normal profit for each firm is zero.

From this information we know that

A) economic profit of any four firms is at least $667 million.

B) total sales from the four largest firms is $600 million.

C) economic profit of the four largest firms is $375 million.

D) total sales from any four firms is at least $1,067 million.

E) economic profit of the four largest firms is $500 million.
Answer: B

Type: MC

Topic: Markets and the Competitive Environment

Source: MyEconLab

31) Which of the following pairs of market types are both characterized by having a large
number of firms?

A) oligopoly and monopolistic competition

B) monopoly and oligopoly

C) perfect competition and monopolistic competition

D) monopoly and monopolistic competition

E) perfect competition and oligopoly

Answer: C

Type: MC
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32) The correct ranking of the four basic market structures from low HHI (Herfindahl-
Hirschaman Index) to high HHI is

A) monopolistic competition, perfect competition, oligopoly, monopoly.

B) perfect competition, oligopoly, monopolistic competition, monopoly.

C) monopoly, oligopoly, monopolistic competition, perfect competition.

D) perfect competition, monopolistic competition, oligopoly, monopoly.

E) monopoly, monopolistic competition, oligopoly, perfect competition.

Answer: D

Type: MC

Copyright © 2013 Pearson Canada Inc.



10.5 Produce or Outsource? Firms and Markets

1) Which one of the following is not generally a transactions cost?
A) the fee to a broker for buying stocks

B) the cost of a lawyer who drafts a contract

C) the cost of hiring someone to find you a supplier of raw materials
D) the cost of the owner's time in a sole proprietorship

E) the cost of phone calls made to find a buyer

Answer: D

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets

2) When the cost of producing a unit of a good falls as its output rate increases,
A) economies of scale exist.

B) economies of scope exist.

C) transactions costs are zero.

D) market coordination is unnecessary.

E) the firm is a partnership.

Answer: A

Diff: 1 Type: MC

Topic: Produce or Outsource? Firms and Markets

3) Which one of the following would not likely be a firm with economies of scale?
A) an electrical production plant

B) a steel mill

C) a telephone company

D) a firm that produces handmade cabinetry

E) a multi-store dry-cleaning firm

Answer: D

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets

4) A firm with a sales department, a production department, and a marketing department is an
example of

A) team production.

B) joint production.

C) economies of scale.

D) economies of scope.

E) transactions costs.

Answer: A

Diff: 1 Type: MC

Topic: Produce or Outsource? Firms and Markets
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5) Team production is

A) a production process with decreasing costs per unit as production increases.

B) a production process with individuals specializing in mutually supportive tasks.

C) the production that results from market activity.

D) the cost of organizing an assembly line.

E) the lower costs resulting from organizing a firm versus using the market to coordinate
production.

Answer: B

Diff: 1 Type: MC

Topic: Produce or Outsource? Firms and Markets

6) Firms coordinate economic activity more efficiently than markets when firms have
A) lower transactions costs.

B) economies of scale.

C) economies of scope.

D) economies of team production.

E) all of the above.

Answer: E

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets

Source: Study Guide

7) Which one of the following statements is true?

A) Firms are markets in and of themselves.

B) Firms do not organize factors of production to produce goods and services.

C) Firms are buyers of consumer goods and services.

D) Efficient firms can eliminate scarcity.

E) Firms are often more efficient than markets as coordinators of economic activity.
Answer: E

Diff: 1 Type: MC

Topic: Produce or Outsource? Firms and Markets

8) A group of business people are having coffee. Which of the following quotations describes
economies of scale?

A) "The new production process we've installed uses less capital and labour than the old one."
B) "The new assembly line has higher capital costs, but the fall in workers' hours has lowered
overall costs."

C) "The costs of per-unit production have fallen dramatically as we have increased the length of
the production runs."”

D) "Despite the higher costs of negotiating the contracts, hiring the cleaning firm is much
cheaper than using our own staff."

E) "The computer servicing people we have hired work very well as an integrated problem-
solving group."

Answer: C

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets
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9) A group of business people are having coffee. Which of the following quotations describes
transactions costs?

A) "The new production process we've installed uses less capital and labour than the old one."
B) "The new assembly line has higher capital costs, but the fall in workers' hours has lowered
overall costs."

C) "The costs of per-unit production have fallen dramatically as we have increased the length of
the production runs.”

D) "Despite the higher costs of negotiating the contracts, hiring the cleaning firm is much
cheaper than using our own staff."

E) "The computer servicing people we have hired work very well as an integrated problem-
solving group.”

Answer: D

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets

10) The major factor determining whether a firm or a market coordinates a particular set of
activities is

A) cost.

B) a sale.

C) depreciation.

D) the size of the market.

E) the number of workers.

Answer: A

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets

11) Which of the following activities is most likely to be coordinated by a firm, instead of a
market?

A) a large rock concert in Vancouver

B) producing paperclips

C) running a golf course

D) selling groceries

E) all of the above except A

Answer: E

Diff: 3 Type: MC

Topic: Produce or Outsource? Firms and Markets

12) A firm with a lower unit cost from producing a wider range of goods and services has
economies of

A) transactions costs.

B) scale.

C) scope.

D) team production.

E) market coordination.

Answer: C

Diff: 2 Type: MC

Topic: Produce or Outsource? Firms and Markets
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Source: Study Guide
Use the information below to answer the following question.
Fact 10.5.1

Two leading design firms, Astro Studios of San Francisco and Hers Experimental Design
Labouratory, Inc. of Osaka, Japan, worked with Microsoft to design the Xbox 360 video game
console. IBM, ATI, and SiS designed the Xbox 360's hardware. Three firms, Flextronics,
Wistron, and Celestica, manufacture the Xbox 360 at their plants in China and Taiwan.

13) Refer to Fact 10.5.1. Microsoft works with a large number of other firms to bring the Xbox
to market, rather than performing all the required tasks at its headquarters in Seattle because
A) Microsoft wants to control as many firms as possible and by sending Xbox design and
production to other firms, Microsoft gains control in a new market.

B) this is the method of production with the lowest cost.

C) Microsoft employees do not have the expertise to perform the necessary tasks.

D) Microsoft already dominates too many markets and the government requires that other firms
coordinate Xbox design and production.

E) All of the above.

Answer: B

Type: MC

Topic: Produce or Outsource? Firms and Markets

Source: MyEconLab

14) All of the following statements are correct except

A) firms coordinate economic activity when they can perform a task more efficiently than
markets can.

B) Nobel Laureate Ronald Coase stated that firms cannot be more efficient than markets.

C) markets can coordinate production.

D) firms are often more efficient than markets as coordinators of economic activity because they
can achieve lower transactions costs, economies of scale, economies of scope, and economies of
team production.

E) outsourcing is an example of market coordination.

Answer: A

Type: MC

Topic: Produce or Outsource? Firms and Markets

Source: MyEconLab

15) When Jitters Coffee Company, Inc., can lower the cost of packaging a kilogram of coffee by
doubling the quantity packaged each day, it is achieving

A) economies of scope.

B) lower transactions costs

C) economies of scale.

D) efficient team production.

E) all of the above

Answer: C

Copyright © 2013 Pearson Canada Inc.



Type: MC

16) Team production is a production process in which
A) an assembly line is used.

B) individuals rotate from one task to another.

C) competing groups perform identical tasks.

D) individuals specialize in mutually supportive tasks.
E) pay is based on group output.

Answer: D

Type: MC

Chapter 11 Output and Costs
11.1 Decision Time Frames

1) The short run is a time frame in which

A) the firm is not able to hire more workers.

B) the amount of output produced is fixed.

C) there is a shortage of most factors of production.

D) at least one factor of production is fixed.

E) there is not enough time to make all of the decisions necessary to maximize profit.
Answer: D

Diff: 1 Type: MC

Topic: Decision Time Frames

2) The long run is a time frame in which

A) the firm can hire all the workers it wants to employ, but it does not have sufficient time to buy
more equipment.

B) the firm is able to maximize revenue.

C) the firm may want to build a bigger plant, but cannot do so.

D) economic efficiency is achieved.

E) the quantities of all factors of production can be varied.

Answer: E

Diff: 1 Type: MC

Topic: Decision Time Frames

3) Plant refers to those factors of production

A) that are too expensive for the firm to purchase.

B) that must be held in storage for at least one year.

C) that are fixed in the short run.

D) that have a decreasing marginal product as more of the factor is used.
E) which can be purchased only in fixed quantity lots.

Answer: C

Diff: 1 Type: MC

Topic: Decision Time Frames

4) The short run refers to a time period
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A) of one year or less.

B) in which all factors of production are variable.

C) in which all factors of production are fixed.

D) in which some factors of production are variable, but at least one factor of production is.
E) in which all factors of production are variable, but the technology is fixed.

Answer: D

Diff: 1 Type: MC

Topic: Decision Time Frames

Source: Study Guide
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5) The long run refers to a time period

A) of one year or less.

B) in which all factors of production are variable.

C) in which labour is variable, but plant is fixed.

D) when there is at least one variable factor of production.
E) of at least 5 years.

Answer: B

Diff: 1 Type: MC

Topic: Decision Time Frames

6) Choose the correct statement.

A) The long run is a period of time in which the quantity of at least one input is fixed.

B) The short run is a period of time in which the firm has sufficient time to change all its inputs.
C) The long run is a time frame that lasts for 10 years.

D) In the short run, the firm's plant is fixed.

E) A firm always has plenty of time to make decisions about changing its inputs no matter if it is
in a short run or long run position.

Answer: D

Diff: 1 Type: MC

Topic: Decision Time Frames

Use the information below to answer the following questions.
Fact11.1.1

January 31, 2008: Starbucks will open 75 more stores abroad than originally predicted, for a
total of 975.

February 25, 2008: For three hours on Tuesday, Starbucks will shut down every single one of
its 7,100 stores so that baristas can receive a refresher course.

June 2, 2008: Starbucks replaces baristas with vending machines.

July 18, 2008: Starbucks is closing 616 stores by the end of March.

7) Refer to Fact 11.1.1. The decisions made on are short-run decisions because they

A) January 31 and July 18; change the number of stores but not necessarily the number of
employees

B) February 25 and June 2; change a variable factor of production but not a fixed factor of
production

C) February 25, June 2, and July 18; deal with stores located in the United States

D) June 2 and July 18; are the more recent decisions

E) None of the above.

Answer: B

Diff: 1 Type: MC

Topic: Decision Time Frames

Source: MyEconLab

Copyright © 2013 Pearson Canada Inc.



8) Refer to Fact 11.1.1. The decisions made on are long-run decisions because they

A) June 2; are changes to labour which affect people for the long term

B) January 31 and July 18; change Starbucks' plant

C) February 25, June 2, and July 18; all deal with stores located in the United States
D) January 31 and February 25; are the earliest decisions

E) None of the above.

Answer: B

Diff: 1 Type: MC

Topic: Decision Time Frames

Source: MyEconLab

9) When the demand for electricity peaks during the hottest days of summer, Hydro One can
generate more electricity by using more fuel and increasing the working hours of many of its
employees. The company cannot, however, increase electric power production by building
additional generating capacity. This means that the company is operating in the

A) market run.

B) intermediate run.

C) long run.

D) immediate run.

E) short run.

Answer: E

Type: MC

10) Choose the correct statement.

A) Expenditure on a plant that has no resale value is a sunk cost.

B) A sunk cost is irrelevant to a firm's current decisions.

C) A cost that influences a firm's current decisions is the short-run cost of changing its labour
inputs.

D) A cost that influences a firm's current decisions is the long-run cost of changing its plant.
E) All of the above.

Answer: E

Type: MC

Copyright © 2013 Pearson Canada Inc.



11.2 Short-Run Technology Constraint

1) A firm's total product curve describes

A) the minimum cost of producing a given amount of output.

B) the maximum output that a given quantity of labour can produce.

C) how the maximum attainable output varies as the size of the firm's plant varies, given the
quantity of labour employed.

D) how the management of the firm makes decisions over the short run.

E) how the amount of labour varies as the amount of output varies.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

2) The total product curve is a graph that shows the

A) minimum cost of producing a given amount of output using a given technology.
B) maximum profit from each unit of output sold.

C) maximum output that a given quantity of labour can produce.

D) maximum output that can be produced as technology advances.

E) change in total product for a given change in marginal product.

Answer: C

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following questions.

Qutput (teapots per day)

151 E TOfO'
E product
D
10}
C
5 -
B
A

0 ] 2 3 4 5 &
Labour (workers per day)

Figure 11.2.1

3) Refer to Figure 11.2.1 which illustrates Tania's total product curve. Which one of the
following statements is false?

A) All the points above the curve are unattainable.

B) All the points below the curve are attainable.

C) All the points below the curve are inefficient.

D) The cost of producing at point B equals the cost of producing at point C.

E) All the points on the curve are attainable.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

4) Refer to Figure 11.2.1 which illustrates Tania's total product curve. Which one of the
following statements is true?

A) The points above the curve are attainable and inefficient.

B) The points below the curve are attainable and inefficient.

C) The points below the curve are inefficient and unattainable.

D) The points on the curve are efficient and unattainable.

E) Marginal product is equal at every point on the total product curve.
Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



5) Refer to Figure 11.2.1 which illustrates Tania's total product curve. Average product of labour
reaches its maximum for the worker.

A) first

B) second

C) third

D) fourth

E) fifth

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

6) Refer to Figure 11.2.1 which illustrates Tania's total product curve. Marginal product of
labour reaches its maximum when the number of workers increases from

A) zeroto 1.

B) 1to 2.

C)2to 3.

D) 3to 4.

E)4to5.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

7) Marginal product of labour is the increase in total product that results from a

A) one-unit increase in the quantity of labour employed, other inputs remaining the same.

B) one-unit increase in the quantity of fixed inputs employed, holding the quantity of the variable
inputs constant.

C) one-unit increase in both the quantity of variable and fixed inputs.

D) change in the cost of labour.

E) 1 percent change in the quantity of labour and the quantity of capital employed.

Answer: A

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



Refer to the table below to answer the following questions.

Table 11.2.1

Labour Output
(workers per day) (teapots per day)
0
3
12
19
23
25

Ok~ wMNDEFEO

8) Refer to Table 11.2.1 which gives Tania's total product schedule. The marginal product when
the firm increases the number of workers from 3 to 4 per day is

A) 6 teapots.

B) 2 teapots.

C) 9 teapots.

D) 7 teapots.

E) 4 teapots.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

9) Refer to Table 11.2.1 which gives Tania's total product schedule. The marginal product when
the number of workers increases from 1 to 2 is

A) 3 teapots.

B) 12 teapots.

C) 7 teapots.

D) 9 teapots.

E) 6 teapots.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

10) Refer to Table 11.2.1 which gives Tania's total product schedule. The average product when
the firm hires two workers is

A) 3 teapots per worker.

B) 6 teapots per worker.

C) 7 teapots per worker.

D) 9 teapots per worker.

E) 12 teapots per worker.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



11) Refer to Table 11.2.1 which gives Tania's total product schedule. Average product of labour
reaches its maximum for the worker.

A) first

B) second

C) third

D) fourth

E) fifth

Answer: C

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

12) Refer to Table 11.2.1 which gives Tania's total product schedule. Marginal product of labour
reaches its maximum when the number of workers increases from

A) 0to 1.

B) 1to 2.

C)2to 3.

D) 3to 4.

E)4to5

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Use the table below to answer the following questions.

Table 11.2.2

Labour Output
(workers per day) (teapots per day)
0 0

2

8
12
15

16

Do W -

13) Refer to Table 11.2.2 which gives Tania's total product schedule. The average product when
the firm employs four workers is

A) 2 teapots per worker.

B) 8 teapots per worker.

C) 12 teapots per worker.

D) 15 teapots per worker.

E) 3.75 teapots per worker.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



14) Refer to Table 11.2.2 which gives Tania's total product schedule. The marginal product when
the number of workers increases from 2 to 3 is

A) 1 teapot.

B) 2 teapots.

C) 3 teapots.

D) 4 teapots.

E) 3.75 teapots.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

15) Refer to Table 11.2.2 which gives Tania's total product schedule. The average product when
the firm hires three workers is

A) 1 teapot per worker.

B) 2 teapots per worker.

C) 3 teapots per worker.

D) 4 teapots per worker.

E) 12 teapots per worker.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

16) Suppose a 1-unit increase in labour, from 2 to 3 workers, increases output from 10 to 15 tea
cups. The marginal product from the increase in the quantity of labour is

A) 1 tea cup.

B) 3 tea cups.

C) 4 tea cups.

D) 5 tea cups.

E) 15 tea cups.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

17) Suppose a firm increases the quantity of labour employed from 5 to 6 workers, and as a
result, the firm's total output increases from 100 units to 400 units. The marginal product of the
sixth worker is

A) 50 units.

B) 100 units.

C) 200 units.

D) 300 units.

E) 66.67 units.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



18) Marginal product

A) is always negative.

B) is the slope of the total product curve.

C) is always zero.

D) lies between zero and one.

E) equals average product minus total product.
Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

19) If the total product of three workers is 214 and the total product of four workers is 221, then
the marginal product of the fourth worker is

A) 71.3.

B) 55.25.

C)7.

D) 62.14.

E) 1.75.

Answer: C

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

20) If the total product of four workers is 156, calculate the average product of each worker.
A) 39

B) 19.5

C) 78

D) 152

E) 624

Answer: A

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

21) The steeper the slope of the total product curve,
A) the smaller the average product.

B) the smaller the marginal product.

C) the greater the total cost.

D) the more efficient the technology employed.

E) the greater the marginal product.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Average product and marginal product
{teapots per day)

product

Marginal
, : : prolduci
0 1 2 3 4 5 6
Labour (workers per day)
Figure 11.2.2

22) Refer to Figure 11.2.2 which shows Tania's average product curve and marginal product
curve. The point of maximum average product is point

A) B.

B) C.

C)D.

D)E.

E)F.

Answer: B

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

23) Which one of the following statements is true?

A) The highest value of average product occurs where average product is greater than marginal
product.

B) When the average product curve is rising, marginal product is less than average product.

C) When the average product curve is falling, marginal product is greater than average product.
D) The maximum total product occurs at minimum marginal product.

E) The highest value of average product occurs where average product equals marginal product.
Answer: E

Diff: 3 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



24) Diminishing marginal returns refers to a situation where the of an additional
worker is less than the of the previous worker.

A) marginal cost; marginal cost

B) average cost; average cost

C) marginal product; marginal product

D) average product; average product

E) marginal product; average product

Answer: C

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

25) The law of diminishing marginal returns states:

A) As the size of a plant increases, marginal product eventually decreases.

B) As the size of a firm's plant increases, average cost eventually decreases.

C) As a firm uses more of a variable factor of production, with a given quantity of the fixed
factor of production, the marginal product of the variable factor eventually diminishes.

D) As a firm uses more of a variable factor of production, its average cost eventually decreases.
E) As a firm uses more of a variable factor or production, total product eventually decreases.
Answer: C

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

26) The law of diminishing marginal returns refers to the tendency for to eventually
decrease as more labour is employed, everything else remaining the same.

A) average total cost

B) marginal cost

C) total product

D) marginal product of labour

E) average product of labour

Answer: D

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

27) When the marginal product of labour is less than the average product of labour,
A) the average product of labour is increasing.

B) the marginal product of labour is increasing.

C) the total product curve is negatively sloped.

D) the firm is experiencing diminishing marginal returns.

E) None of the above.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



28) When the 7th worker is hired, output increases from 100 units per week to 110 units per
week. When the 8th worker is hired, output increases from 110 units to 118 units. This is an
example of

A) diminishing marginal returns.

B) diminishing marginal cost.

C) decreasing returns to scale.

D) labour-intensive production.

E) increasing returns to scale.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

29) When Coffee 'n' Cream in Victoria, British Columbia hires two students, 64 customers can

be served in one hour. Suppose the manager of the restaurant observes that after hiring the third

student, 80 customers are being served in one hour. The marginal product of the third student is
customers per hour.

A) 4

B) 16

C)8

D) 26.67

E) 32

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

30) When the marginal product of labour is greater than the average product of labour,
A) the average product of labour is increasing.

B) the marginal product of labour is increasing.

C) the total product curve is negatively sloped.

D) the firm is experiencing diminishing marginal returns.

E) the firm is experiencing constant returns.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint
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Use the table below to answer the following questions.

Table 11.2.3
Labour Output Marginal Product Average Product
(workers per (rubbers boats per (rubber boats per (rubber boats per
week) week) worker) worker)
0 0
1
1 1 1
1
2 2 1
2
3 4 C
A
4 7 C
4
5 11 2.2
B
6 14 E
2
7 16 2.28
1
8 17 2.13
1
9 18 2
0
10 18 1.8
31) Refer to Table 11.2.3. The value of A is
A) 1.75.
B) 2.
C) 3.
D) 7.
E) 4.
Answer: C

Diff: 2 Type: MC
Topic: Short-Run Technology Constraint
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32) Refer to Table 11.2.3. The maximum value of marginal product occurs where output equals
, While the maximum value of average product occurs where output equals

A)5;6

B) 6;5

C)7; 14

D)9; 14

E) 14; 11

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Use the table below to answer the following question.

Table 11.2.4

Number of  Total Product
Workers  (baskets of corn)

1 0
2 3
3 7
4 10
5 12

33) Refer to Table 11.2.4. The table gives the total product schedule of workers who harvest
corn. Diminishing marginal returns begin when the is hired.

A) 1st labourer

B) 2nd labourer

C) 3rd labourer

D) 4th labourer

E) There are no diminishing marginal returns since total product always rises.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

34) Which of the following quotes best illustrates the idea of marginal product?

A) "If I have 10 workers on my assembly line, | can produce 13 tables a day."

B) "If 1 add an 11th worker, I can produce 1 extra table a day."

C) "Each worker produces 2 tables a day."

D) "I find if I add an extra shift at night, table production only rises by 80 percent because I need
more maintenance time on the assembly line."

E) "If I double workers and double the assembly line, I can make 120 percent more tables."
Answer: B

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



35) If the marginal product of the fifth worker is 34, then the total product of five workers
A) is 35.

B) is 24.

C) is 170.

D) is 6.8.

E) cannot be calculated with the information given.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

36) If capital is a variable input in a production process, the law of diminishing marginal returns
implies that

A) total product is minimized.

B) capital's marginal product is positive and less than one.

C) total product is maximized.

D) marginal product of capital eventually decreases.

E) marginal product of capital is constant.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

37) If energy (E) is the only input used to produce output (Q), what is the formula for average
product of energy?

A) AQ/AE

B) Q/E

C) AE/AQ

D) E/Q

E) Q*E

Answer: B

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

38) If energy (E) is the only input used to produce output (Q) , what is the formula for marginal
product of energy?

A) Q*E

B) Q/E

C) AQ/AE

D) AE/AQ

E) E/Q

Answer: C

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



39) Suppose the marginal product of energy equals the average product of energy. This implies
that

A) marginal product is negative.

B) average product is at its maximum value.

C) marginal product is at its maximum value.

D) the marginal product curve is upward sloping.

E) average product is at its minimum value.

Answer: B

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

40) Which one of the following statements is correct?

A) When marginal product is increasing, average product is decreasing.

B) When average product is less than zero, marginal product is positive.

C) When marginal product is increasing and greater than average product, average product is
increasing.

D) When marginal product is zero, total product is at its minimum.

E) When average product exceeds marginal product, marginal product is increasing.
Answer: C

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

41) Which of the following quotes best illustrates the idea of average product?

A) "If I have 10 workers on my assembly line, I can produce 13 tables a day."

B) "If 1 add an 11th worker, | can produce 1 extra table a day."

C) "Each worker produces 2 tables a day."

D) "I find if I add an extra shift at night, table production only rises by 80 percent because | need
more maintenance time on the assembly line."

E) "If I double workers and double the assembly line, | can make 120 percent more tables."
Answer: C

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

42) Which of the following quotes best illustrates the idea of total product?

A) "If I have 10 workers on my assembly line, | can produce 13 tables a day."

B) "If 1 add an 11th worker, I can produce 1 extra table a day."

C) "Each worker produces 2 tables a day."

D) "I find if I add an extra shift at night, table production only rises by 80 percent because I need
more maintenance time on the assembly line."

E) "If I double workers and double the assembly line, I can make 120 percent more tables.”
Answer: A

Diff: 2 Type: MC

Topic: Short-Run Technology Constraint

Copyright © 2013 Pearson Canada Inc.



43) The average product of labour equals

A) the slope of the total product curve.

B) the slope of the marginal product curve.

C) the increase in total product divided by the increase in labour employed.

D) total product divided by the quantity of labour employed.

E) the difference between the total product and the marginal product of labour.
Answer: D

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

Source: Study Guide

44) The average product of energy equals

A) the increase in total product divided by the increase in energy used.

B) total product divided by the quantity of energy used.

C) the slope of the total product curve.

D) the slope of the marginal product curve.

E) the difference between the total product and the marginal product of energy.
Answer: B

Diff: 1 Type: MC

Topic: Short-Run Technology Constraint

45) Which of the following statements by a restaurant owner refers to the law of diminishing
marginal returns?

A) "The higher the quality of the ingredients we use, the higher the cost of producing each meal."
B) "If we double the size of our premises and double everything else — kitchen staff, serving
staff, equipment — we can increase the number of meals we serve, but not to double the current
levels.”

C) "We can increase the number of meals we serve by just adding more kitchen staff, but each
additional worker adds less meals than the previous worker because traffic in the kitchen will get
worse."

D) "We can serve the same number of meals with fewer kitchen staff, but we would have to buy
more labour-saving kitchen equipment.”

E) "We can serve the same number of meals with less kitchen equipment, but we would have to
hire more kitchen staff."

Answer: C

Diff: 3 Type: MC

Topic: Short-Run Technology Constraint

Source: Study Guide

Copyright © 2013 Pearson Canada Inc.



46) Choose the correct statement.

A) When marginal product of labour is greater than average product of labour and marginal
product is either increasing or decreasing average product of labour is increasing.

B) When total product is increasing average product of labour and marginal product of labour are
both increasing.

C) When marginal product of labour is greater than or equal to average product of labour,
average product of labour is increasing.

D) When marginal product of labour is increasing, average product of labour is greater than
marginal product of labour.

E) When total product is increasing, average product of labour is decreasing and marginal
product of labour is increasing.

Answer: A

Diff: 3 Type: MC

Topic: Short-Run Technology Constraint

Source: MyEconLab

47) The marginal product of labour initially and eventually . The average
product of labour initially and eventually
A) increases; decreases; increases; decreases

B) decreases; increases; decreases; increases

C) increases; decreases; decreases; increases

D) decreases; increases; increases; decreases

E) increases; is constant; increases; decreases
Answer: A

Diff: 3 Type: MC

Topic: Short-Run Technology Constraint

Source: MyEconLab

48) The total output produced with any quantity of labour is equal to the sum of the
A) average products of each of the workers hired.

B) marginal costs of each of the workers hired.

C) marginal products of each of the workers hired.

D) average costs of each of the workers hired.

E) fixed products of each of the workers hired.

Answer: C

Type: MC

49) The average product of labour is

A) the inverse of the average product of capital.

B) the slope of the marginal product of labour curve.

C) the slope of the total product curve.

D) greater than the average product of labour.

E) calculated as total product divided by the total quantity of labour employed.
Answer: E

Type: MC

Copyright © 2013 Pearson Canada Inc.



50) At that amount of output where diminishing marginal returns first sets in,
A) average product begins to decrease.

B) total product begins to decrease.

C) marginal cost begins to decrease.

D) marginal product begins to decrease.

E) All of the above.

Answer: D

Type: MC

Copyright © 2013 Pearson Canada Inc.



11.3 Short-Run Cost

1) Which of the following are correct? According to the law of diminishing returns,
(1) marginal product eventually rises.
(2) marginal product eventually falls.
(3) marginal cost eventually rises.

(4) marginal cost eventually falls.

A) (1) and (3)

B) (1) and (4)

C) (2) and (3)

D) (2) and (4)

E) (4)

Answer: C

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide

Use the table below to answer the following questions.

Table 11.3.1
Labour Output TEC TVC TC
(workers per (teapots per (dollars per (dollars per (dollars per

day) day) day) day) day)

0 0 20 0 20

1 - 20 - 45

2 9 20 - 70

3 13 20 - 95

- 16 20 100 -

5 18 20 125 145

2) Refer to Table 11.3.1, which gives Tania's total cost schedule. The average fixed cost of
producing 9 teapots per day is

A) $2.22.

B) $1.25.

C) $10.00.

D) $1.11.

E) $1.54.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

Copyright © 2013 Pearson Canada Inc.



3) Refer to Table 11.3.1, which gives Tania's total cost schedule. The average total cost of
producing 16 teapots per day is

A) $2.

B) $5.

C) $3.33.

D) $7.50.

E) $5.51.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Cost

4) Refer to Table 11.3.1, which gives Tania's total cost schedule. When output increases from 4
to 9 teapots, the marginal cost of one of the 5 teapots is

A) $4.25.

B) $4.

C) $25.

D) $6.25.

E) $5.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

Use the table below to answer the following questions.

Table 11.3.2
Labour Output TFEC TVC TC
(workers per  (teapots per (dollars per (dollars per (dollars per
day) day) day) day) day)
0 0 30 (0 30
1 3 30 20 —
2 8 30 40 -
3 12 30 60 -
B 14 30 - 110
5 15 30 -~ 130

5) Refer to Table 11.3.2, which gives Tania's total cost schedule. The average total cost of
producing 14 teapots is

A) $7.86.

B) $6.75.

C) $7.

D) $1.75.

E) $27.50.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

Copyright © 2013 Pearson Canada Inc.



6) Refer to Table 11.3.2, which gives Tania's total cost schedule. When output increases from 8
to 12 teapots, the marginal cost of one of the 4 teapots is

A) $20.

B) $5.

C) $1.

D) $6.67.

E) $2.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost

7) If an increase in output from 5 to 10 teapots increases total cost from $100 to $200, the
marginal cost of one of those 5 teapots is

A) $10.

B) $20.

C) $22.

D) $25.

E) dependent upon the amount of extra labour used.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost

8) Marginal cost is equal to

A) total cost divided by output.

B) the increase in total cost divided by the increase in output.

C) the increase in total cost divided by the increase in labour input, given the amount of capital.
D) total variable cost minus total fixed cost.

E) the increase in total cost divided by the increase in variable cost.

Answer: B

Diff: 1 Type: MC

Topic: Short-Run Cost

9) Choose the correct equation.
A) TFC=TC/Q

B) TFC=TC-AVC

C) TFC=TC-TVC

D) TFC=TVC/Q

E) TFC=TVC-TC

Answer: C

Diff: 1 Type: MC

Topic: Short-Run Cost
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10) Which one of the following statements is false?

A) Average total cost is total cost per unit of output.

B) Average fixed cost plus average variable cost equals average total cost.

C) Marginal cost is the increase in total cost resulting from a one-unit increase in output.
D) Total cost equals fixed cost plus average cost.

E) Marginal cost depends on the amount of labour hired.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Cost

11) Which one of the following statements is false?

A) Total variable cost plus total fixed cost equals total cost.

B) Marginal cost equals the change in total cost divided by the change in output.
C) Average total cost is calculated by dividing total cost by the level of output.
D) The average cost curve is U-shaped.

E) The total cost curve is U-shaped.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

12) Which one of the following statements is false?

A) The average total cost curve and average variable cost curve are U-shaped.

B) The gap between the average total cost curve and the average variable cost curve equals
marginal cost.

C) The gap between the average total cost curve and the average variable cost curve narrows as
output increases.

D) The marginal cost curve intersects the average variable cost curve at minimum average
variable cost.

E) The marginal cost curve intersects the average total cost curve at minimum average total cost.
Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost
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Use the figure below to answer the following question.

Cost (dollars per day)

15}
(o
10
5 -
0 5 10 15 20
Output {teapots per day)
Figure 11.3.1

13) Refer to Figure 11.3.1. Which one of the following statements is false?
A) The total fixed cost curve A.

B) Total variable cost and total cost both increase with output.

C) The vertical gap between curves B and C is equal to total variable cost.
D) Marginal cost is equal to the slope of curve C.

E) Total fixed cost is constant.

Answer: C

Diff: 2 Type: MC

Topic: Short-Run Cost
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Use the figure below to answer the following questions.

Cost (dollars)

150 %
C
100 | 8
50|
A
0 5 10 15 20
Output {teapots per day)
Figure 11.3.2

14) Refer to Figure 11.3.2, which illustrates short-run average and marginal cost curves. Which
one of the following statements is false?

A) Average fixed cost decreases with output.

B) The vertical gap between curves B and C is equal to average variable cost.

C) Line B comes closer to line C as output increases because of a decrease in average fixed cost.
D) Curve D is the marginal cost curve.

E) The vertical gap between curves B and C is equal to average fixed cost.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost

15) Refer to Figure 11.3.2, which illustrates the short-run average and marginal cost curves. The
average variable cost curve is curve

A) A

B) B.

C)C.

D) D.

E) none of the above.

Answer: B

Diff: 1 Type: MC

Topic: Short-Run Cost
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16) Refer to Figure 11.3.2, which illustrates the short-run average and marginal cost curves. The
marginal cost curve is curve

A) A

B) B.

C)C.

D) D.

E) none of the above.

Answer: D

Diff: 1 Type: MC

Topic: Short-Run Cost

17) Which one of the following is false?

A) The marginal cost curve intersects the average variable cost curve and the average total cost
curve at their maximum points.

B) When marginal cost is greater than average variable cost, average variable cost is increasing.
C) When marginal cost is greater than average total cost, average total cost is increasing.

D) The average total cost curve is U-shaped.

E) The average fixed cost curve is downward sloping.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

18) As soon as diminishing returns set in, a firm's
A) marginal product increases.

B) average fixed cost decreases.

C) marginal cost decreases.

D) marginal cost increases.

E) total cost decreases.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Cost

19) Average variable cost is at a minimum at the same output at which
A) average product is at a maximum.

B) average product is at a minimum.

C) marginal product is at a maximum.

D) marginal product is at a minimum.

E) marginal cost is at a minimum.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide
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20) The range over which average variable cost is decreasing is the same as the range over which
A) marginal cost is increasing.

B) average fixed cost is decreasing.

C) marginal product is decreasing.

D) average product is decreasing.

E) average product is increasing.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

21) The vertical distance between the TC and TVC curves
A) decreases as output increases.

B) increases as output increases.

C) is equal to AFC.

D) is equal to TFC.

E) is equal to MC.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide

22) The marginal cost (MC) curve intersects the

A) ATC, AVC, and AFC curves at their minimum points.
B) ATC and AFC curves at their minimum points.

C) AVC and AFC curves at their minimum points.

D) ATC and AVC curves at their minimum points.

E) TC and TVC curves at their minimum points.
Answer: D

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide

23) If the average variable cost of producing 10 units is $18 and the average variable cost of
producing 11 units is $20, we know that, between 10 and 11 units of output,

A) marginal cost is increasing.

B) average total cost is increasing.

C) average fixed cost is increasing.

D) total cost is either increasing or decreasing.

E) none of the above.

Answer: A

Diff: 3 Type: MC

Topic: Short-Run Cost
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24) Marginal cost is the amount that

A) total cost increases when one more labourer is hired.

B) fixed cost increases when one more labourer is hired.

C) variable cost increases when one more labourer is hired.

D) total cost increases when one more unit of output is produced.
E) fixed cost increases when one more unit of output is produced.
Answer: D

Diff: 1 Type: MC

Topic: Short-Run Cost

Source: Study Guide

25) Marginal cost equals
A) Q/TVC.

B) ATFC/ATC.

C) ATC/AQ.

D) AQ/ATVC.

E) (TC-TVC)/Q.
Answer: C

Diff: 1 Type: MC
Topic: Short-Run Cost

26) Marginal cost equals
A) TC/Q.

B) Q/TVC.

C) (TC-TVO)/Q.

D) TC/AQ.

E) ATC/AQ.

Answer: E

Diff: 1 Type: MC
Topic: Short-Run Cost

27) Given an upward-sloping, straight line total variable cost curve, what does the marginal cost
curve look like?

A) an upward-sloping straight line

B) a downward-sloping straight line

C) a U-shaped curve

D) a horizontal line

E) a vertical line

Answer: D

Diff: 1 Type: MC

Topic: Short-Run Cost
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28) Arise in the price of a fixed input shifts a firm's
A) average variable cost curve upward.

B) average total cost curve upward.

C) average total cost curve downward.

D) marginal cost curve upward.

E) marginal cost curve downward.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide

29) Total cost is $20 at 4 units of output and $36 at 6 units of output. Between 4 and 6 units of
output, marginal cost

A) is less than average total cost.

B) is equal to average total cost.

C) is equal to average variable cost.
D) is greater than average total cost.
E) equals average fixed cost.
Answer: D

Diff: 3 Type: MC

Topic: Short-Run Cost

Source: Study Guide

30) A firm's total fixed cost is $100. If total cost is $200 for one unit of output and $310 for two
units, what is the marginal cost of the second unit?
A) $100

B) $110

C) $200

D) $210

E) $310

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide

31) If ATC is falling, then MC must be
A) rising.

B) falling.

C) equal to ATC.

D) above ATC.

E) below ATC.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide
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32) If ATC is rising then MC must be
A) rising.

B) falling.

C) equal to ATC.

D) above ATC.

E) both A and D.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

33) If AFC is falling then MC must be
A) rising.

B) falling.

C) above AFC.

D) below AFC.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

34) If MC is rising then ATC must be
A) rising.

B) falling.

C) above MC.

D) below MC.

E) none of the above.

Answer: E

Diff: 3 Type: MC

Topic: Short-Run Cost

35) Which of the following quotes best illustrates the idea of fixed cost?

A) "As we increase output, per-unit costs fall."”

B) "My primary source of overhead cost is the cost of running the head office."

C) "If I need to, | can negotiate more overtime with my work force to meet unexpected orders."
D) "If I double the number of workers and trucks, I get only 80 percent more packages

delivered.”

E) None of the above.
Answer: B

Diff: 2 Type: MC
Topic: Short-Run Cost
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36) The ATC curve shifts upward if
A) factor prices rise.

B) a new technology is introduced.
C) more workers are hired.

D) all of the above.

E) none of the above.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

37) The MC curve shifts upward if
A) factor prices rise.

B) a new technology is introduced.
C) more workers are hired.

D) all of the above.

E) none of the above.

Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

38) The AFC curve shifts upward if
A) factor prices rise.

B) a new technology is introduced.
C) more workers are hired.

D) all of the above.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

39) The marginal cost curve slopes upward due to
A) diminishing marginal utility.

B) diminishing marginal returns.

C) technological inefficiency.

D) economic inefficiency.

E) none of the above.

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost
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40) The average fixed cost curve slopes downward due to
A) diminishing marginal utility.

B) diminishing marginal returns.

C) technological inefficiency.

D) economic inefficiency.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

41) The average variable cost curve will shift upward if
A) there is an increase in fixed cost.

B) there is a technological advance.

C) the price of the variable input decreases.

D) the price of the variable input increases.

E) the price of output increases.

Answer: D

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide

42) A technological advance will shift
(1) TP, AP, and MP curves up.

(2) TP, AP, and MP down.

(3) TC, ATC, and MC curves up.
(4) TC, ATC, and MC curves down.
A) (1) and (3)

B) (1) and (4)

C) (2) and (3)

D) (2) and (4)

E) none of the above

Answer: B

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: Study Guide
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43) An increase in the cost of labour shifts the

A) total, average, and marginal product curves upward and total, average, and marginal cost
curves upward.

B) total, average, and marginal product curves upward and total, average, and marginal cost
curves downward.

C) total, average, and marginal product curves downward and total, average, and marginal cost
curves upward.

D) total, average, and marginal product curves downward and total, average, and marginal cost
curves downward.

E) none of the above.

Answer: E

Diff: 2 Type: MC

Topic: Short-Run Cost

44) Marginal cost

A) is constantly increasing, but as output increases it increases by smaller and smaller amounts
B) decreases at low outputs until it reaches its minimum value, then remains constant

C) decreases at low outputs and increases at high outputs

D) increases at low outputs until it reaches its maximum value, then remains constant

E) is constantly decreasing, but as output increases it decreases by smaller and smaller amounts
Answer: C

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: MyEconLab

45) The marginal cost curve slopes downward at low outputs because of . The
marginal cost curve eventually slopes upward because of

A) greater specialization and division of labour; the law of d|m|n|sh|ng returns
B) the law of diminishing returns; increasing average fixed cost

C) falling average fixed cost; the law of diminishing returns

D) the law of diminishing returns; greater specialization and division of labour
E) greater specialization and division of labour; rising average fixed cost
Answer: A

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: MyEconLab
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46) When the marginal product curve is , the marginal cost curve is falling. When the
average product curve is , the average variable cost curve is falling. Maximum MP
occurs at the same output as . Maximum AP occurs at the same output as

A) rising; rising; maximum MC; maximum AVC

B) falling; falling; minimum MC; minimum AVC

C) rising; rising; minimum MC; minimum AVC

D) falling; falling; maximum MC; maximum AVC

E) rising; rising; minimum MC; minimum ATC

Answer: C

Diff: 2 Type: MC

Topic: Short-Run Cost

Source: MyEconLab

47) Sue's Surfboards rents the factory building in which it produces surfboards. The rent is
increased by $200 a week. If other things remain the same, the average fixed cost curve
, the average variable cost curve , the average total cost curve ,and
the marginal cost curve :
A) does not change; shifts upward; shifts upward; shifts upward
B) shifts upward; does not change; shifts upward; does not change
C) shifts upward; does not change; does not change; shifts upward
D) shifts upward; does not change; shifts upward; shifts upward
E) shifts upward; shifts upward; shifts upward; shifts upward
Answer: B
Diff: 2 Type: MC
Topic: Short-Run Cost
Source: MyEconLab

48) Which type of cost does not change as the quantity of output produced changes?
A) average total cost

B) marginal cost

C) average fixed cost

D) total fixed cost

E) Both C and D are correct.

Answer: D

Type: MC

49) Ernie's Earmuffs produces 200 earmuffs per year at a total cost of $2,000 and $400 of this
cost is fixed. What is Ernie's total variable cost?

A) $400

B) $8

C) $2

D) $2,400

E) $1,600

Answer: E

Type: MC

Copyright © 2013 Pearson Canada Inc.



50) Ernie's Earmuffs produces 200 earmuffs per year at a total cost of $2,000 and $400 of this
cost is fixed. What is Ernie's average variable cost?

A) $400

B) $8

C) $2

D) $2,400

E) $1,600

Answer: B

Type: MC
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11.4 Long-Run Cost

1) A production function is the relationship between the maximum output attainable and the
A) price of output.

B) change in technology.

C) demand for output.

D) quantities of inputs used.

E) amount of labour used.

Answer: D

Diff: 1 Type: MC

Topic: Long-Run Cost

Use the figure below to answer the following questions.

Qutput {teapots per day)

Plant D

25 |
Plant C

20
Plant B

151
Plant A

10}

5 -

0 1 2 3 4 5 6
Labour (workers per day)

Figure 11.4.1

2) Refer to Figure 11.4.1 which shows the total product curves for four different plant sizes as
Tania varies the quantity of capital and workers. The curve that represents the plant using the
largest amount of capital is

A) plant A.

B) plant B.

C) plant C.

D) plant D.

E) all curves because each plant uses the same number of machines, just different amounts of
labour.

Answer: D

Diff: 2 Type: MC

Topic: Long-Run Cost
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3) Refer to Figure 11.4.1, which illustrates the total product curves for four different plant sizes.
One of the fundamental technological facts reflected in the shape of each of the total product
curves is the

A) price of the inputs.

B) price of the output.

C) law of diminishing marginal returns.

D) law of economies of scale.

E) fact that capital and labour cannot be substituted for each other.

Answer: C

Diff: 2 Type: MC

Topic: Long-Run Cost

4) The marginal product of capital is the

A) change in total product resulting from a 1-unit increase in the quantity of labour employed,
holding the quantity of the capital constant.

B) change in total product resulting from a 1-unit increase in the quantity of capital employed,
holding the quantity of the labour constant.

C) total product divided by the total quantity of capital employed, holding the quantity of the
labour constant.

D) total product divided by the total quantity of labour employed, holding the quantity of the
capital constant.

E) change in the quantity of capital used resulting from a 1-unit increase in total product, holding
constant the quantity of labour.

Answer: B

Diff: 2 Type: MC

Topic: Long-Run Cost

5) Suppose Honda can triple its production of Civics by tripling its production facility for those
cars. This indicates the presence of

A) constant returns to scale.

B) economies of scale.

C) diseconomies of scale.

D) the law of diminishing returns.

E) minimum efficient scale.

Answer: A

Diff: 2 Type: MC

Topic: Long-Run Cost

6) Suppose a candy manufacturer can triple its production of fudge by doubling its production
facility for making fudge. This indicates the presence of

A) constant returns to scale.

B) economies of scale.

C) diseconomies of scale.

D) market constraints.

E) the law of diminishing returns.

Answer: B

Diff: 2 Type: MC
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Topic: Long-Run Cost

7) Diseconomies of scale are present when
A) the LRAC curve slopes downward.

B) average total cost falls as input increases.
C) average total cost rises as output increases.
D) the LRAC curve is horizontal.

E) total fixed cost increases.

Answer: C

Diff: 1 Type: MC

Topic: Long-Run Cost

8) Economies of scale are present when

A) the LRAC curve slopes downward.

B) average total cost remains constant as input increases.
C) average total cost rises as output increases.

D) the LRAC curve is horizontal.

E) total fixed cost increases.

Answer: A

Diff: 1 Type: MC

Topic: Long-Run Cost

9) If diseconomies of scale are present

A) average total cost is decreasing.

B) the long-run average cost curve has a negative slope.
C) economies of scale are also present.

D) the long-run average cost curve has a positive slope.
E) None of the above.

Answer: D

Diff: 2 Type: MC

Topic: Long-Run Cost

10) If constant returns to scale are present
A) average total cost is decreasing.

B) average total cost is increasing.

C) the LRAC curve is horizontal.

D) the LRAC curve is downward sloping.
E) the LRAC curve is upward sloping.
Answer: C

Diff: 2 Type: MC

Topic: Long-Run Cost
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Use the table below to answer the following questions.

Table 11.4.1
Swanky's output levels
Labour Plant Size (knitting machines)
(workers per day) 1 2 3
1 5 11 14
2 11 16 19
3 14 19 23
4 16 21 25
5 17 22 26

11) Refer to Table 11.4.1, which represents Swanky's production possibilities as the firm varies
the quantities of knitting machines and workers per day. If Swanky increases the number of
knitting machines from 2 to 3 and increases the number of workers employed from 2 to 3, the
factory experiences

A) economies of scale.

B) constant returns to scale.

C) diseconomies of scale.

D) constant marginal product.

E) minimum efficient scale.

Answer: C

Diff: 3 Type: MC

Topic: Long-Run Cost

12) Refer to Table 11.4.1, which represents Swanky's production possibilities as the firm varies
the quantities of knitting machines and workers per day. If Swanky increases the number of
knitting machines from 1 to 2 and increases the number of workers employed from 1 to 2, the
factory experiences

A) economies of scale.

B) constant returns to scale.

C) diseconomies of scale.

D) constant marginal product.

E) minimum efficient scale.

Answer: A

Diff: 3 Type: MC

Topic: Long-Run Cost
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Use the figure below to answer the following questions.

Average cost {dollars per sweater)

ATCx ATCg ATCc ATCp

0 5 10 15 20 25 30
Output (sweaters per day)

Figure 11.4.2

13) Refer to Figure 11.4.2, which illustrates the short-run average total cost curves for four
different plant sizes. Which curve represents the average total cost for the largest of the four
plant sizes?

A) ATCA

B) ATCRB

C) ATCc

D) ATCD

E) either ATCc or ATCD

Answer: D

Diff: 3 Type: MC

Topic: Long-Run Cost

14) Refer to Figure 11.4.2, which illustrates the short-run average total cost curves for four
different plant sizes. Which plant has the lowest average total cost for an output rate of 5
sweaters a day?

A) Plant A

B) Plant B

C)Plant C

D) Plant D

E) none of the above

Answer: A

Diff: 3 Type: MC

Topic: Long-Run Cost

Copyright © 2013 Pearson Canada Inc.



Use the figure below to answer the following question.

Average cost (dollars per sweater)

o
T

0 o)) Qs Qs
Output (sweaters per day)

Figure 11.4.3

15) Refer to Figure 11.4.3 which shows a firm's long-run average total cost curve. An increase in
production from Q1 to Q2 sweaters per day produces

A) the minimum efficient scale.

B) economies of scale.

C) diseconomies of scale.

D) constant total costs.

E) constant returns to scale.

Answer: B

Diff: 2 Type: MC

Topic: Long-Run Cost
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Use the figure below to answer the following questions.

Average cost (dollars per teapot]

LRAC
0 Go Q @
Output {teapots per day)
Figure 11.4.4

16) Refer to Figure 11.4.4, which illustrates the long-run average total cost curve. Which one of
the following statements is false?

A) Economies of scale exist between 0 and Q units of output.

B) Diseconomies of scale exist between 0 and Q1 units of output.

C) Constant returns to scale exist between Q1 and Q2 units of output.

D) Diseconomies of scale exist at quantities greater than Q2 units of output.

E) Constant returns to scale exist between Qp and Q1 units of output.

Answer: B

Diff: 2 Type: MC

Topic: Long-Run Cost

17) Refer to Figure 11.4.4, which illustrates the long-run average total cost curve. Given an
increase in output from Q1 to Q2,

A) economies of scale exist.

B) diseconomies of scale exist.

C) constant returns to scale exist.

D) average total cost is increasing.

E) average total cost is decreasing.

Answer: C

Diff: 2 Type: MC

Topic: Long-Run Cost
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18) A firm will want to increase its scale of plant if

A) it is persistently producing on the upward-sloping part of its short-run average total cost
curve.

B) it is persistently producing on the downward-sloping part of its short-run average total cost
curve.

C) it is producing below minimum efficient scale.

D) marginal cost is below average total cost.

E) marginal cost is below average variable cost.

Answer: A

Diff: 3 Type: MC

Topic: Long-Run Cost

Source: Study Guide

19) The minimum efficient scale is the smallest quantity of output at which
A) the long-run average cost curve reaches its lowest level.

B) the average total cost curve reaches its lowest level.

C) the average fixed cost curve reaches its lowest level.

D) economies of scale begin.

E) diminishing returns begin.

Answer: A

Diff: 2 Type: MC

Topic: Long-Run Cost

Source: Study Guide

20) Diminishing returns to capital occur as the quantity of capital increases because
for a given quantity of each additional unit of will result in
incremental amounts of output.

A) do not; capital; labour; greater

B) do; labour; capital; smaller

C) do not; labour; capital; greater

D) do; capital; labour; smaller

E) do not; labour; capital; smaller

Answer: B

Diff: 2 Type: MC

Topic: Long-Run Cost

Source: MyEconLab
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21) The long-run average cost curve is the relationship between the lowest attainable average

total cost and output, when plant size is and labour is . The long-run average
cost curve is made up of the segments of individual average cost curves with the
lowest average cost for a given output.

A) varied; varied; variable; variable

B) varied; varied; total; total

C) varied; held constant; variable; variable
D) held constant; varied; total; total

E) held constant; varied; variable; variable
Answer: B

Diff: 2 Type: MC

Topic: Long-Run Cost

Source: MyEconLab

22) Economies of scale refer to the range of output over which
A) long-run average cost rises as output increases.

B) marginal cost exceeds average cost.

C) long-run average cost falls as output increases.

D) the marginal product of labour decreases.

E) marginal product equals average product.

Answer: C

Type: MC

23) Diseconomies of scale refer to the range of output over which
A) long-run average cost rises as output increases.

B) average cost exceeds marginal cost.

C) long-run average cost falls as output increases.

D) the marginal product of labour increases.

E) marginal product equals average product.

Answer: A

Type: MC

Chapter 12 Perfect Competition
12.1 What Is Perfect Competition?

1) Perfect competition occurs in a market where there are many firms, each selling
A) an identical product.

B) a similar product.

C) a unique product.

D) a capital-intensive product.

E) a competitive product.

Answer: A

Diff: 1 Type: MC

Topic: What is Perfect Competition?

2) Which one of the following does not occur in perfect competition?
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A) No single firm can exert a significant influence on the market price of the good.
B) There are many buyers.

C) There are significant restrictions on entry into the market.

D) Sellers and buyers are well informed about prices.

E) Established firms have no advantage over new ones.

Answer: C

Diff: 1 Type: MC

Topic: What is Perfect Competition?

3) A price-taking firm faces a

A) perfectly inelastic demand.

B) downward-sloping marginal revenue curve.
C) downward-sloping supply curve.

D) perfectly elastic demand.

E) downward-sloping demand curve.

Answer: D

Diff: 1 Type: MC

Topic: What is Perfect Competition?

4) In a perfectly competitive market, the market demand curve is illustrated by
A) a downward-sloping curve.

B) a line that is vertical at the market output.

C) an upward-sloping curve.

D) a line that is horizontal at the market price.

E) a curve that is bowed towards the origin.

Answer: A

Diff: 1 Type: MC

Topic: What is Perfect Competition?
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5) The slope of a perfectly competitive firm's demand curve is
A) infinity.

B) zero.

C) 1.

D) greater than 1.

E) negative.

Answer: B

Diff: 2 Type: MC

Topic: What is Perfect Competition?

6) A price taker is a firm that

A) must lower its price if it wants to sell more output.
B) sets the market price.

C) cannot influence the market price.

D) is incurring an economic loss.

E) can raise its price if it lowers output.

Answer: C

Diff: 1 Type: MC

Topic: What is Perfect Competition?

7) If a firm faces a perfectly elastic demand for its product, then
A) it is not a price taker.

B) it will want to lower its price to increase sales.

C) it will want to raise its price to increase total revenue.

D) its marginal revenue curve is horizontal at the market price.
E) it will always make zero economic profit.

Answer: D

Diff: 2 Type: MC

Topic: What is Perfect Competition?

Source: Study Guide

8) Marginal revenue is

A) the change in total quantity that results from a one-unit increase in the price of the good.
B) the change in total revenue that results from a one-unit increase in the quantity sold.

C) economic profit divided by the quantity sold.

D) the change in economic profit that results from a one-unit increase in the quantity sold.
E) total revenue minus total cost.

Answer: B

Diff: 1 Type: MC

Topic: What is Perfect Competition?
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Use the figure below to answer the following questions.

Price {dollars)

0 Quantity

Figure 12.1.1

9) Refer to Figure 12.1.1. The firm competes in a perfectly competitive market. Curve A
represents the firm's

A) total fixed cost curve.

B) average fixed cost curve.

C) average variable cost curve.

D) total revenue curve.

E) marginal revenue curve.

Answer: D

Diff: 2 Type: MC

Topic: What is Perfect Competition?

10) Refer to Figure 12.1.1. The firm competes in a perfectly competitive market. Curve A is a
straight line because the firm

A) is a price taker.

B) faces constant returns to scale.

C) wants to maximize profits.

D) has perfect information.

E) has constant marginal cost.

Answer: A

Diff: 2 Type: MC

Topic: What is Perfect Competition?
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Use the table below to answer the following questions.

Table 12.