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1.
 One goal of public policy is to ____ the size of the economic pie and make everyone's

slice____. 

A)
retain; dependent on individual initiative and responsibility. 

B)
increase; equal 

C)
increase; larger 

D)
slow the growth of; dependent on social ethics. 

E)
retain; equal 
Answer: C   Learning Objective: Environment, Health, & Safety   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
2.
 A great deal of medical expenditure inflation, from 4% in 1940 to 14% today, has to do

with 

A)
the emergence of health insurance. 

B)
high demand for cosmetic surgery. 

C)
malpractice costs. 

D)
increase in spending on medical research. 

E)
government not controlling the price of routine medical services. 
Answer: A   Learning Objective: Economics of Health Care Delivery   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
3.
 According to the principles of economics, the only sensible criterion for allocating

scarce health care resources is 

A)
a humanitarian one. 

B)
based on the willingness to pay of the recipient of the care. 

C)
based on the degree of suffering of the recipient of the care. 

D)
a cost-benefit test. 

E)
determined by length of time on a waiting list. 
Answer: D   Learning Objective: Economics of Health Care Delivery   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
4.
 Insurance that pays for all expenses generated by the insured's activity is known as 

A)
all-dollar insurance coverage. 
D)
first-dollar insurance coverage. 

B)
last-dollar insurance coverage. 
E)
total-dollar insurance coverage. 

C)
cradle to grave insurance coverage. 
Answer: D   Learning Objective: Medical care payment & 1st $ coverage   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
5. 
As fewer families choose to purchase insurance, the cost of premiums will rise,

ensuring that fewer, and sicker, families buy insurance. This is an example of 

A)
long-term upward spiral. 
D)
adverse selection. 

B)
short-term downward spiral.                    E)
   conventional health insurance.

C)
problem faced by HMO plan. 
Answer: D   Learning Objective: Discuss growth of medically uninsured   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
6.
 The proper sequence of events that are causing the decline in medical insurance

coverage is 

A)
medical insurance is inexpensive, too many people seek medical care, quality of treatment falls, people cancel their insurance. 

B)
medical insurance is expensive, social pressure to be covered is less, only those with good health purchase insurance, premiums increase. 

C)
medical insurance is expensive, employers don't offer coverage as a benefit, more people buy individual policies, premiums rise. 

D)
medical insurance is expensive, social pressure to be covered is less, those with poor health make up a larger percent of those covered, premiums rise. 

E)
treating illness is expensive, insurance companies deny coverage to the ill, premiums fall. 
Answer: D   Learning Objective: Discuss growth of medically uninsured   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

7. 
If the marginal costs of pollution abatement are different across firms, then regulations

that require fixed percentage reductions in pollution will be 

A)
efficient. 
D)
fair to all polluters. 

B)
inefficient 
E)
advantageous to small firms. 

C)
ineffective. 
Answer: B   Learning Objective: Current vs. efficient pollution controls   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
8.
 Which of the following would not be a consequence of switching entirely from fixed

percent pollution reduction regulations to either a pollution tax or pollution permits? 

A)
The total cost of achieving a given reduction in pollution would fall. 

B)
The distribution of pollution reduction effort among firms would change. 

C)
Government revenues would rise. 

D)
The total amount of pollution emitted would, necessarily, rise. 

E)
The largest reductions in pollution emissions would come from those firms best able to reduce pollution. 
Answer: D   Learning Objective: Current vs. efficient pollution controls   Level of Learning: Application   Type: Word Problem   Source: Unique   
9.
 The major difficulty with using a tax on pollution instead of a fixed percentage
reduction regulation is 

A)
nonpayment of the tax. 

B)
it would cause prices to rise. 

C)
that it only works in theory. 

D)
establishing the optimal size of the tax. 

E)
that the public would not accept it as a viable solution. 
Answer: D   Learning Objective: Analyze a pollution tax   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
10. Which argument against enacting workplace safety regulations can be justified using

economic tools or observation? 

A)
Compensating wage differentials give firms an incentive to provide safety features. 

B)
Historically, employers have provided safe working environments without regulation. 

C)
According to the cost-benefit principle, the marginal cost of safety virtually always exceeds the marginal benefit. 

D)
People prefer risk-taking at work because it is a costly-to-fake signal. 

E)
Insurance will cover most workplace injuries, so the safety regulations are unnecessary. 
Answer: A   Learning Objective: Discuss worker exploitation & safety   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
11.
 Clean air is an example of a good that is 

A)
neither nonrival nor nonexcludable. 
D)
only nonrival 

B)
largely nonrival and nonexcludable. 
E)
private. 

C)
only nonexcludable. 
Answer: B   Learning Objective: Define nonrival & nonexcludable   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

12.
 Aaron's neighbor Cliff keeps his front yard well manicured and plants beautiful

flowers which Aaron finds pleasing.  Assume that local law prevents Cliff from fencing

his yard.  The attractiveness of Cliff's front yard is 

A)
nonrival.                              D)
both nonrival and nonexcludable. 

B)
a private good.                    E)
a commons good. 

C)
nonexcludable. 
Answer: D   Learning Objective: Define nonrival & nonexcludable   Level of Learning: Application   Type: Word Problem   Source: Unique   
13.
 A good or service that is rival but is to some extent nonexcludable is called a 
A)
public good.    B)  pure public good.    C)  collective good.    D)  commons good.    E)  private good. 
Answer: D   Learning Objective: Public,common,collective,private goods   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
14.
 An art exhibition, which is nonrival but excludable is an example of a ____ good. 

A)
pure public    B)  public    C)  collective    D)  commons    E)  private 
Answer: C   Learning Objective: Public, common, collective, private good   Level of Learning: Application   Type: Word Problem   Source: Unique   

15.
 To properly justify the governmental provision of a public good, it must be the case

that the __________ and that __________. 

A)
good is indeed a public good; is the only necessary requirement 

B)
benefits exceed the costs; no lower cost provider exists 

C)
voters desire the good; no new taxes will be needed 

D)
benefits exceed the costs; is the only necessary requirement 

E)
benefits exceed the costs; all voters value the good equally 
Answer: B   Learning Objective: Govt vs. private supply of public goods   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
16.
 If all taxpayers pay the same amount of tax, the tax is termed a(n) 
A)
proportional tax.    B)  progressive tax.    C)  head tax.    D)  excise tax.    
                      E)  per unit tax. 
Answer: C   Learning Objective: Regressive, proportional, progressive ta   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   

17.
 Juan pays $14,000 in taxes while earning $100,000.  Hector earns $120,000.  If the

tax system is progressive, Hector will pay taxes of 

A)
more than $14,000. 
D)
$16,800. 

B)
more than $16,800. 
E)
less than $16,800. 

C)
more than $14,000 but less than $16,800. 
Answer: B   Learning Objective: Regressive, proportional, progressive ta   Level of Learning: Application   Type: Calculation Problem   Source: Unique   
18. 
If government needs to raise revenues to pay for a public good, the ideal tax structure

would be to tax 

A)
all citizens by the same amount. 

B)
all citizens in proportion to their willingness to pay for the public good. 

C)
all citizens by the same proportion of their income. 

D)
only the citizens that state that they will use the public good. 

E)
only the citizens that state that they are willing to pay for the public good. 
Answer: B   Learning Objective: Regressive, proportional, progressive ta   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
Use the following to answer questions 19-21:
The very small city of Pleasantville is considering building a public swimming pool that costs $1,000.  The table shows the five voters in the city and their marginal benefit of a swimming pool.  It takes a 4/5 majority to pass any tax measure and all voters must vote.
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19.
 The total social benefit to a swimming pool in Pleasantville is 

A)
$1,490.    B)  $1,000.    C)  $490.    D)  $420.    E)  $360. 
Answer: A   Learning Objective: Why govt collects taxes for public goods   Level of Learning: Application   Type: Calculation Problem   Source: Unique   
20.
 Building the swimming pool would __________ total economic surplus because __________. 

A)
reduce; the costs exceed the benefits 

B)
reduce; taxes would have to be collected to build it 

C)
increase; the benefits exceed the costs 

D)
increase; every city needs a public pool 

E)
not effect; the costs and benefits are equal 
Answer: C   Learning Objective: Why govt collects taxes for public goods   Level of Learning: Application   Type: Calculation Problem   Source: Unique   
21.
 Linus proposes that the city build the pool and finance it with a $200 tax from each

voter.  The outcome of this proposal will be __________ votes in favor and __________

votes opposed and the measure will __________. 

A)
5; 0; pass    B)  4; 1; pass    C)  2; 3; fail    D)  3; 2; pass    E)  3; 2; fail 
Answer: E   Learning Objective: Tax structure & level of public goods   Level of Learning: Analysis   Type: Calculation Problem   Source: Unique   
22.
 To derive the market demand curve for a private good one sums the __________.  For

a public good, one sums the __________. 

A)
individual quantities at various prices; individual quantities at various prices 

B)
individual prices at various quantities; individual quantities at various prices 

C)
individual quantities at various prices; individual prices at various quantities 

D)
individual prices at various quantities; individual prices at various quantities 

E)
individual demand vertically; individual demand horizontally 
Answer: C   Learning Objective: Construction of demand for public goods   Level of Learning: Comprehension   Type: Word Problem   Source: Unique  
23.
 Beyond the provision of public goods, government exists to address 

A)
the redistribution of wealth. 
D)
externalities and property rights. 

B)
the problem of declining moral values. 
E)
national defense. 

C)
limiting personal freedom. 
Answer: D   Learning Objective: Other roles of government   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

24.
 The most appropriate level of government to provide public goods is 
A)
local.    B)  state.    C)  dependent on the specific public good in question.    
D)  federal.    E)  county. 
Answer: C   Learning Objective: Public goods & the level of government   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

25.
 Pork barrel spending is 

A)
government spending that involves agriculture. 

B)
legislation that costs less than the total benefits but lacks political support. 

C)
another name for all spending by the government. 

D)
smaller in election years. 

E)
legislation that significantly benefits a particular group of voters but costs more than the benefits to all voters. 
Answer: E   Learning Objective: Define pork barrel spending & logrolling   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   

26.
 When the awarding of a prize is based on a socially unproductive activity, the result is 

A)
excessive government spending. 
D)
crowding out. 

B)
the winner's curse. 
E)
rent-seeking. 

C)
logrolling. 
Answer: E   Learning Objective: Discuss inefficiency of rent-seeking   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

27.
 Some would argue that reducing taxes on all goods and services would reduce

economic inefficiency.  This view is true 

A)
always. 

B)
never. 

C)
if all goods and services have a negative externality. 

D)
if all goods and services have no negative externality. 

E)
only if the tax savings is returned to the voters. 
Answer: D   Learning Objective: Discuss taxes and inefficiency   Level of Learning: Application   Type: Word Problem   Source: Unique   
28.
 When private firms cancel investment programs because of increases in the interest

rate caused by government borrowing it is called 

A)
the reason for a balanced budget amendment. 
D)
usury. 

B)
crowding out. 
E)
fiscal policy. 

C)
monetary policy. 
Answer: B   Learning Objective: Discuss crowding out & its effects   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
Use the following to answer questions 29-34:
An economy has two workers, Paula and Ricardo. Everyday they work, Paula can produce 4 computers or 16 shirts, and Ricardo can produce 6 computers or 12 shirts. 
29.
 If both Paula and Ricardo spend one half of the time producing computers and the

other half on producing shirt, what will be the total output per day? 

A)
4 computers and 12 shirts. 
D)
8 computers and 22 shirts 

B)
5 computers and 14 shirts 
E)
10 computers and 28 shirts 

C)
6 computers and 16 shirts 
Answer: B   Learning Objective: Two-worker PPC   Level of Learning: Application   Type: Word Problem   Source: Unique   
30.
 What is the opportunity cost for Paula to produce one computer? 

A)
¼ shirt    B)  ½ shirt    C)  1 shirt    D)  2 shirts    E)  4 shirts 
Answer: E   Learning Objective: Two-worker PPC   Level of Learning: Application   Type: Word Problem   Source: Unique   
31.
 What is the opportunity cost for Ricardo to produce one computer? 

A)
¼ shirt    B)  ½ shirt    C)  1 shirt    D)  2 shirts    E)  4 shirts 
Answer: D   Learning Objective: Two-worker PPC   Level of Learning: Application   Type: Word Problem   Source: Unique    
32.
 ________ has the comparative advantage in computers and _______ has the

comparative advantage in shirts. 
A)
Paula; Paula    B)   Paula; Ricardo    C)   Ricardo; Paula    D)   Ricardo; Ricardo    E)   neither; Paula 
Answer: C   Learning Objective: Two-worker PPC   Level of Learning: Application   Type: Word Problem   Source: Unique   
33.
 To maximize total output, Paula should specialize in producing _____ while Ricardo

should specialize in producing _______. 
A)
computers; shirts                  D)shirts; shirts 
B)
shirts; computers                  E)
shirts and computers; neither good
C)
computers; computers 
Answer: B   Learning Objective: Two-worker PPC   Level of Learning: Application   Type: Word Problem   Source: Unique   
34.
 What is the most of each good that can be produced if each worker fully specializes

according to his/her comparative advantage? 

A)
4 computers and 12 shirts. 
D)
8 computers and 22 shirts 

B)
5 computers and 14 shirts 
E)
10 computers and 28 shirts 

C)
6 computers and 16 shirts 
Answer: C   Learning Objective: Two-worker PPC   Level of Learning: Application   Type: Word Problem   Source: Unique   
35.
 If the absolute value of the slope of the line tangent to a point on an economy's PPC

increases as more of the good measured on the horizontal axis is produced, you know that 

A)
that country should specialize in the good measured on the horizontal axis. 

B)
that country should specialize in the good measured on the vertical axis. 

C)
production in that country displays increasing marginal costs. 

D)
that country will be just as well of without trade as if it traded with other countries. 

E)
that country will maximize surplus by specializing in either one of the two goods shown. 
Answer: C   Learning Objective: Many-worker PPC   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

36.
 A country's economic welfare most directly depends on 
A)
what it can produce.                 D)
how many goods and services it imports. 
B)
what its citizen consume.         E)
how many goods and services it exports. 
C)
the production possibility curve. 
Answer: B   Learning Objective: Consumption possibilities   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
37. 
If a society's consumption possibilities are identical to its production possibilities, that

society has a(n) 
A)
closed economy.                               D)
   absolute advantage in both goods. 
B)
open economy.                                 E)
    free trade policy. 
C)
one-person economy. 
Answer: A   Learning Objective: Consumption possibilities   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
38.
 The slope of the consumption possibilities curve shows relative 

A)
world prices, and can influence domestic decisions about what to produce. 

B)
domestic prices, and can influence domestic technological change. 

C)
domestic opportunity cost, and the existence of comparative advantage. 

D)
marginal utilities, and can influence consumption combinations. 

E)
diminishing marginal returns, and tells firms when to shut down in the short run. 
Answer: A   Learning Objective: Consumption possibilities with trade   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   

39.
 A weakness of the argument that cheap foreign labor might take the jobs away from

high-wage economies is that it does not consider the ________.
A)
cost benefit principle                      D)
principle of comparative advantage 
B)
differences in human capital          E)
principle of increasing opportunity cost 
C)
differences in the level of technology 
Answer: D   Learning Objective: Consumption possibilities with trade; fo   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

40.
 Suppose that, a country with a closed economy opens itself to international trade and

becomes a net exporter.  In that case, the price of that good will ____ when the economy

goes from closed to open for trade. 

A)
increase 
D)
first decrease then increase 

B)
stay the same 
E)
decrease 

C)
first increase then decrease 
Answer: A   Learning Objective: Supply and demand on trade   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
41.
 If a country is net exporter, free trade will hurt the _________.

A)
domestic producers 
D)
domestic consumers 

B)
rich citizens of the country 
E)
politicians 

C)
poor citizens of the country 
Answer: D   Learning Objective: Winner and losers from trade   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
Use the following to answer questions 42-46:
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42.
 What is the domestic price of sugar in a closed economy? 

A)
$500/ ton    B)  $1000/ton    C)  $1500/ton    D)  $2000/ton    E)  $3000/ton 
Answer: E   Learning Objective: Tariffs and Quotas   Level of Learning: Application   Type: Graphical Analysis   Source: Unique    
43.
 The increase in the price of sugar created by the tariff will increase domestic

production by ____ tons per year, compared to the production of an open economy

without the tariff. 

A)
10    B)  20    C)  30    D)  40    E)  80 
Answer: B   Learning Objective: Tariffs and Quotas   Level of Learning: Application   Type: Graphical Analysis   Source: Unique   

44.
 Compared to an open economy without a tariff, the amount of imported sugar will

drop from _____ tons to _____ tons after the tariff is imposed. 

A)
20; 10    B)  40; 20    C)  60; 30    D)  80; 40    E)  100; 50 
Answer: D   Learning Objective: Tariffs and Quotas   Level of Learning: Application   Type: Graphical Analysis   Source: Unique   
45.
 The amount of revenue the government collects after imposing the tariff is ________.

A)
$1,000    B)  $4,000    C)  $10,000    D)  $20,000    E)  $40,000 
Answer: E   Learning Objective: Tariffs and Quotas   Level of Learning: Application   Type: Graphical Analysis   Source: Unique   
46.
 The clear winners from the tariff are the ________, and the losers from the tariff are

the ______. 
A)
consumers; producers                              D)
producers and consumers; government 
B)
consumers and government; producers   E)
producers and government; consumers 
C)
producers; consumers and government 
Answer: E   Learning Objective: Tariffs and Quotas   Level of Learning: Application   Type: Graphical Analysis   Source: Unique   Page: 414-415   
47.
 The clear winners from the quota are the ________, and the losers are the______. 
A)domestic consumers; domestic producers   D)
domestic producers; domestic consumers 
B)government; domestic consumers               E)government; exporters 
C)importers; domestic producers 
Answer: D   Learning Objective: Tariffs and Quotas   Level of Learning: Application   Type: Graphical Analysis   Source: Unique   

48.
 The following table provides the nominal exchange rates for the U.S. dollar.
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Based on these data, the nominal exchange rate equals ____ pesos per Canadian dollar or

equivalently _____ Canadian dollars per peso. 
A)
.672; 1.488    B)  9.259; .108    C)  .073; 6.576    D)  6.576; .073    E)  6.222; .161 
Answer: E   Learning Objective: Nominal exchange rate   Level of Learning: Application   Type: Word Problem   Source: Unique   

49.
 When the nominal exchange decreases from 120 yen per dollar to 110 yen per dollar,

the dollar has: 

A)
appreciated 
D)
become undervalued 

B)
depreciated 
E)
been devalued 

C)
become overvalued 
Answer: B   Learning Objective: Depreciation   Level of Learning: Application   Type: Word Problem   Source: Unique   
50.
 An exchange rate that varies according to the supply and demand for the currency in

the foreign exchange market is called a(n) _____ exchange rate. 

A)
overvalued    B)  undervalued    C)  fixed    D)  flexible    E)  real 
Answer: D   Learning Objective: Flexible exchange rate   Level of Learning: Knowledge   Type: Word Problem   Source: Web   

51.
 A firm might have a monopoly in a market because 

A)
its average total cost function is increasing over the entire relevant range of output. 

B)
the market is geographically isolated from other sellers. 

C)
the firm's technology is obsolete. 

D)
it is not making a profit, and therefore no other firms wish to enter. 

E)
it faces a perfectly elastic demand curve. 
Answer: B   Learning Objective: Define & discuss sources of market power   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
52.
 The most important and enduring source of market power is 
A)
government franchise.             D)
economies of scale. 
B)
patents.                                    E)
sole ownership of an important input. 
C)
copyright. 
Answer: D   Learning Objective: Define & discuss sources of market power   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
53. 
If a natural monopoly decreases the quantity of output it produces, 

A)
its average costs will decrease. 

B)
its average costs will increase. 

C)
it will have to decrease the price that it charges 

D)
the market price will remain the same as it was before the decrease in output. 

E)
its profits will increase. 
Answer: B   Learning Objective: Economies of scale and natural monopoly   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
54. A dominant strategy occurs when 

A)
one player has a strategy that yields the highest payoff independent of the other player's choice. 

B)
both players have a strategy that yields the highest payoff independent of the other's choice. 

C)
both players make the same choice. 

D)
the payoff to a strategy depends on the choice made by the other player. 

E)
each player has a single strategy. 
Answer: A   Learning Objective: Locate dominant & dominated strategies   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   

55.
 The dilemma in the Prisoner's Dilemma comes from the fact that 

A)
the outcome is purely random. 

B)
no strategy is dominant. 

C)
if both players play the dominant strategy they each earn a smaller payoff than had they played the dominated strategy. 

D)
it was originally devised to explain the behavior of prisoners. 

E)
the equilibrium outcome stems from irrational play. 
Answer: C   Learning Objective: Discuss the prisoner's dilemma   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
56. 
The major implication of the _______is that individuals can solve many externalities

if they can buy and sell the right to generate the externality. 

A)
Sherman Act 
D)
prisoner's dilemma 

B)
Coase Theorem 
E)
tragedy of the commons 

C)
Clayton Act 
Answer: B   Learning Objective: Explain and apply the Coase theorem   Level of Learning: Comprehension   Type: Word Problem   Source: Unique   
57. 
A free rider is someone who 

A)
obtains a good for a price less than the market equilibrium price. 

B)
does not pay for the good but still enjoys the benefits of consumption. 

C)
does not pay for the good and does not enjoy the benefits of consumption. 

D)
pays for the good and does not get the benefits of consumption. 

E)
can be excluded from consumption. 
Answer: B   Learning Objective: Free riding & optimal amount information   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
58.
 The benefit of hiring an extra worker is termed 

A)
marginal product. 
D)
average product. 

B)
the value of marginal product. 
E)
output. 

C)
the value of total product. 
Answer: B   Learning Objective: Define and calculate MP and VMP   Level of Learning: Knowledge   Type: Word Problem   Source: Unique   
Refer to the following information for questions 59-60. 

Assume that a monopolist’s marginal cost curve is given by the equation MC = $4, and its demand curve is given by the equation P=20-(1/50)*Q. 

59. What is the profit maximizing level of quantity and price?

(a) 400; $4

(b) 400; $12

(c) 500; $6

(d) 500; $10

(e) 800; $6

60. What is the socially efficient output-price combination?

(a) 400; $4

(b) 400; $12

(c) 500; $10

(d) 800; $6

(e) 800; $4

Extra Credit: What’s the low-hanging fruit principle? 
