Economics 1B: Test 3
Multiple Choice
Identify the choice that best completes the statement or answers the question.
____
1.
When production of a good generates external costs, the

	a.
	demand curve for the good will overstate the true social benefits from consumption of the good.

	b.
	demand curve for the good will understate the true social benefits from consumption of the good.

	c.
	supply curve for the good will overstate the true social cost of producing the good.

	d.
	supply curve for the good will understate the true social cost of producing the good.


____
2.
Which of the following correctly describes the external benefit resulting from an individual's purchase of a winter flu shot?

	a.
	The flu shot is cheaper than the cost of treatment when you get the flu.

	b.
	The income of doctors increases when you get the flu shot.

	c.
	The flu shot reduces the likelihood others will catch the flu.

	d.
	The flu shot reduces the likelihood you will miss work as the result of sickness; therefore, you will earn more income.


____
3.
Which of the following is the best example of a public good?

	a.
	a government-run health care system

	b.
	the Walt Disney World amusement park

	c.
	national defense

	d.
	long-distance telephone service


____
4.
Markets may have difficulty providing the proper quantity of a public good because

	a.
	individuals will tend to become free riders, and private firms will have difficulty generating enough revenue to produce an efficient quantity of the good.

	b.
	the good generally has a very large value to consumers relative to its cost of production.

	c.
	the good is one that tends to benefit a large number of people.

	d.
	the large profit involved in the production of a public good is generally too much for private firms to effectively pay out to shareholders.


____
5.
Suppose paper pulp mills are permitted to emit harmful pollutants, free of charge, into the air. How will the price and output of paper in a competitive market compare with their values under conditions of ideal economic efficiency?

	a.
	The price will be too high, and the output will be too large.

	b.
	The price will be too low, and the output will be too large.

	c.
	The price will be too low, and the output will be too small.

	d.
	The price will be too high, and the output will be too small.


____
6.
When economists say that an activity meets the criterion for economic efficiency, they mean

	a.
	a majority of citizens favor the activity.

	b.
	the benefits that result from the activity exceed the costs.

	c.
	the number of people who gain from the activity exceeds the number on whom costs are imposed.

	d.
	the costs that result from the activity exceed the benefits.


____
7.
Which of the following best explains why making automobiles completely safe is not efficient?

	a.
	After some level of safety is reached, making cars even safer will not be worth the additional cost.

	b.
	Because human life is priceless, automobile safety generally doesn't matter.

	c.
	The benefit from additional automobile safety will generally rise as automobiles are made safer, more than offsetting the opportunity cost involved.

	d.
	Economic efficiency suggests that automobiles should be made as safe as humanly possible.


____
8.
Compared to ideal economic efficiency, when the production of a good generates external costs, competitive markets will likely result in an output that is too

	a.
	large and a price that is too high.

	b.
	large and a price that is too low.

	c.
	small and a price that is too high.

	d.
	small and a price that is too low.


____
9.
The major distinction between private and public goods is that

	a.
	private goods are goods produced by private firms whereas public goods are goods produced by government--the public sector.

	b.
	unlike private goods, public goods are nonexcludable--it is difficult or impossible to prevent nonpaying customers from receiving the good.

	c.
	unlike private goods, public goods are nonrival in consumption--the consumption of a unit by one person does not detract from the amount available to others.

	d.
	both b and c are correct.


____
10.
Which of the following provides the best summary of the basic idea of public choice analysis?

	a.
	Public choice analysis applies the principles of economics to political science topics.

	b.
	Public choice analysis takes the principles of political science and applies them to the traditional topics of economics.

	c.
	Public choice analysis uses the principle of majority rule to determine the efficiency of an action.

	d.
	Public choice analysis indicates there is a sharp distinction between economic and political topics.


____
11.
The rational-ignorance effect is a result of

	a.
	externalities that lead to an excess supply of information.

	b.
	the limited incentive of the news media to cover political campaigns.

	c.
	the expectation of individual voters that their vote will not be decisive.

	d.
	the lack of a college education on the part of most voters in the United States.


____
12.
Special-interest programs are highly attractive to vote-seeking politicians because

	a.
	these programs are highly efficient, and therefore, they tend to enhance the general welfare of the populace.

	b.
	members of special interest groups favoring these programs are less likely to vote than the taxpayers who pay for them.

	c.
	low-income recipients are the primary beneficiaries of special-interest programs.

	d.
	members of special interest groups favoring these programs feel strongly about them while most other voters are rationally uninformed about them.


____
13.
Current tax rates are insufficient to finance the benefits promised by both the Social Security and Medicare programs. Are these unfunded promises surprising according to economic theory?

	a.
	Yes, political representatives have a strong incentive to levy taxes that are sufficient to cover the cost of all programs they favor.

	b.
	No, the unfunded promises reflect the shortsighted nature of the political process.

	c.
	Yes, political representatives generally favor balancing the government budget because this is best for the economy.

	d.
	No, even though debt financing often makes sense, politicians are reluctant to use it because it will damage their chances of being reelected.


____
14.
Public choice theory indicates that the behavior of people in government

	a.
	differs from the behavior of people in the private sector because they are motivated by the public interest rather than their own personal self-interest.

	b.
	differs from the behavior of people in the private sector because public sector decision roles do not allow people to pursue their own self-interests.

	c.
	is the same as people in the private sector only if decisions are made by majority vote.

	d.
	is best understood by applying the same principles we use to predict the behavior of people in the private sector.


____
15.
Public choice analysis

	a.
	assumes individuals in the public sector seek to serve the public interest rather than their own personal interests.

	b.
	is the study of the decision making of individual actors (such as voters, politicians, and bureaucrats) in the public sector.

	c.
	suggests that individual voters have a greater incentive to become informed when making choices among political candidates than when making choices about the products they consume.

	d.
	finds that the individuals managing government agencies generally have a much stronger incentive to be efficient than do individuals managing private businesses.


____
16.
Which of the following is the most likely explanation for the imposition of a price floor in the market for corn?

	a.
	Policymakers have studied the effects of the price floor carefully and they recognize that the price floor will improve the efficiency of resource use.

	b.
	Buyers and sellers of corn have agreed that the price floor is good for both of them and have therefore pressured policy makers into enacting the price floor.

	c.
	Buyers of corn, recognizing that the price floor is good for them, have pressured policy makers into enacting the price floor.

	d.
	Sellers of corn, recognizing that the price floor is good for them, have pressured policy makers into enacting the price floor.


____
17.
In the case of a private good, which of the following forms of economic organization will result in the strongest incentive for consumers and producers to economize?

	a.
	The good is produced privately and taxes are used to provide it to consumers free of charge.

	b.
	The good is produced privately and consumers purchase it with their own money.

	c.
	The good is produced by government enterprises and the cost of its production is covered by taxes.

	d.
	The good is produced by government enterprises and consumers purchase it with their own money.


____
18.
Which of the following is a predictable side effect of increased government activity (for example, taxes and subsidies) designed to redistribute income among citizens?

	a.
	improvement in the operational efficiency of government agencies

	b.
	rapid economic growth

	c.
	a reduction in the amount of lobbying

	d.
	an increase in rent-seeking activity


____
19.
Assume that you are a member of the U.S. House of Representatives from your home state and district. Which of the following best explains why you have a strong incentive to get the federal government to finance pork-barrel projects in your district?

	a.
	Most of the benefits of pork-barrel projects within your district will accrue to your constituents, while most of the costs will be imposed on voters from other districts.

	b.
	Most of the costs of pork-barrel projects within your district will be imposed on your constituents, while most of the benefits will accrue to voters from other districts.

	c.
	Pork producers are a powerful political lobby that will influence the actions of legislators in all districts.

	d.
	This is a trick question; in a representative democracy, there is little incentive for legislators to support pork-barrel projects.


____
20.
At the most basic level, the distinguishing characteristic of government that makes it different from private firms is

	a.
	the difference in incentive structure motivating economic activity.

	b.
	its ability to direct resources in a manner that is more economically efficient.

	c.
	its ability to produce goods and services that people value.

	d.
	its ability to use coercive force against people to modify their behavior or force them to pay for a good or service whether they benefit from it or not.
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