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Chapter 11

Public Goods and Common Resources
Multiple Choice


1.
For most goods in an economy, the signal that guides the decisions of buyers and sellers is

a.
greed.

b.
consumer surplus.

c.
prices.

d.
profits.

ANS: C
PTS: 1
DIF: 1
REF: 11-0

TOP: Private goods
MSC: Applicative


2.
When goods do not have a price, which of the following primarily ensures that the good is produced?

a.
entrepreneurs

b.
the government

c.
charities

d.
the market

ANS: B
PTS: 1
DIF: 1
REF: 11-0

TOP: Public goods
MSC: Applicative


3.
When a good is excludable, 

a.
one person's use of the good diminishes another person's ability to use it.

b.
people can be prevented from using the good.

c.
no more than one person can use the good at the same time.

d.
everyone will be excluded from using the good.

ANS: B
PTS: 1
DIF: 1
REF: 11-1

TOP: Excludability
MSC: Definitional


4.
A good is excludable if

a.
one person's use of the good diminishes another person's enjoyment of it.

b.
the government can regulate its availability.

c.
it is not a normal good.

d.
people can be prevented from using it.

ANS: D
PTS: 1
DIF: 1
REF: 11-1

TOP: Excludability
MSC: Definitional


5.
Excludability is the property of a good whereby

a.
one person's use diminishes other people's use.

b.
a person can be prevented from using it.

c.
a good is private, not public.

d.
a good is public, not private.

ANS: B
PTS: 1
DIF: 1
REF: 11-1

TOP: Excludability
MSC: Definitional


6.
Goods that are excludable include both

a.
natural monopolies and public goods.

b.
public goods and common resources.

c.
common resources and private goods.

d.
private goods and natural monopolies.

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Excludability
MSC: Applicative


7.
Goods that are not excludable include both

a.
private goods and public goods.

b.
natural monopolies and common resources.

c.
common resources and public goods.

d.
private goods and natural monopolies.

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Excludability
MSC: Applicative


8.
Both public goods and common resources are

a.
rival in consumption.

b.
nonrival in consumption.

c.
excludable.

d.
nonexcludable.

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Excludability
MSC: Applicative


9.
Goods that are not excludable are usually

a.
higher priced than excludable goods.

b.
higher priced than rival goods.

c.
in short supply.

d.
free of charge.

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Excludability
MSC: Interpretive


10.
When something of value has no price attached to it,

a.
externalities will be present.

b.
the product cannot be produced at any price.

c.
a natural monopoly will eventually produce the product, and the good will no longer be free.

d.
private companies will eventually produce the product, and the good will no longer be free.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Excludability
MSC: Interpretive


11.
A view of a spectacular sunset along a private beach is an example of a

a.
private good.

b.
public good.

c.
nonrival but excludable good.

d.
rival but nonexcludable good.

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Excludability | Rivalry in consumption
MSC: Applicative


12.
Bill owns 3 acres of beautiful wooded land. He has created a short walking trail through the woods. Because the terrain is hilly, the only safe entrance to the trail is at the front of Bill's property. When Bill decides to move to be closer to his grandchildren, he donates the land to the state with the understanding that the land will be used as a state park. Because the trail is short, only about 50 people can comfortably enjoy it. This state park is an example of a good that is

a.
both rival in consumption and excludable.

b.
neither rival in consumption nor excludable.

c.
nonrival in consumption and excludable.

d.
rival in consumption and nonexcludable.

ANS: A
PTS: 1
DIF: 3
REF: 11-1

TOP: Excludability | Rivalry in consumption
MSC: Applicative


13.
When a good is rival in consumption, 

a.
one person's use of the good diminishes another person's ability to use it.

b.
people can be prevented from using the good.

c.
no more than one person can use the good at the same time.

d.
everyone will be excluded from obtaining the good.

ANS: A
PTS: 1
DIF: 1
REF: 11-1

TOP: Rivalry in consumption
MSC: Definitional


14.
If one person's use of a good diminishes another person's enjoyment of it, the good is

a.
rival in consumption.

b.
excludable.

c.
normal.

d.
exhaustible.

ANS: A
PTS: 1
DIF: 1
REF: 11-1

TOP: Rivalry in consumption
MSC: Definitional


15.
Goods that are rival in consumption include both

a.
natural monopolies and public goods.

b.
public goods and common resources.

c.
common resources and private goods.

d.
private goods and natural monopolies.

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Rivalry in consumption
MSC: Applicative


16.
Goods that are not rival in consumption include both

a.
private goods and common resources.

b.
natural monopolies and public goods.

c.
common resources and public goods.

d.
private goods and natural monopolies.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Rivalry in consumption
MSC: Applicative


17.
A television signal is an example of a good that is 

a.
private.

b.
nonrival in consumption.

c.
social.

d.
nonexcludable in production.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Rivalry in consumption
MSC: Applicative


18.
Goods that are rival in consumption but not excludable would be considered

a.
natural monopolies.

b.
common resources.

c.
public goods.

d.
private goods.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Rivalry in consumption
MSC: Applicative


19.
Some goods can be either common resources or public goods depending on

a.
whether the good is rival in consumption.

b.
whether the good is excludable.

c.
the marginal cost of the good.

d.
None of the above is correct.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Rivalry in consumption
MSC: Interpretive


20.
If a road is congested, then use of that road by an additional person would lead to a

a.
negative externality.

b.
positive externality.

c.
Pigovian externality.

d.
free-rider problem with rush hour drivers stuck in traffic.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Rivalry in consumption
MSC: Applicative


21.
Which of the following would not be considered a private good?

a.
tennis shoes

b.
pizza

c.
french fries

d.
cable TV service

ANS: D
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods
MSC: Applicative


22.
Which of the following would be considered a private good?

a.
national defense

b.
a public beach

c.
local cable television service

d.
a bottle of natural mineral water

ANS: D
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods
MSC: Applicative


23.
Most goods in the economy are

a.
natural monopolies.

b.
common resources.

c.
public goods.

d.
private goods.

ANS: D
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods
MSC: Applicative


24.
An example of a private good would be

a.
cable TV service.

b.
a tornado siren.

c.
clothing.

d.
a sunset.

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods
MSC: Applicative


25.
The value and cost of goods are easiest to determine when the goods are

a.
private goods.

b.
public goods.

c.
common resources.

d.
natural monopolies.

ANS: A
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods
MSC: Applicative


26.
Private goods are both

a.
excludable and nonrival in consumption.

b.
nonexcludable and rival in consumption.

c.
excludable and rival in consumption.

d.
nonexcludable and nonrival consumption.

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods
MSC: Applicative


27.
Which of the following goods is rival and excludable?

a.
an uncongested toll road

b.
an uncongested nontoll road

c.
a congested nontoll road

d.
a congested toll road

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods
MSC: Applicative


28.
Which of the following goods is rival in consumption and excludable?

a.
a slice of pizza

b.
cable TV service

c.
a sunset

d.
national defense

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods
MSC: Applicative


29.
Which of the following goods is rival in consumption and excludable?

a.
a tornado siren

b.
an uncongested toll road

c.
a home

d.
the environment

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods
MSC: Applicative


30.
A vacation house in Colorado is 

a.
not rival in consumption and excludable.

b.
rival in consumption and excludable.

c.
not rival in consumption and not excludable.

d.
rival in consumption and not excludable.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods
MSC: Applicative


31.
A cheeseburger is

a.
excludable and rival in consumption.

b.
excludable and nonrival in consumption.

c.
nonexcludable and rival in consumption.

d.
nonexcludable and nonrival in consumption.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods
MSC: Applicative


32.
A lighthouse that primarily benefits a single port owner is more like a

a.
public good.

b.
natural monopoly.

c.
private good.

d.
common resource.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Private goods
MSC: Applicative


33.
Suppose that Martin owns a lighthouse, and Lewis owns a nearby port. Martin's lighthouse benefits only those ships that enter Lewis's port. Which of the following statements is not correct?

a.
Martin's lighthouse may be considered a private good.

b.
Martin can reduce the free-rider problem by charging Lewis a usage fee.

c.
Martin can exclude Lewis's port from benefiting from the lighthouse by simply turning the power off.

d.
Martin's lighthouse would be considered a common resource.

ANS: D
PTS: 1
DIF: 3
REF: 11-2

TOP: Private goods
MSC: Analytical


34.
Which of the following statements is correct?

a.
Private goods and public goods are both excludable and rival in consumption.

b.
Private goods are rival in consumption but not excludable, whereas public goods are excludable but not rival in consumption.

c.
Private goods are both excludable and rival in consumption, whereas public goods are neither excludable nor rival in consumption.

d.
Private goods are neither excludable nor rival in consumption, whereas public goods are both excludable and rival in consumption.

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods | Public goods
MSC: Definitional


35.
Which of the following statements is not correct?

a.
Some goods that are often thought of as public goods may be private goods in certain circumstances. For example, a lighthouse that protects a privately owned port may be a private good.

b.
Some goods that are often though of a private goods may be public goods in certain circumstances. For example, a candy bar could be a public good.

c.
Antipoverty programs can be an example of a public good because everyone benefits from living in a society with less poverty.

d.
The government must provide national defense because it is impossible to exclude people from its benefit, and the consumption of national defense is nonrival in consumption.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Private goods | Public goods
MSC: Analytical


36.
Which of the following statements is correct?

a.
Private goods are rival in consumption and excludable.

b.
Public goods are rival in consumption but nonexcludable.

c.
Collecting tolls on all roads is a practical solution to traffic congestion.

d.
Governments serve their citizens best when they refrain from addressing market failures.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Private goods | Public goods
MSC: Analytical


37.
If the local government in Richmond, Missouri, decides to put on a public fireworks display, the display would be

a.
excludable.

b.
rival in consumption.

c.
a public good.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Public goods
MSC: Applicative


38.
An example of a public good would be

a.
cable TV service.

b.
a tornado siren.

c.
clothing.

d.
the environment.

ANS: B
PTS: 1
DIF: 1
REF: 11-1

TOP: Public goods
MSC: Applicative


39.
Uncongested, nontoll roads are a good example of a

a.
public good.

b.
private good.

c.
common resource.

d.
Pigovian good.

ANS: A
PTS: 1
DIF: 1
REF: 11-1

TOP: Public goods
MSC: Applicative


40.
Which of the following is not considered a public good?

a.
national defense

b.
basic research

c.
fire protection

d.
fighting poverty

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Public goods
MSC: Applicative


41.
When goods are available in an economy free of charge, 

a.
market forces cannot be used to allocate resources.

b.
too many of these goods will be produced since there is no cost of production.

c.
the product will have no value for the majority of the population.

d.
the goods can only be luxury goods.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods
MSC: Applicative


42.
Which of the following goods is not rival in consumption and not excludable?

a.
a hiking trail

b.
a street light

c.
a bicycle

d.
a boat

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods
MSC: Applicative


43.
Which of the following goods is not rival and not excludable?

a.
an uncongested toll road

b.
an uncongested nontoll road

c.
a congested nontoll road

d.
a congested toll road

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods
MSC: Applicative


44.
Goods that are neither excludable nor rival in consumption would be considered

a.
natural monopolies.

b.
common resources.

c.
public goods.

d.
private goods.

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods
MSC: Applicative


45.
Public goods are both 

a.
excludable and nonrival in consumption.

b.
nonexcludable and rival in consumption.

c.
excludable and rival in consumption.

d.
nonexcludable and nonrival in consumption.

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods
MSC: Applicative


46.
Which of the following would be considered a common resource?

a.
cable television

b.
bottled natural mineral water

c.
uncongested toll roads

d.
fish in the ocean

ANS: D
PTS: 1
DIF: 1
REF: 11-1

TOP: Common resources
MSC: Applicative


47.
The fish in the ocean are an example of a

a.
common resource.

b.
public good.

c.
private good.

d.
natural monopoly.

ANS: A
PTS: 1
DIF: 1
REF: 11-1

TOP: Common resources
MSC: Applicative


48.
An example of a common resource would be

a.
cable TV service.

b.
a tornado siren.

c.
clothing.

d.
the environment.

ANS: D
PTS: 1
DIF: 1
REF: 11-1

TOP: Common resources
MSC: Applicative


49.
Which of the following statements is correct?

a.
A private good is not rival in consumption but is excludable.

b.
A public good is both rival in consumption and excludable.

c.
A common resource is rival in consumption but not excludable.

d.
A natural monopoly is neither rival in consumption nor excludable.

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Common resources
MSC: Definitional


50.
Goods that are both nonexcludable and rival in consumption would be considered

a.
natural monopolies.

b.
common resources.

c.
public goods.

d.
private goods.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources
MSC: Applicative


51.
Common resources are both 

a.
excludable and nonrival in consumption.

b.
nonexcludable and rival consumption.

c.
excludable and rival consumption.

d.
nonexcludable and nonrival consumption.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources
MSC: Applicative


52.
When one person uses a common resource, which of the following does not occur?

a.
An externality will occur.

b.
Other people are worse off.

c.
It is difficult to charge the person for the use of the resource.

d.
No one else will be able to use the resource.

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources
MSC: Analytical


53.
Which of the following goods is rival and not excludable?

a.
national defense

b.
cable TV service

c.
lobsters in the ocean

d.
a boat

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources
MSC: Applicative


54.
Which of the following goods is rival and not excludable?

a.
an uncongested toll road

b.
an uncongested nontoll road

c.
a congested nontoll road

d.
a congested toll road

ANS: C
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources
MSC: Applicative


55.
When one person uses a common resource, such as fish in the ocean, which of the following would not be correct?

a.
Other people are likely to be worse off.

b.
Other people will not be compensated for their loss.

c.
The person does not account for external effects.

d.
There will still be enough left for other people, since one person cannot make a major impact.

ANS: D
PTS: 1
DIF: 3
REF: 11-1

TOP: Common resources
MSC: Analytical


56.
For both public goods and common resources, an externality arises because

a.
something of value has no price attached to it.

b.
supply exceeds demand.

c.
cost-benefit analysis can only measure the cost of the free-rider problem.

d.
Both a and b are correct.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources | Public goods
MSC: Interpretive


57.
Due to the externalities associated with public goods and common resources,

a.
private markets will lead to an efficient allocation of resources.

b.
government intervention can potentially raise economic well-being.

c.
private markets will correct for the gain or loss to consumer surplus.

d.
the free-rider problem is eliminated.

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Common resources | Public goods
MSC: Applicative


58.
An example of a natural monopoly would be

a.
cable TV service.

b.
a tornado siren.

c.
clothing.

d.
the environment.

ANS: A
PTS: 1
DIF: 1
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


59.
An example of a natural monopoly would be 

a.
a congested public freeway.

b.
an airline flight that has been overbooked.

c.
local cable television service.

d.
public parking.

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


60.
Fire protection is a good example of a natural monopoly because

a.
it is nonexcludable

b.
it is rival in consumption.

c.
protecting one house is unlikely to reduce the protection available to others.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 1
REF: 11-1

TOP: Natural monopolies
MSC: Definitional


61.
Which of the following goods is excludable and not rival in consumption?

a.
a congested toll road

b.
an uncongested toll road

c.
an uncongested nontoll road

d.
a congested nontoll road

ANS: B
PTS: 1
DIF: 2
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


62.
Which of the following goods is excludable and not rival in consumption?

a.
a can of soda

b.
New England lobsters in the ocean

c.
street lights

d.
fire protection

ANS: D
PTS: 1
DIF: 2
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


63.
Police protection in a small town with a large police force is 

a.
not rival in consumption and excludable.

b.
rival in consumption and excludable.

c.
not rival in consumption and not excludable.

d.
rival in consumption and not excludable.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


64.
Goods that are excludable but not rival in consumption would be considered

a.
natural monopolies.

b.
common resources.

c.
public goods.

d.
private goods.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


65.
Natural monopolies are both 

a.
excludable and nonrival in consumption.

b.
nonexcludable and rival in consumption.

c.
excludable and rival in consumption.

d.
nonexcludable and nonrival in consumption.

ANS: A
PTS: 1
DIF: 2
REF: 11-1

TOP: Natural monopolies
MSC: Applicative


66.
A free rider is a person who

a.
will only purchase a product on sale.

b.
receives the benefit of a good but avoids paying for it.

c.
can produce a good at no cost.

d.
takes advantage of tax loop-holes to lower his taxes.

ANS: B
PTS: 1
DIF: 1
REF: 11-2

TOP: Free riders
MSC: Definitional


67.
The free-rider problem exists with

a.
fire protection.

b.
knowledge.

c.
cable TV service.

d.
congested toll roads.

ANS: B
PTS: 1
DIF: 1
REF: 11-2

TOP: Free riders
MSC: Applicative


68.
A free-rider problem exists for any good that is not
a.
rival in consumption.

b.
a private good.

c.
free.

d.
excludable.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


69.
Tom is a non-union employee at General Power. Eight-five percent of the employees at General Power are unionized. The union at General Power has negotiated very good benefits. Even though he is not a union member and he does not have to pay union dues, Tom receives all the benefits that the union has negotiated. Tom’s behavior is an example of

a.
rivalry.

b.
a barrier to entry.

c.
free riding.

d.
Taft-Hartley opposition.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


70.
When goods are not excludable

a.
the goods will be produced as private goods but not as public goods.

b.
the goods will not be produced since no one values them.

c.
the free-rider problem prevents the private market from supplying them.

d.
the private market will produce the goods but will charge less for them than if they are produced as public goods.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Interpretive


71.
Because of the free-rider problem,

a.
private markets tend to undersupply public goods.

b.
the federal government spends too many resources on national defense and not enough resources on medical research.

c.
fireworks displays have become increasingly dangerous.

d.
poverty has increased.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


72.
Who among the following is a free rider?

a.
Barry steals candy from the store where he works.

b.
Betty rides to work with Sally, but she pays Sally for gasoline and other travel-related expenses.

c.
Joe drives 20,000 miles a year on public streets, but he pays no more in property taxes than Sam, who only drives 1,000 miles.

d.
Fred watches many public television programs, but he has never sent in a contribution to the station.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


73.
The free-rider problem

a.
forces the supply of a public good to exceed its demand.

b.
allows more people to pay for the public good than if it were a private good.

c.
explains why many local governments supply public goods.

d.
is reflected in the above-market price of a public good in comparison to a private good.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


74.
Market failure associated with the free-rider problem is a result of

a.
a problem associated with pollution.

b.
benefits that accrue to those who don't pay.

c.
losses that accrue to providers of the product.

d.
a project in which costs exceed benefits.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


75.
When a free-rider problem exists, 

a.
the market will devote too few resources to the production of the good.

b.
the cost of the good will always be more than the benefit of the good.

c.
the good will not be produced.

d.
entrepreneurs will eventually find a way to make free-riders pay their share.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


76.
Suppose that everyone prefers to live in a society without poverty. Further suppose that some private charities are successful in reducing poverty. People who do not contribute to the charities 

a.
receive no external benefit from private antipoverty programs.

b.
decrease the reliance of individuals on antipoverty programs.

c.
can free ride on the generosity of others.

d.
are most likely to be in favor of government-sponsored programs.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Interpretive


77.
Most lighthouses are operated by the government because

a.
of the free-rider problem.

b.
lighthouses are no longer valued by society.

c.
most lighthouses are only tourist attractions in state and national parks.

d.
shipping companies would not be able to afford maintenance fees for lighthouses.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


78.
A lighthouse is typically considered to be a public good because

a.
the owner of the lighthouse is able to exclude beneficiaries from enjoying the lighthouse.

b.
there is rarely another lighthouse nearby to provide competition.

c.
a nearby port authority cannot avoid paying fees to the lighthouse owner.

d.
all passing ships are able to enjoy the benefits of the lighthouse without paying.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


79.
You are the mayor of a small town with 2,000 residents. The head of your economic development agency recently conducted a survey in which the 2,000 residents said that a public concert in the center of town would be worth $20 to each of them. Since the concert cost only $5,000 to hold, you organized and held the concert, which everyone in town enjoyed. But when you asked for donations to pay for the concert, you only collected $300. You are convinced that

a.
the survey must have overstated how much the concert was worth to each resident; otherwise, you would have collected $40,000 in donations.

b.
the cost of the concert exceeded the social benefits.

c.
the concert was an example of the Tragedy of the Commons.

d.
residents of the town were probably free-riders at the concert.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Analytical


80.
Private markets usually fail to provide lighthouses because

a.
lighthouses cost too much to build relative to their benefits.

b.
government intervention makes it hard for private lighthouse owners to compete in the market.

c.
ship captains have incentives to use lighthouses without paying.

d.
lighthouses are valued very little by ship captains these days.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Free riders
MSC: Applicative


81.
Which of the following is an example of the free-rider problem?

a.
Both Fred and Wilma receive low-cost dental care at the local dental school, so neither of them pays the full cost of the care.

b.
Elmer receives a free lunch from the local "Meals on Wheels" program because of his low monthly income. Yet his next door neighbor, Dorothy, is not eligible for the free lunch.

c.
Max owns Fido, a large dog who barks whenever anyone walks near his house. Sally lives next to Max, and Fido's barking can be heard whenever anyone walks near her house, too. Thus, Sally receives free protection from burglars because of Fido's barking.

d.
Both David and Carolyn can enjoy a beautiful sunset from the porches of their adjacent houses, yet neither of them pays to watch the sunset.

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Free riders
MSC: Analytical


82.
In 2004, per person expenditures on national defense in the U.S. amounted to about 

a.
$800.

b.
$1,200.

c.
$1,500.

d.
$2,000.

ANS: C
PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


83.
Knowledge is an example of a

a.
public good.

b.
private good.

c.
common resource.

d.
natural monopoly good.

ANS: A
PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


84.
Advocates of antipoverty programs claim that fighting poverty

a.
is best accomplished by charities.

b.
is a public good.

c.
is more efficiently accomplished by the market.

d.
should not be attempted with tax dollars.

ANS: B
PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


85.
Which of the following statements is not correct?

a.
Medical research can be an example of a public good.

b.
The private market will tend to undersupply public goods.

c.
The free-rider problem occurs when a good is nonexcludable.

d.
All goods provided by the government are public goods.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Analytical


86.
The national defense of the United States is not rival because

a.
my enjoyment of the national defense does not diminish your enjoyment of the national defense of the United States.

b.
my enjoyment of the national defense does diminish your enjoyment of the national defense of the United States.

c.
my enjoyment of the national defense excludes you from enjoying the national defense of the United States.

d.
Both b and c are correct.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


87.
Which of the following is a disadvantage of government provision of a public good?

a.
The government lacks information about what people are willing to pay for the good.

b.
The government does not provide enough of any public good.

c.
The private sector can provide all public goods at a lower cost.

d.
None of the above is a disadvantage.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


88.
If people prefer to live in a society without poverty, then fighting poverty can be thought of as a public good. Why can’t the private sector provide sufficient “poverty reduction”?

a.
Because people who do not donate to private charities can “free ride” off those who do.

b.
The private marketplace can provide a socially optimal quantity of these programs with no government interference.

c.
Because the Food Stamp program is more efficient than private food pantries run by charities.

d.
Both a and b are correct.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


89.
Which of the following is not a characteristic of a public good?

a.
It requires resources to produce.

b.
It is not diminished or depreciated as additional people consume the good.

c.
Its benefits cannot be withheld from anyone.

d.
Because it is a free good, there is no opportunity cost.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


90.
Which of the following is an example of a public good?

a.
a candy bar

b.
a painting by Monet

c.
a beautiful sunset

d.
a crowded beach

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


91.
To achieve the optimal provision of public goods, the

a.
market should be allowed to arrive at an equilibrium without government intervention.

b.
government must limit the provision of the goods.

c.
government must tax producers of the goods.

d.
government must either provide the goods or subsidize their production.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


92.
People have little incentive to produce a public good because

a.
the social benefit is less than the private benefit.

b.
the social benefit is less than the social cost.

c.
there is a free-rider problem.

d.
there is a Tragedy of the Commons.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


93.
The market does not provide national defense because

a.
it is impossible to prevent any single person from enjoying the benefit of national defense.

b.
the fixed cost of national defense is too high.

c.
the necessary resources for national defense are not available in the private sector.

d.
All of the above are correct.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


94.
National defense is provided by the government because

a.
it is impossible for private markets to produce public goods.

b.
products provided by the government are produced more efficiently.

c.
free-riders make it difficult for private markets to supply the socially optimal quantity.

d.
public goods increase government revenues.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


95.
National defense is a classic example of a public good because

a.
there is no market for private security services.

b.
it is difficult to exclude people from receiving the benefits from national defense once it is provided.

c.
everyone agrees that some level of national defense is important, but only the government knows the optimal amount.

d.
there are no private firms willing to supply defense goods such as tanks and weapons.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


96.
The government provides public goods because

a.
private markets are incapable of producing public goods.

b.
free-riders make it difficult for private markets to supply the socially optimal quantity.

c.
markets are always better off with some government oversight.

d.
external benefits will accrue to private producers.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


97.
Basic research is a public good partly because it

a.
is difficult to exclude those who might benefit from it.

b.
is used to develop public goods.

c.
always benefits developed countries at the expense of developing countries.

d.
is a good that is rival in consumption.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


98.
Too few resources are devoted to the creation of knowledge because profit-seeking firms

a.
undervalue knowledge in their pursuit of revenues.

b.
overuse their patents.

c.
tend to free-ride on the knowledge that others have developed.

d.
tend to rely on existing employee knowledge.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Applicative


99.
Private companies will invest in medical research if 

a.
they will produce general knowledge.

b.
they will produce a specific product for which they may receive a patent.

c.
there is no government intervention in the market for medical products.

d.
others will benefit from their discoveries.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods | Property rights
MSC: Interpretive


100.
As with many public goods, determining the appropriate level of government support for the production of general knowledge is difficult because

a.
patents correct for an unknown portion of the externality.

b.
benefits are hard to measure.

c.
members of Congress are often experts in the sciences.

d.
the costs always exceed the benefits.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


101.
Determining the appropriate level of government support for expanding general knowledge

a.
is determined by demand and supply.

b.
is accurately determined by Congress.

c.
can be easily measured by determining the amount where private benefits equal social cost.

d.
is difficult because the social benefits are hard to measure.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


102.
Advocates of antipoverty programs believe that fighting poverty

a.
can make everyone better off.

b.
is most successfully accomplished by charities.

c.
is most efficiently accomplished by the market.

d.
reduces the well-being of tax payers.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


103.
If everyone benefits from helping the poor,

a.
government intervention cannot improve social well-being.

b.
eliminating taxes aimed at redistributing income will make rich people better off.

c.
taxing the wealthy to raise living standards of the poor can potentially make everyone better off.

d.
private markets can adequately provide charity programs to help the poor, despite free-rider problems.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


104.
The government provides public goods because

a.
private markets would not produce any of the goods.

b.
private markets would not produce the efficient quantity of the goods.

c.
private markets would charge too high a price for the goods.

d.
the government produces public goods more efficiently than private markets can.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


105.
It is commonly argued that national defense is a public good. Nevertheless, the weapons used by the U.S. military are produced by private firms. We can conclude that

a.
resources would be used more efficiently if the government produced the weapons.

b.
resources would be used more efficiently if private firms provided national defense.

c.
weapons are rival in consumption and excludable, but national defense is not rival in consumption and not excludable.

d.
national defense is rival in consumption and excludable, but weapons are not rival in consumption and not excludable.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


106.
The town of Sointenly does not have any public snow-plows. Anyone who wants his street cleared of snow must hire a private snow-plow company, which charges $75 per street. Curly, Larry and Moe all live on a dead-end street; Curly lives at the very end. Each one values snow removal at $50. At present, the snow is never cleared from the street. We can conclude that

a.
there is no way to improve upon the current situation because the cost of snow removal exceeds what each individual is willing to pay for it.

b.
Larry and Moe should wait for Curly to pay for the service because Curly will pay to have the snow cleared all the way to his house. Then Larry and Moe will get the service for free.

c.
the fee charged by the snow removal company is unfairly high.

d.
Curly, Larry and Moe could all be better off if they acted collectively.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


107.
Which of the following is not a reason that the findings of cost-benefit analyses on public goods are only rough approximations?

a.
Without prices, it is difficult to be sure how much people really value a good.

b.
Analysts can't be sure that the respondents to surveys are telling the truth.

c.
Analysis must include not only the cost of building the project but also the cost of maintenance, if any.

d.
People value goods differently if they are publicly provided rather than privately provided.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


108.
The Ogallala aquifer is a large underground pool of fresh water under several western states in the United States. Any farmer with land above the aquifer can at present pump water out of it. We might expect that

a.
over time, the aquifer is likely to be overused.

b.
each farmer has a sufficient incentive to conserve the water.

c.
state governments have an incentive to insure that their farmers do not overuse the water.

d.
resources would be used more efficiently if the government paid for the pumps farmers use to get the water.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


109.
Which of the following is a disadvantage of government provision of a public good such as national defense?

(i)
The government does not know the exact willingness of consumers to pay for the public good.

(ii)
The free-rider problem is more likely to occur when the government provides a public good than when the private sector provides a public good.

(iii)
Taxpayers do not agree on the optimal quantity of the public good that the government should provide.

a.
(i) only

b.
(i) and (ii) only

c.
(i) and (iii) only

d.
(i), (ii), and (iii)

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Interpretive


110.
Suppose a human life is worth $10 million. Installing a better lighting system in the city park would reduce the risk of someone being murdered there from 2.6 to 1.9 percent over the life of the system. The city should install the new lighting system if its cost does not exceed

a.
$70,000.

b.
$190,000.

c.
$260,000.

d.
$10,000,000.

ANS: A
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


111.
Highway engineers have proposed improving a dangerous stretch of highway at a cost of $2 million. They expect that it will reduce the risk of someone dying in an accident over the life of the highway from 22.1 percent to 5.7 percent. The project would be worth doing as long as a human life is worth at least

a.
$114,000.

b.
$328,000.

c.
$442,000.

d.
$10 million.

ANS: B
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


112.
The privately-owned school system in Smalltown has a virtually unlimited capacity. It accepts all applicants and operates on both tuition and private donations. Although every resident places value on having an educated community, the school's revenues have suffered lately due to a large decline in private donations from the elderly population. Since the benefit that each citizen receives from having an educated community is a public good, which of the following would not be correct?

a.
The free-rider problem causes the private market to undersupply education to the community.

b.
The government can potentially help the market reach a socially optimal level of education.

c.
A tax increase to pay for education could potentially make the community better off.

d.
The private market is the best way to supply education.

ANS: D
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


113.
The local fire department wants to buy some new equipment at a cost of $1 million. If a human life is worth $10 million, the equipment is worth buying if it reduces the risk of someone dying in a fire over the life of the equipment by at least

a.
1 percentage point.

b.
5 percentage points.

c.
7 percentage points.

d.
10 percentage points.

ANS: D
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


114.
The U.S. patent system

a.
makes general knowledge excludable.

b.
makes specific, technical knowledge excludable.

c.
creates a disincentive to invent.

d.
Both a and b are correct.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Excludability
MSC: Applicative


115.
The difference between specific knowledge and general knowledge is that

a.
the creation of general knowledge is usually more profitable for the creator.

b.
specific knowledge is excludable, while general knowledge is not excludable.

c.
general knowledge is excludable, while specific knowledge is not excludable.

d.
general knowledge is rival in consumption, while specific knowledge is not rival in consumption.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Excludability
MSC: Applicative


116.
Which of the following is not a reason why government agencies subsidize basic research?

a.
The private market devotes too few resources to basic research.

b.
The general knowledge developed through basic research can be used without charge.

c.
The social benefit of additional knowledge is perceived to be greater than the cost of the subsidies.

d.
The government wants to attract the brightest researchers away from private research firms.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Excludability
MSC: Analytical


117.
Because general knowledge is not excludable, 

a.
the government contributes to its production.

b.
the cost generally outweighs the benefit to society.

c.
private markets will not supply any general knowledge to society.

d.
general knowledge cannot be "supplied" to the market by anyone since it is not a product.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Excludability
MSC: Interpretive


118.
A lighthouse might be considered a private good if

a.
there is a second lighthouse nearby, thus preventing a monopoly.

b.
the owner of the lighthouse is able to exclude beneficiaries from receiving the benefits of the lighthouse.

c.
ships are able to enjoy the benefits of the lighthouse without paying for the benefit.

d.
a nearby port authority is able to avoid paying any fees to the lighthouse owner.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Excludability
MSC: Interpretive


119.
In deciding whether a good is a public good, one must determine the

a.
incomes of those who benefit from the good.

b.
value of the external benefits that accrue to resource owners.

c.
excludability of the good.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Excludability
MSC: Interpretive

Table 11-1

This table describes the defense demands for three groups of people in Happyville. The second, third, and fourth column shows the quantity that a group will demand for a given price (the first column).

	Price
	Group #1
	Group #2
	Group #3

	$14
	0
	0
	 0

	$12
	0
	0
	 3

	$10
	0
	3
	 6

	$ 8
	3
	6
	13

	$ 6
	6
	13 
	22

	$ 4
	13 
	22 
	33

	$ 2
	22 
	33 
	44

	$ 0
	33 
	44 
	58



120.
Refer to Table 11-1. What is the value of the 33rd unit of national defense in Happyville?

a.
$0

b.
$2

c.
$4

d.
$6

ANS: D
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


121.
Refer to Table 11-1. If the marginal cost of national defense is constant at $12 per unit, what is the efficient level of national defense to provide?

a.
6 units

b.
13 units

c.
22 units

d.
33 units

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical

Table 11-2

There are no lobstering restrictions on Point Judith Sound, RI. A lobsterman on Point Judith Sound can catch 100 lobsters per day, provided he has the sound to himself. Two lobstermen can catch 95 lobsters apiece per day, and three can catch 90 apiece per day. Other numbers are given by the table:

	Number of Lobstermen
	Lobsters per Day 

per Lobstermen
	Total Number of Lobsters Caught 

per Day
	Marginal Number of Lobsters Caught per Day: This is a Marginal Benefit Calculation.

	 0
	 0
	
	

	 1
	 100
	
	

	 2
	 95
	
	

	 3
	 90
	
	

	 4
	 85
	
	

	 5
	 75
	
	

	 6
	 65
	
	

	 7
	 55
	
	

	 8
	 40
	
	

	 9
	 25
	
	

	 10
	 5
	
	


The opportunity cost of a day on Point Judith Sound is 25 lobsters per lobsterman. That is, the alternative activity is as valuable as 25 lobsters.


122.
Refer to Table 11-2. How many lobstermen will decide to go lobstering on Point Judith Sound?

a.
1 lobsterman

b.
5 lobstermen

c.
9 lobstermen

d.
10 lobstermen

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


123.
Refer to Table 11-2. How many lobsters will be caught per day on Point Judith sound?

a.
50 lobsters

b.
100 lobsters

c.
225 lobsters

d.
375 lobsters

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


124.
Refer to Table 11-2. In terms of lobsters, what is the total cost of lobstering per day?

a.
25 lobsters

b.
125 lobsters

c.
225 lobsters

d.
250 lobsters

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


125.
Refer to Table 11-2. In terms of lobsters, what is the net social gain per day of lobstering?

a.
0 lobsters

b.
25 lobsters

c.
125 lobsters

d.
200 lobsters

ANS: A
PTS: 1
DIF: 3
REF: 11-2

TOP: Public goods
MSC: Analytical


126.
If the government decides to build a new highway, the first step would be to conduct a study to determine the value of the project. The study is called a

a.
fiscal analysis.

b.
monetary analysis.

c.
welfare analysis.

d.
cost-benefit analysis.

ANS: D
PTS: 1
DIF: 1
REF: 11-2

TOP: Cost-benefit analysis
MSC: Definitional


127.
Studies that compare the wages of more risky and less risky occupations estimate the value of a human life to be about

a.
$1 million.

b.
$5 million.

c.
$10 million.

d.
$20 million.

ANS: C
PTS: 1
DIF: 1
REF: 11-2

TOP: Cost-benefit analysis
MSC: Applicative


128.
Some economists estimate the value of human life by analyzing the risks that people are voluntarily willing to take and the compensation they require for those risks. Which of the following is an example of a career that economists would study?

a.
Certified Public Accounts at tax time

b.
window washers working on high-rise buildings

c.
economists

d.
professional golfers

ANS: B
PTS: 1
DIF: 1
REF: 11-2

TOP: Cost-benefit analysis
MSC: Applicative


129.
Which of the following is an approach used by economists to calculate the value of a human life?

a.
comparing the salaries of people who live in cities with more traffic lights to those who live in cities with fewer traffic lights

b.
comparing the wages of more risky occupations to less risky occupations

c.
comparing the costs of vehicles with safety features such as side-impact airbags to those without such safety features

d.
All of the above are correct.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Applicative


130.
Ken, Danita, and C.J. all enjoy watching the holiday lights displayed in their neighborhood. The homes association is considering displaying lights around the sign at the entrance to the neighborhood. Ken values the lights at $50, Danita at $40, and C.J. at $20. The lights cost $100. What should the homes association do?

a.
Install the lights because people like them.

b.
Install the lights because the benefits outweigh the costs.

c.
Do not install the lights because the costs outweigh the benefits.

d.
Do not install the lights in order to prevent the Tragedy of the Commons problem of overuse.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


131.
Suppose that SmallCity, USA, is considering hiring an additional police officer. The reduction in crime is estimated to be worth $20 for each of SmallCity's 3,000 residents. What should the city do?

a.
Hire the police officer because additional safety is priceless.

b.
Hire the police officer if the cost of the new officer is less than $60,000.

c.
Do not hire the police officer because the costs exceed the benefits.

d.
Hire the police officer only if the benefit to the residents exceeds $3,000.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


132.
Suppose that a small county is considering adding a guardrail to a dangerous curve by a river. The guardrail will cost $70,000. The average damage done to vehicles that slide off the road at the curve is $10,000. It is expected that the guardrail will prevent 5 vehicles from sliding off the road during its usable life. What should the county do?

a.
Install the guardrail because safety is priceless.

b.
Install the guardrail because the benefits exceed the costs.

c.
Do not install the guardrail because the costs exceed the benefits.

d.
Do not install the guardrail at any cost because drivers can purchase private insurance for their vehicles.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


133.
The best way of determining the value of a human life is to

a.
evaluate the value of their expected earnings in the labor market.

b.
evaluate the risks people are willing to take and what they would have to be paid to take them.

c.
determine a person’s accumulated wealth at the time of death.

d.
do nothing; human life is priceless.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


134.
A cost-benefit analysis of a highway is difficult to conduct because analysts

a.
cannot estimate the explicit cost of a project that has not been completed.

b.
are unlikely to have access to costs on similar projects.

c.
are not able to consider the opportunity cost of resources.

d.
will have difficulty estimating the value of the highway.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Applicative


135.
Simply asking people how much they value a highway is not a reliable way of measuring the benefits and costs because

a.
those who stand to gain have an incentive to tell the truth.

b.
those who stand to lose have an incentive to exaggerate their true costs.

c.
answers to the survey questions will always be downwardly biased.

d.
not everyone asked will be using the highway.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


136.
The greatest difficulty with cost-benefit analysis of a public project is determining

a.
whether government revenue is sufficient to cover the cost of the project.

b.
which contractor should be awarded the project.

c.
the cost of the project.

d.
the value or benefit of the project.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


137.
Respondents to cost-benefit surveys

a.
are unable to evaluate the effect of the project on their personal satisfaction.

b.
typically do not receive a direct benefit from government projects.

c.
have a difficult time identifying explicit costs.

d.
have little incentive to tell the truth.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis | Free riders
MSC: Interpretive


138.
Each of the following explains why cost-benefit analysis is difficult except 

a.
there is no price with which to judge the value of a public good.

b.
surveys are often biased and unreliable.

c.
it is difficult to identify all factors that influence costs and benefits of public goods.

d.
government projects rarely have sufficient funding to complete them on time.

ANS: D
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


139.
Suppose that policymakers are doing cost-benefit analysis on a proposal to add traffic barriers to divide the flow of traffic in an effort to increase safety on a given highway. Which of the following statements is correct?

a.
The benefits are usually easier to measure than the costs.

b.
Because human life is priceless, any measure to increase traffic safety would generate benefits that outweigh the costs.

c.
Estimating the value of a human life is difficult but necessary in order to evaluate the proposal.

d.
Both a and b are correct.

ANS: C
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


140.
In a cost-benefit analysis, the value of a human life is sometimes calculated on the basis of

a.
the risks that a person voluntarily exposes herself to in her job and/or recreational choices.

b.
the value of each individual's assets.

c.
the belief that human life is priceless.

d.
the amount of resources required to adequately sustain life.

ANS: A
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


141.
Cost-benefit analysis is important to determine the role of government in our economy because

a.
the government should provide all goods for which the benefits exceed the costs.

b.
cost-benefit analysis identifies the possible gains to society from government provision of a particular good.

c.
markets for private goods cannot effectively assign costs and benefits.

d.
cost-benefit analysis is the best tool to identify market failures.

ANS: B
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


142.
Before considering any public project, the government should

(i)
compare the total cost and total benefits of the project.

(ii)
conduct a cost-benefit analysis.

(iii)
infer that citizens who vote for a project are willing to pay equally for it.

a.
(i) only

b.
(ii) only

c.
(i) and (ii) only

d.
(i), (ii), and (iii)

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


143.
To increase safety at a bad intersection, you must decide whether to install a traffic light in your hometown at a cost of $10,000. If the traffic light reduces the risk of fatality by 0.5 percent, and the value of a human life is estimated to be $10 million, you should

a.
install the light because the expected benefit of $50,000 is greater than the cost.

b.
install the light because the expected benefit of $20,000 is greater than the cost.

c.
not install the light because the expected benefit of $10,000 is only equal to the cost.

d.
not install the light because the expected benefit of $5,000 is less than the cost.

ANS: A
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


144.
A town engineer comes to the city council with a proposal to install a traffic light at a certain intersection that currently has a stop sign. The benefit of the traffic light is increased safety because the light will reduce the incidence of fatal traffic accidents by 50 percent per year. Which of the following statements is correct?

a.
The city council should vote to install the traffic light because the benefits will outweigh the costs.

b.
The city council should carefully evaluate the benefits of reduced fatalities against only the explicit costs of the light. 

c.
The city council should carefully evaluate the benefits of reduced fatalities against the costs of the light and of the extra time that drivers will spend waiting for a green light. 

d.
The costs will invariably outweigh the benefits.

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


145.
Suppose that installing an overhead pedestrian walkway would cost a college town $100,000. The walkway is expected to reduce the risk of fatality by 2 percent, and the cost of a human life is estimated at $10 million. The town should 

a.
install the walkway because the estimated benefit is twice the cost.

b.
install the walkway because the estimated benefit equals the cost.

c.
not install the walkway, since the cost is twice the estimated benefit.

d.
install the walkway, since the cost of even a single life is too great not to take action.

ANS: A
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


146.
Suppose that the cost of installing an overhead pedestrian walkway in a college town is $100,000. The walkway is expected to reduce the risk of fatality by 0.5 percent, and the cost of a human life is estimated at $10 million. The town should

a.
install the walkway because the estimated benefit is twice the cost.

b.
install the walkway because the estimated benefit equals the cost.

c.
not install the walkway, since the cost is twice the estimated benefit.

d.
install the walkway, since the cost of even a single life is too great not to take action.

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


147.
When an infinite value is placed on human life, policymakers who rely on cost-benefit analysis

a.
are forced to pursue any project in which a single human life is saved.

b.
are likely to make decisions that optimally allocate society's scarce resources.

c.
would not pursue any public project that would not save human life.

d.
would be forced to rely on private markets to provide public goods.

ANS: A
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


148.
Suppose that you want to put on a fireworks display in your hometown of 1,000 people this July. The cost of the display is $6,000, and each person values the display at $5. After a month, you have only sold 50 tickets at $5 each. The result is that 

a.
the local government should put on the display, but you should not.

b.
you should still put on the display, but the local government should not.

c.
neither you nor the local government should put on the display.

d.
either you or the local government should put on the display.

ANS: C
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


149.
When the value of a human life is calculated according to the economic contribution a person makes to society (as reflected in her income-earning potential), the troubling implication is that

a.
it is possible for a retired or disabled person to have no value to society.

b.
economists are more valuable than entrepreneurs.

c.
retired people who volunteer in their communities are more valuable than physicians.

d.
all workers have equal value.

ANS: A
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


150.
The Occupational Safety and Health Administration (OSHA) has determined that the probability of a worker dying from exposure to a hazardous chemical used in the production of diet soft drinks is 0.0005. The cost of imposing a regulation that would ban the chemical is $18 million. If the value of a human life is equal to $10 million, how many people must the policy affect in order for the benefits to exceed the costs?

a.
301

b.
601

c.
1801

d.
3601

ANS: D
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


151.
The Occupational Safety and Health Administration (OSHA) has determined that 100 workers are exposed to a hazardous chemical used in the production of diet soft drinks. The cost of imposing a regulation that would ban the chemical is $10 million. OSHA has calculated that each person saved by this regulation has a value equal to $10 million. If the benefits are exactly equal to the costs, what probability is OSHA using to assess the likelihood of a fatality from exposure to this chemical?

a.
0.001

b.
0.01

c.
0.1

d.
1.0

ANS: B
PTS: 1
DIF: 3
REF: 11-2

TOP: Cost-benefit analysis
MSC: Analytical


152.
Which of the following statements is not correct?

a.
Environmental degradation is an example of the Tragedy of the Commons.

b.
Cost-benefit analysis is an important tool that economists use to evaluate the benefits of providing a public good.

c.
Some goods, such as lighthouses, may be either private or public goods.

d.
The free-rider problem prevents governments from supplying public goods.

ANS: D
PTS: 1
DIF: 3
REF: 11-2 | 11-3

TOP: Private goods | Public goods | Free riders | Cost-benefit analysis
MSC: Analytical


153.
Which of the following quotations illustrates the Tragedy of the Commons?

a.
“Too many cooks spoil the pot.”

b.
“The only difference between the rich and other people is that the rich have more money.”

c.
“What is common to many is taken least care of, for all men have greater regard for what is their own than for what they possess in common with others.”

d.
“Anyone who is not a socialist before he is 30 has no heart; anyone who is still a socialist after he is 30 has no head.”

ANS: C
PTS: 1
DIF: 1
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


154.
Which parable describes the problem of wild animals that are hunted to the point of extinction?

a.
Coase theorem

b.
Tragedy of the Commons

c.
Cost-benefit analysis

d.
Clean Air Act

ANS: B
PTS: 1
DIF: 1
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


155.
An overcrowded beach is an example of

a.
a positive externality.

b.
a Tragedy of the Commons.

c.
an environmentally inefficient allocation of resources.

d.
an economically unfair allocation of resources.

ANS: B
PTS: 1
DIF: 1
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


156.
One way to eliminate the Tragedy of the Commons is to

a.
increase law enforcement in public areas.

b.
limit access to the commons.

c.
increase access to the commons.

d.
decrease taxes.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


157.
The Tragedy of the Commons results when a good is

a.
rival in consumption and not excludable.

b.
excludable and not rival in consumption.

c.
both rival in consumption and excludable.

d.
neither rival in consumption nor excludable.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Definitional


158.
The Tragedy of the Commons occurs because

a.
a common resource is rival in consumption.

b.
a common resource is underutilized.

c.
crimes are committed in public places.

d.
common resources are subject to exclusionary rules.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Definitional


159.
The Tragedy of the Commons occurs because

a.
government property is most heavily used by the wealthy.

b.
everyone deserves an equal share of government property.

c.
social and private incentives differ.

d.
established property rights create competition.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


160.
The Tragedy of the Commons for sheep grazing on common land can be eliminated by the government doing each of the following except 

a.
assigning land property rights.

b.
auctioning off sheep-grazing permits.

c.
taxing sheep flocks.

d.
subsidizing sheep flocks.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


161.
Each of the following is likely to be a successful way for the government to solve the problem of overuse of a common resource except 

a.
regulating the use or consumption of the common resource.

b.
taxing the use or consumption of the common resource.

c.
selling the common resource to a private entity.

d.
asking individuals to voluntarily reduce their use of the resource.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


162.
The Tragedy of the Commons

a.
occurs most often with public goods.

b.
is only applicable to shared grazing rights among sheep herders.

c.
is eliminated when property rights are assigned to individuals.

d.
occurs when social incentives are in line with private incentives.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


163.
The Tragedy of the Commons can be corrected by

a.
conducting a cost-benefit analysis.

b.
assigning property rights to individuals.

c.
providing government subsidies for the resource.

d.
making certain everyone in the economy has access to the resource.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


164.
The Tragedy of the Commons will be evident when a growing number of sheep grazing on the town commons leads to a destruction of the grazing resource. To correct for this problem, the town could 

a.
allow individual shepherds to chose their own flock sizes.

b.
internalize the externality by subsidizing the production of sheep's wool.

c.
auction off a limited number of sheep-grazing permits.

d.
wait until the market corrects the problem.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


165.
Four friends decide to meet at a Chinese restaurant for dinner. They decide that each person will order an item off the menu, and they will share all dishes. They will split the cost of the final bill evenly among each of the people at the table. When the food is delivered to the table, each person faces incentives similar to the 

a.
consumption of a common resource good.

b.
production of a public good.

c.
consumption of a natural monopoly good.

d.
production of a private good.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


166.
If the use of a common resource is not regulated,

a.
it cannot be used by anyone.

b.
the economy will end up with too much of a good thing.

c.
it becomes a private good.

d.
it will be overused.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Definitional


167.
On holiday weekends thousands of people hike on national park hiking trails. Some trails become so overcrowded the benefit or value of hiking diminishes to zero. An overcrowded hiking trail is an example of

a.
a private good.

b.
a natural monopoly.

c.
a Tragedy of the Commons.

d.
public good.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


168.
A Maine legislator wanted to create a deposit on cigarettes butts. If implemented, people would have the incentive to (1) not toss cigarette butts onto public streets and sidewalks, and (2) pick butts up to redeem them for the cash. The degradation of the environment from littered cigarette butts is a 

a.
private goods problem.

b.
Nash equilibrium.

c.
Tragedy of the Commons.

d.
cost-benefit equilibrium.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


169.
Which of the following is an example of the Tragedy of the Commons?

a.
The number of professional football teams increases to the point where the quality of the games decreases, as does television viewership.

b.
The number of satellites increases to the point where they begin running into each other.

c.
Disney World becomes so crowded that it institutes a lottery for admissions.

d.
A tiger breeding program becomes so successful that local zoos have to build additional exhibits so that visitors can view the cats.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


170.
Which of the following represents the most efficient solution to the Tragedy of the Commons?

a.
quotas

b.
taxes

c.
privatizing public lands

d.
environmental regulation

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


171.
Which of the following is an example of government intervention to solve a Tragedy of the Commons problem?

a.
antipoverty programs

b.
national defense

c.
toll charges on congested roads

d.
agricultural subsidies

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


172.
Which of the following statements is not correct?

a.
A free rider is a person who benefits from something for which he or she does not have to pay.

b.
The creation of knowledge is a public good.

c.
The Tragedy of the Commons illustrates the underuse of a common resource.

d.
A gasoline tax is an imperfect solution to the problem of traffic congestion on public roads.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


173.
The overuse of a common resource relative to its economically efficient use is called

a.
monopolistic competition.

b.
the Tragedy of the Commons.

c.
common resource abuse.

d.
communism.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Definitional


174.
The Tragedy of the Commons describes 

a.
government regulation that is necessary to combat externalities.

b.
overuse of a common resource relative to its economically efficient use.

c.
the nonrivalry feature of a common resource.

d.
an effective cost-benefit analysis.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


175.
One economically efficient way to eliminate the Tragedy of the Commons is to

a.
tax the owners of the resource.

b.
prevent anyone from using the resource.

c.
reduce the marginal social benefit of the resource.

d.
establish private ownership of the resource.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Interpretive


176.
Four friends decide to meet at a Chinese restaurant for dinner. They decide that each person will order an item off the menu, and they will share all dishes. They will split the cost of the final bill evenly among each of the people at the table. A Tragedy of the Commons problem is likely for each of the following reasons except 

a.
each person has an incentive to eat as fast as possible since their individual rate of consumption will not affect their individual cost.

b.
there is an externality associated with eating the food on the table.

c.
when one person eats, he may not take into account how his choice affects his friends.

d.
each dish would be both excludable and rival in consumption.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


177.
What causes the Tragedy of the Commons?

(i)
Social and private incentives differ.

(ii)
Common resources are nonrival in consumption and nonexclusive.

(iii)
Common resources are nonexclusive but rival in consumption.

a.
(i) only

b.
(ii) only

c.
(i) and (ii) only

d.
(i) and (iii) only

ANS: D
PTS: 1
DIF: 3
REF: 11-3

TOP: Tragedy of the Commons
MSC: Analytical


178.
Each of the following would be considered a common resource except
a.
clean air.

b.
congested nontoll roads.

c.
national defense.

d.
open grazing land.

ANS: C
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


179.
A toll on a congested road is in essence 

a.
an interstate highway tax.

b.
a Department of Motor Vehicles tax.

c.
a gasoline tax.

d.
a corrective tax.

ANS: D
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


180.
San Francisco is considering a plan used in London to reduce congestion on busy streets called 

a.
road-fee pricing.

b.
congestion charging zones.

c.
tip-top tolls.

d.
“share the road, not the smog.”

ANS: B
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


181.
Which city currently charges drivers a “congestion toll” to drive into the heart of the city’s financial, legal, and entertainment district?

a.
Moscow

b.
New York City

c.
Beijing

d.
London

ANS: D
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


182.
London currently uses a “congestion charge” to tax motorists who want to drive on congested roads in the city. The plan was inspired by which famous economist?

a.
Karl Marx

b.
Milton Friedman

c.
Arthur Pigou

d.
N. Gregory Mankiw

ANS: B
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


183.
Congestion charging zones are 

a.
areas in Singapore where motorists pay tolls to use busy roads.

b.
areas in London where motorists pay tolls to use busy roads.

c.
areas in Moscow where motorists pay tolls to use busy roads.

d.
environmentally friendly rest stops where motors using hybrid and electric cars can recharge the cars’ batteries.

ANS: B
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


184.
One of the least regulated common resources today is

a.
U.S. national parks.

b.
the ocean.

c.
U.S. government land in the West.

d.
the Great Lakes.

ANS: B
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


185.
The U.S. government protects fish, a common resource, by

a.
subsidizing the fishing industry.

b.
heavily taxing competing industries.

c.
selling fishing licenses and regulating fish lengths.

d.
None of the above is correct.

ANS: C
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


186.
Because elephants roam freely in many countries in Africa, each individual African elephant poacher has

a.
a strong incentive to kill as many elephants as he can find.

b.
a strong incentive to protect the elephants.

c.
the ability to save the elephants.

d.
None of the above is correct.

ANS: A
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Interpretive


187.
Four friends who love to ski decide to pool their financial resources and equally share the cost of a one-week time-share condominium in Alta, Utah. Unfortunately, the condominium does not come with maid service. Everyone says that she values clean dishes, yet unwashed dishes pile up in the sink. To an economist, clean dishes in the cupboard represent 

a.
a common resource problem.

b.
a problem similar to cost-benefit analysis for public projects.

c.
the household behavior of the invisible hand.

d.
All of the above are correct.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


188.
When Susie uses a common resource and diminishes other people's enjoyment of it, she creates

a.
a market force.

b.
an externality.

c.
an invisible hand.

d.
excludability.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


189.
Once a common resource is available for consumption, policymakers need to be concerned with

a.
making sure everyone gets a fair chance to consume it.

b.
determining the total quantity that will be consumed.

c.
finding a private firm to take over the production of the good.

d.
implementing a natural monopoly tax to pay for the good.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


190.
Market failure with common resources occurs because

a.
the government imposes a negative externality on everyone's consumption of the resource.

b.
common resources can become public goods through overuse.

c.
consumption can be privately profitable even when it is socially undesirable.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


191.
Using a toll to reduce traffic when congestion is greatest is an example of a

a.
regulation solution.

b.
command-and-control policy.

c.
corrective tax.

d.
Coase theorem solution.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


192.
Which of the following statements is true of the tax on gasoline?

a.
The cost of collecting a gasoline tax outweighs the revenues raised by the tax.

b.
It is preferred to tolls as the best solution to road congestion.

c.
It discourages driving on noncongested roads, even though there is no congestion externality for these roads.

d.
Both b and c are correct.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


193.
A tax on gasoline often reduces road congestion because gasoline

a.
and driving are complements.

b.
and driving are substitutes.

c.
is a normal good, while driving is an inferior good.

d.
is an inferior good, while driving is a normal good.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


194.
Which of the following is not an advantage of road tolls as a way to reduce traffic?

a.
They charge people based on consumption.

b.
They can help bring usage closer to its optimal level.

c.
Rates can differ according to the time of day.

d.
The administrative costs of collecting the tolls are almost zero, especially for local roads.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Analytical


195.
Which of the following is not an advantage to congestion charges for motorists who wish to drive on busy streets?

a.
reduced carbon monoxide pollution

b.
increased use of public transportation

c.
improved taxi service

d.
increased government revenues

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


196.
Excessive fishing occurs because

a.
each individual fisherman has little incentive to maintain the species for the next year.

b.
fishermen rely on government managers to worry about fish populations.

c.
fishermen are unionized, so they are not concerned with externalities.

d.
fishermen have other marketable skills and do not fear exploitation of fish reserves.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


197.
The ocean remains one of the largest unregulated resources for each of the following reasons except
a.
many countries have access to the ocean.

b.
it is difficult to get international cooperation among countries that hold different values.

c.
the oceans are so vast that enforcing any agreements would be difficult.

d.
All of the above are reasons the ocean remains one of the largest unregulated resources.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


198.
Why do elephants face the threat of extinction while cows do not?

a.
Cattle are a valuable source of income for many people, while elephants have no market value.

b.
There is a high demand for products that come from cows, whereas there is no demand for products that come from elephants.

c.
There are still lots of cattle that roam free, while all elephants live in zoos.

d.
Cattle are owned by ranchers, while elephants are owned by no one.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Analytical


199.
Elephants are endangered, but cows are not because

a.
cows are not as valuable as elephants.

b.
elephants are a common resource, while cows are a private good.

c.
cows are a common resource, while elephants are a private good.

d.
it is legal to kill cows but not elephants.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


200.
Why is the commercial value of ivory a threat to the elephant, while the commercial value of beef is the cow's guardian?

a.
Elephants live in Africa, whereas cows live in the United States.

b.
Elephants are a common resource.

c.
Cows are a common resource.

d.
Cows are a public good.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


201.
Many species of animals are common resources, and many must be protected by law to keep them from extinction. Why is the cow not one of these endangered species even though there is such a high demand for beef?

a.
Cows reproduce at a high rate and have adapted well to their environment.

b.
Public policies protect cows from predators and diseases.

c.
Cows are privately owned, whereas many endangered species are owned by no one.

d.
There is a natural ecological balance between the birth rate of cows and human consumption.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


202.
Elephant populations in some African countries have started to rise because

a.
poachers and environmentalists are working together to save the elephants.

b.
new laws make killing elephants and selling their ivory illegal.

c.
some elephants have been made a private good, and people are allowed to kill elephants on their own property.

d.
high ivory taxes make it hard to earn a decent return on elephant tusks.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


203.
A good solution to saving the tiger from extinction would be to 

a.
outlaw the sale of tiger livers and bones.

b.
tax the sale of tiger hides.

c.
privatize ownership of tigers by giving or selling their habitat to someone who enjoys tigers.

d.
regulate the traditional use of Asian medicines that use tiger livers and bones.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


204.
It is common knowledge that many U.S. national parks have become overused. One possible solution to this problem is to

a.
increase entrance fees.

b.
conduct a study to determine the daily attendance capacity of the individual parks.

c.
reduce the national park service budget.

d.
All of the above are possible solutions.

ANS: A
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


205.
One proposed solution to overused, deteriorating national parks would be to

a.
increase the number of bears through breeding programs.

b.
have Congress increase the entrance fees.

c.
decrease management and maintenance of facilities.

d.
reduce the number of improved camping facilities.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


206.
To most economists, the best solution to the overcrowding problem at Yellowstone National Park is to

a.
increase financial aid from the government.

b.
place daily quotas on the number of vehicles that enter the park.

c.
increase entrance fees to the park.

d.
temporarily close down damaged sections of the park.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


207.
Which of the following statements concerning Yellowstone National Park is not correct?

a.
Entrance fees have not kept pace with inflation over the last century.

b.
When the park gets too crowded, no more visitors are allowed.

c.
The park does not take advantage of the free market to correct for overcrowding.

d.
Additional federal funding would reduce overcrowding.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Analytical


208.
Raising the entrance fee at Yellowstone National Park would not 

a.
potentially increase park revenues.

b.
potentially decrease the number of visitors.

c.
allow market forces to correct for the externality.

d.
make the national park a private good.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Analytical


209.
Very few entrepreneurs operate their own nature parks in the U.S. because

a.
urban sprawl is encroaching on rural areas.

b.
government-sponsored national parks set entrance fees below costs.

c.
restrictive laws prohibit private citizens from owning parks.

d.
private citizens demand fewer parks each year.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


210.
Ten friends who love to ski decide to pool their financial resources and equally share the cost of a one-week time-share condominium in Alta, Utah. Suppose that the lift lines at the ski resort become more congested when the ten additional people start to ski. Which of the following statements is not correct?

a.
Use of the ski resort by the ten new skiers will yield a negative externality.

b.
The ski resort can reduce the congestion externality by raising lift ticket prices.

c.
An increase in lift ticket prices could be viewed as a corrective tax on the externality of congestion.

d.
Each of the ten friends would have been better off staying at home.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Analytical


211.
Residents of Hong Kong are able to find restaurants that advertise a dish that contains grizzly bear paws. Since it is unlikely that grizzly bear paws are purchased from a private producer of animal paws, we can likely conclude that

a.
international laws making it illegal to sell grizzly bear paws are likely to be very effective at eliminating these offerings at Hong Kong restaurants.

b.
higher penalties for poaching grizzly bears will prevent poachers from killing.

c.
there are likely to be very few grizzly bear poachers.

d.
allowing individuals to own and raise grizzly bears for meat would likely reduce the threat of extinction to grizzly bear populations.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


212.
Which of the following statements best describes the cause of "overrun and overtrampled" national parks?

a.
Park administrators do not use the best science available to manage park resources.

b.
National parks are treated as free goods by their visitors.

c.
National parks do not charge entrance fees.

d.
The price of entrance to national parks is higher than other forms of recreation.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


213.
On holiday weekends thousands of people hike on national park hiking trails. Some trails become so overcrowded the benefit or value of hiking diminishes to zero. Suppose that the National Park Service institutes a variable fee structure. On weekdays when the trails get little use, the fee is zero. On normal weekends, the fee is $15 per person. On holiday weekends, the fee is $35 per person. The fee system is an example of a 

a.
subsidy.

b.
quota.

c.
police state.

d.
pricing system.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


214.
Imagine a 2,000-acre park with picnic benches, trees, and a pond. Suppose it is publicly owned, and people are invited to enjoy its beauty. When the weather is nice, it is difficult to find parking, and the trash cans overflow with food wrappers on summer afternoons. Otherwise, it is a great place. The park is a common resource because

a.
trash cans produce a negative externality, while good weather produces a positive externality.

b.
access is limited due to driving distances.

c.
if too many people use it, one person's use can prevent others from using it.

d.
it is easy to fence in the park to control access.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


215.
The commercial value of ivory is a threat to the elephant, but the commercial value of beef is a guardian of the cow. This is because

a.
the cow is raised in developed countries, while the elephant lives primarily in less-developed countries.

b.
cows are private goods, while elephants tend to roam freely without owners.

c.
cows and elephants are public goods, but ivory is nonrival.

d.
ivory is nonrival and nonexclusive, but beef is rival and exclusive.

ANS: B
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


216.
Why has the value of ivory threatened the extinction of the elephant, whereas the value of beef has enhanced the survival of the cow?

a.
Cows are a common resource, whereas elephants are owned by governments.

b.
Elephants are larger than cows, requiring more economic resources.

c.
Elephants live in Africa, where economic resources are scarce.

d.
Elephants are a common resource, whereas cows are privately owned.

ANS: D
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


217.
The Ogallala aquifer is a large underground pool of fresh water under several western states in the United States. Any farmer with land above the aquifer can at present pump water out of it. Which of the following statements about the aquifer is correct?

a.
The aquifer is a public good which must be publicly owned to be used efficiently.

b.
The aquifer is a private good which must be privately owned to be used efficiently.

c.
The aquifer is a common property resource which will be overused if no one owns it.

d.
The aquifer is a natural monopoly which should be left as it is.

ANS: C
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


218.
Suppose all citizens in a certain city are given identical debit cards used to pay for toll roads. Which of the following statements would not be correct, assuming that the debit cards could be sold privately from person to person?

a.
It would be a very egalitarian policy.

b.
The system would redistribute income from those who drive more to those who drive less.

c.
The system could potentially redistribute income from the rich to the poor if the poor drive less.

d.
The cost to the government of such a program would greatly outweigh the benefit to society.

ANS: D
PTS: 1
DIF: 3
REF: 11-3

TOP: Common resources
MSC: Interpretive


219.
A stairwell in a certain office building is always congested at 12:00 p.m. and 2:00 p.m. The congestion is so bad that people have been complaining to the building's owner. Which of the following methods would be the most efficient way of reducing congestion?

a.
Charge everyone who uses the stairwell when it is congested a fee based on their income so that richer people will pay more than poorer people.

b.
Encourage people to voluntarily keep off the stairwell during peak times.

c.
Charge everyone who uses the stairwell when it is congested the same fee. People who value the use of the stairs the most will be the ones who use the stairwell at peak times.

d.
Hold a lottery to determine who wins the right to use the stairwell at peak times.

ANS: C
PTS: 1
DIF: 3
REF: 11-3

TOP: Common resources
MSC: Analytical


220.
On hot summer days, electricity-generating capacity is sometimes stretched to the limit. At these times, electric companies may ask people to voluntarily cut back on their use of electricity. An economist would suggest that 

a.
every electric customer has an incentive to prevent the system from overloading, so this voluntary approach is the most efficient.

b.
it would be more efficient if the electric company raised its rates for electricity at peak times.

c.
it would be more efficient to have a lottery to decide who had to cut back their use of electricity at peak times.

d.
it would be more efficient to force everyone to cut their usage of electricity by the same amount.

ANS: B
PTS: 1
DIF: 3
REF: 11-3

TOP: Common resources
MSC: Analytical


221.
Which of the following statements is correct?

a.
Common resources are excludable but nonrival in consumption.

b.
National defense is an example of the Tragedy of the Commons.

c.
When African elephants were privatized, the survival of the species improved.

d.
Well established property rights are unnecessary because government can provide goods more efficiently than private markets.

ANS: C
PTS: 1
DIF: 2
REF: 11-3 | 11-4

TOP: Common resources | Tragedy of the Commons | Property rights
MSC: Analytical


222.
Consider the following problems: Overcrowded public highways, overfishing in the ocean, polluted air, and the near-extinction of the wild rhinoceros. What do these problems have in common?

a.
Private markets could easily solve them if governments left the markets alone.

b.
They would all go away if the government sponsored an intensive public-information campaign.

c.
They are all the result of a failure to establish clear property rights over something of value.

d.
They are all the result of a failure of corrective taxes.

ANS: C
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Interpretive


223.
Markets fail to allocate resources efficiently when

a.
prices fluctuate.

b.
people who have property rights abuse their privileges.

c.
property rights are not well established.

d.
the government refuses to intervene in private markets.

ANS: C
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Applicative


224.
When the absence of property rights causes a market failure, the government can potentially solve the problem

a.
by clearly defining property rights.

b.
through regulation.

c.
by supplying the good itself.

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Analytical


225.
A common theme among examples of market failure is

a.
the good being provided harms society in some systematic way.

b.
some item of value does not have an owner with the legal authority to control it.

c.
cost-benefit analysis will show that private markets should provide the goods and services.

d.
government intervention decreases the social benefits.

ANS: B
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Interpretive


226.
When property rights are not well established,

a.
private goods become public goods.

b.
markets fail to allocate resources efficiently.

c.
the distribution of private goods is unfair.

d.
government resources are used inefficiently.

ANS: B
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Analytical


227.
Which of the following represents a potential solution to the problem of environmental pollution?

a.
corrective taxes

b.
well-established property rights

c.
government regulation

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Analytical


228.
Governments can grant private property rights over resources that were previously viewed as public, such as fish or elephants. Why would governments want to do so?

a.
to prevent overuse

b.
to decrease taxes

c.
to fight poverty

d.
to increase consumption

ANS: A
PTS: 1
DIF: 2
REF: 11-4

TOP: Property rights
MSC: Analytical

True/False


1.
Most goods in our economy are allocated in markets, where buyers pay for what they receive and sellers are paid for what they provide.

ANS: T
PTS: 1
DIF: 1
REF: 11-1

TOP: Private goods
MSC: Applicative


2.
When goods are available free of charge, the market forces that normally allocate resources in our economy are absent.

ANS: T
PTS: 1
DIF: 1
REF: 11-1

TOP: Public goods
MSC: Applicative


3.
Government intervention cannot improve the allocation of resources for goods that do not have prices attached to them.

ANS: F
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods
MSC: Interpretive


4.
Some goods can be classified as either public goods or private goods depending on the circumstances.

ANS: T
PTS: 1
DIF: 2
REF: 11-1

TOP: Public goods | Private goods
MSC: Interpretive


5.
Roads can be considered either public goods or common resources, depending on how congested they are.

ANS: T
PTS: 1
DIF: 1
REF: 11-1

TOP: Public goods | Common resources
MSC: Applicative


6.
When one person enjoys the benefit of national defense, she reduces the benefit to others.

ANS: F
PTS: 1
DIF: 1
REF: 11-1

TOP: Rivalry in consumption
MSC: Applicative


7.
A fireworks display is not excludable because it is virtually impossible to prevent someone from seeing the show.

ANS: T
PTS: 1
DIF: 1
REF: 11-2

TOP: Excludability
MSC: Applicative


8.
One benefit to the patent system is that it encourages the production of technical knowledge.

ANS: T
PTS: 1
DIF: 1
REF: 11-2

TOP: Excludability
MSC: Applicative


9.
A free-rider is someone who receives the benefit of a good but avoids paying for it.

ANS: T
PTS: 1
DIF: 1
REF: 11-2

TOP: Free riders
MSC: Definitional


10.
In some cases the government can make everyone better off by raising taxes to pay for certain goods that the market fails to provide.

ANS: T
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


11.
Even economists who advocate small government agree that national defense is a good that the government should provide.

ANS: T
PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


12.
Advocates of antipoverty programs claim that fighting poverty is a public good.

ANS: T
PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


13.
Private markets usually provide lighthouses because ship captains have the incentive to navigate using the lighthouse and therefore will pay for the service.

ANS: F
PTS: 1
DIF: 2
REF: 11-2

TOP: Public goods
MSC: Interpretive


14.
The free-rider problem arises when the number of beneficiaries is large and exclusion of any of them is impossible.

ANS: T
PTS: 1
DIF: 1
REF: 11-2

TOP: Free riders

MSC: Applicative


15.
Economists argue that we can calculate the value of a human life by observing voluntary risks that people take every day.

ANS: T
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Applicative


16.
If we can conclude that human life has a finite value, cost-benefit analysis can lead to solutions in which human life is worth less than the cost of a potential project.

ANS: T
PTS: 1
DIF: 2
REF: 11-2

TOP: Cost-benefit analysis
MSC: Interpretive


17.
London charges drivers driving in “congestion zones” a tax in order to reduce traffic congestion.

ANS: T
PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Applicative


18.
One person's use of common resources does not reduce the enjoyment other people receive from the resource.

ANS: F
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


19.
If Toby and Pete are the only two fishermen in town and neither is bothered by the other's fishing, the lake they fish in is not a common resource.

ANS: T
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


20.
One possible solution to the problem of protecting a common resource is to convert that resource to a private good.

ANS: T
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


21.
Tolls are not effective in altering people's incentives to drive during rush hour.

ANS: F
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Applicative


22.
The profit motive that stems from private ownership means that elephant populations are best protected as common resources.

ANS: F
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive


23.
In the Tragedy of the Commons, joint action among the individual citizens would be necessary to solve their common resource problem unless the government intervenes.

ANS: T
PTS: 1
DIF: 2
REF: 11-3

TOP: Tragedy of the Commons
MSC: Applicative


24.
Depending on congestion, national parks can be either a common resource or a public good.

ANS: T
PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources | Public goods
MSC: Interpretive


25.
Markets may fail to allocate resources efficiently when property rights are not well established.

ANS: T
PTS: 1
DIF: 1
REF: 11-4

TOP: Property rights
MSC: Interpretive

Short Answer


1.
Place each of the following in the correct location in the table.

	
	
	Rival?

	
	
	Yes
	No

	Excludable?
	Yes
	Private Goods
	Natural Monopolies

	
	No
	Common Resources
	Public Goods


a.
Congested toll roads

b.
Knowledge

c.
Fish in the ocean

d.
National defense

e.
Congested nontoll roads

f.
Cable TV

g.
The environment

h.
Fire protection

i.
Ice-cream cones

j.
Uncongested toll roads

k.
Clothing

l.
Uncongested nontoll roads

ANS: 

	
	
	Rival?

	
	
	Yes
	No

	Excludable?
	Yes
	Private Goods

 Ice-cream cones

Clothing

Congested toll roads
	Natural Monopolies

Fire protection

Cable TV

Uncongested toll roads

	
	No
	Common Resources

Fish in the ocean

The environment

Congested nontoll roads
	Public Goods

National defense

Knowledge

Uncongested nontoll roads


PTS: 1
DIF: 1
REF: 11-1


TOP: Excludability | Rivalry in consumption
MSC: Applicative


2.
The creation of knowledge is a public good. Because knowledge is a public good, profit-seeking firms tend to free-ride on the knowledge created by others and, as a result, devote too few resources to the creation of knowledge. How does the U.S. government correct for this apparent market failure?

ANS: 

The government assigns and protects the property rights of the producers of specific, technological knowledge through patents. The inventor will obtain much of the benefit of his invention. The U.S. government also subsidizes basic research in many different fields.

PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


3.
Some advocates of antipoverty programs claim that fighting poverty is a public good. Describe why government intervention may be necessary to reduce poverty.

ANS: 

Eliminating poverty is not a good that the private market can provide. No single individual can solve the problem of poverty, and those who do not donate to charity can free-ride on the generosity of others. If we all prefer to live in a society without poverty, taxing the wealthy to raise the living standards of the poor may be able to make everyone better off.

PTS: 1
DIF: 1
REF: 11-2

TOP: Public goods
MSC: Applicative


4.
The government often intervenes when private markets fail to provide an optimal level of certain goods and services. For example, the government imposes an excise tax on gasoline to account for the negative externality that drivers impose on one another. Why might the private market not reach the socially optimal level of traffic without the help of government?

ANS: 

It is possible that everyone can agree that the roads are too crowded, but no one is willing to make the sacrifice to stay home to help solve the congestion problem. The private incentive to fix the problem is small, so government policies such as tolls and gasoline taxes may improve social welfare.

PTS: 1
DIF: 1
REF: 11-3

TOP: Common resources
MSC: Interpretive


5.
Why do wild salmon populations face the threat of extinction while goldfish populations are in no such danger?

ANS: 

No one owns the wild salmon, while private individuals own goldfish. The profit motive leads to different allocations of the resources. Salmon fishermen have an individual incentive to catch as many salmon as possible before someone else does. Pet shop owners have a profit incentive to breed goldfish to sell to consumers.

PTS: 1
DIF: 2
REF: 11-3

TOP: Common resources
MSC: Interpretive
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