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A student buys a flute for $80 but then is unable to learn to play it. It has a resale value of $50, while the shop retail price of the same type of 
flute has risen to $95. What is the present opportunity cost to the student of keeping the flute?  
A $30 
B $50  
C $80  
D $95  
 
Answer B 
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Classification of goods and services 

PPC curve 
 

What justifies government intervention in the provision of a merit good such as education? 

 A People who pay for education value it more than those who cannot pay. 

 B Private schools have more merit than state schools. 

 C Social costs of providing education outweigh social benefits of education. 

 D Some consumers do not fully recognise the value of education. 

Answer D 

 ‘An increase in consumption by one person leaves the benefits available to others undiminished’. Which good does 
this statement define?  

A a demerit good  

B a merit good  

C a private good  

D a public good  

Answer D 
  
   
The Bureau of Alcohol, Tobacco, Firearms and Explosives is a branch of the United States Government which 
regulates markets. What does its name imply is most likely to be its main responsibility?  
  
A to prevent harm from demerit goods 
B to provide subsidies for essential goods  
C to raise revenue from goods in elastic demand  
D to safeguard employment in manufacturing industry 
  
Answer A 
  
Despite much opposition, the local government in a popular tourist resort built a leisure centre and swimming pool 
which is open to everyone. Many tourists visit the centre. Local residents are charged a lower entry fee than the fee 
charged to the tourists. How would economists classify this service?  
  
A It is a demerit good because some people objected to the development.  
B It is a merit good because the entry fee is reduced for local residents.  
C It is a private good because there is an entry fee for all users.  
D It is a public good because it is open to everyone and provided by the local government.  
   
Answer C 
  
 
 
 



 

 A good’s defining quality is that its consumption by one person prevents its consumption by someone else. How is 
this good classified?  
  
A a free good  
B a non-excludable good  
C a non-rival good  
D a private good  
  
  
Answer D 
  
 A businesswoman sets up a charity to provide toys for young children of low income families.  
 Which term most accurately describes these toys?  
  
A free goods  
B merit goods 
C private goods  
D public goods  
  
  
ANSWER C 
  
  
Why might governments provide free education for children aged 4 to 16 years old? 
  
A Consumers are not fully aware of the benefits of education.  
B Education in a free market system would be over consumed.  
C Education is a public good and there would be many free riders.  
D The private costs of education exceed the private benefits in a free market.  
  
Answer A 
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