	ECONOMICS
EXTERNALITIES: WHEN MARKETS HURT OTHERS
QUIZ  (12 MULTIPLE CHOICE QUESTIONS)



	Name:  
	Date:  
	Period:  



	
	Directions: Choose the best answer for each question.



	1.
	An EXTERNALITY is a side effect of a market transaction that:



	A. Falls on a THIRD PARTY who is not the buyer or seller
	B. Is paid for in the market price by the seller at equilibrium

	
	

	C. Only happens with luxury goods
	D. Affects the government budget directly


Answer:
	2.
	Which is the textbook example of a NEGATIVE externality?



	A. Vaccines
	B. Education

	
	

	C. Pollution
	D. Basic research


Answer:
	3.
	Which is the textbook example of a POSITIVE externality?



	A. Vaccines
	B. A traffic jam

	
	

	C. Secondhand smoke
	D. Carbon emissions


Answer:

	4.
	SOCIAL COST equals:



	A. Private cost minus external cost
	B. Private cost plus external cost

	
	

	C. Just the external cost
	D. Just the price the buyer pays


Answer:
	5.
	When a market produces a good with a NEGATIVE externality, the result is:



	A. Underproduction
	B. The efficient quantity is produced

	
	

	C. The good is not produced at all
	D. Overproduction


Answer:
	6.
	When a market produces a good with a POSITIVE externality, the result is:



	A. Overproduction
	B. The efficient quantity is produced

	
	

	C. The good is not produced at all
	D. Underproduction


Answer:
	7.
	A PIGOUVIAN TAX is designed to:



	A. Reduce government spending
	B. Internalize a NEGATIVE externality by raising the price to match social cost

	
	

	C. Subsidize positive externalities
	D. Eliminate all market activity


Answer:

	8.
	A PIGOUVIAN SUBSIDY is designed to:



	A. Internalize a POSITIVE externality by lowering the price to match social benefit
	B. Punish polluters

	
	

	C. Reduce vaccine production
	D. Increase carbon emissions


Answer:
	9.
	Why do markets IGNORE externalities?



	A. Buyers and sellers are dishonest

	

	B. The government does not allow markets

	

	C. Prices only carry information between BUYER and SELLER - third parties have no voice in the price

	

	D. Markets are too small to notice


Answer:
	10.
	Which of these is a CARBON TAX trying to internalize?



	A. The cost of producing electricity
	B. The benefit of clean air

	
	

	C. The external cost of CO2 emissions on future generations and the climate
	D. The price of solar panels


Answer:
	11.
	The U.S. Vaccines for Children program covers about 50 percent of all U.S. childhood vaccines for free. This is a textbook example of:



	A. A Pigouvian tax
	B. A Pigouvian subsidy

	
	

	C. A market failure
	D. A negative externality


Answer:

	12.
	On the negative externality graph, the SOCIAL marginal cost curve sits ABOVE the private supply curve. The gap between them is:



	A. The producer's profit from sales
	B. The market quantity

	
	

	C. The deadweight loss to consumers
	D. The external cost


Answer:
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