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IntroductionIntroduction
Preparing for a certification exam can feel overwhelming, but with the
right tools, it becomes an opportunity to build confidence, sharpen your
skills, and move one step closer to your goals. At Examzify, we believe
that effective exam preparation isn’t just about memorization, it’s about
understanding the material, identifying knowledge gaps, and building
the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional
certification, or entry-level qualification, this book offers structured
practice to reinforce key concepts. You’ll find a wide range of
multiple-choice questions, each followed by clear explanations to help
you understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and
aligned with the types of questions and topics commonly found on
official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but
alongside other resources like flashcards, textbooks, or hands-on
training. For best results, we recommend working through each
question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question
right the first time, it’s about learning from your mistakes and improving
over time. Stay focused, trust the process, and know that every page you
turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide
This guide is designed to help you study more effectively and approach
your exam with confidence. Whether you're reviewing for the first time
or doing a final refresh, here’s how to get the most out of your Examzify
study guide:
1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what
you need to focus on. Your goal is to identify knowledge gaps early.
2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes).
Review a handful of questions, reflect on the explanations.
3. Learn from the Explanations

After answering a question, always read the explanation, even if you got
it right. It reinforces key points, corrects misunderstandings, and
teaches subtle distinctions between similar answers.
4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions.
Revisit these regularly and track improvements over time.
5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without
pausing. Set a timer and simulate test-day conditions to build confidence
and time management skills.
6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions
after a few days and revisit explanations to reinforce learning. Pair this
guide with other Examzify tools like flashcards, and digital practice tests
to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort
always wins. Use this guide flexibly, adapt the tips above to fit your pace
and learning style. You've got this!
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Questions
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1. In a perfectly competitive market, the socially efficient
level of output is achieved when
A. Price equals marginal cost
B. Price equals average total cost
C. Price equals marginal benefit
D. Price equals total cost

2. Which of the following is a reason why the socially optimal
outcome is not always achieved after government
intervention?
A. Absence of externalities in the economy.
B. Market prices always reflect true costs and benefits.
C. Administrative costs, imperfect information, political

incentives, enforcement issues.
D. Perfect competition ensures optimality regardless of policy.

3. Provide an example of a policy that uses market-based
allocation with both price and quantity considerations.
A. Command-and-control regulation with fixed limits.
B. Subsidies only.
C. Simple taxes on outputs with no quantity constraints.
D. Cap-and-trade with auctioned permits and price floor/ceiling;

taxes with subsidies adjust price and quantity.

4. What is a club good?
A. Excludable but non-rival up to capacity.
B. Non-excludable and non-rival.
C. Excludable and rival in consumption.
D. Non-excludable but rival.

5. Which curve lies above the other in the presence of a
negative externality?
A. The marginal social cost curve lies above the marginal

private cost curve
B. The marginal private cost curve lies above the marginal

social cost curve
C. The marginal social benefit curve lies above the marginal

private benefit curve
D. The average cost curve lies above the marginal cost curve
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6. Define MEC and MSC.
A. MEC is the external cost from one more unit; MSC = private

marginal cost + MEC.
B. MEC is the internal cost from one more unit; MSC = private

marginal cost + MEC.
C. MEC is the external benefit from one more unit; MSC =

private marginal cost − MEC.
D. MEC is the external cost from one more unit; MSC = private

marginal cost × MEC.

7. Based on the Lorenz curve comparison, which statement is
true?
A. Country X has higher average income than Country Z
B. Income is more equally distributed in Country X than in

Country Z
C. Country Z has a more equal distribution than Country X
D. Lorenz curves cannot indicate inequality

8. When transaction costs are high, which policy approach is
more viable?
A. In the presence of high transaction costs and many parties,

government intervention like regulation or taxes is more viable
than private bargaining.

B. Private bargaining is always best.
C. There is no fix for externalities.
D. Markets always correct themselves.

9. In the presence of a positive externality in consumption,
the market outcome is associated with which of the
following?
A. A welfare loss arising from underproduction relative to the

social optimum
B. A welfare gain from overconsumption
C. No welfare effects from externalities
D. A welfare loss arising from overconsumption
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10. In a competitive market for a noise-generating home
remodeling service, the socially optimal quantity is where
MSB equals MSC. The deadweight loss is represented by
which area?
A. The triangle between the market quantity and the social

optimum under the demand and supply boundaries
B. The rectangle under the price line
C. The entire area under the demand curve
D. The rectangle between price and marginal cost from 0 to

market quantity
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Answers
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1. A
2. C
3. D
4. A
5. A
6. A
7. B
8. A
9. D
10. A
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Explanations
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1. In a perfectly competitive market, the socially efficient
level of output is achieved when
A. Price equals marginal cost
B. Price equals average total cost
C. Price equals marginal benefit
D. Price equals total cost

Allocative efficiency happens where the value society places on one more unit equals the
cost of producing that unit. In a perfectly competitive market, the price buyers are
willing to pay for an extra unit reflects that marginal benefit, and firms take price as
given while producing where marginal cost equals marginal revenue. Since in perfect
competition MR equals price, firms produce up to the point where MC = P. That makes P
= MC the condition that equates the last unit’s value to its production cost, achieving the
socially efficient level of output. If price were higher than marginal cost, more would be
worth producing; if price were lower, producing less would be optimal. The option stating
price equals average total cost describes productive efficiency (zero economic profit)
rather than allocating resources to reflect true value, so it isn’t the right benchmark for
allocative efficiency. The idea that price equals marginal benefit is related, because price
reflects marginal benefit in this setting, but the clearest statement of the efficiency
condition is P = MC.

2. Which of the following is a reason why the socially optimal
outcome is not always achieved after government
intervention?
A. Absence of externalities in the economy.
B. Market prices always reflect true costs and benefits.
C. Administrative costs, imperfect information, political

incentives, enforcement issues.
D. Perfect competition ensures optimality regardless of policy.

When government action is used to move toward the socially optimal outcome, it can still
fail to hit that target because the policy itself can introduce new costs and distortions.
Administrative costs mean the resources spent designing, implementing, and monitoring
programs consume part of the gains from the intended improvement. Information is
rarely perfect, so policymakers may not know the true size or even the direction of the
externality, leading to policies that are miscalibrated. Political incentives—such as
lobbying, pork-barrel politics, or short-term reelection concerns—can shape policies in
ways that favor special interests or overlook the broader social benefits. Enforcement
issues mean not everyone complies, or costs of enforcement erode the policy’s
effectiveness, causing the intended benefits to fall short.  Put another way, even a
well-meaning policy can be undermined by the frictions and incentives present in the real
world, so the outcome after intervention isn’t guaranteed to be socially optimal. The
other ideas imply either no need for intervention or that markets already reflect true
costs and benefits, which aren’t generally the case, or that perfect competition makes
policy unnecessary, none of which capture the real sources of inefficiency in policy
implementation.
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3. Provide an example of a policy that uses market-based
allocation with both price and quantity considerations.
A. Command-and-control regulation with fixed limits.
B. Subsidies only.
C. Simple taxes on outputs with no quantity constraints.
D. Cap-and-trade with auctioned permits and price floor/ceiling;

taxes with subsidies adjust price and quantity.
This item tests a policy that combines a quantity limit with a price mechanism, using
market trading to allocate resources efficiently. Cap-and-trade does exactly that: a cap
sets the total amount allowed (a quantity constraint) and firms receive or must hold
permits to emit. Those permits can be bought and sold, so the price of emitting arises
from supply and demand in the permit market. Adding a price floor or ceiling helps keep
that price within a predictable range, improving stability for firms and policymakers. The
idea can be augmented with taxes or subsidies to nudge both price and quantity toward
desired targets, but the core is the blend of a hard quantity cap with a
market-determined price.  The other options don’t fit this combination. A
command-and-control approach fixes limits without creating a trading market, so there
isn’t a price signal emerging from a market for allocations. Subsidies alone change the
cost side but don’t impose an overall cap on quantity. A simple tax changes price but
leaves quantity unconstrained, so there’s no mechanism to guarantee a specific total
reduction.

4. What is a club good?
A. Excludable but non-rival up to capacity.
B. Non-excludable and non-rival.
C. Excludable and rival in consumption.
D. Non-excludable but rival.

Club goods are excludable but non-rival in consumption up to a capacity. You can prevent
others from using the good by charging a fee or requiring membership, but as long as
there is spare capacity, one more user doesn’t meaningfully reduce another’s enjoyment.
This makes the good excludable but non-rival until capacity is reached, at which point
congestion can make it more rival-like. A typical example is a private club or a toll road
with limited capacity.  That’s why the description “excludable and non-rival up to
capacity” is the best answer. A pure public good would be non-excludable and non-rival; a
good that is excludable and rival in consumption is more like a private good (or a
congestible private good) rather than a club good; and a non-excludable but rival
description fits a common resource.
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5. Which curve lies above the other in the presence of a
negative externality?
A. The marginal social cost curve lies above the marginal

private cost curve
B. The marginal private cost curve lies above the marginal

social cost curve
C. The marginal social benefit curve lies above the marginal

private benefit curve
D. The average cost curve lies above the marginal cost curve

When a negative externality is present, society bears extra costs from production that the
producer doesn’t pay. The marginal private cost is the producer’s cost for one more unit,
while the marginal social cost adds the external costs borne by others. So MSC is higher
than MPC for every level of output, placing the marginal social cost curve above the
marginal private cost curve. This reflects why the market overproduces relative to the
social optimum, since external costs aren’t internalized. The other ideas don’t fit because
negative externalities change costs, not benefits, and the comparison isn’t about average
cost in this context.

6. Define MEC and MSC.
A. MEC is the external cost from one more unit; MSC = private

marginal cost + MEC.
B. MEC is the internal cost from one more unit; MSC = private

marginal cost + MEC.
C. MEC is the external benefit from one more unit; MSC =

private marginal cost − MEC.
D. MEC is the external cost from one more unit; MSC = private

marginal cost × MEC.
MEC is the marginal external cost—the cost of producing one more unit that is felt by
people other than the producer. The social cost of producing an extra unit includes both
what the producer bears (the private marginal cost) and the extra harm or burden on
others (the MEC). So the marginal social cost is the sum of those two: MSC = MPC +
MEC. This is why the statement that MEC is the external cost from one more unit and
MSC equals private marginal cost plus MEC best captures the standard relationship.  The
other descriptions misstate either what MEC is or how MSC is formed: MEC is not an
internal (private) cost, and it is not a benefit. It also isn’t calculated by multiplying MPC
and MEC, but by adding them.
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7. Based on the Lorenz curve comparison, which statement is
true?
A. Country X has higher average income than Country Z
B. Income is more equally distributed in Country X than in

Country Z
C. Country Z has a more equal distribution than Country X
D. Lorenz curves cannot indicate inequality

Lorenz curves show how income is distributed across the population: the closer a curve
sits to the line of equality, the more equal the distribution. If Country X’s curve is nearer
to that line than Country Z’s, X has a more equal income distribution. That makes the
statement about X being more equal true.  Remember, the Lorenz curve reveals
distribution, not average income levels, so it doesn’t tell which country has higher overall
income. It also shows inequality directly, so saying curves cannot indicate inequality is
inaccurate. If Z’s curve bows further from the line, it means Z is less equal, not more.

8. When transaction costs are high, which policy approach is
more viable?
A. In the presence of high transaction costs and many parties,

government intervention like regulation or taxes is more viable
than private bargaining.

B. Private bargaining is always best.
C. There is no fix for externalities.
D. Markets always correct themselves.

When transaction costs are high, private bargaining to resolve externalities becomes
impractical because coordinating agreements among many parties is costly and
time-consuming. With many involved parties, reaching a bargain that reflects everyone’s
varying costs and benefits is often infeasible, so the private market fails to internalize
the externality.  The idea behind private bargaining working well—often linked to the
Coase theorem—holds only when transaction costs are low and rights are clear. When
those costs are high, government action becomes more viable. Regulation or taxes can
align private incentives with social costs, reducing negative externalities (like pollution)
or supporting positive ones, in a way that bargaining cannot efficiently achieve.  So, in
environments with high transaction costs, policy tools like regulation or taxes are
generally more effective than relying on private bargains. The other statements don’t fit
because there are workable fixes for externalities, and markets don’t always correct
themselves when bargaining is too costly to coordinate.
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9. In the presence of a positive externality in consumption,
the market outcome is associated with which of the
following?
A. A welfare loss arising from underproduction relative to the

social optimum
B. A welfare gain from overconsumption
C. No welfare effects from externalities
D. A welfare loss arising from overconsumption

A positive externality in consumption means the benefit from consuming a unit spills
over to others, so the social marginal benefit is higher than the private marginal benefit
faced by the consumer. Because the market price captures only the private benefit, the
equilibrium quantity is below the socially optimal quantity. The resulting welfare loss
comes from underproduction: there are additional units that would add more to society
than they cost, but they aren’t produced in the private market. Overconsumption would
occur if the externality were negative or if the social cost exceeded the private cost. In
cases like vaccines or education, subsidies or public provision can help move output
toward the social optimum.

10. In a competitive market for a noise-generating home
remodeling service, the socially optimal quantity is where
MSB equals MSC. The deadweight loss is represented by
which area?
A. The triangle between the market quantity and the social

optimum under the demand and supply boundaries
B. The rectangle under the price line
C. The entire area under the demand curve
D. The rectangle between price and marginal cost from 0 to

market quantity
Deadweight loss shows the welfare that is lost because the market isn’t producing the
socially optimal quantity. The socially optimal point is where the marginal social benefit
equals the marginal social cost. In this situation, the market quantity falls short of that
point, so there’s additional net social value to be gained by producing more up to the
optimum. Graphically, that loss is the triangle formed between the marginal social
benefit curve (the demand curve) and the marginal social cost curve (the supply curve)
over the range from the market quantity up to the socially optimal quantity. The area sits
between those two curves between Qm and Q*, representing the net benefit that would be
realized if production moved toward the optimum. The other areas described don’t
capture this welfare loss: a rectangle under the price line misses the gap between MSB
and MSC; the entire area under the demand curve is total benefit, not the forgone gain;
and a rectangle between price and marginal cost from 0 to Qm isn’t the efficiency loss
from producing up to the social optimum.
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Next StepsNext Steps
Congratulations on reaching the final section of this guide. You've taken
a meaningful step toward passing your certification exam and advancing
your career.

As you continue preparing, remember that consistent practice, review,
and self-reflection are key to success. Make time to revisit difficult
topics, simulate exam conditions, and track your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love
to hear from you. Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://apmicro.examzify.com

We wish you the very best on your exam journey. You've got this!
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