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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. Define external cost and external benefit with contemporary examples.
A. External cost is a positive spillover; external benefit is a negative health

impact.
B. External cost occurs when a firm bears all costs; external benefit occurs when

a firm earns all benefits.
C. External cost is a private cost borne by the producer; external benefit is a

private benefit to the buyer.
D. External cost is a negative side effect (pollution imposes health costs);

external benefit is a positive spillover (restored wetlands improving flood
protection).

2. An economy with no international trade is described as
A. Globalisation
B. Interdependence (economy)
C. Closed economy
D. Open economy

3. In the context of the Coase Theorem, when does bargaining fail to
internalize externalities?
A. It ignores property rights entirely.
B. It always leads to efficient outcomes regardless of costs.
C. It requires high transaction costs to be effective.
D. The theorem presumes low transaction costs; when costs are high, bargaining

fails to internalize externalities.

4. Which framework is used to weigh costs and benefits of environmental
policy options?
A. Cost-benefit analysis
B. Input-output analysis
C. Regression analysis
D. Opportunity cost analysis

5. Which concept emphasizes the role of entrepreneurial activity in bringing
new ideas and innovations to the market?
A. Capital
B. Importance of enterprise
C. Human capital
D. Land
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6. Innovation in marketing is defined as?
A. Using new strategies or technologies to promote products
B. Cutting down on advertising
C. Repeating outdated campaigns
D. Reducing advertising budget

7. Which term refers to the study of how scarce resources are allocated?
A. Need
B. Economics
C. Economy
D. Good

8. What is Pigouvian taxation and when is it appropriate in environmental
policy?
A. A Pigouvian tax is set equal to the marginal external damage to correct

negative externalities; appropriate when external costs are measurable and
market prices fail to reflect social costs.

B. A Pigouvian tax is a subsidy for reducing pollution.
C. A Pigouvian tax is a tax on profits.
D. A Pigouvian tax is a tax designed to raise revenue regardless of externalities.

9. Government financial support for producers is called what?
A. Subsidy
B. Tariffs
C. Quota
D. Trade Wars

10. Buying ownership in companies for dividends or growth.
A. Investing
B. Good debt
C. Shares/stocks investment
D. Types of investment
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Answers
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1. D
2. C
3. D
4. A
5. B
6. A
7. B
8. A
9. A
10. C
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Explanations
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1. Define external cost and external benefit with contemporary examples.
A. External cost is a positive spillover; external benefit is a negative health

impact.
B. External cost occurs when a firm bears all costs; external benefit occurs when

a firm earns all benefits.
C. External cost is a private cost borne by the producer; external benefit is a

private benefit to the buyer.
D. External cost is a negative side effect (pollution imposes health costs);

external benefit is a positive spillover (restored wetlands improving flood
protection).

External costs and external benefits are spillovers from a market activity that affect people who are not directly
involved in the transaction. An external cost is a negative impact on bystanders, such as pollution that imposes
health costs on nearby residents. An external benefit is a positive spillover to others, such as restored wetlands
that improve flood protection and biodiversity, benefiting downstream communities and society at large.  This
description matches the idea that pollution creates a social cost not paid by the polluter, and that conservation
or remediation creates social benefits beyond the private gains of the producer or purchaser. That’s why it’s
considered the best answer.  To contrast briefly with the others: the first option reverses the signs of external
costs and benefits; the second treats externalities as if the firm alone bears or enjoys all costs and benefits,
ignoring effects on others; and the third treats external effects as private, not social, costs or benefits.

2. An economy with no international trade is described as
A. Globalisation
B. Interdependence (economy)
C. Closed economy
D. Open economy

The main idea here is whether a country trades with other nations. An economy with no international trade is
described as a closed economy. In a closed economy, all goods and services are produced and consumed
domestically, with no imports or exports, so net trade is zero. This simplifies the national income picture to Y = C
+ I + G, since exports minus imports vanishes. Globalisation or an open economy would involve cross-border
flows and integration with world markets, while interdependence usually comes from mutual reliance that
includes trade. So the term that best fits the scenario is closed economy.
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3. In the context of the Coase Theorem, when does bargaining fail to
internalize externalities?
A. It ignores property rights entirely.
B. It always leads to efficient outcomes regardless of costs.
C. It requires high transaction costs to be effective.
D. The theorem presumes low transaction costs; when costs are high, bargaining

fails to internalize externalities.
Bargaining can internalize externalities only when transaction costs are very low. The Coase Theorem shows
that if property rights are clearly defined and the costs of finding, negotiating, and enforcing an agreement are
negligible, the parties can bargain to a allocation where the external costs or benefits are fully internalized, and
total welfare is maximized regardless of who initially holds the rights.  When transaction costs are high, this
bargaining process breaks down. Parties may face expensive or impractical negotiations, holdouts can block
deals, information may be incomplete, or enforcement may be costly. In such situations, the expected private
bargains fail to materialize, so the externality remains unaddressed and the outcome is not necessarily efficient. 
So the idea that high costs prevent internalization is the key point. The other statements misstate the theorem: it
does not require ignoring property rights, and it does not guarantee efficiency when costs are high.

4. Which framework is used to weigh costs and benefits of environmental
policy options?
A. Cost-benefit analysis
B. Input-output analysis
C. Regression analysis
D. Opportunity cost analysis

Weighing costs and benefits of environmental policy options is done with cost-benefit analysis. This framework
brings all relevant effects into a common unit, usually money, so you can compare what a policy costs with what
it delivers in benefits like cleaner air, better health, and preserved ecosystems. By estimating both sides and
discounting future impacts, it yields a net present value or a benefit-cost ratio that shows whether the policy’s
benefits exceed its costs and by how much.  Input-output analysis maps how economic activity flows between
sectors and can show how a change in one area affects others, but it’s about the structure of the economy rather
than evaluating policy options through a single monetary comparison. Regression analysis is a statistical
method for estimating relationships between variables, not a framework for weighing policy benefits against
costs. Opportunity cost analysis focuses on the value of the next-best alternative forgone, which is a related
idea but does not by itself provide the full framework for comparing multiple policy options.
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5. Which concept emphasizes the role of entrepreneurial activity in bringing
new ideas and innovations to the market?
A. Capital
B. Importance of enterprise
C. Human capital
D. Land

Entrepreneurship and enterprise emphasize the ability to spot opportunities, take risks, and organize resources
to bring new ideas to the market. This focus captures how innovative products and services are actually
launched and grown, beyond simply having money, skills, or land. Capital refers to money and assets used in
production; human capital is the knowledge and skills of people; land is natural resources. The concept that best
highlights the entrepreneurial activity behind innovations and market introduction is the importance of
enterprise, since it centers on the initiative and coordination needed to turn ideas into marketable goods and
drive economic growth.

6. Innovation in marketing is defined as?
A. Using new strategies or technologies to promote products
B. Cutting down on advertising
C. Repeating outdated campaigns
D. Reducing advertising budget

Innovation in marketing means applying new strategies or technologies to promote products, finding fresh ways
to reach customers, and using current tools to improve effectiveness. This goes beyond simply doing more of
the same; it involves experimenting with novel channels, digital platforms, or creative approaches and using data
to tailor messages and measure impact.   So, adopting a new tactic such as digital advertising on emerging
platforms, leveraging marketing automation, or testing personalized campaigns shows innovation in action
because it introduces something different that can improve reach, engagement, or conversion.  On the other
hand, reducing advertising, cutting back on budget, or repeating old campaigns keep things the same or do less,
which doesn’t reflect new ideas or methods and, therefore, isn’t innovative.

7. Which term refers to the study of how scarce resources are allocated?
A. Need
B. Economics
C. Economy
D. Good

Scarcity and allocation are the core ideas here—the study of how limited resources are distributed to satisfy
wants. Economics is the field that analyzes those decisions, including how prices, incentives, and markets guide
what gets produced and who obtains it. Need describes a basic requirement, but it isn’t the field of study. An
economy refers to the system of production and distribution in a society, not the study itself. A good is a tangible
item or service. So economics is the term that specifically studies how scarce resources are allocated.
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8. What is Pigouvian taxation and when is it appropriate in environmental
policy?
A. A Pigouvian tax is set equal to the marginal external damage to correct

negative externalities; appropriate when external costs are measurable and
market prices fail to reflect social costs.

B. A Pigouvian tax is a subsidy for reducing pollution.
C. A Pigouvian tax is a tax on profits.
D. A Pigouvian tax is a tax designed to raise revenue regardless of externalities.

Pigouvian taxation works by making the polluter face the social costs of their pollution. The tax is set equal to
the marginal external damage caused by an additional unit of pollution, so the private cost of production plus the
tax equals the social cost. When the tax matches the external damage at the socially optimal output, the market
quantity lies where marginal social cost equals marginal social benefit, correcting the market failure from the
negative externality. This approach is appropriate when the external costs are identifiable and measurable and
market prices don’t reflect these social costs, so the tax effectively internalizes the externality. Subsidies, taxes
on profits, or revenue-focused taxes do not address the external costs in the same way and thus don’t achieve
the same efficiency improvement.

9. Government financial support for producers is called what?
A. Subsidy
B. Tariffs
C. Quota
D. Trade Wars

Subsidy. It’s a payment or financial incentive from the government to a producer meant to lower costs or
encourage more production. When producers receive a subsidy, their costs per unit fall, so the supply curve
effectively shifts right. That usually leads to more output and, all else equal, tends to push the market price down
for consumers. This form of government support differs from tariffs (taxes on imports) or quotas (limits on
import quantities), and from the broader idea of a trade war, which refers to escalating protectionist actions
between countries. Subside is the direct financial boost to producers, which is why it’s the correct label here.

10. Buying ownership in companies for dividends or growth.
A. Investing
B. Good debt
C. Shares/stocks investment
D. Types of investment

The idea being tested is owning a piece of a company through equity investments. Buying ownership in a
company to earn dividends or growth means you’re buying shares or stock, which represent a claim on part of
the company’s profits and assets. If the company pays dividends, you receive cash distributions; if the company
grows and becomes more valuable, the share price can rise, giving you capital gains. This makes shares/stocks
the best fit for the description.  Investing, in general, is a broad activity that includes many different types of
assets, not just owning stock. Good debt refers to using borrowings in a prudent way and isn’t about equity
ownership. Types of investment describes categories of investments rather than the specific instrument used to
gain ownership and potential returns.
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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://econenvironmentalconservation.examzify.com

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