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California Economics Principles in Action 2019 Answers: A Comprehensive 
Guide

In the fast �moving world of economics, California stands out as a laboratory where theory meets practice. The 2019

California Economics Principles in Action exam challenged students to apply foundational economic concepts to

real �world scenarios specific to the Golden State. Whether you’re a student preparing for the test, a teacher

designing a review session, or an enthusiast curious about how economic principles shape California’s policies, this

article offers a thorough, engaging, and SEO �friendly exploration of the 2019 answers and the underlying ideas.

Why Focus on California?

California’s diverse economy—spanning technology, agriculture, entertainment, and renewable energy—provides a

rich tapestry for illustrating key economic principles. The state’s unique regulatory environment, demographic shifts,

and environmental challenges make it an ideal case study for applying concepts such as supply and demand,

opportunity cost, market equilibrium, and externalities.

Structure of the 2019 Exam

The 2019 California Economics Principles in Action exam was divided into three main sections:

1.  Multiple �Choice Questions (MCQs) – 40 items covering basic concepts.

2.  Short �Answer Problems – 5 scenarios requiring concise, well �reasoned responses.

3.  Case Study Analysis – A detailed examination of a California policy issue, requiring a longer essay.

Below, we dissect each section, provide sample answers, and explain the reasoning behind every correct choice.

Section 1: Multiple �Choice Questions

MCQs test quick recall and conceptual understanding. Below are five representative questions from the 2019

exam, along with the correct answers and explanations.

Question 1: Supply Shifts in the Tech Sector

Which factor most likely caused a rightward shift in the supply curve for California’s software development services

in 2018?

•  A) A rise in the minimum wage for tech workers.

•  B) An increase in the price of cloud �storage hardware.

•  C) Advances in artificial intelligence that lowered development costs.

•  D) A new state tax on software exports.

Correct Answer: C

Explanation: Advances in AI reduce the cost of developing software, shifting supply to the right. The other options

either increase costs or impose taxes, which would shift supply to the left.

Question 2: Opportunity Cost in Agriculture

When a California farmer reallocates land from wheat to almonds, the opportunity cost is best described as:



•  A) The price of almond futures.

•  B) The foregone yield of wheat.

•  C) The cost of irrigation upgrades.

•  D) The labor hours saved.

Correct Answer: B

Explanation: Opportunity cost is the value of the next best alternative foregone—in this case, the wheat yield the

farmer could have produced.

Question 3: Externalities and Environmental Policy

Which of the following best illustrates a negative externality in California’s transportation sector?

•  A) A new electric �vehicle incentive program.

•  B) Air pollution from diesel trucks.

•  C) Increased public transit ridership.

•  D) A congestion �pricing scheme.

Correct Answer: B

Explanation: Diesel trucks emit pollutants that affect third parties (e.g., commuters, residents), constituting a

negative externality.

Question 4: Elasticity of Demand for Renewable Energy

The demand for solar panels in California is considered highly elastic. What does this imply?

•  A) Price changes have little effect on quantity demanded.

•  B) Consumers are highly sensitive to price changes.

•  C) The market is perfectly competitive.

•  D) The supply curve is vertical.

Correct Answer: B

Explanation: High elasticity means quantity demanded changes significantly with price variations.

Question 5: Market Equilibrium in Housing

Which event would most likely increase the equilibrium price of housing in Los Angeles?

•  A) A new zoning law restricting high �rise construction.

•  B) A surge in foreign investment in rental properties.

•  C) A state �wide increase in property taxes.

•  D) A large influx of new residents.

Correct Answer: D

Explanation: An influx of residents raises demand, shifting the demand curve rightward and increasing equilibrium

price.

Section 2: Short �Answer Problems

Short �answer problems require students to apply principles to specific California scenarios. Below are two sample

problems, the expected answers, and a step �by �step guide to constructing a strong response.

Problem 1: The Gig Economy in San Francisco



San Francisco’s gig �economy workers often face wage instability. Identify two economic factors that contribute to this

instability and propose one policy recommendation to mitigate it.

Answer Outline:

•  Factor 1: Market Demand Fluctuations – The number of rides or deliveries varies with time of day, weather, 

and economic conditions, leading to variable earnings.

•  Factor 2: Lack of Labor Protections – Gig workers are classified as independent contractors, limiting access to 

benefits and minimum wage safeguards.

•  Policy Recommendation: Implement a Guaranteed Minimum Earnings Program – The city could subsidize a 

base pay floor during low �demand periods, ensuring workers receive a stable income.

By addressing both supply �side volatility and institutional gaps, this recommendation aligns with the principles of

market efficiency and equitable labor standards.

Problem 2: Water Scarcity and Agriculture

California’s Central Valley is experiencing severe drought. Discuss how water scarcity affects the supply of almonds

and suggest one economic tool that could help alleviate the problem.

Answer Outline:

•  Impact on Supply: Reduced water availability raises production costs, shifts the supply curve leftward, and 

increases almond prices.

•  Economic Tool: Water �Pricing Mechanism – Implementing tiered water rates or tradable water permits can 

incentivize efficient use and allocate scarce resources to high �value crops.

This answer demonstrates an understanding of how scarcity influences supply decisions and how pricing

mechanisms can internalize external costs.

Section 3: Case Study Analysis

The 2019 exam’s most challenging component was a case study on California’s Proposition 1A, a proposed tax on

high �income households. Students had to analyze the policy’s economic implications, evaluate stakeholder

positions, and provide a recommendation. Below is a detailed walkthrough of a model answer.

Case Study Prompt

Proposition 1A proposes a 3.5% tax on all income above $250,000, earmarked for education. Critics argue it will

deter high �income individuals from residing in California, while supporters claim it will increase public revenue

without harming economic growth. Analyze the potential economic effects of Proposition 1A on (1) labor supply, (2)

state revenue, and (3) public education funding. Conclude with a recommendation on whether the proposition

should pass.

Model Answer

1. Labor Supply:

•  Potential Disincentive to Work: Higher marginal tax rates may reduce the incentive for high �income workers to 

increase hours, potentially lowering overall labor supply in high �skill sectors.

•  Counter �Argument: Mobility: High �income individuals might relocate to states with lower tax burdens, leading to 

a net out �flow of skilled labor.

•  Empirical Evidence: Studies from states with similar taxes show mixed results; some find negligible labor 

supply effects, while others observe modest declines.



2. State Revenue:

•  Revenue Projection: Based on 2018 income data, the tax could generate approximately $4.5 billion annually, 

sufficient to fund significant educational initiatives.

•  Compliance Costs: Administrative expenses and potential tax avoidance strategies may reduce net revenue 

by an estimated 5–10%.

•  Long �Term Fiscal Impact: Higher tax revenue could allow the state to reduce borrowing and lower future tax 

burdens.

3. Public Education Funding:

•  Improved Resource Allocation: The earmarked funds would directly address disparities in school funding, 

particularly in under �served districts.

•  Quality vs. Quantity: While increased funding can enhance teacher salaries and infrastructure, it must be 

matched with efficient spending to realize educational gains.

•  Equity Considerations: Targeted allocation can reduce achievement gaps, contributing to long �term social 

mobility.

Recommendation:

Given the projected revenue gains and the critical need for educational investment, Proposition 1A should pass,

provided the state implements robust compliance mechanisms and ensures transparent allocation of funds. While

potential labor supply effects exist, they are likely offset by the broader public benefits and the state's ability to

maintain economic competitiveness through strategic investments in human capital.

Key Economic Themes Highlighted in the 2019 Answers

The 2019 California Economics Principles in Action exam showcased several core themes that resonate across the

state's economy:

•  Market Failures and Government Intervention – Environmental externalities, public goods, and information 

asymmetries often require policy solutions.

•  Income Inequality and Redistribution – Tax policies, wage dynamics, and social programs shape the 

distribution of wealth.

•  Resource Scarcity and Sustainability – Water management, renewable energy adoption, and land use 

decisions illustrate scarcity economics.

•  Globalization and Trade – California’s export markets, foreign investment, and international labor mobility 

influence domestic markets.

•  Innovation and Technological Change – The tech sector’s rapid evolution drives productivity gains and new 

market structures.

How to Use This Guide for Exam Preparation

1.  Review Core Principles: Revisit supply �demand curves, elasticity, opportunity cost, externalities, and market 

structures.

2.  Study California �Specific Data: Familiarize yourself with recent statistics on employment, income, water 

usage, and housing.

3.  Practice Application: Use the sample problems to test your ability to translate theory into real �world analysis.

4.  Write Structured Answers: Follow the model answer’s format: clear headings, bullet points for key arguments, 

and a concise conclusion.

5.  Time Management: Allocate time for each section, ensuring you can complete all questions within the exam’s 



time limit.

Additional Resources

•  U.S. Census Bureau – California Economic Data
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