Homework #6
 
Econ 101 Sections 1 & 4
Due: Friday, 25 April 2003

Print Name_________________________

Section ________

ID# (last 5 digits) ____________________

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  Free riders are not a problem in the market for a private good because 

A) the free rider will not get caught. 

B) the good can be produced only at a positive marginal cost. 

C) the good is a rival good. 

D) non-payers can be excluded from consuming the good. 

2)  If there is a negative externality, the output level where the marginal benefit equals the marginal private cost is 

A) efficient. 

B)  unattainable. 

C)  inefficient. 

D)  inequitable. 

3)  When the EPA charges firms a price per unit of pollution, they are using a(n) ________ to correct for an external cost. 

A) property right 

B)  marketable permit 

C) tax 


D)  emission charge 

4)  The cost of producing a good or service that is borne by people other than the producer is 

A) the marginal cost. 


B)  an external cost. 

C) represented by the demand curve. 
D)  represented by the supply curve. 

5)  Bureaucrats in charge of monitoring milk prices are likely to support a milk price support program that requires them to hire more workers because bureaucrats 

A) wish to be reelected. 

B) are sympathetic to farmers. 

C) are unsympathetic to consumers. 

D) wish to increase the size of their department's budget. 

6)  Food stamps provided by the U.S. Department of Agriculture are an example of 

A) vouchers. 



B)  an external benefit. 

C) a positive externality. 


D)  a private subsidy. 

7)  If the consumption of a good decreases the consumption of the good by another person, the good is 

A) pure. 

B)  excludable. 

C)  rival. 

D)  free. 

8)  ________ is the benefit that a consumer of a good or service receives. 

A) Marginal private benefit 

B)  Marginal private cost 

C) Marginal external benefit 

D)  Marginal social benefit 

9)  When positive externalities exist, which of the following can produce the efficient amount of output? .

I. vouchers 
II. private subsidies 
III. taxes.
IV. marketable permits 

A) III and IV only 
B)  I and II only 

C)  II and IV only 

D)  I and III only 

10)  Which condition(s) must exist for the Coase Theorem to hold? .


I. Property rights must exist. 
II. Transactions costs must be measurable. 
III. A small number of parties must be involved. 

A) I, II, and III 

B)  II and III only 

C)  I and II only 

D)  I and III only 

11)  Rational ignorance can result in 

A) excludable goods. 

B) bureaucratic overprovision of a good. 

C) the principle of minimum differentiation. 

D) the vertical summation of individual's marginal benefit curves. 

12)  ________ played a large role is removing lead from the atmosphere in the United States. 

A) Pigovian taxes 

B)  The Coase Theorem 

C) Marketable permits 

D)  Emissions charges 

13)  Public choice theory assumes that politicians propose policies that 

A) will result in full employment. 

B)  are the best for the nation. 

C) balance the budget. 


D)  will appeal to a majority of voters. 

14)  Taxes can yield the efficient level of pollution if the tax is set equal to 

A) marginal social cost of the activity. 

B)  equilibrium price of the activity. 

C) external marginal cost of the activity. 

D)  marginal benefit of pollution. 

15)  The economy's marginal benefit curve for a  good is found by 

A) horizontally summing the marginal benefit curves for all individuals. 

B) vertically summing the total benefit curves for all individuals. 

C) horizontally summing the total benefit curves for all individuals. 

D) vertically summing the marginal benefit curves for all individuals. 
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16)  The figure above shows supply and demand curves in market A and market B. If the government imposes a $5 excise tax in market B, what will be the deadweight loss in this market? 

A) $12.50 

B)  $75.00 

C)  $275.00 

D)  $300.00 

17)  The figure above shows supply and demand curves in market A and market B. If the government imposes a $5 excise tax in both markets, in which market will the tax revenue be the greatest? 

A) in market A 

B) in market B 

C) They will generate the same tax revenue. 

D) It cannot be determined from the information provided. 
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18)  The above figure shows the marginal benefits and marginal costs of a college education. What is the amount of the external benefit in the figure? 

A) $0 

B)  $5,000 

C)  $15,000 

D)  $10,000 

Katie
Bobby

	Quantity
	Marginal benefits (dollars per submarine)
	Quantity
	Marginal benefits (dollars per submarine)

	1
	100
	1
	150

	2
	75
	2
	100

	3
	50
	3
	50

	4
	25
	4
	10

	5
	0
	5
	0


19)  The above table shows the marginal benefit from submarines for the only two citizens of a country. Submarines are a public good. If submarines cost $300 a piece, what is the efficient quantity to produce? 

A) 2 


B)  0 

C)  1 


D)  3 

	Income (dollars)
	Tax equals

	0 – 10,000
	(Income x 0.10)

	10,001 – 20,000
	$1000 + (0.20 x Income)

	20,001 – 30,000
	$3000 + (0.30 x Income)

	30,000 and above
	$6000 + (0.40 x Income)


20)  Above is the income tax table for the country of Miseria. The income tax system is 

A) progressive. 

B)  proportional.

 C)  regressive. 

D)  retroactive. 

	Income (dollars)
	Marginal tax rate (percent)

	0 – 50,000
	10

	Greater than 50,000
	0


21)  The tax table for the country of Miseria's social security program is above. Which of the following statements is FALSE? 

A) People who earn over $50,000 have a marginal tax rate of zero. 

B) People who earn over $50,000 pay no social security tax. 

C) All income earners pay at least some social security tax. 

D) The social security tax is regressive. 

ESSAY.  Write your answer in the space provided below or on the back (2 points each).
22)  Why would the amount of education provided be inefficient if subsidies to education were not provided? 

23)  Why is it rational for individuals to be ignorant about public goods but not about private goods? 

