Economics of the Public Sector - Midterm - Spring 2004     Name_______________
Dr. Bill Russell – March 3, 2004
True, False, Uncertain – Answer 5 of 6
1. 99.9% of all American highways are publicly owned and operated with no user fees.  This is because highways are a perfect example of a pure public good.
2.  “If me were angels, no government would be necessary” - James Madison

3. Since rational human being will always voluntary engage in Pareto improving trades, there is no need for government to impose taxes or other involuntary transfers to support clearly beneficial programs.

4. Once established, a monopoly will engage in all Pareto improving trades, and reach one of the many possible Pareto equilibriums for the economy.
5. When dining out in a large group that splits the check, people are probably less likely to order dessert.

6. One of the primary problems to avoid in a market economy is to make sure that public goods are not overproduced.

Essay (25 points each)
7. Suggest policy solutions that will solve the following problems.  For you solution, please be sure to indicate the benefits of the policy as well as the cost.  Also, discuss how the solution will be implemented and managed.  Feel free to use graphs, but also make sure to discuss the implications of the policy.

a. There is too little medical care available in America at too high a price.  (Use the supply and demand for doctors as the market for medical services).

b. The working poor in America make wages that are too low to support an acceptable standard of living. (Use the supply and demand for low skilled workers)
c. Under current laws, all organs must be given away for free, rather than sold.  As a result, many people die because of a shortage of organs.  (Use the market for kidneys).

8. Consider Regulatory, Pigouvian and Coasian remedies for the following problems.  Be sure to indicate cost and benefits of each approach, as well as how the each approach would be implemented and managed.

a. Smoking in public places.

b. Elephants in Africa are being hunted to extinction.

