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Econ 350 – Possible Midterm Long Answer Questions
1) Explain the taxation and expenditure powers given by the British North American Act, as well as 3 significant changes since then.
2) Discuss 4 methods of determining government size and drawbacks of those methods.

3) Using mathematics, derive the First Fundamental Theorem of Welfare Economics (as seen in class and in-text).
4) Susan likes toy bears twice as much as her sister, Kaytelyn.  Both sisters value other toys (t) equally. (U=t)  Kaytelyn values bears and toys equally.  There are 10 bears and 10 toys.
a) Assume that both Susan is given 5 bears and 5 other toys.  Is a Pareto Improvement possible?

b) Given (a), use an Edgeworth box to show this Pareto Improvement or show how it is not possible.
c) If instead Susan only has 1 bear and 1 toy, use an Edgeworth box to explain the Second Fundamental Theorem of Welfare Economics.

5) Mack and Jill live in a world with two goods: crowns (C) and pails of water (W).  Mack and Jill’s utilities are expressed as:

UM=C2W  (MRSCW=(2W)/C)

UJ=CW2   (MRSCW=W/(2C)

a) If Jill has 2 crowns and Mack has 1 (he keeps breaking his), and both have 4 water, how much water are they willing to give up for another crown?

b) If Jill has 2 crowns and Mack has 1, how could 9 water be divided in order to be Pareto Efficient?  Sketch this result on an Edgeworth box.

c) If initial endowment gives Jill all 3 crowns and Mack all 9 water, use an Edgeworth box to show the area representing a Pareto improvement.  (Note: You don’t have to calculate the range of points, just show them graphically.) 

6) Graphically show how to maximize social welfare.  Explain the all curves.  How is social welfare maximized when taxes are distortionary?

7) Discuss why the government handles income redistribution.

8) Briefly outline how failure of the First Fundamental Theorem of Welfare Economics allows for government intervention in the economy.
9) Fully define public and private goods, giving (3) examples of each.

11) Using graphs, show how provision of a private good satisfies the Pareto Efficiency condition.  (Hint: include a composite good)

12) Anna’s video game demand is represented by P=200-Q.  Lorne’s video game demand is represented by P=400-2Q.  Market supply is P=(2/3)Q.  Assuming that video games are a private good, show and explain how this market operates (include graphs).

13)  Anyu’s video game demand is represented by P=400-Q.  Will’s video game demand is represented by P=200-4Q.  Market supply is P=Q.  Assuming that video games are a public good, show and explain how this market operates (include graphs).

14) Define externalities.  What are issues associated with externalities?

15) Graphically show and explain the impact of a negative externality.  Graphically show and explain the societal benefit of dealing with the externality.
