Public Economics/Public Finance
Class Exercise
October 5
1. Pareto efficiency. Define Pareto efficiency and a Pareto improvement. For each situation, say whether it is Pareto efficient and why: 
· (a) A fully employed economy where any change to production makes someone worse off.
· (b) Two people with identical endowments of apples and oranges who value them very differently.
· (c) A tax cut that raises everyone's income except one person's.


2. Why efficiency isn't enough. Give an example of an allocation that is Pareto efficient but that most people would regard as unjust. What does this show about the limits of the Pareto criterion as a policy guide?

