Efficiency and Equity
Exercise
October 7

1. Social welfare functions. Compare the utilitarian, and Rawlsian functions. For each, state what it implies about how much weight a poorer person's marginal dollar should get. Which is most compatible with strong inequality aversion?




2. Case: Minimum wage policy. Analyze the policy using efficiency and equity criteria. Which groups gain and lose, and under what labor-market assumptions is the policy a net social gain? How would your answer differ under a utilitarian and a Rawlsian welfare function?



3. Debate. "Governments should focus on efficiency and leave equity to the tax and transfer system." Argue the case for and against, referring to the Second Welfare Theorem and the leaky bucket.


