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Term Paper
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For this assignment, you may work in groups of up to Five students. You are advised to start the assignment as soon as possible. Do not hesitate to ask me questions as you are working on this assignment. Answers should be typed with Times New Roman size 12 fonts.

1. List Six activities the government performs in your country. For each, say whether it is justified by market failure, redistribution, or paternalism (merit goods), and explain your reasoning. You can use the following Table as a guide. (2 points)

	Government Activity
	Justification

          Market Failure                                 Redistribution                        Paternalism
Y/N          Reason                                    Y/N           Reason                 Y/N              Reason

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	




2. Explain the ‘four questions’ about government's role: what it does, how it does it, why, and how well. Apply all four to a public health insurance program. (2 points)


3. Government spending is 40% of GDP, but a quarter of it is transfer payments. Explain why this overstates or understates the government's claim on real resources, and how you would measure its size better. (2 points)


4. A new policy makes 90% of the population better off and 10% worse off. Is it a Pareto improvement? Explain how compensation could change your answer. (2 points)


5. Identify the six main market failures (failure of competition, public goods, externalities, incomplete markets, information problems, unemployment and macro disturbances). Match each to one real-world example. (2 points)

6. Distinguish pure public goods, impure public goods, and publicly provided private goods, with an example of each. Explain why education is publicly provided in most countries even though it is a private good. (2 points)



7. Explain the Coase theorem. Describe a situation where it would succeed and one where it would fail, citing transaction costs. (2 points)

8. List the circumstances in which public production may be preferable to private production. Apply these tests to a water utility and to a postal service. (2 points)



9. [bookmark: _Hlk148701621]Explain why each of the following is or is not likely to be a Pareto improvement: (2 points)
a. Building a park, financed by an increase in the local property tax rate.
b. Building a park, financed by the donation of a rich philanthropist. The city acquires the land from a local resident and compensates the resident at true market value.
c. Increasing medical facilities for lung cancer, financed out of general revenues.
d. Increasing medical care facilities for lung cancer, financed out of an increase in the cigarette tax.
e. Eliminating rent control laws.

10. [bookmark: _Hlk148701705]Assume you are shipwrecked, and there are 10 of you in a lifeboat.  It will take 10 days to reach your shore and there is enough food for 6 of you to survive for 10 days. (2 points)
a. How would a utilitarian allocate the available food?
b. How would a Rawlsian allocate the available food?
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