Blue Assignment


[image: C:\Users\claude\Documents\U of O\General\Logo (haute résolution).jpg]

Public Sector Microeconomic Analysis 

ECO 2110A – Winter 2014
C. Théoret


Assignment Instructions

1.	Please complete the assignment that was randomly allocated to 	you. 
2.	Submitting a non-allocated assignment will result in a 0 (zero) 	score.
3.	The course code for the BLUE assignment is ECO2110AB.
4.	You will require a BLUE answer sheet for your answers.  
5.	Answer sheets
•	will be distributed by the instructor at the March 27th  	lecture
•	must be submitted at the beginning of the April 1st lecture.
6.	Late answer sheets will not be accepted. 
7.	Although not provided explicitly, the answer “None of the above 	answers” is implicit to all given answers (except where given 	answers cover the full range of	possible answers such as “True 	or False”).
1.	Please complete the assignment that was randomly allocated to you. 
2.	Submitting a different assignment will result in a 0 (zero) score.
3.	You will require a BLUE answer sheet for your answers.  
4.	The course code for the BLUE assignment is ECO2110AB.
5.	Answer sheets
•	will be distributed by the instructor at the March 28th lecture
•	must be submitted at the beginning of the April 3rd  lecture.
6.	Late answer sheets will not be accepted.
7.	Although not provided explicitly, the answer “None of the above answers” 	is always implicit (except where given answers cover the full range of 	possible answers (e.g., given answers True or False).

 
	Note: 	Several assignment questions were adapted from or inspired by 		Rosen et al. Public Finance, Canadian (4th) and American (9th)     		editions, McGraw-Hill.


Information for questions 1-7



















1.	If the allocation of resources is Pareto efficient, then everyone has the same marginal rate of substitution.
	a. True
	b. False
	c. Uncertain.

2.	A reallocation from a point within the utility possibilities curve to a point on the utility possibilities curve results in a Pareto improvement.
	a. True
	b. False
	c. Uncertain.


Questions 3 to 5

· John and Mary must share equally (50-50) a fixed quantity (400 pounds) of caviar.
· John’s utility function is UJ = C0.5 
· Mary’s utility function UM = 0.5C0.5.
where C = pounds of caviar.















3.	If the 400 pounds of caviar are shared 50-50 between John and Mary, John’s utility (to the 	nearest 1st decimal) is
	a. 7.1
	b. 14.1
	c. 20.2

4.	If the 400 pounds of caviar are shared 50-50 between John and Mary, Mary’s utility (to the 	nearest 1st decimal) is
	a. 7.1
	b. 14.1
	c. 20.2

5.	If the social welfare function is additive (UJ + UM), how many pounds of caviar should John 	receive to maximize social welfare?
	a. 80
	b. 320*
	c. 380
d. 400

6.	If the social welfare function is additive (UJ + UM), how many pounds of caviar should Mary 	receive to maximize social welfare?
	a. 80
	b. 320
	c. 380
d. 400*

7.	If social welfare is maximized when John and Mary have identical levels of utility, how may 	pounds of caviar should John consume?
	a. 80
	b. 320
	c. 380
d. 400

8. 	If John, a utilitarian, is willing to give up some utility so long as Mary gains at least an equal 	amount of utility, the social indifference curves are
a. linear
b. convex to the origin
c. concave to the origin
d. L-shaped.

9. 	If John, a utilitarian, is willing to give up some utility so long as Mary gains a larger 	amount of utility, social indifference curves are
a. linear
b. convex to the origin
c. concave to the origin
d. L-shaped.

10.	If no amount of increase in the utility of a rich person can compensate for the decrease in the 	utility of a poor individual, social indifference curves are
a. linear
b. convex to the origin
c. concave to the origin
d. L-shaped.


Questions 11 to 14

A town consists of three persons for whom the marginal benefits (MB) from town (e.g., holidays) decorations (x) are:
· Peter: MB = 2000-10x, where x is less than 300; MB = 0 for x > 300.
· Paul: MB = 3000-5x, where x is less than 300; MB = 0 for x > 300.
· Mary: MB = 5000-15x, where x is less than 420; MB = 0 for x > 420.










11.	If the marginal cost of decorations is $4000, the optimal number of decorations is
	a. 100
	b. 200
	c. 300
	d. 420

12.	Peter’s marginal benefit at the optimal number of decorations is
a. $0 
b. 750
c. 1500
d. 3000

13.	Mary’s marginal benefit at the optimal number of decorations is
a. $0 
b. 750
c. 2000
d. 3000

14.	If the decorations (at a cost of $4000 each) were financed with a lump sum tax of $1333 	(each resident paying one-third of the cost), Paul’s reaction will be to
a. Agree with the town decoration project and pay his share of the cost.
b. Disagree with the project and pay nothing.
c. Impossible to determine Paul’s reaction to the project.
d. Indifferent between having town decorations or not.


Questions 15 to 22

Firm Alpha’s marginal cost of reducing pollution is $200 per ton while firm Beta’s marginal cost is $150 per ton.


15.	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. If regulators 	request that each firm reduce its emissions by 20 tons, the total cost of the emissions    	reduction will be
	a. $2,000
	b. 4,000
	c. 7,000
	d. 8,000
 
16.	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. What cost 	effective amount should Alpha reduce its emissions if government regulators want to reduce 	total pollution by 40 tons?
	a. 17.1 tons*
	b. 20
	c. 22.9
	d. 40

17.	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. What  	approximate emissions fee per ton is required to reduce total pollution by 40 tons?
	a. $2,900
	b. 3,000
[bookmark: _GoBack]	c. 3,425
	d. 3,500

18.	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. What 	approximate amount of taxes (based on the emissions fee in question 17) would firm A have 	to pay?
	a. $600,580
	b. 602,890
	c. 605,340
	d. 606,570

19.	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. What 	approximate amount of taxes (based on the emissions fee in question 17) would firm Beta 	have to pay?
	a. $240,650
	b. 283,930
	c. 292,750
	d. 297,860

20. 	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. Suppose 	that the government issues 260 tradable permits (with allow for one ton of pollution). Assume 	that Alpha receives 200 of the 260 tradable permits because it has much more political clout 	than Beta (with Beta receiving only 60 permits). Alpha will (no partial permits are allowed)  
	a. sell 23 permits
	b. buy 17 permits
	c. sell 17 permits
	d. buy 23 permits

21. 	Alpha currently emits 200 tons of pollution while Beta emits 100 tons of pollution. Suppose 	that the government issues 260 tradable permits (with allow for one ton of pollution). Assume 	that Alpha receives 200 of the 260 tradable permits because it has much more political clout 	than Beta (with Beta receiving only 60 permits). Beta will (no partial permits are allowed)  
	a. sell 23 permits
	b. buy 17 permits
	c. sell 17 permits
	d. buy 23 permits

22.	Would the amount of pollution emitted by Alpha (or for that matter Beta) with the tradable 	permit system differ from the amount it would emit with an efficient outcome emissions fee?	a. Same tonnage.
	b. Different tonnage
	c. Insufficient information for a definite conclusion. 


	Questions 23 to 26

	· Three voters are to decide on education expenditures A and B.
· Each issue is to be voted on separately.
· Net benefits for each voter are shown below.

	Voter
	Expenditure (Issue) A
	Expenditure (Issue) B

	John
	$12 (net benefit)
	-$9

	Louise
	-3
	7

	Mary
	1
	1



23.	Which issue would pass if decided by majority rule?
	a. A
	b. B
	c. Both A and B
	d. Neither A nor B. 

24.	Is the outcome in question 23 efficient?
	a. Yes.
	b. No
	c. Need more information. 

25.	Which issue (if any) would pass if logrolling were allowed?
	a. A
	b. B
	c. Both A and B

26.	Is the outcome in question 25 (with logrolling) efficient?
	a. Yes
	b. No


Questions 27-31

To reduce alcohol consumption in Xanada, its government is considering a $5 tax on each 26-ounce bottle of booze. 

Without the booze tax, the annual demand of 26-ounce bottles is 500,000-20,000P and annual supply is 30,000P.

where Q = quantity; P = price


27. 	What is the price (no decimals required) of a 26-ounce bottle of booze without the $5 tax?
	a. $5
	b. 10
	c. 20
	d. 80

28. 	What is the price (use 3 decimals) of a 26-ounce bottle of booze with the $5 tax?
	a. $8.125
	b. 10.000
	c. 13.125
	d. 15.000

28.	What percentage of the $5 tax is paid by buyers of booze?
	a. 50%
	b. 60
	c. 62.5
	d. 75

29.	How much is government revenue from the $5 tax on booze?
	a. $1,990,700
	b. 2,031,250
	c. 2,500,000
	d. 2,600,440
	

30.	By how much does the $5 tax on booze change consumer surplus?
	a. increase of $115,200
	b. decrease of $146,484
	c. decrease of $292,969
	d. increase of $146,484.

31.	What is the excess burden generated by the $5 tax?    
a. $200,000
	b. 225,000
	c. 234,375
	d. 244,550.
Questions 32 to 35
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32.	Total surplus without the government subsidy to producers is
	a. ABH
	b. CDG
	c. ABCDGH

33.	Consumer surplus with the government subsidy to producers is
	a. ABH
	b. BCDHGP
	c. ABCHGKM
d. CGKM

34.	The cost to government of the subsidy to private producers is
	a. ABCDH
	b. BCHGPQKM
	c. ABCDGH-Q
	d. BCDHGP

35.	The deadweight loss of the government subsidy is
	a. CGKM
	b. BHP
	c. ABCDGH
	d. Q

o-o-o-o


3 | Page

image1.jpeg
Faculté des sciences sociales ‘ Faculty of Social Sciences
P

jinii Département de science économique

uOttawa | Department of Economics




image2.png
Quantity

Price.





