Concepts for Review

Public Finance – Exam 1

Exam date – September 28, 2005
The Four Questions of Public Finance
Individual utility maximization

Substitution and income effects of a price change

Identify the two primary functions of government

Consumer surplus

Economic efficiency

Pareto efficiency/Pareto Optimality

Pareto improvement

Conditions for economic efficiency

First fundamental theorem of welfare economics

Use marginal conditions for efficiency to identify efficient output levels

Measuring the cost of inefficiency with deadweight loss

Social welfare function

Maximizing social welfare

Utilities possibilities curve

Market failure and the function of government

Effects of changes in TANF benefits on the labor supply of single mothers

Properties of public goods and their implications for efficiency

Efficiency conditions for public and private goods

Private provision of public goods

Three problems facing government when identifying the efficient allocation of public goods

Applications of public good theory (given a scenario apply the theory)

Free-rider problem
Types of externalities

Externalities and the efficiency of markets

Identify DWL associated with an externality.

Externalities and property rights - Coasian bargaining process – assumptions, 
   implications and pitfalls
Describe the corrective procedures used by government to encourage producers to  
   internalize externalities
*Please remember to bring a blue book to the exam.
