Ch. 10 - Practice Questions


1. Which of the following statements about a well-maintained yard best conveys the general nature of the externality?

a. A well-maintained yard conveys a positive externality because it increases the home's market value.

b. A well-maintained yard conveys a negative externality because it increases the property tax liability of the owner.

c. A well-maintained yard conveys a positive externality because it increases the value of adjacent properties in the neighborhood.

d. A well-maintained yard cannot provide any type of externality.

2. Which of the following statements is correct?

a. Government should tax goods with either positive or negative externalities.

b. Government should tax goods with negative externalities and subsidize goods with positive externalities.

c. Government should subsidize goods with either positive or negative externalities.

d. Government should tax goods with positive externalities and subsidize goods with negative externalities.

3. Suppose that elementary education creates a positive externality. If the government does not subsidize education, then

a. the equilibrium quantity of education will be equal the socially optimal quantity of education.

b. the equilibrium quantity of education will be greater than the socially optimal quantity of education.

c. the equilibrium quantity of education will be less than the socially optimal quantity of education.

d. There is not enough information to answer the question.

4. Suppose that Maria wants to dine at a fancy restaurant, but the only available table is in the smoking section. Maria dislikes the smell of cigarette smoke. She notices that only one person, John, is smoking in the smoking section. Maria values the absence of smoke at $25. John values the ability to smoke in the restaurant at $15. Which of the following represents an efficient solution in the absence of transaction costs?

a. John continues to smoke because he has a right to smoke in the smoking section.

b. Maria offers John between $15 and $25 not to smoke. John accepts, and both parties are better off.

c. Maria offers John between $15 and $25 not to smoke. John declines because he has a right to smoke in the smoking section.

d. Only a government policy banning smoking in restaurants will solve this problem.

5. Tradable pollution permits

a. have prices that are set by the government.

b. will be more valuable to firms that can reduce pollution only at high costs.

c. are likely to create a higher level of total pollution.

d. are less desirable than corrective taxes in reducing pollution.
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6. Refer to Figure 10-1. This graph represents the tobacco industry. The industry creates

a. positive externalities.

b. negative externalities.

c. no externalities.

d. no equilibrium in the market.

7. Refer to Figure 10-1. This graph represents the tobacco industry. Without any government intervention, the

equilibrium price and quantity are

a. $1.90 and 38 units, respectively.

b. $1.80 and 35 units, respectively.

c. $1.60 and 42 units, respectively.

d. $1.35 and 58 units, respectively.

8. Refer to Figure 10-1. This graph represents the tobacco industry. The socially optimal price and quantity are

a. $1.90 and 38 units, respectively.

b. $1.80 and 35 units, respectively.

c. $1.60 and 42 units, respectively.

d. $1.35 and 58 units, respectively.

9. Refer to Figure 10-1. This graph represents the tobacco industry. If the government uses a pollution tax, how much tax revenue will the government receive?

a. $7.00

b. $10.50

c. $63.00

d. $67.20

ANSWERS:

1=C, 2=B, 3=C, 4=B, 5=B, 6=B, 7=C, 8=B, 9=B
