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Scott Hankins 

PA 652::Public Economics 

Exam #1 

 

Instructions: You have 90 minutes to complete this exam. You may use a calculator but, 

you can NOT use your neighbor. Cheating is considered academic dishonesty and will be 

dealt with in the strictest manner. GOOD LUCK! 

 

1) [10 points] Using the graph below, answer the following questions. 

 

 
 

 

a) Label the Supply and Demand Curve. 

b) Indicate the equilibrium Price and Quantity using MC1 (use P1 & Q1). 

c) Indicate the equilibrium Price and Quantity using MC2 (use P2 & Q2). 

d) Using the letters and P1 and Q1, what is Consumer Surplus when MC=MC1? 

e) Using the letters and P1 and Q1, what is Producer Surplus when MC=MC1? 

f) Using the letters and P2 and Q2, what is Consumer Surplus when MC=MC2? 

g) Using the letters and P2 and Q2, what is Producer Surplus when MC=MC2? 

h) Is there any Dead Weight Loss? If so describe the area. 

i) Who is made worse off by the shift from MC1 to MC2, producers or consumers? 

Why? 
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2) [20 points] The government commissions a report on childhood illness and 

vaccines. The report says that vaccines have positive externalities.  

a. Is this a consumption or production externality? Why? 

 

 

 

 

 

b. Because politicians are a little “dull”, they ask you to explain what the 

report means by “positive externality”. In a couple of sentences, help out 

the politicians. 

 

 

 

 

 

 

 

c. After you explain what a positive externality is, some of the politicians are 

still confused. Draw a graph illustrating this positive externality. Be sure 

to label any dead weight loss. 

 

 

 

 

 

 

 

 

 

 

 

 

 

d. One of the politicians has been reading an economics textbook. He says 

that the one thing he remembers is “If there is an externality, then a tax is 

the answer.” Is he correct, will a tax “fix” this problem? Why? 
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3) [15 points] You get into an argument with your roommate who is a smoker. She 

says that the benefits to her from smoking more than outweigh any cost to you. 

a. Is your roommate correct? Why? 

 

 

 

 

 

 

 

 

 

b. Draw a graph that illustrates the smoking problem. Does this agree with 

her argument?  

 

 

 

 

 

 

 

 

 

 

 

c. You counter her argument that not only is there a negative cost to you by 

her smoking but, the cost is so large she should not smoke at all. Draw a 

graph that illustrates this argument. What would the dead weight loss be in 

this case? 
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4) [15 points] Using the graph below,  

a. Label the curves so that this represents a positive externality (i.e. supply, 

demand, MC, MB,…). 

 

b. Is this a consumption or production externality? 

 

c. Label the market outcome (use Pm & Qm)? 

d. Label the socially optimal outcome (use Ps & Qs)? 

e. Is this good being over or under produced? Why? 

 

f. Indicate the marginal damage from this externality? 

g. Suppose you wanted to use a tax/subsidy to fix this, what would you do? 

What would this look like? 
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5) [10 points] What characteristics are necessary for something to be a public good? 

A pure public good? Define these characteristics. 

 

 

 

 

 

 

 

6) [10 points] Are the following things a public good? If not, why not? 

 

 

a. Interstate 75 

 

b. Streetlights 

 

c. The Wall Street Journal (print edition) 

 

d. The Wall Street Journal (online edition) 

 

e. Coffee 

 

f. Yellowstone National Park 

 

g. Lifeguards 

 

h. Keeneland 

 

i. Main Street 
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7) [10 points] Why do people purchase insurance? What are the two main problems 

that arise with insurance? How do insurance companies deal with these problems?  

 

 

 

 

 

 

 

 

 

 

8) [10 points] Externalities usually are used to justify the necessity of government. 

Are governments the only way to solve the externality problem?  

 

 

 

 

 

 

 

 

 

 

 


