FE431 Public Finance

Review Sheet for Exam 2

Chapter 3– Public Goods and Public Decisions
Reading: pp. 57 – 63

Handout on the Nature of the Nonprofit Sector
Key topics and terms:

· Be able to show the welfare loss of a user fee / toll for a non-rival, excludable good; what are the pros and cons of alternative methods of provision; what if congestion is a factor
· Be able to explain the efficient provision of a private good in competitive markets, and the efficient provision of a public good; how do the two concepts differ?

· Vertical versus horizontal summation of demand curves (vertical summation for non-rival goods; horizontal summation for rival goods)

· Lindahl equilibrium for the provision of a public; characterize Pareto Efficiency in Production and Exchange of a public good

MBXA+MBXB=MCX or ∑ MBX=MCX
· Implications of “free riding” for efficiency?

· Explaining the relationship between public good provision and the political process

· Direct Democracy

1. Majority Voting (Simple majority and pairwise comparisons – aka Condorcet election)

2. Single-peaked versus double-peaked preferences

3. Voting paradox and cycling

4. Median voter theorem

· Representative Democracy

· Budget-maximizing bureaucrats and special interest groups
· Debt financing and the size of goverment
· Public goods and the role of non-profit organizations

Chapters 11 – Education

Reading: pp. 275 – 294
Documentary “Waiting for Superman”
Key topics and terms:

· Reasons for government intervention in education; efficiency and equity
· Structure and status of U.S. education system

· Proposals for reform

· Standardized testing
· Charter and Magnet Schools

· Vouchers

· School choice

Chapter 12 – Low-Income Assistance

Reading: pp. 295-309
Matthew Braham’s article “Adam Smith’s Concept of Social Welfare”
Key topics and terms:

· Explaining market failure for social insurance (and other types of insurance)

· Extent of insurance payments

· Adverse selection and Moral Hazard
· Views of redistribution

1. Pareto Efficient Redistribution

2. Social welfare maximization (e.g. Utilitarianism)

3. Rawls’ principle of distributive justice, “veil of ignorance”

4. Desert-based principles

5. Strict egalitarianism
6. Resource Egalitarianism

7. Commodity Egalitarianism

8. Libertarianism
9. Civil rights and feminist movements

Probably after Exam II:

· Defining and measuring “poverty”; Lorenz Curve and Gini Coefficient

· Low-Income Assistance Programs

1. In-kind transfer programs
· Supplemental Nutrition Assistance Program (SNAP)

· Public Education

· Public Housing

· Medicaid
2. Cash transfer programs

· Unemployment Insurance

· Minimum wage laws

· Wage rate subsidy

· Earned Income Tax Credit

· AFDC, TANF, work disincentive effects, and responses to these effects (duration limits, mandatory work requirements)

· Negative Income Tax (NIT) - Guaranteed Income Level, Marginal Tax Rate (MTR), Breakeven Income Level

