FE431 Public Finance

Review Sheet for Exam 2

Chapter 6 – Public Goods and Public Decisions (aka Political Economy)

Reading: pp. 106 – 131 and handout on the Nature of the Nonprofit Sector
Key topics and terms:

· 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

· Public goods and the role of non-profit organizations

Chapter 5 – Externalities

Reading: pp. 71 – 103 and “The Lorax”
Key topics and terms:

· Externalities (positive and negative); marginal external cost (MEC) / marginal damage (MD) and marginal external benefit (MEB)
· Marginal private cost versus marginal social cost; marginal private benefit versus marginal social benefit; identifying market outcomes, efficient outcomes, and DWL
· Coase theorem

· Pigouvian taxes (or subsidies)
· Marketable pollution permits (“cap-and-trade”)
· Regulation
Chapter 12 – Income Distribution and Transfer Programs
Reading: pp. 111 - 145
Key topics and terms:

· Views of redistribution

1. Pareto Efficient Redistribution
2. Strict egalitarianism

3. Social welfare maximization (e.g. Utilitarianism)
4. Rawls’ principle of distributive justice, “veil of ignorance”

5. Desert-based principles

6. Resource Egalitarianism

7. Commodity Egalitarianism

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

· Examples of social insurance and income redistribution programs

· In-kind transfers versus cash transfers

· Income dependent redistribution programs (like AFDC, TANF), work disincentive effects and responses to these effects (duration limits, mandatory work requirements)

· Negative Income Tax (NIT) (if we have time to cover this in class) - Guaranteed Income Level, Marginal Tax Rate (MTR), Breakeven Income Level
