Chapter 11

Externalities and Property Rights

1. A cost or benefit that falls on people other than those pursuing an activity is called a(n)

a. positive externality.

b. negative externality.

c. externality.

d. external cost.

e. external benefit.

2. Which of the following is an example of a negative externality?

a. Your neighbors enjoying the loud music you play.

b. A firm dumping waste into a stream.

c. Bees pollinating flowers on adjacent property.

d. Whales swimming in international waters.

e. None of the above.

3. A negative externality will result in an equilibrium quantity of an activity that is _____________ the socially optimal quantity.

a. above

b. below

c. above or below

d. equal to

e. it can not be determined

4. People can purchase and sell the right to perform activities that cause externalities to arrive at efficient solutions.  This describes

a. the Tragedy of the Commons.

b. a positional externality.

c. an external benefit.

d. the Coase Theorem.

e. the problem of unpriced resources.

5. The optimal amount of a negative externality is

a. zero.

b. where marginal benefits are zero.

c. where marginal costs are zero.

d. where marginal benefit equals marginal cost.

e. where price equals zero.

6. That people will use a resources that has no price until marginal benefit equals zero is a description of

a. the Tragedy of the Commons.

b. a positive externality.

c. a negative externality

d. the Coase Theorem.

e. property rights.

7. A positional externality occurs when

a. rewards depend on relative performance.

b. returns depend on your starting position.

c. transactions costs do not equal zero.

d. there are arms control agreements.

e. none of the above

8. Which of the following is an example of a positional arms control agreement?

a. Campaign spending limits

b. Arbitration agreements

c. Mandatory Kindergarten starting dates

d. Baseball roster limits

e. all of the above

9. Which of the following is an example of the Tragedy of the commons that is not easily solved by private ownership?

a. Sharing a milkshake

b. Berries in a public park

c. Timber on remote public land

d. Harvesting whales in international water

e. all of the above

10. A social norm that discourages body piercing is known as a(n)

a. nerd norm.

b. fashion norm.

c. norm of taste.

d. norm against vanity.

e. physical norm.

Problems/Short Answer

1. Suppose you are selling t-shirts at your own t-shirt stand.  The supply and demand curves for t-shirts are given below.

P = 5 + .15 Q

P = 30 - .1 Q

a. What are the equilibrium price and quantity for t-shirts?

b. If the process of making your t-shirts results in chemical waste that you dump in to a nearby stream, creating $5 worth of damage to the environment per shirt, what is the socially optimal number of t-shirts for you to sell?

c. What tax policy could the government use to assure that you sell the socially optimal number of t-shirts?

2. Refer to the graph provided below.  You are deciding the optimal number of flower bulbs to plant in your front yard. Your house is by a well traveled road and people enjoy seeing the flowers in your yard as they pass by. The relevant marginal cost and benefit curves are given below. 
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a. What is the optimal number of bulbs for you to plant if you do not consider the people passing by your house?

b. What is the socially optimal number of bulbs for you to plant?

c. By how much would the government need to subsidize you per bulb to assure that you will plant the optimal number of flower bulbs?
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