ECON 439/539 OREGON STATE UNIVERSITY " Winter 2008
Public Policy Analysis Department of Economics C. Tremblay

Midterm Exam

Instructions:  This exam has 7 questions and is worth 120 points. Point values for each question are
indicated to the right of the question number. Calculators, notes and books are not
allowed. Be sure to define your terms, and to label all axes and curves in graphs. Good
luck.
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1. (15 points) Evaluate the following statement: There is no need for government intervention in a
free market economy.
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2, (15 points) A

a. What is the condition for efficiency in exchange? Provide definitions for the term(s) that
you use.
b. Is the condition met in perfect competition? Why or why not?
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3.

(16 points) :
& Consider the hypothetical question, how does X affect Y, where X and Y are variables of
g interest. Write down a regression equation that could be used to estimate the effect of X
onY.
ljf b. Formulate a question of the form: how does X affect Y. That is, fill in the blanks:
How does affect ?
6/ c Would it be most appropriate to use ordinary least squares regression, binary logit,
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(21 points) Suppose that you are asked to conduct a cost-benefit an;j\lysis in order to advise the
governor about whether or not to build a new prison. Explain how you would conduct the cost-
benefit study step by step.
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5.

3
(12 points) Briefly discuss 3 criticisms of the idea of social welfare maximization as a method of
attaining social goals as presented in the readings from Katz and Rosen.
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6. (20 points)

- a. Define Pareto efficiency.
b. State the utilitarian view of equity.
c. Is a Pareto efficient allocation equitable when equity is defined according to the

& utilitarian view? Use a utility possibilities frontier to illustrate your response.
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(21 points) Construct a supply and demand model of 2 interrelated markets for the substitute
goods coffee and tea. Suppose that a tax is imposed on coffee. Would a partial equilibrium
model overstate or understate the effect of the tax on the price of coffee? Illustrate your answer

graphically.
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