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1. Government assignment and enforcement of property rights intemalize an externality and this approach works better than

direct government intervention.

7 Both adverse selection and moral hazard problems cannot be solved in social health insurance programs.

3. Food Stamps are not as good as cash for families who spend little on food, but they are better than cash for families who

spend a lot on food.

4. Logrolling is a pareto improvement in social welfare.

5. If workers employed in a project would have been unemployed in the absence of the project, the wages paid to them can be

treated as a project benefit.
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= ~ A proposal for a negtive income tax is designed to provide an income guarantee for each person, irrespective of his age or
status, of $24,000 per year. Thus, a family of four would have an income guarantee of $96,000 per year. The transfers
under the program will be phased out at a rate of 40 percent as eamed income increases. Caculate the break-even level of

income for a family of four. (5 %) If all families above the break-even level of i income pay a flat-rate 25 percent tax on

their earnings, plot disposable income as a function of eamned income. (5 4-)
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