7.  Vocabulary and Concepts Related to Markets, Prices, and the Failure of Markets
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Reasons for Market Failure

        External costs -> social marginal cost > private marginal cost.   



Give examples.



Is global warming an externality?



Is the early death of a smokers who knew the dangers an externality.



Is the litter of cigarette butts an externality.



Does a person flying on an airplane with a deadly contagious disease create an externality.



What about driving home at rush hour.



What about heating your home.



Could an excise tax help correct this and why.

       External benefits.  Are these recognized by the people producing them.  


Why are regulations necessary for wetlands and wildlife habitats.


Do beautiful gardens create external benefits.


If everybody gets a flu shot, does that create external benefits.


If I don’t take the train at rush hours, does that create an external benefit


What role could subsidies & tax rebates play in encouraging the “production” of external benefits.

Public type goods versus private goods.


Look up the definition in the book.


High cost of first unit, low or nominal or zero costs of additional units.


Examples: lighthouses, recorded music, textbooks, inventions, police and fire 



protection, a partly filled bus or classroom, a highway at offpeak.


Why are public housing and public school NOT a public type good.


What is the optimal price in the short run. 


What resources are private type (mutually exclusive use) and what resource is a public 

type resource and why?


What is the problem of letting the market set the price and quantity of a public good.



If you were asked to contribute what you thought is was worth, how much 



would you contribute.  Downloading of music?  Is there any real 



opportunity cost in terms of real resources if you download a song.  




If none, then what is the long run problem in producing songs.



Free rider problem.


Underproduction of public goods in private sector AND by governement
Common property  -  no recognized ownership of a scarce resources


Fisheries, wildlife, beautiful parks, streams and rivers, wild blueberry bushes 



Overused, extinction, pollution, no incentive to protect and maintain them, 

Define the social deadweight lost of producing too little or too much.  Should we have absolute pure air and pure water.

Imperfect markets

Monopolies or oligopolies who can set prices and produce too little.

Price discrimination


1st degree: charging each person what they are willing to pay (Microsoft)


2nd degree:  buy 1 at a high price and get the 2nd one at ½ price.


3rd degree:  selling at different prices in separate markets.

