Name: __________________________

AP Microeconomics Problem Set #6
Unit 6: Market Failures
1. Public Goods
a. Identify and explain the two characteristics of public goods. Give and explain examples. (____/5)
b. Explain why the public sector and not the private sector provides public goods. (____/5)
2.

Externalities
a. (____/10) Assume excessively large SUVs include spillover costs that are not borne by the initial
consumer but rather society as a whole.
i. Explain two negative externalities associated with SUVs. Who pays the external costs?
ii. Use a supply and demand graph to illustrate a negative externality. Identify the current price and
output and the socially optimal price and output.
iii. Use MSB and MSC to explain if SUVs are being overproduced or underproduced by the free
market. Explain why the free market failed?
iv. Explain what the government must do to fix this negative externality. Draw on a new graph.
b. (____/10) Assume the creation of city parks has spillover benefits that improve society as a whole.
i. Explain two positive externalities associated with making more parks. Who receives the external
benefits?
ii. Use a supply and demand graph to illustrate a positive externality. Identify the current price and
output and the socially optimal price and output.
iii. Use MSB and MSC to explain if parks are being overproduced or underproduced by the free
market. Explain why the free market failed?
iv. Explain what the government must do to fix the positive externality. Draw on a new graph.

3. Antitrust Laws
a. Explain the purpose of antitrust policies (See Pgs. 598-599). In your response, explain why monopolies
are inefficient compared to perfect competition (____/5)
b. Explain if the government should tax or subsidize a monopoly to get them to produce the socially
optimal quantity. Make sure your answer clearly explains why. (____/5)
c. Read the section titled “Last Word” on page 610. Summarize why the government took action against
Microsoft. Identify what Microsoft did to limit competition in the software market. (____/5)
4. Redistribution of Income
a. Define and give examples of each type of tax: Progressive, Proportional, and Regressive. (____/5)
b. The average family income in America in 2001 was $66,863. Identify why this is misleading and
explain why the Lorenz Curve is an effective way to measure income distribution. Draw the curve to
illustrate your point. (____/10)
5. (____/25) Worksheets and Practice FRQs:
a. 2002 Practice FRQ #2 (____/6)
b. 2002B Practice FRQ #2 (____/8)
c. 2004 Practice FRQ#1 (____/12)

