
     
 

 

  
  

  
  
    

 
   

   
 

  
  

 
  

 
   

    
  

 
  

  
  

 
   

 
  

  
 

    
 

   
  
  

 
 

 
  

 
 

   
 

 
  

   
  
   
    

     
           
                         

 

1. ____/10  4. _____/15 
2. ____/20 5. _____/10 
3. ____/10 6._____/45 

Total: _____/110 
Name: __________________________ 
Team: __________________________ 

AP Microeconomics Problem Set #9 
Unit 9: 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. 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) 

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. Define the term and give an example that clearly demonstrates your understanding of each 
concept. 
Derived Demand ( ____/5) 
Marginal Revenue Product (MRP) and Marginal Resource Cost (MRC) ( ____/5) 
Monopsony ( ¬____/5) 

6. (____/26) Worksheets and Practice FRQs: 
a. 2002 Practice FRQ #2 (____/6) 
b. 2002B Practice FRQ #2 (____/8) 
c. 2004 Practice FRQ#1 (____/12) 
d. FRQ #4 (____/7) E. FRQ #5 (_____/12) 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  

 
 
 

 
 

2002 AP® MICROECONOMICS FREE-RESPONSE QUESTIONS 

2. The graph below shows the price (Po) and quantity (Qo) at which there is an efficient allocation of resources. 

Marginal Social 
Cost 

Marginal Social 
Benefit 

Q0 QUANTITY 

However, in some cases the market fails to allocate resources efficiently. 

(a) Assume the chemical industry is polluting the air. 

(i) Using marginal benefit and marginal cost analysis, explain how the chemical industry is misallocating 
resources. 

(ii) Identify one policy or action the government could take to correct this market failure. 

(b) Assume it is difficult to exclude nonpayers from enjoying the benefits of national defense. 

(i) Using marginal benefit and marginal cost analysis, explain how the private market wi II fai I to produce 
the efficient level of national defense. 

(ii) Identify one policy or action the _government could take to correct this market failure. 

2002 AP® MICROECONOMICS FREE-RESPONSE QUESTIONS (Form B) 

2. The government has decided 10 take action r.o reduce the pollution caused by rhe chemical industry. This ·industry 
is composed of profit-max ·1 miz.ing, perfectly competitive fim1s. 

(a) I dentify one po licy that the government. could implement to reduce pollulion. 

(b) Explain the effect the pol icy you identified in part (a) would have on each of the following for the firms in 
the chemical industry. 

(i) M arginal COS( 

(ii) Output 

(ii i) Price 

( c) Explain the effect of the pol icy you identified in part (a) on the effic iency of the allocation of society· s 
resources. 
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121----....,_ _________ Marginal Social Cost 

7 1-------'I---''---_,,~--- Marginal Private Cost 
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, Marginal Social Benefit 

o------' --------------------
Q, Q2 QUANTITY 

OFGOODX 
Marginal Revenue 

I. The production of good X creates an externality. The following questions are based on the graph above, which 
shows the marginal revenue, marginal social benefit, marginal private cost, and marginal social cost associated 
with the production of good X. 

(a) Is the externality positive or negative? Explain. 

(b) Using labeling from the graph above, identify the socially optimum output. Explain how you determined 
your answer. 

(c) Suppose that good X is produced by a profit-maximizing monopoly. Answer each of the following. 

(i) Using labeling from the graph above, identify the unregulated firm' s output. Explain how you 
determined your answer. 

(ii) To produce the socially optimum output, indicate whether the government should tax or subsidize the 
firm. 

(iii) Calculate the dollar value of the needed per-unit tax or subsidy. 

(d) Suppose that guud X is produced in a perfedly competi tive industry . Answer each u C the Culluwing. 

(i) Using laheling from the graph on the previo us page, identify equil ihri um output in the ahsence of 
regul ation. Explain how you der.ermined your answer. 

(ii) Tu produce the ~ucially optimum output, indicate whether the guvermnent should la.'- ur subsidiLe the 
fi rms in the industry. 

(iii) Calculare the dollar value of che needed per-unic tax or subsidy. 



 
 
 
 

 

P & Lis a profi t-1nax imizing shii1-manufocturing firm. The firm can sell ;.111 the shirts it can produc.:c to ret;.,ilcrs 
at a price of $20 each. P & L can hire all of the workers it wants at a market wage of $ 120 per day per wo1·ker. 
The table below shows the firm·s sho11-run production function. 

Number of Number o f 
\\' orkcrs Shi11s 1>Cr 0,iy 

0 0 
I 10 
2 25 
3 45 
4 60 
5 72 
6 80 
7 85 
8 82 

(a) In what k ind or market st 111c1urc docs this firm sell its output"! How can you tell '! 

(b) In what kind of market stn._1cture docs this li1·m hire its wol'kcrs'? How c,111 you tell '? 

(c) Calculalc the marginal revenue product o f the third worker. Show your work. 

(d) H ow many workers should the firm hire to maximize pro lit? Explain. 

Pel:--.;.JII Corporatio n is ;.1 profiL- m;.o,.i rn i1.ing rnllnopolisl. ft .;d i:-. a p;.11.cnled ~1hi..:.; vacci ne for pets :1nd earns 
econom.k· profits. 

(a) Draw a correccly laheled graph that , hows each o f the fol lowing for Persall. 

(i) Output and pric~ uf lhc vm:d nc 

(ii) Area of economic profits 

(b) Assume t.hul Pct.sail hires its pruJ uclion workers in a pcru:cllv cornpct°11ive labor market at the witi;e rate 
o f j,20 JXW hour . 

(i) S 1.:11.t; the rn:1rgi rrnl Ct>ntJitions for hiring (he prori l.-rna>. irn i1.ing amount o f lahor . 

(iij Dra,v a com,ccly labele.d graph thac shows lhe labor supply and demand cur ve.s for Petsall and indicate. 
I.he profit-maximizing quanti i:y of lat>or. 

(c) Suppose that the market wage rate now foils to$ 15 per hour. Show on your diagram in (b) (i i) how each of 
the. following would be. affected. 

C,) T he supply of lsho r to Pcl." i.11 

(ii) The amount of labor Pe.tsall would 11°,re. 

(1J) ( li ven f.hc lo v:..:r wag,; 11'Jl.t; in (c'l, ind ic;.11.c ho w ..:,.....:h or t he follow ing i.vou ld c hange . 

(ij Total fixed cost 

C,'1) Margi nal cosl 

(iii) Pric,, of the produce 

4. 

FRQ #5 
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