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Assignment Rules

1. Homework assignments must be typed. For instruction how to type equations and math objects please see notes “Typing Math in MS Word”.

2. Homework assignments must be prepared within this template. Save this file on your computer and type your answers following each question. Do not delete the questions.

3. Your assignments must be stapled.

4. No attachments are allowed. This means that all your work must be done within this word document and attaching graphs, questions or other material is prohibited.

5. Homework assignments must be submitted at the end of the lecture, in class, on the listed dates.

6. Late homework assignments will not be accepted under any circumstances, but the lowest homework score will be dropped.

7. All the graphs should be fully labeled, i.e. with a title, labeled axis and labeled curves.

8. In all the questions that involve calculations, you are required to show your work. That is, you need to write the steps that you made in order to get to the solution.
9. You are encouraged to work on this homework assignment in groups of up to 3 people, and submit one assignment with up to 3 names typed on this page.
10. This page must be part of the submitted homework.
Government

1. (10 points). Explain why the example of North and South Korea was used to illustrate the importance of regime for economic growth.

2. (10 points). List 3 types of market failure in which government intervention might be justified.

3. (10 points). Why do some economists oppose government intervention in markets, even when there is evidence of market failure?

4. (10 points). List 3 reasons why governments sometimes do things that are bad for growth.
5. (10 points). Give an example of a dictator who promoted growth and innovation.

Income Inequality

6. (20 points). Suppose that in some country the poorest 70% of the population is earning $40 in total, and the top 30% of the population is earning $160 in total.

a. Draw the Lorenz curve for this country.

b. Compute the Gini coefficient for this country.

7. (20 points). Suppose that your utility from income is 
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. With probability 0.5 people are born rich and have income of $1000, and with probability 0.5 people are born poor and have income of $100. Before birth, people do not know if they will be born rich or poor.

a. Calculate the expected utility of an individual before birth.

b. Suppose that the government introduces a progressive tax system, which taxes rich at 40%, and transfers to the poor. Calculate the expected utility of an individual before birth, with this tax system.

c. Prove that in the economy described in this question, expected pre-birth utility is maximized when the tax rate on the rich is 45%.

d. What is the key assumption in this model that leads to the result that perfect equality of income is optimal?

8. (20 points). Suppose that people derive utility not only from their own consumption, but also from their relative position to the average consumption. In particular, individual 
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’s utility function is:
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Here 
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 is the envy parameter.
a. Suppose that the average income had goes up by 5% and at the same time the income of individual 
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 had gone up by 2%. Is individual 
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 better off when the envy parameter is 
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b. Is individual 
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 better off when the envy parameter is 
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