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• Does the world in the previous few lectures sound too 
unrealistic?


• Trade is not always fair and perfect

- Information asymmetry


- Questionable utility functions


- Behavioral choices


- Waste


• Externalities

- An externality occurs when a person’s well-being or a firm’s production 

capability is directly affected by the actions of other consumers or firms (rather 
than indirectly affected through changes in price). 


• Public Goods

- A good that is excludable and rivalrous is called a private good. A good that is 

non-excludable and non-rivalrous is called a public good. 
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In-class Question

















• To what extend does the existence of externality justify 
government intervention?


• To what extend does the public goods problem justify 
government intervention?


• What is a good policy?

Further thoughts?


