
ECO 150 Worksheet on Market Failures.

Prior to class, I suggest that you briefly research a few of these topics.

1. It has been suggested that NASA’s Apollo Program led to significant production spillovers, a

type of positive externality. Here is an article from Astronomy on the issue.

a. Describe why this is arguably an example of a positive externality.

b. Why might firms choose to underinvest in research and development?
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https://astronomy.com/news/2019/05/apollo-boosted-the-economy-just-not-the-way-you-think


c. What other policies might correct these types of positive externalities?

d. What trade-offs are involved with awarding firms patents?
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2. The Aral Sea, once one of the world’s largest inland bodies of water, is drying up, leading to

economic and ecological disaster.

a. What policies lead to this disaster.

b. How is this an example of a negative externality? failure.
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https://www.researchgate.net/publication/306380171_Nature_and_Economy_in_the_Aral_Sea_Basin


3. Rent Control is one example of a price floor. This review article describes the evidence sur-

rounding rent control.

a. How does this policy create deadweight loss?

b. True or False? Renters’ consumer surplus increases due to rent control.

c. If rent control increases consumer surplus, describe how it could be Pareto inefficient.
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https://www.nmhc.org/globalassets/knowledge-library/rent-control-literature-review-final2.pdf


4. This article argues that students in college classrooms are an example of a market failure (I

vehemently disagree but the article offers an interesting perspective).

a. What is the market failures that the authors see in colleges being in-person?

b. How might the nature of this externailty have changed since 2020?

c. What other market failures might be connected to the covid-19 pandemic?
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https://www.nytimes.com/2020/10/08/business/colleges-pandemic-market-failure.html


5. In the U.S. and many other countries, the government intervenes to encourage education. This

short article discusses whether education is a public good or if it exhibits positive externalities.

This scholarly article discusses the evidence of externalities surrounding education.

a. What is the difference between a public good and an externality?

b. How might the preferred policy intervention depend on the distinction from a?

c. Are public universities a typical response to a public goods problem or an externality?
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https://www.forbes.com/sites/prestoncooper2/2017/08/18/if-higher-education-were-a-public-good/?sh=628787133dc6
https://www.sciencedirect.com/science/article/pii/S0047272703002068?casa_token=41IIK0UrYKsAAAAA:IjahC9bpc3YyWOc7uuMure5Bot8zTcojdB29xXQDmf4bGIe4CRbDeLXoHjsVoD6zQrKkIV1n


d. True or False? Solid evidence on the existence of positive externalities would prove that the

current U.S. education system is good policy?
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