
ECON4271 – Postponed exam – Spring 2020 

 

Problem 1: Welfare economics 

(Weight: 25% of the total; each sub-problem carries equal weight) 

1a) Define what it means that utilities are ordinal and interpersonally comparable. Then, show (you 

can use an example) that such information is not sufficient for the utilitarian criterion. 

1b) Explain the meaning of the "unrestricted domain" axiom and its role in Arrow's (im)possibility 

result. 

1c) Briefly explain what it means to measure multidimensional poverty by "aggregating over 

individuals first." Discuss possible drawbacks. 

1d) The axiom of anonymity avoids an unfair evaluations of individuals. How does the assessment 

change when individuals differ in terms of responsibility? 

 



 

Problem 2: intergenerational justice 

(Weight: 25% of the total; each sub-problem carries equal weight) 

Consider the question of how to rank infinite streams of well-being by means of a reflexive 
and transitive social welfare relation (SWR). It is an important dilemma that such SWRs 
cannot be complete (and explicitly describable), while at the same time being sensitive to the 
interests any one or even all generations (by satisfying the conditions of strong or weak 
Pareto) and treating generations equally (by satisfying the conditions of strong or finite 
anonymity). 

a) Provide an example of a complete SWR that satisfies the strong Pareto condition. 

b) Provide an example of a complete SWR that satisfies the strong anonymity condition. 

c) Provide an example of an incomplete SWR that satisfies the conditions of strong Pareto 
and finite anonymity. 

For each of your examples of SWRs, briefly discuss their suitability as criteria for 
intergenerational distributive justice. 

 

 



Problem 3: Inequality 

(Weight: 25% of the total; each sub-problem carries equal weight) 

Consider the distributions F0 given by (0, 2, 5, 8, 10), F1 given by (0, 8, 20, 32, 40) and F2 

given by (1, 5, 7, 15, 22) 

a. Explain why the Lorenz curves of F0 and F1 coincide, but that F1 displays higher social 

welfare than F0 for any primal social welfare function with (positive) increasing “utility” 

function u(x) and for any dual social welfare function with (positive) increasing weight 

function P(t).  

b. Compute the (discrete) Lorenz curves of F1 and F2. Explain why not all primal and dual 

measures of inequality will give the same ranking of the two Lorenz curves of F1 and F2. 

c. Explain why the income share of the poorest 10 per cent and the ratio of the mean of the 

poorest 50 per cent to the mean of the richest 50 per cent do not satisfy the conditions of 

being measures of inequality. 

d. Explain why Atkinson (1970) found it required to introduce an alternative representation 

of the “expected utility” type of social welfare function, called the equally distributed 

equivalent income, to define the primal measures of inequality. Explain why the dual 

social welfare function can be interpreted as equally distributed equivalent income and 

thus be used to define the dual measures of inequality. 

 



Problem 4: Applications 

(Weight: 25% of the total; each sub-problem carries equal weight) 

Imagine that you are an economic consultant. 

a) Based on the evidence provided by Naritomi, "Consumers as tax auditors", American 
Economic Review, (2019), would you advise other Brazilian states to implement the "Nota 
Fiscal Paulista" program? 

b) Why/why not? 

c) What kind of additional evidence would have changed your mind? 

 


