EE340 Solution Guide

Note that the answers I uploaded here are just AN EXAMPLE. The essay part is quite
subjective so if you give a good structure of analysis and convincing reason to support your
argument, it is correct anyway.

Assignment 2 You only need to sum the demand functions vertically to calculate the demand
function of public goods. (See the solution sheet)

Assignment 3

Question 1 To identify whether goods/services are public goods or not, you need specify
whether it is nonrival and nonexcludable. If so (or not), just give reason why it is (not)
nonrival/nonexcludable.

Question 2 You should specify how television technology should from public goods (nonrival
and nonexcludable — in the sense that it is free provided and one additional consumption does
not disturb others’ consumption) to private goods (rival and excludable — e.g. now you have to
pay in order to watch a specific programme and when there are more people watching the
programme, the signal gets worse, etc.)

Question 3 First, you have to come up with demand function of public goods by vertical
summation. (See the solution sheet)

Question 4
a) You need to calculate the demand function of public goods then equate with the marginal
cost. (See the solution sheet)

b) You need to identify WHY public goods is not supplied when there is free rider problem.
Basically, when there is public goods provided, anyone can consume it. So, if one pays for
construction of public goods, the others can come to consume as it is nonexcludable and
nonrival. This is called a free rider problem as the ones who do not pay can consume the goods.
Hence, no one is willing to pay for the construction of the goods. He/she can just wait for
someone paying for it and be a free rider. In the end, no one pays for it and no public goods is
constructed.

¢) Deadweight loss occurs when marginal benefit is not equal to marginal cost. Since you have
to calculate when there is NO PUBLIC GOODS supplied, you have to calculate from
MB(G=0). (See the solution sheet)

**Note: | deducted 2 from those who did not do this question but I just realised it was a
challenge question. So, I will add 2 points to your score (then it becomes 42 in total). Those

who tried to do this question and got some parts of the concept correctly received, for example,
-1.5 from me, meaning that you will get 0.5 in the end.

If you have any questions/concerns, please feel free to come and ask me ©

Puthita (Taw)
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