Solution for Homework 1 (EE475)
(1-a) Pareto Criterion:

We cannot use Pareto criterion to evaluate this project, since there are both gainers and losers from the project. (Thus the project is neither Pareto improvement nor “dis-improvement”.)
Kaldor Criterion:
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This project increases the total money value of the social resources, thus it is a Kaldor improvement.
(1-b) Use General Criterion (for small change case)
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According to the question, 
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= 1.5 and, for simplicity, assume that 
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Thus, this project is a welfare improvement project, according to the General criterion.

(2) Assume that Somchai will start getting the income from both alternatives at the end of year zero (= the beginning of year one), the present value of the total benefit for either case would be:

Farming:
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Renting:
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	Discount Rate
	PV-TBfarming
	PV-TBrenting

	1%
	1,000,000
	693,252.63

	2%
	500,000
	642,463.18

	5%
	200,000
	518,982.90


Thus, if Somchai only cares about his money benefit, he would rent out the land when his discount rate is either 2% or 5% and would continue farming if his discount rate is 1%.
(3) 3 years. Since
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