Questions on Lecture 6

1. C&M  Ch. 4 Q1 (give arguments), ch. 4, q3. 
2.  Consider a case as in “an algebraic example”, but let  Ui = c+(G-i +gi).
a. What will be the socially optimal level of the public good provided (hint: it need not be an interior solution)? 
b. What is the Nash Equilibrium outcome?  Show that the latter is Pareto-inefficient. 
3. Question 1 from last year’s Formative Assesment 
4. True or false:  “A public good is one that is provided by the government.” Explain.

5. What does it mean for a good to be “non-excludable”?  

a. Give some examples of goods that are nonexcludable, or excludable only at a high cost, but are rival.  Explain your answer.
6. Consider a good that yields the following utilities:

Person 1: Gets utility 4 from consuming the first unit, additional utility 2 from consuming the second unit, additional utility 1 from consuming the third unit.

Person 2: Gets utility 2 from consuming the first unit, additional utility 2 from consuming the second unit, additional utility 0 from consuming the third unit.

a. Give a graph that illustrates each person’s marginal benefit of this good.  

b. Suppose this is a “private good”.  Give a graph that illustrates the social marginal benefit of this good. 
c. Suppose this is a “public good”.  Give a graph that illustrates the social marginal benefit of this good. 

i. Suppose the cost of producing this good is 3 per unit, for any number of units. Suppose either person can directly produce this good (or commission its production), but cannot make a binding agreement with the other person (and perhaps does not know the other person’s utility function).  

ii. How much of this good will be produced if the good is a “Private good”.  Is this equal to the efficient level of production? Explain . 

iii. How much of this good will be produced if the good is a “Public good”.  Is this equal to the efficient level of production? What would be the efficient level of production?  How might this be achieved? Explain . 
7. Consider the “Samuelson Condition” for the optimal provision of a Public Good: 
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Pareto efficiency for Pure Public Goods implies that: The sum of the marginal rates of substitution (between the private and public good) must equal the marginal cost of providing the public good. 
a. Explain intuitively why this condition is necessary for an efficient provision.

8. For the example given in lecture slides 22-25, show that a Nash equilibrium cannot yield zero contributions to the public good. Explain.
9. Consider a “club good,” excludable but nonrival.

a. Why might a positive price for an individual to access a “nonrival” good lead to allocative inefficiency?  
10. T/F: In a typical laboratory “public goods experiment” the Nash Equilibrium is to contribute zero. Explain.

11. T/F: In a typical laboratory “public goods experiment” very few people tend to contribute. Explain. What might explain this behaviour?
12. T/F: In a typical laboratory “public goods experiment” contributions tend to increase in later repetitions. Explain. 
13. What factors have been shown to increase contributions in laboratory public goods experiments?

14. Why is it difficult for the government to determine the optimal amount and mix of public goods to provide? Explain the difficulty with implementing a “truthful revelation mechanism”.
