
ECON7012 Tutorial 4 group workshop
1. Are there market failures in public broadband infrastructure and ocean fishing

A. What are the major economic characteristics?
B. What sort of regulation could be used to ensure high level of economic efficiency?

Market failures Possible remedies (plus diagram of effect if relevant)

Broadband 
infra-
structure

Natural monopoly It is inefficient to duplicate the capital, as demand is not high 
enough for two firms to meet capital costs. 

Remedies include:
1. Access regime, which would force access at cost to other 

users.
2. Revenue cap (effectively a price cap), ensuring that pricing 

reflects costs, rather than market power. 
3. Government ownership and supply at cost or through other 

subsidy schems. 

Ocean 
fishing

Externalities (ill defined 
property rights)

The characteristic of this the fish is that they are rivalrous (if I 
catch a fish you can’t), but non-excludable (I can’t stop others 
catching fish, as the fish move across territorial areas). 

This could be fixed by
1. Improving property rights to fishing with international 

agreements that would create rights based on fish stocks, 
allowing the market to operate within these limits. 

2. Taxing consumption of certain fish species to increase the 
cost and market clearing price, which would decrease 
demand. 

3. Charging a higher prices (a tax) to access to fishing rights 
(needs to be done with international cooperation in ocean 
settings). 



2. Carbon Pollution Reduction Scheme was implements in July 2012, and scrapped by the new 
LNP government in 2014. 

A. What type of problem was these scheme meant to be addressing?
B. What type of solution was this?
C. There are problems that need to be overcome to apply this approach in practice. What 

are two?

Hint: If it helps, think about why there are private property allotments on land but not sea.

A. A negative externality from greenhouse gas pollutants. It is an externality because those who 
bear the costs of the externality are not part of the agreement to produce the electricity and 
burn the coal (or oil, or whatever the example is). 

B. The solution here is a cap and trade scheme. Rather than a tax on all pollution, it sets the 
quantity limit and allows the market trade in the quantity permits to determine what the market 
price will be at that quantity. 

C. First is defining the quantity of the externality - how is it measured, what types of pollution 
count, and by how much. Second is setting the quantity limit itself, which can be informed by 
scientific analysis, but may not always be right, and may need adjustments and updating 
(hence having annual permits, that can be sold each year, with the quantity adjusted each year, 
rather than ‘set and forget’ permanent permits). 

3. Background from ABC News Online:

East-coast Australia’s domestic gas shortage is crippling some rural businesses, and has 
prompted one owner to accuse the nation’s politicians of treason.
Chris Cummins, from Cowra in regional New South Wales, owns an abattoir and is about to 
lock in a two-year contract with his gas supplier.
He told the ABC he expected the fixed price to surge by about 60 per cent.
“We are going to be $100,000 a month worse off in costs for our gas,” he said.
“This is a death knell for so many businesses and I know pensioners who will not turn their 
heaters on in the winter time because they cannot afford it.”
He wants the Federal Government to find some answers, but he also made a suggestion 
for the nation’s Energy Minister.
It comes amid a furious debate in Federal Parliament about electricity blackouts and large 
hikes in power bills.
Australian Competition and Consumer Commission (ACCC) chairman Rod Sims said the 
east-coast gas shortage was not getting the attention it deserved.
“We are not only short of gas. We also, particularly in New South Wales and Victoria, do not 
have enough gas suppliers,” he said.
The ACCC pointed to three factors driving the domestic gas shortage.
First, the majority of Australia’s liquefied natural gas (LNG) is exported to Asia.
“Three LNG plants went ahead at the same time — $20-billion investments — that saw a lot 
of gas being exported,” Mr Sims said.
Reserve Bank research shows that more than 80 per cent of Australia’s LNG is exported to 
Japan, while China and Korea take most of what is left.

From MacroBusiness:

http://www.abc.net.au/news/2017-02-16/gas-shortage-business-owner-calls-on-government-to-grow-a-set/8274606
http://www.macrobusiness.com.au/2017/02/wake-accc-need-gas-reservation/


The eastern gas market is now in a state of outright failure as the gas cartel applies 
discriminatory pricing willy nilly to Australian consumers and business. Sure more gas 
and competitors would fix it. But that’s the economics test tube not the real world. Out here 
what is needed is heavy-handed and simple gas reservation that forces local gas to 
stay local. The ACCC doesn’t like it because it will force down the price and deter 
development, leading over the long term to other shortages. But guess what? That’s 
already here.

A. What sort of market failure does there appear to be in the gas market?
B. Use a demand and supply diagram to show the effect of a local gas reservation policy. 

A. There appears to be no market failure. The market for gas is global, and the markets have 
joined and are now finding the global market-clearing price, which will increase combined 
surpluses globally. 

B. As per below, the supply curve will shift rightwards in the domestic market, increasing output 
and lowering prices, with the reverse happening in the global market, but to a lesser degree, as 
the market is much larger. 
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