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Question 1 -
) find P*and QF b) find B and Qp ) Find fax level
from  fax - xiemal cost
by o= mQy by P:MC, fax = maginal damage
Tax ¢ 20
V60 - 4Q = 6Q +20 60 -4Q - §Q
60+ 12Q %0 = 10Q ust Qe =36
Qo+ 30 Qp < 36
P¥ © 360 - 4030) Pp = 380 - 4(36) SoTax = 2036) 732
P* - 240 Pp = 216
d.) Cleulate  DwL &) drgwing A gva‘s‘n
from 1« base x height p
2 e Demapnd Curye o P = 300~ 4Q
= L x Q%6 ! Suﬂ\\j curve MG = 8Q
1 MCp .
. t‘;':;”'"" marginal damaqe 1 Q
1 x2036) x§ Pl
L he 216
= s
D
Q
30=Br‘39
Question 2 : e

) increaks Waler polwon = EYRd on MC Qs MSCO MPC = M- MG+ water pllution cost
put Pheir neighbors af health visk = Effect on M3 38 MPROIMIR — MSR = MPB - heattn ritks

inCredte water polWion put their neighbors at health visk COm bine
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over production over production

- Cigarette Firm will pduce ab F and Qp it they want Yo maximing profit. However, i will generatt the external Cost o the
WGRYY since I redtes the water pallution and the firm will encounter Hhe quer production.
=AY R optimal level ¢Q¥, P*) inere will be no external Cost and over produCtion Since trn prodwce Vs bub it will

enerate the deadweight \oss,

b) Impementing a tax is Tre policy Thal Cn reduce deddweight lofs. Lower tnsumer welfae
and produc®r profitability | or * deadweight lois", ave cansequences of higher Ciqarietle prices.
Tnoreastd cswme RS tan  disswade Cigarerte  Smokers Yo fmoke RSS. Raising Haxes is
thus ong of the mott Suceggstul styaleqies in the Tobacco market.



