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note :

MC = Marginal cost

MB : marginal benefit (D)

MD = Marginal damage
-1 = tax

s = social

p = private

marginal benefit = marginal cost + marginal damage
a.) 360 - 4Q = Get 2- P* = 360-4130)

360 = 12 ~ = 240
*

30 =
~

marginal benefit = marginal cost cover consumption)

b.) 360 - 4Q = 6- Pm = 360 - 4136)

360 = 102 = 216

36 =

im

c. I should impose tax > mop + ti = mcs

6 ~ + 1- i = 240 > P when 2=30

(6+-1)/307 = 240

6+-1 = 8

-1 = 2 > if 2=30 so tax = 60

d.) DWL = 21136-3071288-240) + 12-136-3071240-2167
= 144 + 72

= 216

:
360-

MCs = 8 -

MCs = 8136 )

, Mcp = Gi
= 288

*

☐wa,
/ MCP

240 =P
B) marginal benefitP216 =

m
MD = 21

☐ = 360 - 4-

* ~

I 7m

" "

30 36
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marginal cost of damage

P a.) i. I * There is private optimum level at Ppd ip
n shown as equilibrium at Ep where MB = MC

MC
* By smoking cigarettes , it will reduce MBS ,

so MB will rotate quantity downward
from

ip
'
is -

Ep socially optimum level at P*&i*
,

Pp 0

,
DWL ( area A)

p* Eso equilibrium at E-
*
where MBS = MC

• * During consuming as a private benefit
,

MB it will include me as a area A

MBS
>
,

so when we are concerned more abut

tip social marginal benefit , area A will

be at off IDWL = area A)
P
n

b.) MC

1 tax on customer or seller

c-lax on buyer ) * gov. impose tax on customer
Pt

Pp /TÉP , Dwi Area A) P* increase to Py
p* Es o.

* as PT so MB shift downward ; MB + tax
0

MB
* so customer will consumed from up

, ~*

MBS MB + tax 1m54
'

,
This affect DWL to be remove as price increase

tip
CMB -1

= MC = MBS )

P

n 2 Applying regulation
MC eg .

restricted age of 18 years of older

create ads
.
to reduce demand

* Dd : shift MB downward to MB
'

P ÉP
,

☐we 1 Area A) so customer will change their consumptionpP* Eso

from
ip

to i*
0

MB =D * so DWL will be gone as MBS = MC = MB
'

MBS MB
'

>
~tip


