Question 1:

Suppose that the demand curve derived from marginal benefit associated with a consumption of

chocolate is 360 — 4Q and the marginal cost of chocolate production is 6Q. The marginal damage
from pollutions generated by chocolate production is 2Q

a) Find the social optimum or efficient production level (P*, Q*)
b)

c)
d)
e)

Find the private equilibrium price and quantity when external costs could be ignored by firms
What tax level should be set to achieve the efficient/social optimal
Calculate deadweight loss from externalities in this case

Drawing a graph to illustrate the result from a) to d)
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« To reduce q deadweight loss that happened in the cigarettes

market government should put q tax on customer, this will

reduce deqdweight loss since price increase and customer consume less.

* Creqte the smoking areq and cigarettes litter to allow people not to

make water pollution.
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