Q 1; Two problemy with com subsidieg <

Q27 |CASE A

incentives o usg mare colls / bver Praduchion
Negahve eKJremaH\\J from burnin3 coal 4 [ poluHort

1) VYes, negafive exfemality Nom air polluitan
The tosts of air polluRon ore not intern abized inthe A s Cost, S0
ineflciency ariser whon UChemical overprodute (7 Q" and create
negohive externalily cost 4o Pt eam villege -
(1) Yes, actording tothe Coase Theorem, if properly righty are wel| desiyned
and enforced withodr fransuchon Costs privete negofiakion
between W Chemical ¥ Dream villuge can lead fo efficiont ovtcome
cot @) regardlesy of who hog the right

. . % .
0i) « Reshact produchion to @ Ahrough regulaiion

« Zoning areds for chemical produdhion
» lmpogse tox on air pollynoas.



CASE B i) \)QSJ neregses 1N emistion g rdise pegative f«ternalily togts

fo Sotiety
i) No, not possible Yo hove povale negotioron whon fhere are oo
many people involed. (e y. car ownery )

D) lmpose Yox on pollUNoNS applictvle - fowhole Country



