
Assignment 2- Q1 answers P
'

pwu
MCs

360 -

↑ External
+

Mcp
suppose D. ( WTP) ~ MB = 360-401

P 240 - - - - -
•
. . _

. _
.
- . . . .

+=6

Mop = 6Q "

216 - - -
- -

- r - n - - -

•
marginal damage IMD) --2Q ! !( external cost )

o q¥z◦¥p=z6
" "D)

②

a) The social optimal no MCs = Mrcp + MD c) Tax level
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TÉduction / inefficient allocation → cause DWL area ( abc )

b) i ) Government can impose tax ⇒ production tax on cigarette production }
Shift both

↳ Consumption tax on cigarette use MC&MB

to MCs &Ii ) Put a cap or restriction on production at Q* /Seta quota at
*
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