
From - https://www.studocu.com/en-gb/document/university-college-london/microeconomics/14-market-failure/1443130
Question one
[bookmark: _Hlk94700016]The diagram below shows a negative externality of production. Below are the bulleted conditions in which a market suffers from this: - 
· Occurs when the production of a product creates external costs that are harmful for third parties. Examples include environmental problems.
· Happens when marginal social cost (MSC) > marginal private cost (MPC) + external costs.
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Give two or more examples of solutions to this problem of a negative production externality. Also think about what the costs there would be of implementing these solutions
Answers
Solution Tradeable Government Regulation
The aim of government enacting and enforcing such laws and regulations is to reduce the quantity of the polluting good being produced by firms and move the quantity to the socially optimal equilibrium (Q*). Regulations and legislation will shift the MPC of firms upward and towards the MSC curve.

Question two
Through the use of a diagram show a negative externality of consumption. Below are the bulleted conditions in which a market suffers from this: - 
● ‘Bad’ effects suffered by third parties due to consumers consuming the product. 
● Examples include cigarettes, cars, loud music and noise pollution. 
● Happens where marginal social benefits (MSB) < marginal private benefits (MPB)

Answer
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Question three
Give two or more examples of solutions to this problem of a negative consumption externality. Also think about what the costs would be of implementing these solutions.
Answers
A government can legislate or impose regulations that limit or prevent types of consumption that impose negative spillover effects on third parties; e.g., cigarette smoking and the extra healthcare burden imposed on the taxpayer.
A government can regulate to correct a negative externality of consumption.  For example, regulating that cigarettes can only be sold to those aged 18 and over, and that cigarettes cannot be smoked in workplaces, cafes, bars and restaurants will reduce the demand for cigarettes. The demand curve will decrease from D1 = MPB until it overlaps with D2 = MSB, the socially desirable level of demand where the externality has been eliminated (internalising the externality). As demand decreases, the important effect is that Qe decreases to Q*; and (unimportantly) price reduces from Pe to P* as producers lower their prices to reduce the surplus (excess supply) of the demerit good.
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o MPC is below MSC because of the extra cost to society caused by things like pollution.

e The space between Q* and Q1 is a welfare loss to society because MSC > MSB.
e Solutions:

o Government could tax the firm in order to increase the firm’s costs — Shifts
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2. Of consumption
e ‘Bad’ effects suffered by third parties due to consumers consuming the product.
e Examples include cigarettes, cars, loud music and noise pollution.

e Happens where marginal social benefits (MSB) < marginal private benefits (MPB)
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e There is a welfare loss to society because MSC > MPB.
e Solutions:
o Ban cigarette smoking totally.
o Impose indirect taxes on cigarettes = Reduce consumption of the cigarettes.
o Provide education about the dangers and produce anti-advertisements about

emakina = Raducae damand foar cicarartec — MPR chifte ta the lafe

o People might not vote for governments that bans cigarettes.
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