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Extra Credit.  The following graph shows the marginal social benefits and the social marginal cost of controlling air pollution and other issues.

2pt each

1  What is not true and not true on the graph to the right. Show on graph. 


|

a.  The output of only Qb is inefficient because the social benefits of added output (MB) exceed the social costs of added output (MC).Show. 


b.  The price of Pd is too low because too few goods are produced in the sense that the opportunity costs (SMC) of producing more goods is much less than the added valuable to society of additional goods (SMB).  Show.


c.  The price Psub and quantity Qsub is inefficient because the (SMC) marginal opportunity cost is greater than the marginal benefit (SMB)..


d.  The market equilibrium price P* and quantity Q* is efficient because the marginal opportunity cost is equal than the marginal benefit even though the “air” is dirty and some people are made ill from dirty air. 


e. We should subsidize the producers at Psub to get them to produce Qsub, and we sell the output to the buyers at Pd (even though SMC >SMC), this still is a better use of resources for society than at Q* because the output is high and the price is low. 

Many people argue that we should have clean air.  As long as people are suffering from air pollution, we should try to clean up the air.  If the graph above reflects society’s evaluation of the benefits and costs of air pollution control,

2..  Explain why Q* is the best level of air pollution control even though the air is still (somewhat) dirty.  

3. Explain and label in the above graph, the social losses of forcing our society to clean up the air to Qsub.

6 pts     4.Explain how the principle of optimal allocation of resources  SMC=SMB helps policymakers from spending too much or too little on water or air pollution control in terms of opportunity cost. 
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