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54 EB 14 (Externality)
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Bilateral Externality

Agentl
maxu(x,)
Agent 2
maxu(x,, X, )
where X, Is the consumption by agent1,
X, 1S the consumption by agent 2.
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Individual Choice

u'(x,) : marginal utility of agent1
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Social Choice (BN EREDIFE)
u'(x,) : marginal utility of agent1

/ u'(x)+ u (axl’ %) : marginal utility of the society
X
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The Remedy: Pigouvian Taxation

u'(x,) : marginal utility of agent1

/ u'(x,)+ ou (axl’ X;) : marginal utility of the society
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Social Choice (IEQONEPEDIZE)

BEAN1OFEEXBEAN2ICFRZL-5T MD,
BA1DEE D= (S E A EZ
J:IE%)O

UI(Xl) + au(xl’ X2) :

Xl
_— sum of marginal utilities
of agentland 2

u'(x,) : margina
utility of agent1l
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The Remedy: Pigouvian Subsidy
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5Ez5,

UI(Xl) + au(xl’ X2) :

Xl
_— sum of marginal utilities
of agentland 2

u'(x,) : margina bei
utility of agent1l subsidy
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