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1. [bookmark: _GoBack]Imagine you are a city planner in charge of reducing pollution in your city.  Imagine first that all of the pollution in the city comes from a single factory near your city.  (8 points)
a. Create a graph that shows the trade-offs of the Marginal Benefit firms receive from pollution and the Marginal Damage people in the surrounding neighborhood experience from the pollution.  Indicate the Socially Optimal Pollution Level, P*, and the maximum pollution level, . 
b. What policy would you use to reduce pollution, and why?  What are the costs and benefits of your solution?
c. Indicate on your graph the change in welfare/surplus that comes from reducing pollution from  to P*


1. Consider the Stock & Flow Model of housing.  (12 points)
a. Graph the housing market at equilibrium, where there is no incentive to increase or decrease the level of housing (i.e. the signal for a change in supply is neither positive or negative), at P* = $1,500
b. Graph the effect of a demand shock, raising the equilibrium price of housing to P = $2,500.  How would this affect the flow of housing, generally?
c. Graph the effect higher prices and a change in the flow of housing would have on the stock of housing, assuming it returns to equilibrium.  
d. Now, consider a Rent Control law that sets the maximum price of housing at $2,000.  What effect would that have on the flow of housing?  How would that affect the stock of housing, and the equilibrium? 
























Extra Credit (2 points): What is fiscal zoning?



1

