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Answers 

Plastic pollution and the 
economics of the bag tax 
Jon Guest 

This resource provides answers to the questions set in the article on the plastic bag tax, on  

pp. 30–33 of the September 2018 issue of ECONOMIC REVIEW. 

Question 1 
Explain why the use of plastic bags by shoppers is an example of a negative externality in 
consumption. Draw a diagram to illustrate your answer. 

When a consumer uses a plastic bag, it imposes a cost on other people in society that the consumer 
does not take into account, i.e. this cost is not reflected in the price they pay for the bag. These costs 
on other people in society include the impact of littering, the lack of biodegradability in landfills and 
ocean contamination. In this situation, the full benefit to society from a consumer using a plastic bag is 
less than the private benefit the consumer receives. The impact of a negative externality in 
consumption on a competitive market is illustrated in the diagram below.  
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The MECc line illustrates the marginal external costs of the consumer using plastic bags. This drives a 
wedge between the marginal private benefit (MPB) and the marginal social benefit (MSB). The 
efficient outcome for society would be for Q* bags to be used where MSB = MSC. In a competitive 
market QPC would be used. In other words, there is over-consumption of plastic bags that creates a 
deadweight welfare loss. 

Question 2 
How could a ‘fear of loss’ help to explain the irrational behaviour of consumers when the price 
of a good is zero? 

Loss aversion is the idea that consumers dislike losses far more than the pleasure they receive from 
equivalent sized gains. For example, the pain experienced when losing £10 is far greater than the 
pleasure received from gaining £10. Standard economic theory (diminishing marginal utility of income) 
predicts that people dislike losses more than they like gains. However, lose aversion predicts that this 
relative dislike of losses is even greater than predicted by standard theory. Some estimates suggest 
that the dislike of a financial loss is at least twice as big as the pleasure associated with an equivalent 
sized gain. 

When the price of a plastic bag is zero, the consumer does not experience a loss of using one. As 
soon as a small charge is introduced, people’s dislike of the financial loss of having to pay for the bag 
has a big impact on their behaviour. They want to avoid this feeling of a loss by not purchasing the 
bag. 

Question 3 
Do you think the impact on consumers will be greater if the same policy is presented as either 
a 25p discount for choosing a reusable cup or an additional charge of 25p for not choosing a 
reusable cup? 

When the price difference is presented as a discount, consumers may consider not using a reusable 
cup as a forgone gain, i.e. it is a discount on the standard price. When the price difference is 
presented as an additional charge, the consumer may consider not using the reusable cup as a loss of 
25p. If consumers are loss averse, they may react more strongly to the second way of presenting the 
price difference than the first. The University of Winchester replaced its 25p discount with a 25p 
charge and found that the usage of cups fell by 34,000 even though the sale of hot drinks remained 
unchanged. For more details on the scheme, see this report on the BBC website: 
www.tinyurl.com/yd348gof 

 
 


