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POLICY ANALYSIS OF SOCIAL NETWORKS AND SPATTIAL INTERACTIONS

Yuki OHIRA and Toshimori OTAZAWA

In this paper we extend Helsley & Zenou (2014)’s social interaction model and consider traffic congestions. Focusing
on negative congestion externalities and positive communication externalities, we define the first-best congestion tax
and subsidy on interactions. Since the first-best tax and subsidy policy could be difficult to implement because of
difficulties in collection of information about social networks, we propose a second-best policy in which a single value
of tax/subsidy on each link is applied. Numerical examples are then undertaken for investigating the interrelationships

between social networks and public policies.
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