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r * = 1.24
MB = MC = $28.7

KYC example: $25/customer cost
vs. $150/prevented fraud case
Net benefit positive until r *

(a) Marginal Benefit vs. Marginal Cost
MB(r) = 100

1 + 2r

MC(r) = 10 + 15r
Net benefit (MB > MC)
DWL (over-regulation)
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Maximum welfare
W(r * ) = 38.9

W = 0 at r = 3.00
(regulation exceeds
all benefits)

Under-regulation: welfare gains available
Over-regulation: costs exceed benefits
DWL = 0.5 × P × Q (Harberger)

(b) Welfare as Inverted-U Function of Regulation
W(r) =

r

0[MB(s) MC(s)] ds


