

































































































 

EXTERNALITIES

marketfailure resourcesaremisallocatedwhichleadstoinefficiency

externality asideeffectof anactivitythataffectsbystanderswhoseinterests areignored

positivebenefitsbystanders ornegative harmsbystanders

negativeexternalities
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AddressingExternalities

fixedproductiontechnology fixedrelationshipbetweenoutput externality

variableproductiontechnology variablerelationshipbetweenoutput externality

1DirectregulationofExternalities placehardquantitylegallimitsonexternalities produced

2Taxes settax Mocsit Pmctax Pmc smc me
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taxingtheproductdoesnotincentivize
cleaner productionbuttaxingtheexternalitydoes did

3PrivateBargaining Negotiation assignpropertyrights letthefreemarketwork
thereis adealtobemadeifthere ismoneyon thetable
coasetheorem w clearlydefinedpropertyrights theefficientsolutionwillbereached regardlessofrightsassignments

4 LegalRules Procedures injunction courtorderedstoppings

liabilityrule requiredcompensation lumpsumtax
5 SellingorAuctioningPermitRights capthequantity allowfortrade

Goods

Rival Excludable

Public X X privategoods horizontalsum ofindividualdemands totaldemand
Private marketfindsoptimalpoint
club publicgoods vertical sum ofindividualdemands totaldemand
OpenAccess X marketdoesn'tfindoptimalpoint

Publicgoods freeriderproblem thenonexcludableproductis availabletome whetherornot I pay
dropinthebucketproblem totalcostis solargethatmyindividualcontribution is negligible bFÉ


