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FIGURE 15.6  An External Benefit

FIGURE 157  Inefficiency with an

External Benefic

Suantity fmllices of shudents per pear]
The MB curve shows the marginal private benefit enjoyed
by the peaple who receive a callege education, The M58
curva shows the sum of marginal privare benefit and mar-
ginal external benefit When 15 million students setend eol-
lege, marginal private benefic is §10,000 per student, mar-
ginal external benefic (s $15,000 per stwden. and marginal
sachal benefit is $25,000 per student.
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Guaniity jmilices of sudsnts per pear]
The market demand curve is the marginal private benefic
curve,D = M&. The supply curve & the marginal cast curve,
5 = MC. Markes aquilibrum at 2 tition of $15,000 3 year
and 7.5 million seudents it inefficient because marginal

sacial benefit exceeds marginal cast. The efficient quanticy is
15 millian students. The gray eriangle shows the deadweighe
lots created becaute tas few students enroll i callege.

FIGURE 158

Public Provision or Private Subsidy to Achieve an Efficient Outcome
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Guantity fmilliens of sudents per yeor

{a) Public provisian

In part {a), marginal sacial benefit equals marginal cose with
15 millicn scudents enrolled in college, the efficient quantity.
Tuition is set at $10,000 per student, and the taxpayers caver
the other §15.000 of marginal cost par student. In part (k).

Cuantty frllions of shudents pes year)

{b) Private subsidy

with a subsidy of §15,000 par student, the supply curve is

§ = MC - subsidy. The equillbrium price s § 10,000, and the
market equilibrium is efficient with |5 million studenes enrolled
in college. Marginal social benefit equals marginal cost.
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FIGURE 15.9  Vouchers Achieve an

Efficient Outcome
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‘With ruuch:rs_hujen are wi||ing to pay i3 p|us the value
of the voucher, 5o the demand curve becomas the marginal
soclal benefit curve, D = MSB. Market equilibrium fs eff-

ient with |3 million students enrolled in college because

price,marginal secial benefit, and marginal cost are equal

he tuitiah congists of the dollar price of $10,000 and the

value of the voucher,
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