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FIGURE 15.2  An External Cost
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The MC curve shows the privare margnal cost borma by
the factaries that produce a chemical. The MSC curve shows
the sum of marginal private cost and marginal external
cost. When output is 4 tons of chemicals per manth, mar-
ginal privaze cose is $100 a ton, marginal external cost is
$125 a tan, and marginal sacial cast is $225 a ton,
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FIGURE 15.3  Inefficiency with an
External Cost
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The market supply curve is the marginal private cost
curve, 5 = MC. Tha demand curve is the marginal banafit
curve, D = ME. Markes equilibrium at a price of $100 2 tan
and 4,000 tans a month is inefficient because marginal
seeial cast exceeds marginal benefit The efieient quantry
£ 2,000 tons a month. The gray triangle shaws the dead-
weight lags craated by the polhution extemalicy.
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FIGURE 15.4 Property Rights Achieve an
Efficient Outcome
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With preperty rights, the marginal eatt curve that excludes
pallution coste shaws only part of the producars’ marginal
eost, The marginal private east eurve ineludes the cost of
pallution, and the supply curve is § = ME = MSE Marke
equilbrium is at a price of $150 a tan and a quantiy of
2,000 tens a menth and Is efficienc because marginal socal
cost equals marginal benefit.

FIGURE 155 A Pollution Tax
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A pellution e i mpesed equal €0 the marginal external
cast of pelluticn. The suply eurve beccmes the marginsl
privat case curve, WC,plus the tax—S = MC  tar. Market
equilbrium s ata price of $150a tn and a quandy of
2,000 tant a month and is eficient becavse marginal sacia
cost equals marginal banefic. The gavarnmen collects a tax
revenue shown by the purple rectange.
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