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These are_fh'y'

They are reflected in the price | charge for
the shoes.



e They are not reflected in the price | charge
for the shoes.

e They are passed on to someone else.



In effe
subsidy to me

e An unfair subsidy.



e Pollution often used as textbook example of
an external cost.

e “Negative externality”
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* Various typ
— Ban the product
— Regulate the product

— Tax the product

— Address the external cost through an emissions
trading system (pay for the “right” to pollute)






e Air pollution in Southern CA: Emissions
trading

e Ozone depletion: Ban the product that
causes it (CFCs)






reluctant
in marketplace

Judge Richard A. Posner: "Behavior tl gnerates large external
costs provides an apt occasion for government regulation.”

Hence opponents of regulation may try to argue about the costs,
even deny them.



And in the case of ge, many now
accept the need to remedy the market failure.
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e In other word '.' pay the
true cost of carbon pollution.

e Simplest way to do that is a carbon tax.



activity that generated the externality. Pigou advocated a
tax on such activities to discourage them.

You can also have a Pigouvian subsidy to encourage
something you want, like wind power.



Dependi
end up with different definitions of who
the polluter is.



Carbon (lreland, NZ, British Columbia)



e If you don’t take up smoking by mid 20s, it
is very unlikely you will.



2. Pigouvian ta

3. At least some conservatives are willing to
accept it.






address prob

— tobacco revenues applied to tobacco control efforts,
cancer research;

— carbon tax, fund renewable energy or energy
efficiency



e Re
Colum

e Revenue neutral, return to people as cash

— Fee and Dividend, advocated by Citizens” Climate
Lobby



revenue neutrality, because of Jevons
effect (rebound). But that effect likely
small.



— Conservatives may prefer revenue neutrality to
ensure funds are not used to expand government.

— People of any persuasion might prefer revenue
neutrality to ensure funds are not siphoned off to
other purposes.



Heartbreaking-g-thé progressives in Washington
refused to support the carbon price there because it
was revenue neutral



because the c -arbon pricing
on federal level are slim to none right now.

e And we need to do it soon...



Or we will be looking at a lot more
drastic solutions later

“Sorry, Harold, but I'in veducing our carbon footprint. ?



