Introduction to Political Economics

Notes on Environment
http://money.cnn.com/2011/12/23/news/economy/keystone__pipeline/index.htm
What are your environmental concerns?  Global Warming? Depletion of the world’s natural resources? Acid rain? Deforestation? Water Pollution? Air Pollution?
Is some pollution necessary? Is the environment getting worse?

Pollution is waste that is not recycled.

Externality  the cost or benefit of an economic activity that spills over onto the rest of society.

Spillover cost a negative externality where cost are shifted from the private market to society.

Spillover benefit a positive externality where benefits are shifted from the private market to society.
What is the cause of the environmental problems?

Read the following article about China.

http://www.motherjones.com/news/feature/2008/01/the-last-empire.html
Currently, the US has 18 times more cars than China!
1. Global Economic growth.
What if everyone is China had cars, refrigerators?
2. Other Causes

Deforestation, Industrial Production, Wars
Graphical Approach
One supply curve represents the cost to the producer. 

The second supply curve represents the additional cost to society.

Important Points
Look at the demand curve as a benefit curve, and the supply curve as a cost curve.

In the event of a negative externality the good is overproduced.  

In the event of a positive externality the good is under produced.

Equilibrium is associated with some pollution. Someone is willing to pay more for the good than it cost to produce the good.

The effects of pollution in one market on another market. Beer and paper industries.

They start in equilibrium, then the paper industry decides to pollute in order to cut cost, their supply curve shifts to the right.  The beer industry has to clean up their water in the process of producing beer. This causes the supply curve for beer to shift left. Society ends up with more paper, and less beer than is socially desired.

How does the government monitor pollution and other environmental concerns?

Why are people suddenly so concerned about the environment? Is pollution a new phenomenon?

Population growth

Technological advancements.


Nuclear power, and weapons. Aerosols. 

Luxury growth


Travel. Microwaves. Refrigerators. Fast food. Disposable diapers. Cell phones.
Regulation of pollution

1.  Standards Approach set an acceptable limit that no one can exceed without fines and penalties.


Design standards versus performance standards

2.  Pollution fees


Effluent fees are taxes on production that causes water pollution.


Emissions fees are taxes on production that causes air pollution. 

If the tax amount is equal to the social cost of the firm’s overproduction the socially efficient amount will be produced. The goal is to inspire the  firm to solve their own pollution problems through research and development. 

3.    Marketable Pollution Permits

An acceptable level of pollution is determined. Then pollution permits are sold.

Political Lobbyist

Conservatives and Liberals

Both groups dislike pollution, they disagree on the solutions to the problem. Should it be handled with standards or permits? Should it be handled locally or at the federal/international level? 
Both groups accept money from groups who want to influence their votes on environmental issues.
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Graph of a negative externality.

The cost of producing a product has cost to the company, but it also has costs on society. 

