Handout 11-2

EXTERNALITIES WORKSHEET
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1 Define negative externality or thira-party cost. 1 Define positive externality or third-party cenetit.
e
2 Give three examples of third-party costs. 2 Give three examples of third-party benefits.
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3 in the supply and demand graph beiow, only the 3 in the supply and demand graph below, cnly the
orivate costs and benefits have been accounted for. private costs and benefits have been accounted for.
Oraw the new supply curve, and show the new equi- Change the graph to show the new demand curve for
iprium price and quantity for steel if the external costs education if aill the third-party benefits to the community
of poilution were aiso counted as COSIS of production. were counted as part of demand. Show the new equt-
| librium price and quantity.
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4 Would more or less stee! be produced according 4 Would more or less education be avalable ac-
to the new supply curve? cording to the new demand curves?’
5 Would the price be higher or lower? . 5 Would the price be higher or lower?
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