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O O If regulatory authorities wish to reduce emissions to 75,000 tons per year, theywould issue 75,000 pollution
rights, requiring that one right be purchased for theprivilege of emitting one ton of waste per year. This might or
might not be theefficient level of emissions. To determine the actual efficient level, authoritieswould have to
estimate the marginal social costs of emissions and compare themwith the marginal social benefits.(J [0 A pollution
control board would auction off the rights to those firms thatdesire to emit wastes. The market price would
correspond to the intersection of thefixed supply curve, S, and the demand curve, D, in Figure 3.8. Assuming that
thescheme could be easily enforced, each polluter would have to buy one right per tonof waste emitted per year. As
shown in Figure 3.8, the resulting price is $20 perpollution right. At that price, some firms find it cheaper to change
their productionmethods, reduce output, or go out of business rather than purchase the rights. Theresult is an
immediate reduction in emissions from 100,000 tons per year to 75,000tons per year.[] [J Changes in market
conditions would change the price of pollution rights. Forexample, if the marginal social benefit of emissions were
to increase, the demandfor pollution rights would also increase. Provided that the supply of permitsremained fixed,
their price would increase. The regulatory authority could peri-odically increase the number of permits available. It
could also purchase some ofthe permits of existing firms and remove them from circulation. This would affectthe
supply and thereby change the price. By controlling the number of rights incirculation, the authorities can strictly
regulate the amount of pollution. Firmshave the choice of paying the price to pollute or taking measures to reduce
emis-sions. Pollution rights are used today in the United States to control Sulfur Dioxideemissions [J see the Public
Policy Perspective in this chapter(] .
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