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1. Pigou on externalities

Money quote:

“One person A, in the course of

rendering service to another

person B, incidentally also

renders services or disservices

to other persons, of such a sort

that payment cannot be exacted from the 

benefited parties or compensation enforced

on behalf of the injured parties.”
Pigou, The Economics of Welfare, 4th ed. (London: Macmillan, 1932), p. 132.
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“The Problem of Social Cost”?

Two things.
(1) It proves that social costs and harms

are inherently reciprocal—so the instincts
behind Pigovian taxation are dead wrong.

(2) It shows that, in the real world, transaction
costs and property rights make all the
difference when internalizing externalities.
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Two things.
(1) It proves that social costs and harms

are inherently reciprocal—so the instincts
behind Pigovian taxation are dead wrong.
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