Dealing with externality. Identify current trends in macro and microeconomics. 



Ok, I know that Sometimes market activities (production, buying and selling) have unintended positive or negative effects outside the market's scope. TI know that is an externality.    The question is: 

Suppose that you are a policy maker concerned with correcting the effects of gases and particulates emitted by and local power plant. What tools would you use? What would be the benefits of the action? What would be the costs? How would you decide what was the best level of emission reduction? Why do you think your approach would be better than others? 

Identify current trends in macro and microeconomics. 
Critically examine market structures, consumr behavior, production costs, and international trade.
Solution:

  Tradable pollution permits is a market based approach to reduce the pollution emissions. These marketable pollution permits will define the overall level of pollution that is socially acceptable. Pollution permits are a combination of command and control and market-based approaches to the task of limiting pollution emissions. Polluters can bid for a permit that allows them to create a fixed amount of pollution. This market-based approach to pollution control provides firms with economic incentives to minimize pollution as they can sell unused permits to other firms rather than direct regulatory penalties, which tend to have high administrative costs.
   In order to determine how much pollution society should tolerate, we need a way to compare the costs and benefits of pollution. The social cost of pollution consists of all environmental damages (e.g. those related to health costs and reduced enjoyment from a resource). The social benefit of pollution consists of reduced production costs (and the resulting cheaper goods). The optimal level of pollution is determined where the marginal costs of emissions and the marginal benefits are equal. While marginal cost is measured on the producer’s end, marginal benefit is looked at from the consumer’s perspective – in this sense it can be thought of as the demand curve for environmental improvement. The marginal cost curve can represent a wide range of activities that can reduce the effects of environmental externalities, like pollution.
  The marketable pollution permits is the best approach because environmental taxes and regulations tend to discourage economic activity because they raise the costs to firms of producing output. Typically, this leads to a lower overall level of employment and investment in the economy. Thus, economists believe that a tax-subsidy solution to externalities rarely works effectively and without distortions to the way a market operates. They believe that the free market mechanism like marketable pollution permits offers a better solution.
Current trends in macro and microeconomics:
   Globalization & Liberalization had made drastic changes among the world economies. The ultimate impact of globalization & trade liberalization results in the changing structure of the global market, consumer behavior, increase in production, employment & income. 
   The concept of market structure is central to both economics and marketing. Both disciplines are concerned with strategic decision making. In decision-making analysis, market structure has an important role through its impact on the decision-making environment. The extent and characteristics of competition in the market affect choice behavior among the actors. 
   In the traditional framework, these structural variables are distilled into the following taxonomy of market structures: 

· Perfect Competition--many sellers of a standardized product, 

· Monopolistic Competition--many sellers of a differentiated product, 

· Oligopoly--few sellers of a standardized or a differentiated product, and 

· Monopoly--a single seller of a product for which there is no close substitute. 

Nowadays, increase in competition & availability of differentiated products at lower prices changed the entire traditional market structures. Online trading has fascinated the consumers to a greater extent & it had changed the picture of meting the buyers & sellers in person. Thus, consumers enjoy their sovereignty with variety of quality goods at cheaper prices.
      Changes in consumer behavior are one of the major reasons for changes in the market structures. With improved jobs & higher income enable the consumers to demand sophisticated goods & services. Availability of cheap imports from foreign nations enhances the demand for goods & services. Besides, availability of cheap finances boosted the consumer spending. 
  Globalization favored the introduction of modern techniques in the production process which leads to a greater decline in the cost of production. Further, outsourcing enabled the business firms to enjoy huge profits by using cheap labors. Thus, technological development with the availability of cheap resources leads to increase in production & reduction in production costs.

Trade has been an engine of growth for much longer. Integration into the world economy has proven a powerful means for countries to promote economic growth, development, and poverty reduction. Over the past 20 years, the growth of world trade has averaged 6 percent per year, twice as fast as world output. The resulting integration of the world economy has raised living standards around the world. Most developing countries have shared in this prosperity; in some, incomes have risen dramatically. Policies that make an economy open to trade and investment with the rest of the world are needed for sustained economic growth.
   The potential gains from eliminating remaining trade barriers are considerable. Moreover, developing countries would gain more from global trade liberalization as a percentage of their GDP than industrial countries, because their economies are more highly protected and because they face higher barriers. Opening up their economies to the global economy has been essential in enabling many developing countries to develop competitive advantages in the manufacture of certain products. Thus, Liberalization policies resulted in a huge growth in the international trade sector. 
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