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side effects for third parties who are not directly involved in the market as a producer or consumer. When this assumption is taken away, it should no longer be the case that unregulated markets are maximizing value, so it is important to understand these side effects and their impact on economic value.
Economists call the impact on those not involved in external market factors, and they differ by two dimensions. First, external factors can be both negative and positive. Unsurprisingly, negative external factors impose collateral costs on other unaccessed parties, and positive external factors provide side-
effects to other unsuitable parties. (When analysing external factors, it is helpful to keep in mind that costs are only negative benefits and benefits are simply negative costs.) Secondly, external factors can be both in production and consumption. In the case of external impact on production, side effects
occur in the physical production of the product. In the case of external dependence on consumption, side effects occur when the product is consumed. Combining these two dimensions provides four possibilities: negative external factors of production arise in the production of goods, which imposes costs
on those who are not directly involved in the production or consumption of the product. For example, plant pollution is the quintessence of negative external inputs, as the costs of pollution are felt by everyone, not just those who produce and consume polluting products. Positive external effects can occur
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consumption, as cigarette consumption imposes a cost on other non-cigarette marketers in the form of shaken tobacco smoke. Since external factors make unregulated markets ineffective, external factors can be seen as a kind of market failure. This market failure at a fundamental level arises from a
violation of the notion of well-defined property rights, which is, in fact, a requirement for the efficient functioning of free markets. This violation of property rights occurs because there is no clear ownership of air, water, open spaces and so on, even if society depends on what happens to such entities.
Under negative external conditions, taxes can actually make markets more efficient for society. Under current positive external characteristics, subsidies can make markets more effective for society. These findings contrast with the conclusion that taxation or subsidization of well-functioning markets
(where there are no external factors) reduces economic well-being. ThoughtCo uses cookies to give you a great user experience. Using ThoughtCo, you accept our use of cookies. Cookies. soft matter physics an introduction pdf. fluids colloids and soft materials an introduction to soft matter physics
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