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nomic action tonducted bythe private sec- tio4 sutxidy, legal restiction and an
tor or the private inilividual. incrtase ofsocialauarcness aboutthe€ffect

The capitalism tends to over-produce ofnegative ocemalities or asuitable combi-
the goods of negative externality and oation ofqverythi4g as towards the solution
under-produce tle gootls with positive of thq problem of negativE ortemalitie.
extemality. Total social cost is equal to pri- In Flexism, ve would like to share the
vate cost plus e)fteJ:nal cosL - rcsponsibilities byall parties in ourwayto

Negative extemrfity will decrease *16 miniinile (hs effect of neg'ative e,xteurality.

Mernfllities Wna t9 an infficient allocgion of
resources with tmder-or oaer e,stimfltion of pno-
duction and crlrn-nlrnyttion of gooils @td seruices,
tohich ann be minimtsed in ine system of Flpcisrn
uith elose mtd scientific sl.qteruision
free market net outpul Positive extemali: fhs minimisation of gegative o*emality
ties will increase the ftee market net out- and the maxiniisatioq of production of
put To minimize the negative e-xtemality goods and.sewices have to:be made inbal-
market eronomy advocates to impose a anced fashion so as to increase tlie total
tax on the producer. socialbenefit.

The proponents of the economy of Sometimes a cultural rcsuiction may
Flexism argue that oventa:ration may dis- alqo be rlery helpfrrl to decrease the nega-
courage the producer or orcn-subsifu may tive extemalities. For examplgyou cannot
beaburden ontle Gorcmrnent'sfscalpol- smrke in fiont ofthe other. Positive oder-
iry. As aihirated by Flerdm Th€ory the nalities in production mean tbat social
solution of the problem of negatie o<ter- output is more tlan the privately estimat-
nalities has to be the following: The ta:ra- ed output Positive ofteJoality also mea:rs
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fItIE objecdve of the market economy
I is to ootimise the market outcome.
LTh" u&riore-"nt of this obiertive

may be difEcult or problematic due to
some factors induding extemalities and
market imperfection. Ilds is caled market
failure which is also a Govemment frilure
in other words. Production and consuml>
tion of goods and services and its impact is
not liririted to fle entreprcneur or ttre cen-
ter of production and consumption itself.
My economic action mayhave some e:rter-
nal effects which will affet the ottrer in the
society positively or negatively, Smilarty,
my consumption of some goods and sew-
ices affect the other or a third party posi-
tively or negatively. For example, a smok-
er annols the other with second band
smoke. A factory can pollute the air or
water. These are called a negathe exter-
nality, the cost of*triclh is not estimated by
the smoker or the factory owner. A garden
deliglrts'a neighbour with his beautifrrl
gardening for which the gardener is not
paid. This is called positive oftemalities.
Positive extemalities will increase the total
social benefit ofour'economic action taken
prirately. The negative externalities will
increase the total social .mst of an eco-

thatrcal sociai costis less tban i,,,r :,.i .,,-
V estimated costperunit ofoul . .::..,.
siclized to a reasona$y greo:
more of the goods and sewic.
tive e"xtemalities can be proa .. - - ii, u. :

system of ttre economy o .' . ..' :J.

Eldernalities tend to an ineffic, l.. . ..

tion of resourcrs with under-,.
mation ofproduction aud con: :. : ,..
goods and s€rvices, vhich ca, re .^ i,l

' imised inthe sjxstexn of Florisn . . l, '

aud scientifi c srrpervision,
The Tteory of Flexism agr,

other proponents to remedy tl ]:.- :.l
of oc€maliti€s by private arra!, . . -r, . l

by a public policy, ufiiih ar€ the ru,i.-'\ ' -r.r i.
r- Moral codes and social san':rl,
2. Voluntary organisations: -,.. ii;u'r:.r bl,.'

groups and lobbing.gloups etc.

3. Intemalisationr When act. , . .'" .,: :.

complementary o<ternalities,.. -.,
into oDe firm and thus eliriu. :.., '
odemalitv.

4 ContractslPaties tlroui;.. .. ri'

tion can agree as to how to r. . . .

€*temality. '
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