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What are
Externalities?

Often times the full cost of a good is not paid by
the producer and those hidden costs are also
not included in the price. However, that cost is
still being paid by others, which means that the
price of that good is artificially low and is being
subsidized by those “others.” These “external”

costs (costs external to the company) are called

externalities and can be positive or negative.
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In general, an externality Is a cost or benefit which
affects a party who did not choose to incur that cost
or benefit.



