Running head: GOVERNMENT POLICIES		 1
GOVERNMENT POLICIES		5







Government Policies to Achieve efficiency in Markets with an Externality
Student’s Name
Institutional Affiliation 














Government Policies to achieve efficiency in Markets with an Externality
Externalities occur when the actions of one person or entity affect the wellbeing of another. An externality results from a good or service's consumption or production, resulting in a benefit or a cost to an unrelated third party (Lindsey & Santos, 2020). In economics, externality can either be positive or negative. The effects can affect an individual, a group of persons, or the whole society. A third party lacks control over benefit and cost. When an industry releases toxic gas, carbon dioxide, and Sulphur dioxide, it causes air pollution. On the other hand, air pollution negatively impacts the immediate population by causing diseases (for instance, respiratory disorders) and acidic rain. In this case, pollution is a negative externality. The government acts by either removing or reducing such negative externalities via regulation and taxation. It can also reward the positive externality, for example, by rewarding them with subsidies. The essay will look at examples of both positive and negative externalities and how the government responds to them to strike an equilibrium.
An excellent example of a negative externality is a factory that manufactures paper and other related paper products but causes large-scale pollution. Such products are very beneficial to all globally. It is also true that such a factory employs many people both directly and indirectly. However, the factory emits poisonous gases, for example, carbon dioxide in the atmosphere daily (Lindsey & Santos, 2020). To add, it drains its untreated effluents back into the river. If looked at from an economic angle, the factory shifts some of its production costs to the innocent society. The factory uses clean air in its production activities, and yet it does not pay for it. Instead, it pollutes the environment creating potential health hazards. In this case, pollution equates to shifting some of the factory's production cost to society, hence a negative externality. In such a scenario, the government can correct or improve the situation by coming up with environmental laws or enforcing the existing laws to restrict such factories from hazards polluting the environment. The government can also carry out environmental impact assessments and impose penalties to be paid by polluters, for instance, factories. To add, the government can make a close follow-up to ensure that factories use environmentally friendly methods of production and waste disposal and recycling to ensure that the environment is safe for use (Peksen, 2019).
Another excellent example of a negative externality is noise pollution. Imagine a scenario where loud music emanates from a nightclub or casino near your residence. Such noise disrupts people's sleeping patterns around the club (Mahapa, Siziba, & Moja, 2017). The scenario can even be more traumatizing when the loud music being played is not your favorite genre. Maybe you are a lover of country music while the club and its music organizers have staged a reggae music concert.  Apart from forcing the music on you, the loud music disrupts normal communication in the households. It also can cause hearing disorders, especially in younger children. Such a negative spillover can be dealt with by the government by regulating loud music in clubs. The club can be lawfully be forbidden in residential areas. Also, the law can make it clear about how nightclubs should set their interiors to have mechanisms that contain loud music. To add, heavy penalties can be applied against those who against the law.  Also, the government can raise taxes involved in organizing such social events to discourage their occurrences. The strategy helps in discouraging such activities.
Positive externalities are a result of a positive gain on both social and private levels. One relevant example of positive externalities is investing in education.  An emphasis on education is beneficial to society at large in many ways. One of them is that education enables the attainment of an intelligent and smarter workforce (Gunderson & Oreopolous, 2020). Such a workforce benefits companies because knowledgeable people have a higher output and efficiency. Their high competency levels also enable companies to avoid unnecessary risks and mishaps. They help in solving and also projecting risks in a given business. On the same, an intelligent workforce calls for little investment in development costs and training of employees. On the same, a well-educated society makes wise decisions; for instance, in electing their leaders, they have low crime rates and high living standards. The government can encourage the acquisition of education by providing subsidies, especially in public education. This enables the production of a greater quantity of education, hence helping society reap from such spillover benefits. 
[bookmark: _GoBack]Another example of positive externality is the running of a company's welfare to give back to the community. An excellent example is when a company sponsors health services to the community around it (Abele, Metternich, & Tisch, 2019). Such a move enables the community to benefit Healthwise. It is said that a healthy nation is a working nation. Improvement in health status transforms into a productive society and better standards of living. The move also reduces the expenses that the immediate community incurs in terms of seeking health services. The government can buttress such efforts by offering subsidies and supporting such programs through social amenities.
To conclude, externalities result from actions of one person or entity that affect the wellbeing of another. Externalities can either be positive or negative. Positive externalities result in society's benefit, while negative externalities have adverse effects on society in spillovers. Examples of negative externalities are noise pollution from a nightclub and water and air pollution from a factory. Positive externalities include investing in education and welfare activities by companies. The government can curb negative externalities through taxation, penalties, and also legislation. It can also support the positive ones via subsidies and giving resource support.
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