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B PART I

Lesson One

TEXT

PUBLIC GOODS

Samuelson defimfs a public goods (sometimes re-
ferred to as social goods or as collective goods) as “one
which all enjoy in common in the sense that each
individual’s consumption of such a goods leads to no
subtraction from any other individual’s consumption of
that goods. ” This definition emphasizes that public
goods differ noticeably from private goods, which “can
be parcelled out among different individuals”. That
means a goods is private if a person who doesn’t pay can
be excluded from its use. To make it simple, public

goods and services are those which cannot simply be pro-
e1l-



vided through the market.

They have related qualities. First, public goods and
services inevitably have to be supplied to a group of pe;—
ple rather than on an individual basis. Secondly, public
goods and services, unlike the private goods, cannot be
withheld from individuals who refuse to pay for them.
Here, it is necessary to point out that although public
goods have to be supplied to a group of people, it does
not follow that all goods suppiied jointly to many people
are pulbic goods and services. For example, the service
of a movie theater can be jointly enjoyed by many people
at about the same cost as by one; but the service is mar-
ketable because admission can be denied to those who
refuse to pay.

The Range of public Goods

There is no clear-cut scope for public goods and ser-
vices. However, a broad definition of public goods and
services may include the following items: the common
defense; law and order; environmental control; mone-
tary stability; regulatory measures; etc. Basically,
there are two categories of public goods. The first cate-
gory refers to pure public goods. Pure public goods con-
cept confines the scope to the peace and security of a
community; national defense; the law; air pullution
control; fire protection; street lighting; weather fore-
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cast; and public television. In addition to these, there is
still one more category which is the quasi-public or im-
pure public goods and services. ’

The definition of public goods implies its important
characteristics. One is the non-rivalness in consumption,
that is to say, the consumption by one indiviual does not
reduce the benefits derived by all other individuals. The
other characteristic is non-excludability, i. e., con-
sumers cannot be excluded from consumption benefits.

In the scope of public goods, there has been an in-
teresting term called “free-rider”. If a public goods is
provided, one individual cannot deny another
individual’s consumption of the goods. And when indi-
viduals want to consume a goods without having to pay
for it, there may be an incentive to “keep quiet” in the
hope that others will bear the costs of provision. If they
do so, and the goods are provided, it can be enjoyed at
no personal cost. This is the strategy of a “free rider”.
Yet, it will obviously fail when each individual plays the
same strategy. If everyone attempts to free-rider, noth-
ing will be provided and a free ride for everyone becomes
impossible.

The Implicative Effects on the Economy Caused by

Public Goods

While the benefits derived from the provision of
- 3 -



public goods and services are enjoyed by many people,
we certainly should not ignore the negative results
caused by public goods and services.

1. Market Failure due to Non-rival Consumption

As noted above, non-rivalness in consumption is
one of the main characteristics of public goods and ser-
vices. Because of this nature, exclusion is inappropriate
to apply. That is, in the case of public goods and ser-
vices, A’s partaking of the consumption benefits does
not reduce the benefits derived by all others. The same
benefits are available to all and without mutual interfer-
ence. Therefore, it will be inefficient to apply exclusion
even if this could easily be done. Since A’s partaking in
- the consumption does not interfere with B’s partaking,
the exclusion of A would be inefficient. Efficient re-
source use requires that price equal marginal cost. But
in the case of public goods and services, marginal cost
(the cost of admitting an additional user) is zero, and so
should be the price.

We can take national defense or measures to pre-
vent air pullution as an example. In either of these two
cases, exclusion is impossibie because the benefits de-
rived from them can be enjoyed by all citizens dwelling
within the territory without interference with each oth-
er. In other cases, exclusion is feasible, but it should

o4



not be applied because exclusion is simply inefficient.
For example, in crossing a bridge which is not crowed,
charging a toll would be quite feasible, but so long as
the bridge is not heavily used, the charge would be inef-
ficient because it may curtail use of the bridge. Since the
marginal cost of the use of the bridge is zero, there
should be no admission price. ’

So, when exclusion is inappropriate, even it is fea-
sible, the task of covering the cost of the provision of
public goods and services connot be performed through
the usual market mode of sale to individual consumers.
Here, market mechanism fails and a political process of
budget determination becomes necessary.

2. Market Failure due to Non-excludability

A second instance of market failure arises where
consumption is rival but exclusion though appropriate is
not feasible. |

Not all goods which are rival in consumption have
the nature of exclusion. For example, the use of a
crowded bridge during rush hours. The use of the avail-
able space is distinctly rival and exclusion (the auction-
ing off or sale of the available space) would be efficient
and should be applied. But only those who value the use
of the bridge most and are willing to offer the highest

price can enjoy the service. Such exclusion would be im-
1] 5 -



possible or too costly to be administered. The difficulty
of applying exclusion is the cause of market failure.

3. The Combined Causes of Market Failure

The features of non-rival consumption and non-ex-
cludability sometimes go together to cause market fail-
ure, for example, air-purification, national defense and
many other cases like these. In these situations, the two
causes of market failure overlap, there is no point in
‘asking which is the basic cause. But non-rivalness in
consumption may be more respossible because some-
times it renders exclusion undesirable or inefficient even

if technically feasible.
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Notes to the Text

1. Paul A. Samuelson (1915— ) {3F-A-FER/RH, E£H
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2. Samuelson defines a public goods as “one which all en-
joy in common in the sense that each individual’s con-
sumption of such a goods leads to no subtraction from
any other individual’s consumption of that goods”.

2R ALY e E SR RIFEM AR FZERNY & X
FEXHY G, — DA EFTHATHASREAIHLEEMA
STEYRHRBER R

Excercises

I . Understanding the text
Choose the right answer for each of the following

questions :

1. According to Samuelson’s definition, a private goods

» 8 o
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a. the goods that every one can enjoy

/b. the goods that can exclude those who refuse to
pay for consumption

c. privately owned goods

d. similar to public goods

2. Which of the following' is not true for public goods?
a. They are supplied to a group of people, not on an
individual basis.
b. They cannot be withheld from individuals who
refuse to pay for them.
c. They are also called social goods. - _
\\(}IAH goods that are supplied jointly to a group of

people are public goods.

3. Which of the followings obviously does not fall in the
scope of public goods?
a. Law and order.
b. Environmental control.
c. Regulatory measures and monetary stability.
d. National defense.

£ Entertainment.

4. Free-riders’ strategy is that



\§L/those who desire for the provision of certain
goods just wait so that the goods will be supplied
by government free of charge

b. those who don’t want to pay for transportation
fare will enjoy free trips

c. those who take advantages of their neighbours

d. those who have no money can travel wherever

they want

5. If everyone plays the free-rider’s strategy, then .
a.no one is going to do the transportation business
\b//there won’t be effective demand for market provi-

sion
c. all goods will be supplied by government
d. all goods will be supplied through market

6. Which of the following is the cause of market faiture?
a. Non-excludability.
b. Non-rivalness in consumption.
c. The combined reason of a and b.
‘g/All of the above.

7. Which of the follwoing is true?
a. All public goods must be of the nature of both
non-rivalness in consumption and non-excludabil-
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