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B PART |

Lesson One

TEXT

PUBLIC GOODS

Samuelson defines a public good (sometimes referred 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
good leads to no subtraction {rom any other individual’s con-
sumption of that good.” This definition emphasizes that public
goods differ noticeably from private goods, which “can be par-
celled out among different individuals”. That means a good 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 provided through the markert.

They have related qualities. First, public goods and services
inevitably have to be supplied to a group of people rather than on
an individual basis, Secondly, public goods and services, unlike

010



private goods and services, 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 peo-
ple, it does not follow that all goods supplied 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 marketable 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 services.
However, a broad definition of public goods and services may in-
clude the following items: the common defense; law and order;
environmental control; monetary stability; regulatory measures;
etc. Basically, there are two categories of public goods. The
first category 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 pollution control; fire protection;
street lighting; weather forecastim; and public television. In ad-
dition to these, there is still one more category which is the
quasi-public or impure public goods and services.

The definition of public goods implies its important charac-
teristics. One is the non-rivalry in consumption, that is to say,
the consumption by one individual does not reduce the benefits
derived by all other individuals. The other characteristic is non-
excludability, i. e., consumers cannot be excluded from con-
sumption benefits.

In the scope of public goods, there has been an interesting
term called “free-rider”. If a public good is provided, one indi-
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vidual cannot deny another individual’s consumption of the good.
And when an individual wants to consume a good without having
to pay for it, there may be an incentive to “keep quiet” in the
hope that another will bear the costs of provision. I they do so,
and the good is 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 at-
tempts to free-ride, nothing 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 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-rivalry in consumption is one of the
main characteristics of public goods and services. Because of this
nature, exclusion is inappropriate to apply. That is, in the case
of public goods and services, 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 resource 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,
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and so should be the price.

We can take national defense or measures to prevent air pol-
lution as an example. In either of these two cases, exclusion is
impossible because the benefits derived from them can be enjoyed
by all citizens dwelling within the territory without interference
with each other. In other cases, exclusion is feasible, but 1t
should 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 inefficient because it may cur-
tail 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 feasible, the
task of covering the cost of the provision of public goods and ser-
vices cannot be performed through the usval market mode of sale
to individual consumers. Here, market mechanism fails and a po-
litical process of budget determination becomes necessary.

2. Market Failure due to Non-excludability

A second instance of market failure avises where consump
tion is rival but exclusion though appropriate is not feasible.

Not all goods which are rival in consumption have the pature
of exclusion. For example, the use of u crowded bridge doring
rush hours. The use of the available space is distinetly rival and
exclusion (the auction off or sale ol the available space) would be
efficient and should be applied. But only those who value the use
of the bridge most and are willing 1o offer the highest price can
enjoy the service. Such exclusion would be impossible or too
costly to be administered. The difficulty of applying exclusion is

-4.



the cause of market failure.

3. The Combined Causes of Market Failure

The features of non-rival consumption and non-excludability

sometimes go together to cause market failure, 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-rivalry in

consumption may be more responsible because sometimes it ren-

ders exclusion undesirable or inefficient even if technically feasi-
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HROBALIED.
2. Samuelson defines a public good as “one which all enjoy in
common in the sense that each individual’s consumption of such a
good leads to no subtraction from any other individual’s con-
sumption of that good”.

RN A& E X R RATE A FEZERAN YR .S
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Excercises

I . Understanding the text
Choose the right answer for each of the following
questions ;
1. According to Samuelson’s definition, a private good is
a.a good that everyone can enjoy
b.a good that can exclude those who refuse to pay for con-
sumption
c. a privately owned good
d. similar to a public good
2. Which of the following is not true for public goods?
a. They are supplied to a group of people, not on an individ-
ual basis. -
b. They cannot be withheld from individuals who refuse to
pay for them.
c. They are also called social goods.
d. All goods that are supplied jointly to a group of people are
« 7.



