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Public Goods

Definition: A valued good or service that is:

Non-excludable – not feasible to ration (or far too costly)

Non-rivalrous – one more consumer does not reduce benefits to current consumers – hence, not desirable to ration

Non-rival in consumption, not production.  

Examples: 

Local/regional– mosquito control, tsunami warning system, flood control

National– national defense, weather forecasts, foreign aid

Transnational– basic research, cultural and environment preservation
Exclusion leads to welfare loss (economic inefficiency)

Public sector produces many non-public goods, too. 

“Publicness” is a matter of degree in the real world.  There is a close connection between public goods and certain types of externalities, as shown in the table (see other side):

Rivalrous




Non -Rivalrous
	Excludable:

     Private good,

     Market is efficient, other things equal


	Excludable:

     Public provision or welfare loss if 

     privately provided since p > 0 but 

     MC = 0 (uncongested situation)

  Public or private provision with p > 0

  (congested situation – apply analysis 

       of externalities)

	Non-excludable:

 Common property resources, source

 of reciprocal externalities as use rises

    Non-excludable due to history &

     tradition or law in an era of 

     abundance, before the resource 

     became economically scarce
	Non-excludable:

     Pure public good

     Public provision or, if private, badly

         underprovided (economic

         inefficiency)


Optimal level of a public good:

Vertical sum of marginal benefit curves among all relevant consumers (“demand”) [vs. horizontal sum for standard private goods]


Correct Q is where sum of MB = MC of production

In contrast to standard markets for rivalrous goods, individual willingness-to-pay can’t decide how much is to be produced.  Key problem – getting accurate demand revelation to determine the real social value (benefits) of a public good, given strong incentive to free-ride 

