Chapter 11- Public goods and common resources
A good, service, or resource is: 
· Rival if its consumption by one person decreases its consumption by other people.
· Pizza
· Fish in the ocean and in a fish farm
· Theatre seats
· Non-rival if its consumption by one person does not decrease its consumption by others.
· Police, ambulance, and fire services
· Television signals
· Excludable if it is possible to prevent a person form enjoying its benefits
· Haircuts, fish tacos, dial up
· Live concerts
· Non-excludable if it is impossible to prevent a person from enjoying its benefits
· FM radio signals, Television signals, national defense, fish in the ocean. 
Classification of Goods
1. Private Good
a. Can be consumed by only one person at a time and only by those people who have bought it or own it. 
2. Public  good
a. Can be consumed simultaneously b everyone and from which no one can be excluded
3. Common resource
a. Non-excludable and rival
4. Natural Monopoly
a. Non-rival but excludable
b. MC = change in total cost/change in output
Free rider: a person who receives benefit of a good but avoids paying for it
· If a good is not excludable, people have incentive to be a free rider, because firms cannot prevent non-payers from consuming it
· RESULT:  The good is not produced, even if buyers collectively value the good giht than the cost of providing it.
If the benefit of a public good exceeds the cost of providing it, govt should provide the good and pay for it with a tax on people who benefit
Cost-benefit analysis (CBA)
· Studies that compare the cost and benefits of providing a public good
· Imprecise --- the efficient provision of public goods is more difficult than that of private goods.
Examples: National Defense, fighting poverty 
Common Resources 
Like public goods, common resources are not excludable.
· cannot prevent free riders from using the good or service
· little incentive for firms to provide
· government role:  provide good or service
Additional problem with common resources: rival in consumption
· each person’s use reduces others’ ability to use
· government role:  ensure that they are not overused
Examples: clean air and water; congested roads; fish, whales; and other wildlife
The problem of the commons is the absence of incentives to prevent the overuse and depletion of a commonly owned resource.
Examples include the Atlantic Ocean cod stocks, South Pacific whales, and the quality of the earth’s atmosphere.
Summary
1. A good is excludable if someone can be prevented from using it.  A good is rival in consumption if one person’s use reduces others’ ability to use the same unit of the good.  
2. Markets work best for private goods, which are excludable and rival in consumption.  Markets do not work well for other types of goods.
3. Public goods, such as national defense and fundamental knowledge, are neither excludable nor rival in consumption.  
4. Because people do not have to pay to use them, they have an incentive to free ride, and firms have no incentive to provide them. 
5. Governments provide public goods, using cost-benefit analysis to determine how much to provide. 
6. Common resources are rival in consumption but not excludable.  Examples include common grazing land, clean air, and congested roads. 
7. People can use common resources without paying, so they tend to overuse them. Therefore, governments try to limit the use of common resources.  
	


