Topic B3 - Public Goods 

Public goods are when the market fails in a “big” way i.e. there are no price signals.

Producers would not provide public goods for three reasons :-

· Non-rival – It is available for everyone to use because the consumption by one person does not prevent others from enjoying it. Once provided, everyone can enjoy their benefits at the same time (simultaneously) e.g. fireworks display or public radio
· Non-excludable by price – Once the good is provided everyone gets benefits without having to pay e.g. street lights or a lighthouse. Therefore it is not possible to exclude people by charging a price. This can result in free rider behaviour.

· Non-depletable – No additional resources are needed when additional people use the public good e.g. a footpath (MC = 0)

Free Rider Behaviour : A person who does not contribute towards the cost of providing a good or service but is able to enjoy the benefit of using it e.g. an overseas tourist enjoying the view from Mt Victoria or driving on a public highway in New Zealand.
The government tries to overcome this problem through compulsory taxation and providing collective goods i.e a goods provided by the government free of charge but paid for through taxes e.g. police, public parks and street lighting. 
User Payes

Those who use the good or service have to pay for it e.g. a toll on a bridge.
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Mix of Public and Private Goods
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Merit Goods and Demerit Goods

1) Merit Goods – goods and services that the government and society consider to be good for us and therefore their consumption is encouraged. If left to the free-market these goods would be under-used as people do not have sufficient information to make an informed judgement about their use e.g. health care, education, vaccinations, cycle helmets etc.

Policies Used 

1) Subsidies e.g. public transport, doctors prescriptions.
2) Free Public Provision e.g. under 5 doctors visits, public hospitals and schools.
3) Compulsion e.g. cycle helmets and safety belts
4) Education e.g. child immunisation advertising

2) Demerit Goods – goods and services that the government and society consider to be harmful for us therefore their consumption is discouraged. If left to the free-market these goods would be over-used as people do not have sufficient information to make an informed judgement about using them e.g. weapons, drugs, cigarettes and drink driving. Here the government is acting in a “paternalistic” way over-riding “consumer sovereignty” 

Policies Used

1) Taxation e.g. cigarettes 
2) Bans backed up by fines and/or imprisonment e.g. drugs 
3) Regulations e.g. speeding, drinking driving, age restrictions on the sale of cigarettes etc.
4) Education e.g. drink driving or anti smoking advertising campaigns 
