Chapter 15

Public Goods and Taxation

Chapter Outline

I.  Introduction and Overview

A.  The power of taxation

II.  Government Provision of Public Goods

A.  Public versus private goods

1.  nonrival

2.  nonexcludable

3.  pure public good

4.  collective good

5.  pure private good

6.  pure commons good

B.  Paying for public goods

1.  willingness to pay for a good

2.  free rider problem

3.  equal tax rule

a.  head tax

b.  regressive tax

c.  proportional income tax




d.  progressive tax

4.  Economic Naturalist 15.1:  “Why don’t most married couples contribute equally to joint purchases?”

C.  The optimal quantity of public goods

1.  generating the demand curve for a public good

2.  marginal cost curve

3.  optimal quantity is where MC crosses the demand curve

D.  Private provision of public goods

1.  funding by donation

2.  excluding nonpayers

3.  private contracting

4.  sale of byproducts

5.  Economic Naturalist 15.2:  “Why do television networks favor Jerry Springer over Masterpiece Theater?”

6.  loss in economic surplus from a pay-per-view fee

III.  Additional Functions of Government

A.  Externalities

B.  Property rights

C.  The level of government (Federal, State or Local?)

IV.  Sources of Inefficiency in the Political Process

A.  Porkbarrel legislation

1.  Economic Naturalist 15.3:  “Why does check-splitting make the total restaurant bill higher?”

2.  logrolling

B.  Rent-seeking

C.  “Starving” the government

D.  Purpose and unintended effects of tax system

1.  crowding out

2.  incentives

3.  loss in economic surplus

