Types of Market Failure - Lack of public goods
It is certainly very nice to walk around the city and night when the streetlights are on. Everyone can enjoy a nice stroll around, because the government authorities pays for the streetlights. How would it be if everyone had to install their own streetlights? It would be mess! This is why we need public goods.
Definition of public goods
There is a reason why public goods are generally provided by the state in the first place: because they are non-rivalrous and non-excludable.
Most of the goods we buy are rivalrous and excludable. Think of a sandwich: when you buy one for yourself, you can eat it and, once it is finished, nobody else can have it (rivalry); also, once you have paid for it, you can eat it alone if you don’t want to share it with anyone else (excludability).
 
Important
Non-rivalrous goods are goods for which the consumption by one person does not prevent consumption by other consumers at the same time.
 
Important
Non-excludable goods are goods for which it is impossible to prevent people who have not paid to consumer those goods.
[image: Street lighting is a public good]
Public goods are non-rivalrous. Think of public street lights. If you stay under a light for 10 minutes talking to your friends, you have not used it up in such a way thatnobody else can use it after you. Also, public goods are non-excludable, such that many other people can join you under the street light, just like your friend. Also, you can’t prevent anyone else from using the light.
 
Important
Public goods are non-rivalrous and non-excludable
When people use something without paying for it, we call them free-riders. The free-rider problem characterises public goods. If you decide to install some lights on your street, your neighbour will “free-ride” your lights, without giving you any compensation. As a rational individual, you would not build any street lights at all.
This is the case for many public goods like defence, research, etc. which would not be provided if left to the free market because they are non-rivalrous and non-excludable. This is why the government is involved in their direct provision and we have city lights, a national army and state-funded research programmes. However, the direct provision of public goods has both pros and cons.
On the positive side, public goods ensure that citizens can satisfy their needs and society develops (e.g. by providing lights at night, people can walk around, work and set up economic activities like restaurants).
On the negative side, the direct provision of public goods requires large public budgets which are to be raised by taxation. We have seen that these bring about two issues. The first is related to the distortive effect that taxes have on free markets, creating a welfare loss. The second is related to the higher risk of corruption when a lot of money is managed by public officials.
 
What you should know
· Public goods suffer from the free-rider problem and would be underprovided by the market because they are non-rivalrous and non-excludable.
· Therefore, the government often provides public goods directly. This ensures that certain goods and services are provided by the population, but requires large public budgets.
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