Introduction to Political Economics

Public Goods Notes

Public Goods
What are the factors that make public goods different than private goods?

Characteristics of Public Goods
non-divisible can not be divided into rational/small units to be sold to consumers

non-rival  one person’s use does not prevent use by another

non-excludable people who do not pay for the good can not be excluded from receiving the benefits of the good

free rider problem people who do not pay for the good enjoy the benefits of the good
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The amount of the public good that should be produced depends on the sum of societies demand for the good. Add up the demand curves of every citizen to determine societies demand for the good. 
National Defense Example

Who makes the decision of how much public goods the US Government should produce?

The consumers make the decision based on the representatives they elect to serve them. 

i.e. A vote for John McCain is a vote to increase defense spending. A vote for John Spratt is a vote to keep Shaw Air Force Base open.  

The other factor in determining the quantity of defense is the cost (supply). Does it benefit society to spend a billion dollars on another aircraft carrier? If the cost of production is higher than the benefit (demand) then the aircraft carrier should not be purchased.
Demand curves are marginal benefit curves. Supply curves are the marginal cost curves.

Crime Prevention is a Public Good

Cost Benefit Analysis

An individual store/company. The marginal benefit of crime prevention, less stealing.

The marginal cost of crime prevention i.e. security cameras, guards, and mirrors, monitoring time. Graph
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Amount of Crime prevention

Totally preventing crime has a high cost. Is it worth it?

How does society decide the number of police to hire? Or who to put in jail and who to let go free?

What are the social cost of crime prevention activities? 

financial cost

What  are the social benefits of crime prevention activities?

financial benefits

non-measurable benefits

cost and benefits of the prison system – over 2 million people in prison in the US
three strikes 

mandatory sentencing

women 

keeping people in prison


cost of incarceration


keeping violent offenders of the street

What if government officials underestimate the importance of crime prevention? What can be done? How can officials estimate the benefit of low crime?

THE LEGALIZATION OF DRUGS

Affecting the supply and the demand.

Arguments against legalization of drugs

Public Health Consequences

Criminal Behavior and Drugs Use

Drug Related Social Problems


absenteeism 


car wrecks


lower productivity

What about our war?

Moral Decay

Arguments for legalization of drugs

The Supply can not be stopped

The cost of drug prevention is astronomical

Controlling Benefits


taxing users and producers


monitoring the safety of drugs

the drug traffic industry would be restructured, this would affect organized crime and gangs 

the reduction in drug prices would decrease the illegal activities people pesue to obtain drug money 

the money saved on fighting drug prevention could go to education on  the demand side

Legalizing Drugs

Elasticity of Drugs

Inelastic demand means that consumer demand is not very responsive to price changes.

Elastic demand means that consumers demand is sensitive to price changes

Graph The effects of a change in supply on an inelastic versus an elastic demand curve

Graph The effects of a tax on an elastic versus an inelastic demand curve.

Discussion questions

I believe prisoners of drug related crimes should have to attend rehabilitation classes then they should be freed and given another chance. (comment)
It is not a women’s fault if she gets into a relationship with a man who does drugs; she should not have to go to jail if drugs are found in her possession – in her house. (comment)
Legalizing Drugs 
What are the social costs of a legalization policy?

What are the social benefits of a legalization policy?

What do you think would happen in the inner cities?

What do you think would happen to the price of drugs?

Overall, do you think this is a good idea?
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