Chapter 7 – Public Goods, Common Resources & Merit Goods Summary


1. Goods are classified based on: 
a. Excludability → whether people can be prevented from using a good 
b. Rivalry → whether one person’s use reduces another’s use 
2. Four types of goods: 
a. Private goods → rival & excludable 
b. Public goods → non-rival & non-excludable 
c. Common resources → rival & non-excludable 
d. Club goods → non-rival & excludable 
3. Public goods create the free-rider problem: 
a. people benefit without paying, 
b. so private markets underprovide them. 
4. Governments solve this by: 
a. taxation, 
b. public provision, 
c. and cost-benefit analysis. 
5. Efficient provision of public goods occurs when:
Marginal Social Benefit (MSB) = Marginal Cost (MC) 
6. Common resources tend to be overused because they are non-excludable.
This is called the: 
a. Tragedy of the Commons 
7. Solutions to common resource problems: 
a. regulation, 
b. taxation, 
c. privatization, 
d. defining property rights. 
8. Merit goods: 
a. goods consumers undervalue, 
b. so they are under-consumed.
Examples: 
c. education, 
d. healthcare, 
e. pensions. 
9. Governments encourage merit goods through: 
a. subsidies, 
b. compulsory consumption, 
c. financial support. 
10. De-merit goods: 
a. goods with harmful social/private effects, 
b. tend to be over-consumed.
Examples: 
c. cigarettes, 
d. alcohol, 
e. illegal drugs. 
11. Governments discourage de-merit goods through: 
a. taxes, 
b. regulations, 
c. legal restrictions.

