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“he Yalvation of Public Coods
by Hosen Goaffney

Wa live in on era when peosle keep rediscovering sconssier and giving
it new nowes. “Cost-effectivensss,” "Moligsawo ssthods.” “hoaefit-cost
analysis,’” "grogrom budgeting.' T systems snolveds,” Soperations reoeseah,’
and po on, ave souwe Tecent varionts. Loy set of primciples that heeps
getting rediscovered must have mome merit, but the eonginaing need for
euphonisn suggests some public relwtiens problems. My profospisnal defen-
sivenass is therefors eamily sroused by e of wy‘y@¢$*ﬁ telling up thet
geononies izm't s goodasssb oo
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Prefessor Davidam' & poper is of ovnes etiswlaring ond frustyotiog,
something Llike ecdysicsm, but sove iike o public works pyogeowm in the U.S.s
too mony starts, oo fow complaiioen: L4 in hard v oome e grips with
the points which are incompleteldy deweluped. ut 2he show sDust go on, 50

ra E

I will veod between the lines vhere necsssoxy ond, i

i

T wimrvender op

e

intsnt, accopt vovvections in goad gvans.

Davidson hos given an swesllent memasy of wsome baslies of welfsre
sconomica, aid sowe hictoxry of mowmonds theughe. 4t vhis interdisciplinery
gothering that is fitting and wseful.

There ozxe twe matitheticsl froditiss o welfuare ecomerics. The ons

locks for cxiterio of decision and poiicy; the othay Rel:
difficulties ond finding weosons e guestise cny positive dseiuicn or policy.
Davidson stands sguarely betwssn thess Twe grest Iroaditiens. He piliss up
difficulties av o Hoamlet T the manner bows; but hs alss ousss To o £irm
policy--against user chorges. He fowers lepgs poblie lavosiaents, juetifisd
by their sxternciltises ahd demoretzoetien affeets oed Thely value op oprions
to non-users, o8 well as thelr dirvect ond vbhvioes bopafit ¢o usew. EBven
the difficulitinsr vhich he stresses print o o pesivive copclusion: thab
sbjective mecsuzement iz veln, thot subdestive wains judgrents must pre-
vall, and thot inzistence on mecsurable stondords of walus vesults in sericws
underestinate of culput and hencs unesonomicelly small QW@gﬁaﬁmc

I zhors Daevlidson’ s congorn abou? the excesnive ond exciusive enthusiosm
for user chorger ond averasge-cost pricing shesn by nowe ectaoniste. Theve

are Runy sorvices ond operstisas chemieslily ix vhe stage of é&afwmaing coRen,
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with marginol cost always below average. As he mays, these need suppoxt
from othexr thon ueer charges, ond I support his emphusis on the point.
However I balieve ho has overstated ithe case, und being an scomvmiat of
the extreme center I will therafors recet by balancing it sut with several
resexvations ond criticioms o ¢o detail

1. If sexvicss ove not covarsd by user chwvgez they are likely o he
coverad by taxes. But excise tores have the choavecter of user charges, being
functions of use. The fothers of worginel cost pricing werse generally net
comtent to subsidize decrewsing cost spexations frow “gsnsrol’ takas. They
specifiad land, incowme, or inheritoncs toxes.

. The concept of o Ypure" public good is nearly ¢ nenesuch. The
general case is thot of goods whose marginsl cost is baiow aoverage cost,

but still chowe zoxo and quite chle ve wize far ahove averags coet if the
area perved beoumes congested during tises of pook demand. ¥Ho ome vho has
experienced rush hour at Yossalte Park con believe that recwsatlien resouress
all fit the “pure" public goods pattern. True, e morz paiyr of eyes gazing
on the waterfall do not impair the keauty, but the wmey of the eyes tokes o
campeite and road space, limited vascurces thet havs Yo he rationed.

If Yomemite Foll truly met the critsrion of o pure public goed--ne
morginal coat--then one foll would serve the entire world. Obvicusly some
factor has been omitted, and that is aspues. The fall serves o limited spase;
amd access 1z rationed by comirel of the spuse, which generctes rent.

So with streetiights, allegedly pure pubile goods: Une nore strelleyw
adde nothing te cost. However sirvee? lights are not bully for strellers but
for londowners. The light sexves o limized spaces., ol the benefit is rzationed
by land ownership. The sauwe goez for flieod control, mosquits abatement, ond
a thousand mneaguges of envirenmental enhancement.

In aon importent esgrlier weork on the dapletion alliewanes Davidson drew
fize for overworking the idea of rent. Here be hoz overlooked it, imstead.
Mach that seems nebulous and immeasurable in ths abstraet bscomes more
tangible when ene coues down vo earth ond measures the vaate thal are gen-
erated. Many elusive values such @z the pwyeidc value of aecurity from
flood, amenities, and etherssl environmental enhencement are weasuroble in
the premium thot people bid for land noar the fomt of value.

The rent enhoncement meagurs of velue lacks the utter simplicity of a
market in vhich vou sither buy o pachage of gum or not. Access by space



occeupaney grades off with distance frem o 00X location. But Clowsen has
already overcome much of this prebles in his use of ren: gradients %o mecsure
the value of parks. Ridker wnd Crocker cre using mulitipls covvelation anal-
ysiz %o relate land vaolues to gpecific oir enhoncsment neasures. Knetsch
haz reloted reservoir sewvicew %o ripovicn lapnd woluss, o8 has Ullmon. And
if thot iz not oonvineing, investoers sink billions of dellars inte artificial
lakes and morines, regsovering their voney by selliing lots.

Davideon is foreing us to think when he plumps for morginal cost pricing.
‘But he is mislegding ue o intimcte thet mergina)l cowt of using recrectional
regources is normclly wery low und thot overpricing is the comuon sin. Noet
students of recragtion havae rightly stvessed the lack of temﬁﬁ@'profectiang
excessively open access ond undsrpricing. Davidson &mp&a&izas the fallacy
of understating benefits by inslsting en wmecsurement; but he hee fallen into
the ervor of understating coste by wndevstating congestion extermalities.

The rosult is an unbeloneed treatment and overztated conciusions.

Indead, his opproach would virtuolly demy the sxistence of o pollution
problan. Pox what ig poliution bue on extreme sort of songeotion, whers
marginal soclal uzer costs have boecose wvary high wwn axcesnive usoy Jdemand
presses on o fosility of limited capecityl! Allem Koeess's affliuvent charge
for pollution omtrol is the rert of user-charge thot mes? sconomists wonld
support in thisz circumsiance.

S_#‘__-3o I ses little rudiconale for szediting nublic works with ¢ special

learned-demend banefit. Privaete products alse stimulote a leozned demomd.-
#0 should we subsidize them, too? Hemenber o subsidy o one closs of products
iz a penalty on others.

If we begin this gams, then, we must rTank goods by their qhili%y 1)
stimulote learnsd demand, and probably heroin wowld lesd the list.  That
eshould give ue mome pause in pushing the idea. Even nore terrifying is the
progpect thoet odvertising might have £o be subpidized to incrsase our welfare
by teaching us o demand more Cokes, Balis, Winstens, Conadiae Club aad other
uplifting commoditiesn.

The philososhers acen in ocoord that happinesy ansues frew camstraining
desire, and an axcess of desire over fulfillment sguals mizery. UWe all like
hoving options, wp €0 a point, but we have only 24 hours o day. To taks wmy
aoney by taxes %o create ¢ mew option, and veduce wy power to satisfy oldew
dagirves, may well reduce vy happiness.



el

4. 1 question that we are usually “myopic” :nd overweight the preseni.

the contrary, I hear all about me the old unduunted czxy of pis in the sky.

Professor Boulding, wziting of research in medern industry, hee chyned:
H.00 and fivme spend funds thay de not hafter
in hope of benafits hereaftez."

Publie worke ore worse offenders. They zpucicvlize in slow paysut. Many of
them return bensfits zo greatly deferved as to be coomomical only at interest
rates nesar or below zero. We contimually reduce ocur prasant welfure to peour
public capital into projeets of the mest deferxed benefits imaginable, and |
we have rigged the income tax fe a3 ¢5 encoursges private investors to defar
payout to convert ordinary income into copital gains.

5. Concerning the walue of having optiona, thers iw such a thing,
it i= wvalughble to have them in the present and not just in the future; and
it is waluable o have options to private as well es to public gocds. The
non-buyer who valuaze the opticn should pay for it, ond he dess. That is why
people locate in citles, to have mony opitions; ond they pay for it in land
rant.

//—/59, Succeeding genezations of wese of a durable good ave net entiraly
non-competing, s onyone Jnows, who hos ever bheen evicted, or raised broilers
on wire. Each generatieon competes of the margin with those before and aftaew.

),_”L_'I deplore his policy conclusion that anclysis iz vain and value
judgments must prevail. That siwply means the "!‘cwa?: of Babel.

The world is full of professional fundamentalists: ayivan, herticul-
tuzral; nationalistic, internctionalistic, medical, highway enginsering (psur
cement or perish), wildliifs, shkiing, pure pcienve, farm life--you nome L%.
Each group devealops its private language, including a scale of values in
which ite works ars sacred znd others® profans.

Did X hear scwesne soy there are alse scopsmice fimdamanvalists? Ho
doubt. But the discipline is inherently brocdminded, because « prime fupc-
tion of ceconowics is to arbitrate among fundementalists by previding o common
tongue in which all cen commmicate, and o coumon scale for balancing oma
group’'s walues agoimst othexe’. The common measure is the dollarx. This
mneasure has ite faulte, but the eritic of the "almighty buck! is often o
ainority fundawentalist whoze viewpoint is unpopular md therefore screened
out by the commen weasurs. Some of these fundamentalists ave “hord” sci-
entiste who possess theivr share of vocotional centrism. Ope of the ironies
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ralished by econcmists is thelr work in the Hudget Bureau, where soft
scientistes wake hazd decisions obout zoft progrows in ths hard sciences.

f 8. It is nmot impossible to measuva the walue af public goods, just
difficult. The incroase of iund woluwes, or net ventwn, in the service area
is one obviocus opprouch which is much used. The dzep of fizre insurance
rates is a standard way to mecsure the value of fire protection, along with
the drop of risk premic on mortgage lesns. The rise of aute insurance xatos
negsures one of the costs of increased auto congestion. And so on. A Little
G.I. ingenvity should ke trisd before anything is daclared lupossible.

9.
non-measurable benefits. Most public money is spent for war. Religion gets

It is a myth that gevermment policy showe o syztemaetic blas against

a big shave, if only through tax oxemptien. Emplovation for aew korritory,
minerals, the moon--who neosuras thamn? Other immsasurablie fovorites are
zural life, home &wnershipﬂ supprassios of “Yvice,” education, welfare; for-
estry, water, and sutdoox recreatiors I would like €0 see wore evidence of
the alleged bius putting the urden of pzuet on plonners o show markst
failure before heing aellowed to plan. The only placs thot seeas to prevail

is ot the Universitizs of Chicage and Virginia.

10, Dgvidson understates the extent te which privote entarprise «an
engage in other thon simple average cost priecing. Some of its devices are:
price discriminotion, pechk lead pricing, standby charges, insurance rotes,
flat velephone tatan, cover chorges, minimum serviee charges, ete. He also
everstates the virtuie of governments, which can ogt oz menopolistically as
any private Firm: witness Alberte with ite oil, Holland with its natural
gae, the Orgomization of Petroleum Exporting Countries (OPEC), the U. S.
Forest Sexrvice, towns with sunicipal power plonts for monopoly profits, etc
Economic mexit does not liz entively with public enterprise or private entar-
priszes it lies with enterpvise.

11, A8 I recall the summer woar of Secherse metors b peaceful lokes,
the oil slicks, the loud spenksr raediocs, the boat teilet problem, and the
beer cen eutrage, { lose enchantment with the notion that the warginal hoatex
i® such an invocucus fellow who shede no exiernal costs. The scrginal swimsey
maybe, but how much space is he sllowed? The age of genteel conceing iz dead.
Man has se magnified his powers %o invede his nsighber's privecy, ond placed
such texrible snginee of nuisance in the hoands of so many barboariang and
odolaseants who ore epijoined from relesel..g their aggresslons in useful lobox

thot vhe aarginal cuzrve of peychic poliution vises vevtiginously. 8o long az
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we vefuse either to civilize or empiey our young, the enly salvation is o
tax theiyr more destyructive pursuits, and certainly not to prevend they aren't
bothexring anysne.

12. Ceoncerning these clever window-shopping free-looders whe benefit
from having options which they ds not exercise, here is the one exauple I

see in Davidson’s papay where marginal cost veally is zero. It strikes ne
as inconsistent that he wante these bopeficioriez to pay when they impose
no cost. Why does he not treat them in the sme open-hondad manner he
recomnands for off-peak usews of o Lacility?

They do in fact poy for having nany optios when they pay lecetion zenio
Why would a man pay $70 o month to gavcge his sar in Monhattan when he oenld
park free in Waeary Pralrie, Mentana? He is paying for access to options,
and the social coest he imposes is that of ocopying Llimited spacs with beat
access to options. But he does not pay those vho provide the eptions, and
1f we want govermsent ¢ collect some of this value to rewazd the producers
wa can de it by ralsing toxes on site valuer and lowering tuxes on producsrs.
13. I have yet te find o cost-bensfit apclyst limiting his banefits o
output measured ot market prices, as Davidsen complaing they do. Much of tha

drive for cost-benefit analysis was to ri=ze above that proctice, which is the
accountants’ “finmneliel feasibility™ rvegkeming. Cozt-benefit analyste of
westarn reclamotion projectz mesk to copiure consumer surplusz in several ways,
the most chvioue heing to count as benefit the rise of lond walnes under the
ditch. Then they go on Yo secondary bensfits; otc., and Profesgor Davidesan
serionsly understates thelir ingenuity and imcegination in finding hidden bene-
fitg from prodects @fj their intzszest. Mooy £fine political and bursauaeratie
careers testify T¢ the practical applicatiem of these skills, and nony
Hestern congressmen would be hurt to vealize how poerly Professoyr Davidson
rates their descriptive ond visieuary powers. They con take comfoxt how-
ever in the greatsr apprecigtion in Congress, winmwmad by white slephants
atrewn ovar the deseris frosm Memico o Lanada.

Consumax surplue is not entirely cmitted fzowm the pational income accounts.
The value-in-use of izwigutién watey, obove its price, cbviously acecruves ko
landowszs a8 higher money rent. Residenticl-zecreationcel amenitiss increase
the value of residential-tacresational real estate, vielding an imputed income
to the owneys. Nabulous cenjectura? llayhae se, but i? is included in the
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national income as computed by the Department of Commerce.

In conclusion, I reemphasize that Profeseor Davidsen hez a basically
sound point. There ave zescurces oxd focilities with great sxcess ccpocity.
approximating the “public good” prototype, and it is an economic czime to
overprice their use. Ny critical tone im intended primaxily to convey that
Davidson might strengthen his pexfsctly walid case by discriminating moze
carefully amoeng situations and acknowledging o graater ucope for user charges
for congested facilities.
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