Exercise walk-through

Classification of goods and
services

A-Level Economics



Basic Economic Ideas

- Types of goods

Classify goods by use and access

Three services and two different questions

An uncrowded local street light helps all nearby users and cannot readily exclude non-
payers. A public hospital gives a patient a free appointment using a scarce doctor's time.
A paid lesson’s full benefit is underestimated by a student. Which is a public good? Which

involves opportunity cost despite no charge? Which case indicates a merit-good information
problem?



Basic Economic Ideas

- Types of goods

Classify goods by use and access

Three services and two different questions

An uncrowded local street light helps all nearby users and cannot readily exclude non-
payers. A public hospital gives a patient a free appointment using a scarce doctor's time.
A paid lesson’s full benefit is underestimated by a student. Which is a public good? Which

involves opportunity cost despite no charge? Which case indicates a merit-good information
problem?

Separate rivalry and excludability from who owns the provider, who pays and
how well buyers understand benefits.



Basic Economic Ideas

- Types of goods

Public ownership, zero price and information are different tests

The light illustrates a public good : non-rivalry and
non-excludability in the stated setting. Non-payers can benefit, weakening
voluntary payment and creating a free-rider problem ; that can cause

under-provision, not proof nobody ever contributes.

The appointment uses scarce time and has opportunity cost even when the patient pays
nothing. A doctor’s slot can be reserved and cannot serve two patients at once, so this is not a
public good merely because the hospital is public.

A lesson may be a private good and a merit good at the same time.
Underestimated benefits can cause too little consumption. A demerit good involves
underestimated harm and possible over-consumption through information failure



Types of goods, in detail

Excludable Non-excludable
- Private good lCommon resource
>
e food, clothes ocean fish, air
© i
> Club good Public good
| S
g cinema, toll road street light, defence
<

Exam: classify by rivalry x excludability — free-rider problem only for non-excludable goods

Split by rivalry and excludability . a private good is
both; a public good is neither = the free-rider problem ; a
merit good or demerit good is misjudged, through information

failure



Basic Economic Ideas

- Types of goods

Merit, demerit, public and free goods

better for you than you realise, so people buy too little — educa-

merit good . S
g tion, vaccination

worse for you than you realise, so people buy too much —

demerit good cigarettes, alcohol

non-rival and non-excludable, so voluntary payment may not

public good fund enough provision — street lighting, national defence
free sood no opportunity cost in this particular use; a zero charge alone is
& not sufficient
the link the first three are all information or excludability failures, which
e lin

is why each has a different remedy

Merit and demerit goods turn on what the consumer misjudges; a public good turns on what
the market cannot charge for. Do not mix the two arguments.



A-Level Economics

Exercises 2.1:2.3

2.1 Define the term public good.

2.2 State the two features of a private good.

2.3 State the difference between a merit and a demerit good.

2]



A-Level Economics

Exercises 2.1:2.3

2.1 Define the term public good. [2]

2.1

 a good that is non-rival (one person’s use does not reduce the amount for others) and
non-excludable (non-payers cannot be stopped from using it) (2 for both features; 1
for one)

2.2 State the two features of a private good. 2]

2.2

o rivalry and excludability (1 + 1)

2.3 State the difference between a merit and a demerit good. 2]

2.3

o a merit good is under-consumed because people undervalue its benefit; a demerit good
is over-consumed because people underestimate its harm (2 for a clear difference; 1
for a partial idea)



A-Level Economics

Exercises 3.1-3.2

3.1 A good that is non-rival and non-excludable is a: [1]

D A private good

B merit good
C public good
D free good

3.2 Explain why the free-rider problem means private firms will not supply a public
good. (6]



A-Level Economics

Exercises 3.1-3.2

3.1 A good that is non-rival and non-excludable is a: [1]

D A private good

B merit good
C public good
D free good

3.1C

e Non-rival and non-excludable defines a public good

3.2 Explain why the free-rider problem means private firms will not supply a public
good. [6]

3.2

o [6] AO1 1-2 + AO3 up to 4 — because a public good is non-excludable, people can
enjoy it without paying (free riders)

e a firm cannot make buyers pay

e it earns no revenue

e it cannot make a profit, so it will not supply the good

e the government must provide it



A-Level Economics

Exercise 3.3

3.3 Discuss whether the government should provide all merit goods free of charge. [12]



A-Level Economics

Exercise 3.3

3.3 Discuss whether the government should provide all merit goods free of charge. [12]

3.3

o [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: free provision raises consumption
of under-consumed merit goods (education, health), giving large external benefits to
society. Against: it is costly (high opportunity cost and taxes), may be over-used
or wasted, and some can afford to pay. Judgement: free provision is justified where
external benefits are large and access matters, but full free provision of all merit goods
may be unaffordable — targeting or subsidies may be better; it depends on the good
and the budget



