COASE THEOREM PUBLIC GOODS PROVISION

THe CoASE THEOREM/ A FOUNDATIONAL CONCEPT IN ECONOMICS, OFFERS A COMPELLING PERSPECTIVE ON THE PROVISION OF
PUBLIC GOODS. SPECIFICALLY, IT POSITS THAT UNDER CERTAIN IDEAL CONDITIONS, PRIVATE PARTIES CAN EFFICIENTLY RESOLVE
EXTERNALITIES, INCLUDING THOSE ASSOCIATED WITH PUBLIC GOODS, THROUGH PRIVATE BARGAINING WITHOUT THE NEED FOR
GOVERNMENT INTERVENTION. THIS ARTICLE DELVES INTO THE INTRICACIES OF THE COASE THEOREM PUBLIC GOODS PROVISION,
EXPLORING ITS CORE TENETS, THE CHALLENGES IT FACES, AND ITS PRACTICAL IMPLICATIONS. WE WILL EXAMINE HOW THE
THEOREM APPLIES TO SITUATIONS WHERE THE BENEFITS OF PUBLIC GOODS ARE NON-EXCLUDABLE AND NON-RIVALROUS, AND
HOW TRANSACTION COSTS CAN IMPEDE EFFICIENT OUTCOMES. FURTHERMORE, WE WILL DISCUSS THE ROLE OF PROPERTY RIGHTS
IN FACILITATING OR HINDERING THE COASIAN SOLUTION FOR PUBLIC GOODS, AND EXPLORE ALTERNATIVE FRAMEWORKS THAT
ACKNOWLEDGE THE LIMITATIONS OF THE PURE COASE THEOREM IN REAL-WORLD SCENARIOS.
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UNDERSTANDING THE CoASE THEOREM AND PusLIC Goobs

THe CoAsE THEOREMI FIRST ARTICULATED BY NOBEL LAUREATE RONALD COASE, PROVIDES A POWERFUL ANALYTICAL TOOL
FOR UNDERSTANDING HOW EXTERNALITIES, WHICH ARE COSTS OR BENEFITS IMPOSED ON THIRD PARTIES BY AN ECONOMIC
TRANSACTION, CAN BE RESOLVED. ATITS HEART, THE THEOREM SUGGESTS THAT IF PROPERTY RIGHTS ARE WELL-DEFINED AND
TRANSACTION COSTS ARE ZERO, PRIVATE PARTIES CAN BARGAIN AMONGST THEMSELVES TO REACH AN EFFICIENT OUTCOME,
REGARDLESS OF THE INITIAL ASSIGNMENT OF THOSE RIGHTS. THIS EFFICIENCY IS ACHIEVED BECAUSE INDIVIDUALS WILL NEGOTIATE
UNTIL THE MARGINAL BENEFIT OF AN ACTION EQUALS ITS MARGINAL COST, LEADING TO THE SOCIALLY OPTIMAL LEVEL OF
PROVISION FOR GOODS AND SERVICES, EVEN THOSE WITH CHARACTERISTICS OF PUBLIC GOODS.

THe Core PrINCIPLES OF THE COASE THEOREM

THE FOUNDATIONAL PRINCIPLES OF THE COASE THEOREM REST ON TWO PRIMARY ASSUMPTIONS: THE EXISTENCE OF WELL-
DEFINED PROPERTY RIGHTS AND THE ABSENCE OF TRANSACTION COSTS. W/ELL-DEFINED PROPERTY RIGHTS MEAN THAT IT IS CLEAR
WHO OWNS WHAT AND WHO HAS THE RIGHT TO USE OR BENEFIT FROM A RESOURCE. THIS CLARITY IS ESSENTIAL FOR
INDIVIDUALS TO ENGAGE IN BARGAINING. TRANSACTION COSTS, ON THE OTHER HAND, ENCOMPASS ALL THE EXPENSES INCURRED IN
THE PROCESS OF REACHING AND ENFORCING AN AGREEMENT. THESE INCLUDE THE COSTS OF SEARCHING FOR TRADING PARTNERS,
BARGAINING, MONITORING COMPLIANCE, AND ENFORCING CONTRACTS. \WHEN THESE COSTS ARE NEGLIGIBLE, RATIONAL
INDIVIDUALS WILL HAVE EVERY INCENTIVE TO NEGOTIATE AND TRADE UNTIL RESOURCES ARE ALLOCATED TO THEIR HIGHEST-
VALUED USES.



DeriNING PuBLIC Goobs AND THEIR CHARACTERISTICS

PUBLIC GOODS ARE A SPECIFIC CATEGORY OF ECONOMIC GOODS THAT EXHIBIT TWO KEY CHARACTERISTICS: NON-
EXCLUDABILITY AND NON-RIVALRY. NON-EXCLUDABILITY MEANS THAT IT IS IMPOSSIBLE OR PROHIBITIVELY EXPENSIVE TO
PREVENT INDIVIDUALS FROM CONSUMING THE GOOD, EVEN IF THEY DO NOT PAY FOR IT. NON-RIVALRY IMPLIES THAT ONE
PERSON’'S CONSUMPTION OF THE GOOD DOES NOT DIMINISH THE ABILITY OF OTHERS TO CONSUME IT. CLASSIC EXAMPLES INCLUDE
NATIONAL DEFENSE, CLEAN AIR, AND STREET LIGHTING. THESE CHARACTERISTICS ARE PRECISELY WHAT CREATE CHALLENGES FOR
PRIVATE MARKETS TO PROVIDE THEM EFFICIENTLY, OFTEN LEADING TO MARKET FAILURE.

THe CHALLENGE oF FRee-RIDING IN PusLIC Goobs ProvisiON

THE DEFINING CHARACTERISTICS OF PUBLIC GOODS LEAD DIRECTLY TO THE WELL-KNOWN “FREE-RIDER PROBLEM.” BECAUSE
INDIVIDUALS CAN BENEFIT FROM A PUBLIC GOOD WITHOUT CONTRIBUTING TO ITS COST, THEY HAVE AN INCENTIVE TO ABSTAIN
FROM PAYING, HOPING THAT OTHERS WILL BEAR THE BURDEN. THIS CAN RESULT IN UNDER-PROVISION OF THE PUBLIC GOOD, AS
THE AGGREGATE WILLINGNESS TO PAY IS NOT FULLY REALIZED. IF EVERYONE ACTS AS A FREE-RIDER, THE GOOD MAY NOT BE
PROVIDED AT ALL, EVEN IF THE TOTAL BENEFITS TO SOCIETY OUTWEIGH THE COSTS.

APPLYING THE CoASE THEOREM To PusLic Goobs

\W/HEN CONSIDERING THE PROVISION OF PUBLIC GOODS THROUGH THE LENS OF THE COASE THEOREM, WE EXAMINE SCENARIOS
\WHERE EXTERNALITIES ARISE FROM THE CONSUMPTION OR NON-PROVISION OF THESE GOODS. FOR INSTANCE, CONSIDER A GROUP
OF NEIGHBORS WHO COULD COLLECTIVELY BENEFIT FROM A SHARED PRIVATE PARK. |[F ONE PERSON VALUES THE PARK HIGHLY AND
IS WILLING TO PAY FOR ITS MAINTENANCE, BUT OTHERS ARE NOT, THE CoASE THEOREM SUGGESTS THAT A BARGAIN COULD BE
STRUCK. THE INDIVIDUAL WHO VALUES THE PARK MOST COULD POTENTIALLY COMPENSATE THEIR NEIGHBORS FOR THEIR
AGREEMENT TO CONTRIBUTE TO ITS UPKEEP OR FOR THEIR RELINQUISHMENT OF ANY CLAIMS THAT MIGHT HINDER ITS
DEVELOPMENT. ALTERNATIVELY, IF THE PROPERTY RIGHTS WERE DEFINED SUCH THAT NEIGHBORS HAD A RIGHT TO A CLEAR VIEW,
THE PARK DEVELOPER WOULD NEED TO NEGOTIATE WITH THEM TO SECURE THAT RIGHT.

THe CruclAL RoLE oF TRANSACTION CosTs

THE APPLICABILITY OF THE COASE THEOREM TO PUBLIC GOODS PROVISION IS HEAVILY CONTINGENT ON THE LEVEL OF
TRANSACTION COSTS. IN REALITY, ESPECIALLY WITH PUBLIC GOODS, TRANSACTION COSTS CAN BE PROHIBITIVELY HIGH.
NEGOTIATING WITH EVERY INDIVIDUAL IN A COMMUNITY TO CONTRIBUTE TO A PUBLIC GOOD LIKE A LIGHTHOUSE OR A FLOOD
CONTROL SYSTEM IS AN IMMENSE UNDERTAKING. THE COSTS ASSOCIATED WITH IDENTIFYING ALL POTENTIAL BENEFICIARIES,
REACHING AN AGREEMENT ON CONTRIBUTIONS, MONITORING ADHERENCE, AND ENFORCING THESE AGREEMENTS CAN FAR OUT\WEIGH
THE BENEFITS OF THE PUBLIC GOOD ITSELF. THEREFORE, WHILE THE THEOREM PROVIDES A THEORETICAL BENCHMARK FOR
EFFICIENCY, ITS PRACTICAL IMPLEMENTATION FOR PUBLIC GOODS OFTEN FALTERS DUE TO THESE REAL-\WORLD BARRIERS.

BARGAINING AND NEGOTIATION IN PusLIC Goobs SCENARIOS

THE THEORETICAL PROCESS INVOLVES BARGAINING WHERE INDIVIDUALS WITH DIFFERING PREFERENCES AND PROPERTY RIGHTS
ENGAGE IN NEGOTIATION TO REACH AN AGREEMENT THAT MAXIMIZES THEIR COLLECTIVE WELFARE. |F THE INITIAL ASSIGNMENT OF
PROPERTY RIGHTS FAVORS THE NON-PROVISION OF A PUBLIC GOOD, THOSE WHO BENEFIT FROM ITS PROVISION WILL HAVE AN
INCENTIVE TO PAY THOSE WHO OPPOSE IT TO ALLOW ITS CREATION. CONVERSELY, IF THE RIGHTS FAVOR PROVISION, THOSE
WHO OPPOSE IT MIGHT PAY TO PREVENT IT. THE THEOREM SUGGESTS THAT THE EFFICIENT OUTCOME—THE ONE THAT MAXIMIZES
TOTAL WELFARE—WILL BE REACHED REGARDLESS OF WHO INITIALLY HOLDS THE RIGHT, AS LONG AS BARGAINING CAN OCCUR
FREELY. HO\X/EVER, FOR PUBLIC GOODS, THE SHEER NUMBER OF PARTIES INVOLVED AND THE DIFFICULTY IN EXCLUDING NON-
PAYERS MAKE THIS BARGAINING PROCESS EXCEPTIONALLY CHALLENGING.



THE IMPORTANCE OF CLEARLY DEFINED PROPERTY RIGHTS

THE EFFECTIVENESS OF THE COASE THEOREM HINGES ON THE CLARITY AND ENFORCEABILITY OF PROPERTY RIGHTS. FOR PUBLIC
GOODS, DEFINING PROPERTY RIGHTS CAN BE COMPLEX. For INSTANCE, WHO “OWNS" THE RIGHT TO CLEAN AIR? WITHOUT CLEAR
OWNERSHIP, IT BECOMES DIFFICULT TO ASSIGN LIABILITY OR TO ESTABLISH A BASIS FOR NEGOTIATION. IF PROPERTY RIGHTS ARE
AMBIGUOUS OR NON-EXISTENT, BARGAINING BECOMES ALMOST IMPOSSIBLE. THE THEOREM'S POWER LIES IN ITS ABILITY TO
DEMONSTRATE HOW EFFICIENT OUTCOMES CAN EMERGE FROM THE ASSIGNMENT OF THESE RIGHTS AND SUBSEQUENT NEGOTIATION,
BUT THE VERY NATURE OF MANY PUBLIC GOODS MAKES SUCH CLEAR ASSIGNMENTS ELUSIVE.

LiMITATIONS AND CrRITICISMS OF THE COASE THEOREM FOR PusLIC Goobs

W/HILE THEORETICALLY ELEGANT, THE CoASE THEOREM FACES SIGNIFICANT LIMITATIONS WHEN APPLIED TO THE COMPLEX
REALITY OF PUBLIC GOODS PROVISION. THE ASSUMPTION OF ZERO TRANSACTION COSTS IS RARELY MET, AND THE PRESENCE OF
EXTERNALITIES ASSOCIATED WITH PUBLIC GOODS OFTEN INVOLVES A LARGE NUMBER OF INDIVIDUALS, MAKING PRIVATE
BARGAINING IMPRACTICAL. FURTHERMORE, THE THEOREM DOES NOT INHERENTLY ADDRESS ISSUES OF EQUITY OR THE
DISTRIBUTION OF WEALTH, FOCUSING SOLELY ON ALLOCATIVE EFFICIENCY.

INFORMATION ASYMMETRIES AND THEIR IMPACT

A CRITICAL LIMITATION ARISES FROM INFORMATION ASYMMETRIES. IN MANY PUBLIC GOODS SCENARIOS, INDIVIDUALS MAY NOT
POSSESS COMPLETE INFORMATION ABOUT THE TRUE COSTS AND BENEFITS OF THE GOOD, NOR ABOUT THE PREFERENCES AND
WILLINGNESS TO PAY OF OTHERS. THIS LACK OF INFORMATION CAN LEAD TO INEFFICIENT BARGAINING OUTCOMES, AS PARTIES
MAY BE UNABLE TO ACCURATELY ASSESS THE VALUE OF CONCESSIONS OR THE OPTIMAL PRICE FOR AN AGREEMENT. THE
COMPLEXITIES OF VALUING NON-MARKET GOODS, LIKE ENVIRONMENTAL QUALITY OR NATIONAL SECURITY, EXACERBATE THESE
INFORMATION CHALLENGES.

THE ProBLEM OF LARGE NUMBERS AND MINORITY HoLDOUTS

THE COASE THEOREM IS MOST READILY APPLICABLE WHEN ONLY A FEW PARTIES ARE INVOLVED IN THE EXTERNALITY. HO\X/EVER,
PUBLIC GOODS OFTEN AFFECT LARGE POPULATIONS. NEGOTIATING WITH THOUSANDS OR MILLIONS OF INDIVIDUALS TO SECURE
CONTRIBUTIONS FOR A PUBLIC GOOD LIKE A NATIONAL PARK OR A PANDEMIC VACCINE PROGRAM IS PRACTICALLY IMPOSSIBLE. IN
SUCH LARGE-GROUP SETTINGS, THE TRANSACTION COSTS ASSOCIATED WITH REACHING A UNANIMOUS AGREEMENT BECOME
ASTRONOMICAL. MOREOVER, THE “MINORITY HOLDOUT” PROBLEM EMERGES: A SMALL GROUP CAN POTENTIALLY EXTRACT
SIGNIFICANT CONCESSIONS OR EVEN BLOCK THE PROVISION OF A BENEFICIAL PUBLIC GOOD IF THEIR AGREEMENT IS REQUIRED,
SIMPLY BECAUSE THEIR INDIVIDUAL BARGAINING POWER IS AMPLIFIED BY THE COLLECTIVE NEED FOR THEIR CONSENT.

DisTrRIBUTIONAL CONCERNS AND EQUITY

THE CoASE THEOREM FOCUSES ON ACHIEVING AN EFFICIENT ALLOCATION OF RESOURCES, MEANING THAT THE TOTAL SOCIETAL
WELFARE IS MAXIMIZED. HO\X/EVER, IT IS AGNOSTIC TO HOW THE BENEFITS AND COSTS OF ACHIEVING THIS EFFICIENCY ARE
DISTRIBUTED AMONG INDIVIDUALS. IN THE CONTEXT OF PUBLIC GOODS, A COASIAN BARGAIN MIGHT LEAD TO AN OUTCOME THAT
IS EFFICIENT BUT HIGHLY INEQUITABLE. FOR INSTANCE, A PRIVATE SOLUTION MIGHT EMERGE WHERE A WEALTHY BENEFACTOR
FUNDS A PUBLIC GOOD, BUT IN DOING SO, DICTATES ITS TERMS AND BENEFITS IN A WAY THAT DISPROPORTIONATELY FAVORS
THEMSELVES, LEAVING OTHERS TO BEAR INDIRECT COSTS OR RECEIVE LESS THAN OPTIMAL BENEFITS. THIS LACK OF
CONSIDERATION FOR EQUITY IS A SIGNIFICANT CRITICISM WHEN DISCUSSING SOLUTIONS FOR PUBLIC GOODS.



ALTERNATIVE APPROACHES To PusLIic Goobs ProvViISION

GIVEN THE INHERENT DIFFICULTIES IN ACHIEVING EFFICIENT PUBLIC GOODS PROVISION THROUGH PURELY PRIVATE BARGAINING,
POLICYMAKERS AND ECONOMISTS HAVE EXPLORED ALTERNATIVE MECHANISMS. THESE APPROACHES ACKNOWLEDGE THE
LIMITATIONS OF THE COASE THEOREM AND SEEK TO ADDRESS THE MARKET FAILURES ASSOCIATED WITH NON-EXCLUDABLE AND
NON-RIVALROUS GOODS, OFTEN INVOLVING SOME FORM OF COLLECTIVE ACTION OR GOVERNANCE.

GOVERNMENT INTERVENTION AND REGULATION

PERHAPS THE MOST COMMON ALTERNATIVE TO PRIVATE BARGAINING FOR PUBLIC GOODS IS GOVERNMENT INTERVENTION.
(GOVERNMENTS POSSESS THE UNIQUE AUTHORITY TO TAX CITIZENS AND CAN USE THESE FUNDS TO FINANCE THE PROVISION OF
PUBLIC GOODS. THEY CAN OVERCOME THE FREE-RIDER PROBLEM BY MANDATING CONTRIBUTIONS THROUGH TAXATION.
FURTHERMORE, GOVERNMENTS CAN ESTABLISH PROPERTY RIGHTS WHERE THEY ARE LACKING, IMPLEMENT REGULATIONS TO
CONTROL EXTERNALITIES, AND DIRECTLY PROVIDE PUBLIC SERVICES SUCH AS NATIONAL DEFENSE, INFRASTRUCTURE, AND PUBLIC
HEALTH INITIATIVES. THIS CENTRALIZED APPROACH ALLOWS FOR A MORE UNIFIED AND OFTEN MORE EFFECTIVE PROVISION OF
GOODS THAT WOULD OTHERWISE BE UNDERSUPPLIED BY THE PRIVATE SECTOR.

VOLUNTARY CONTRIBUTIONS AND SociAL NOrRMS

IN CERTAIN CONTEXTS, VOLUNTARY CONTRIBUTIONS AND THE INFLUENCE OF SOCIAL NORMS CAN PLAY A ROLE IN THE PROVISION
OF PUBLIC GOODS, PARTICULARLY THOSE THAT ARE NOT STRICTLY ESSENTIAL OR HAVE A STRONG COMMUNITY COMPONENT.
CROWDFUNDING PLATFORMS, CHARITABLE DONATIONS, AND COMMUNITY-LED INITIATIVES FOR LOCAL IMPROVEMENTS ARE
EXAMPLES OF VOLUNTARY MECHANISMS. SOCIAL NORMS, SUCH AS A SENSE OF CIVIC DUTY OR A DESIRE TO MAINTAIN
COMMUNITY REPUTATION, CAN ENCOURAGE INDIVIDUALS TO CONTRIBUTE TO PUBLIC GOODS EVEN WITHOUT LEGAL
ENFORCEMENT. HO\X/EVER/ THE RELIANCE ON VOLUNTARISM IS OFTEN INSUFFICIENT TO PROVIDE LARGE-SCALE OR CRITICAL PUBLIC
GOODS, AS IT REMAINS SUSCEPTIBLE TO THE FREE-RIDER PROBLEM.

MARKET-BASED SOLUTIONS AND HYBRID MODELS

ECONOMISTS HAVE ALSO EXPLORED MARKET-BASED SOLUTIONS AND HYBRID MODELS THAT ATTEMPT TO LEVERAGE MARKET
PRINCIPLES WHILE ADDRESSING THE SPECIFIC CHALLENGES OF PUBLIC GOODS. THIS CAN INCLUDE MECHANISMS LIKE CAP-AND-
TRADE SYSTEMS FOR ENVIRONMENTAL EXTERNALITIES, WHERE TRADABLE PERMITS CREATE A MARKET FOR POLLUTION REDUCTION.
PUBLIC-PRIVATE PARTNERSHIPS CAN ALSO BE EMPLOYED, WHERE GOVERNMENTS COLLABORATE WITH PRIVATE ENTITIES TO
FINANCE, BUILD, AND OPERATE PUBLIC GOODS. THESE HYBRID APPROACHES AIM TO HARNESS THE EFFICIENCY OF MARKETS AND
PRIVATE SECTOR INNOVATION WHILE INCORPORATING ELEMENTS OF PUBLIC OVERSIGHT AND SOCIAL WELFARE CONSIDERATIONS
TO ENSURE MORE COMPREHENSIVE PROVISION OF PUBLIC GOODS.

FAQ

QI How poes THE COASE THEOREM EXPLAIN THE PROVISION OF PUBLIC GOODS
WITHOUT GOVERNMENT INTERVENTION?

A: THE COASE THEOREM SUGGESTS THAT IF PROPERTY RIGHTS ARE WELL-DEFINED AND TRANSACTION COSTS ARE ZERO,
PRIVATE PARTIES CAN NEGOTIATE AMONGST THEMSELVES TO REACH AN EFFICIENT OUTCOME FOR PUBLIC GOODS, REGARDLESS OF
WHO INITIALLY HOLDS THE RIGHTS. THEY WILL BARGAIN UNTIL THE MARGINAL BENEFIT OF THE PUBLIC GOOD EQUALS ITS
MARGINAL COST, LEADING TO THE SOCIALLY OPTIMAL LEVEL OF PROVISION.



Q: WHAT ARE THE MAIN CHALLENGES IN APPLYING THE COASE THEOREM TO PUBLIC
GOODS?

A: THE PRIMARY CHALLENGES ARE THE EXISTENCE OF SIGNIFICANT TRANSACTION COSTS, THE DIFFICULTY IN DEFINING AND
ASSIGNING PROPERTY RIGHTS FOR NON-EXCLUDABLE GOODS, THE PROBLEM OF FREE-RIDING, AND THE COMPLEXITIES ARISING FROM
DEALING WITH A LARGE NUMBER OF INDIVIDUALS INVOLVED IN THE PROVISION OR CONSUMPTION OF PUBLIC GOODS.

Q: CAN THE CoASE THEOREM FULLY RESOLVE THE FREE-RIDER PROBLEM IN PUBLIC
GOODS PROVISION?

AN THEORY, YES, IF TRANSACTION COSTS ARE ZERO AND PROPERTY RIGHTS ARE PERFECTLY DEFINED. PRIVATE BARGAINING
COULD LEAD TO INDIVIDUALS PAYING FOR THE PUBLIC GOOD TO AVOID THE NEGATIVE EXTERNALITY OF ITS ABSENCE. HO\X/EVERI
IN PRACTICE, THE FREE-RIDER PROBLEM IS A MAJOR REASON WHY PRIVATE BARGAINING OFTEN FAILS TO EFFICIENTLY PROVIDE
PUBLIC GOODS.

Q: WHAT ROLE DO TRANSACTION COSTS PLAY IN THE COASE THEOREM'S
APPLICATION TO PUBLIC GOODS?

A: TRANSACTION COSTS ARE CRUCIAL. FOR PUBLIC GOODS, TRANSACTION COSTS, SUCH AS THE COST OF NEGOTIATION,
INFORMATION GATHERING, AND ENFORCEMENT, ARE OFTEN SO HIGH THAT PRIVATE BARGAINING BECOMES INFEASIBLE. THE THEOREM
ASSUMES THESE COSTS ARE ZERO, WHICH IS A STRONG ASSUMPTION RARELY MET IN REAL-WORLD SCENARIOS INVOLVING PUBLIC
GOODS.

Q: How DOES THE DEFINITION OF PROPERTY RIGHTS AFFECT THE COASIAN SOLUTION
FOR PUBLIC GOODS?

A: CLEARLY DEFINED AND ENFORCEABLE PROPERTY RIGHTS ARE FUNDAMENTAL TO THE COASE THEOREM. FOR PUBLIC GOODS,
AMBIGUITY IN PROPERTY RIGHTS (E.G., WHO OWNS CLEAN AIR> MAKES NEGOTIATION DIFFICULT. IF RIGHTS ARE CLEARLY
ASSIGNED, THOSE WHO VALUE THE PUBLIC GOOD CAN COMPENSATE THOSE WHO DON’T, OR VICE VERSA, TO REACH AN EFFICIENT
OUTCOME.

Q: WHY IS THE PROBLEM OF “LLARGE NUMBERS" A SIGNIFICANT LIMITATION FOR THE
CoAste THEOREM AND PUBLIC GOODS?

A: W/HEN A LARGE NUMBER OF PEOPLE ARE INVOLVED, THE COSTS OF NEGOTIATION, COORDINATION, AND REACHING CONSENSUS
BECOME PROHIBITIVELY HIGH. |T BECOMES IMPRACTICAL TO BARGAIN WITH EVERY INDIVIDUAL BENEFICIARY OR CONTRIBUTOR,
MAKING PRIVATE SOLUTIONS VIA NEGOTIATION UNWORKABLE FOR MOST PUBLIC GOODS.

Q: Does THE COASE THEOREM ADDRESS THE EQUITY IMPLICATIONS OF PUBLIC GOODS
PROVISION?

A: NO/ THE COASE THEOREM FOCUSES SOLELY ON ALLOCATIVE EFFICIENCY — MAXIMIZING TOTAL SOCIETAL WELFARE. |T DOES
NOT CONSIDER HOW THE BENEFITS AND COSTS OF ACHIEVING THAT EFFICIENCY ARE DISTRIBUTED AMONG INDIVIDUALS, MEANING A
COASIAN SOLUTION MIGHT BE EFFICIENT BUT INEQUITABLE.

Q: WHAT ARE SOME COMMON REAL-WORLD EXAMPLES WHERE THE COASE THEOREM'S
PRINCIPLES MIGHT BE LOOSELY APPLIED TO PUBLIC-LIKE GOODS?

A: WHILE PURE PUBLIC GOODS ARE DIFFICULT, THE PRINCIPLES CAN BE OBSERVED IN SMALLER-SCALE COMMUNITY PROJECTS OR
SHARED RESOURCES WHERE A SMALL GROUP CAN NEGOTIATE. FOR INSTANCE, A NEIGHBORHOOD AGREEING ON LANDSCAPING FOR



COMMON AREAS, OR A BUILDING'S RESIDENTS FUNDING SHARED AMENITIES, OFTEN INVOLVES PRIVATE NEGOTIATION TO RESOLVE
EXTERNALITIES RELATED TO SHARED SPACES.

Q: IF THE CoASE THEOREM DOESN'T ALWAYS WORK FOR PUBLIC GOODS ;, WHAT ARE
THE COMMON ALTERNATIVES?

A: COMMON ALTERNATIVES INCLUDE GOVERNMENT INTERVENTION THROUGH TAXATION AND DIRECT PROVISION OF PUBLIC
GOODS, VOLUNTARY CONTRIBUTIONS AND COMMUNITY INITIATIVES, AND HYBRID MODELS THAT COMBINE PUBLIC AND PRIVATE
SECTOR INVOLVEMENT, SUCH AS PUBLIC-PRIVATE PARTNERSHIPS.
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