6. THE NASH-LINDAHL THEORY

Index
Sections, figures, notations, references

THE GENERAL PROBLEM

A SMALL GROUP OF TWO: THE INCENTIVES (PAYOFFS)

A LARGE GROUP OF N: THE COLLAPSE OF FREE COOPERATION

The emergence of the coercive power of government

THE CLASSICAL LINDAHL EQUILIBRIUM ARGUMENT

THE NASH-LINDAHL THEOREM WITH TWO AGENTS

Demand for G as a function of cost share and endowment

— Demand for G as a function of tax-price and endowment

— The proof

— A different graphical proof

6. GENERALIZING THE NASH-LINDAHL THEOREM

7. COOPERATION FAILURE. INDIVIDUAL FREEDOM, PERSONAL HONESTY, PUBLIC
COERCION

— Why don’t people don’t move from Nash to Lindahl? Binding agreements, preference
revelation, power

— Legal versus moral honesty

— The trade-off between individual freedom and social/public coercion

— Strategic versus moral behaviour

8. ENFORCED COOPERATION. POWER TO TAX AND THE PRINCIPLES OF TAX

BURDEN DISTRIBUTION: BENEFIT VERSUS ABILITY TO PAY

wnN e

o |

FIGURES

F6.1 Public goods: vertical summation. Small group

F6.1bis Private goods: horizontal summation

F6.2 Large group

F6.3 The Lindahl strategy: Pareto but no-equilibrium

F6.4 Derivation of ‘demand’ curves in the (G, S) space

F6.4bis Derivation of ‘demand’ curves in the (G, p) space

F6.5 The N-L theorem: 2 equal agents

F6.5bis The N-L theorem: 2 different agents

F6.6 Alternative proof of NS<LS, with 2 equal agents (Cesi-Gorini 2014)

F6.6bis As the group size increases the NS equilibrium G decreases. The case of 3 equal agents
(Cesi-Gorini 2014)

F6.7 Enforced cooperation. Lindahl shares and unanimity. Benefit versus ability to pay

NOTATIONS

BRF best reply function

IFA individual freedom of action
100%IFA maximal IFA
LG large group

LS Lindahl strategy

NLT Nash-Lindahl theorem
NMS Nozick minimal state
NS Nash strategy

NS no state

NWS night-watchman state
PG prisoners’ game



SG small group
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