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ON A CONCEPT OF NET FISCALITY 

Emil Dinga 

Abstract 

The paper revisits the concept of public goods from a logical perspective (based on sufficiency 
predicates) trying to build a new concept concerning the fiscality: the net fiscality, understood as 
difference between the tax paid and the public goods received, as exchange, by homogenous 
classes of taxpayers. In this end, a logical scheme to associate prices to the public goods is proposed 
and, based on it, the concept of net fiscality is gradually introduced, including a special algebraic 
function named „the capacity to absorb public goods”. In addition, four classes of public goods 
consumers are identified, and assessed from the point of view of fiscal behavior. Finally, the paper 
proposes some crucial features to be taken into consideration in order to characterize the demand 
for, and the supply of public goods. In fact, the paper put the conceptual and methodological bricks 
to build a more general Laffer curve based not on the gross fiscality (as the current case), but on our 
concept of net fiscality (such a paper is ongoing). 
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1. The public goods and their prices 

1.1. Question formulating 

In the first part of the paper, our interest is to deliver pairs of the form „  
 
   ”, where   

 
 stays for 

the public good „ ”, and    stays for the price of the public good „ ”. 

To form these pairs a logical analysis of the concept of public goods is required. Firstly, we will 
deliver a graphical scheme showing the „place” where the public goods are produced in the 
economy as a whole (figure 1). 

 

Figure 1. The emergence of the public goods 
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1.2. Sufficiency predicates of the concept of public goods 

We will say the public goods are those goods aimed to satisfy a given economic need (or, 
equivalently, a given economic demand1), and which are characterized by the following predicates 
of sufficiency: 

 are produced exclusively by the state2 (in fact, by a „fraction” of the state, namely the public 
sector, as we can see in the figure 1 above); 

 are distributed outside of the market: this doesn’t mean they have not monetary 
counterparts, but these counterparts have, at their turn, the following two features3: 

- are mediated (or, depersonalized4): they are not directly and punctually associated to 
the implied public goods; 

- are non-synchronized: they are not associated to the same time moment of delivering 
the public good; 

 are non-rival: consuming an unit of a public good by an individual doesn’t mean that unit 
become inaccessible for another individual (or, equivalently, doesn’t prevent the same 
individual to indefinitely repeat his consumption from the public good in the case5; 

 are unavoidable: no individual can choose do not consume a particular public good; in a 
certain sense, the consumption of the public goods is imperative (constitutes a necessity); 

 are completely fuzzy: the public goods are not punctually associated with the consumer, we 
cannot say if, who and how much has consumed from a certain public good6. 

1.3. Criteria to classify and classes of public goods 

Now, we will try to identify the criteria aimed to lead us to a general typology of the public goods. 
We propose the following criteria: 

a. the form criterion: according this criterion, there are: 

a.1.    
  : public goods of infrastructure nature 

a.1.1.     
  : natural environment infrastructure (example: forests to prevent or limit 

the global heating7);  

                                                           
1
 The public goods are „attached” to an open economy: both the demand and the supply of public goods are focused on 

the „interior” of the national economy (i.e. the public goods are neither exported, nor imported). 
2
 We don’t believe in the concept of corporative social responsibility (only two categories of economic subject can have 

social responsibility: the physical person and the state). The corporation (the organization, generally) has as economic 
behaviour a single criterion: the profit (even in the case they deliver some positive social externalities, they have also in 
„mind” the long term profit maximization). 
3
 To be mentioned that, concerning the private goods, the two features of the monetary counterpart are exactly 

opposed: a) they are immediately; b) they are synchronized with the real flows concerned (of course, the sale on credit 
doesn’t change the signification of the second feature here, because we have, in this last case, only a specific 
institutional mechanism, but not a non-synchronicity).  
4
 We find again, here, the well-known budgetary principle of the non-affecting the budgetary revenues (we will discuss 

the question later). 
5
 Another formulation of this sufficiency predicate could be: consumption of a public good doesn’t reduce the offer 

from that public good. 
6
 For example, it is possible that an individual be imposed to pay a public  good although he doesn’t consume at all from 

that public good (let’s consider an individual which never travel abroad, so he never consume consular services). 
7
 The forests absorb the greenhouse gas, that absorb, at its turn, the infrared (thermic) radiation of the Earth surface 

and, then, re-radiate it over the low height atmosphere and over the Earth surface, leading to a greenhouse effect of 
supplementary heating of the atmosphere. This public good (public investment activity) is known as LULUCF: Land Use, 
Land Use Change and Forestry (see here the Europe 2020 Strategy). 
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a.1.2.     
  : physical infrastructure (examples: bridges, roads, tubing, etc.); 

a.1.3.     
  : medical infrastructure (example: hospitals); 

a.1.4. (   
 ): intellectual infrastructure (example: schools); 

a.1.5.     
  : social infrastructure (examples: kindergartens, homes for the elderly, etc.); 

a.1.6.     
  : institutional infrastructure (example: administrative systems). 

a.2.    
  : public goods of quality of life nature 

a.2.1.     
  : territorial national security (example: military national defense); 

a.2.2.     
  : food security (examples: irrigation systems, public acquisitions  of 

agricultural products); 

a.2.3.     
  : energy security (example: hydropower systems); 

a.2.4.     
  : life and individual security (example: public order systems and 

mechanisms); 

a.2.5.     
  : justice security (example: juridical systems and mechanisms); 

a.2.6.     
  : social participation security (example: the election norms and procedures). 

b. the destination criterion: according to this criterion, we have: 

b.1.     
  : public goods aimed to generate positive externalities8 

b.2.     
 

 : public goods aimed to off-set the negative externalities9 

c. the temporal criterion: according to this criterion, we have: 

c.1.    
  : permanent public goods 

c.2.    
  : singular public goods 

c.3.    
  : cyclical public goods 

The three criteria can be combined to obtain a general typology of the public goods (table 1): 

 b c 

b.1. b.2. c.1. c.2. c.3. 

a 

a.1. 

a.1.1.      

a.1.2.      

a.1.3.      

a.1.4.      

a.1.5.      

a.1.6.      

a.2. 

a.2.1.      

a.2.2.      

a.2.3.      

a.2.4.      

a.2.5.      

a.2.6.      

Table 1. The general typology of the public goods 

                                                           
8
 The public positive externalities are the so-called the genuine public goods. 

9
 A very present and important negative externality is the market failure. 
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1.4. The prices of the economic goods 

As generally accepted, the national economic system contains two main components: a) the real 
economy (that has, as output, flows of goods and services susceptible to directly get into 
consumption, either final, or intermediary), and b) the nominal economy (that has, as output, 
monetary flows susceptible to indirectly get into consumption, either final, or intermediary). In 
addition to the two mentioned economic flows – real, respectively, nominal – the economic 
transactions imply also a third economic flow which we will denominate financial flows. The 
financial flows are monetary flows which are just counterparts to the real flows. The correlations 
among the three economic flows are shown in figure 2: 

 

 

Figure 2. Basic correlations among real, financial, and nominal economic flows 

Based on these correlations, now will be identified the pairs „real flows – financial flows”, as well as 
the pairs „nominal flows – nominal flows” that operate within the economy. This way we then can 
associate prices to the goods and services. Or proposal for the mentioned pairs is showed in tables 
2, and 3): 

Real flows Correspondent financial flows  

Specification Description  Specification Description  

PRIVATE GOODS AND SERVICES MARKET 

fixed 
(personalized) 

good 

tangible result of the market sector 
(private or of the state sector) 

nominal price
10

   
monetary expression of the socially 
recognized (i.e., through the market) 
utility  

fixed 
(personalized) 

service  

intangible result of the market sector 
(private or of the state sector) 

nominal tariff
11

  

PUBLIC GOODS AND SERVICES MARKET 

fuzzy good
12

 tangible result of the public sector direct tax 

mandatory money collecting, in the 
name of the state, at the state 
disposable, based on the state 
discretionary establishing, having a 
definitive and non-reimbursable 
character 

fuzzy service intangible result of the public sector indirect tax
13

 
monetary expression of the „dividend” 
required by the state as consequence 

                                                           
10

 The nominal prices also include the associated indirect taxes. 
11

 The nominal tariffs also include the associated indirect taxes. 
12

 By fuzzy character of the public good we understand the outcome that verify the sufficiency predicate of the non-
rivalry:  the public good isn’t individually consumed (as the private one is), but collectively. 
13

 They are just the indirect taxes included into the nominal prices and tariffs of the private goods and services. 
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of its regulating role, and of its 
function to ensure the law as well 

fixed 
(personalized) 

service
14

 
tariff 

monetary expression of the public 
service cost, discretionarily established 
by the public administration 

LABOUR MARKET 

fixed 
(personalized) 

service 

spending time, physical and 
psychological energy, competence 
and responsibility, by the labor force 
owner 

nominal wage 

monetary expression of the socially 
recognized utility (through the 
market

15
), and, in some cases

16
, 

imposed by the public administration 
(administrative norms)  

Table 2. Pairs „real flows – financial flows” 

Real flows Correspondent nominal flows  

Specification Description  Specification Description  

MONETARY MARKET 

bank loan 

reimbursable monetary amount, 
given by a commercial bank to a 
physical or to a legal person, for an 
established period of time 

active interest 
monetary amount representing the 
opportunity cost of the bank loan  

bank deposit 

reimbursable monetary amount, 
given by physical or by a legal person 
to a commercial bank, for an 
established period of time 

passive interest 
monetary amount representing the 
opportunity cost of the bank deposit  

insurance  
monetary amount representing a 
market assessment of a potential 
loss 

premium  
monetary amount representing the 
insurance adjustment with the 
probability of loss 

FINANCIAL (CAPITAL) MARKET 

share 

a value title, signifying a part of the 
property right on the capital (the 
right of possession, and the right of 
disposition only)

17
, delivered with 

definitive character, but without the 
dismemberment of the involved 
capital 

nominal price 
transaction value, discretionarily 
established by issuer 

bond 

form of direct (non-banking) borrow, 
by issuing a value title, accompanied 
by a redemption engagement, at  an 
established term

18
 

nominal price 
transaction value, discretionarily 
established by issuer 

Table 3. Pairs „nominal flows – nominal flows” 

 

 

                                                           
14

 Example: delivering of an authorization. 
15

 The trade unions (of the employees, as well as of employers), lead to an important impact of the  ratio of negotiating 
forces between the two categories of trade unions on the ratio demand-supply of labour, so on the equilibrium wage 
rate. 
16

 For example, the nominal wage rate within the public administration sector (i.e., public sector and the private domain 
of the state) is discretionarily established by the Government or by the Parliament. Even concerning the nominal wage 
rate within the private sector, in some cases, the public administration can establish minimal mandatory limits. 
17

 As it is known, the economic property verifies four sufficiency predicates: a) the right to possess (or the nominal 
property); b) the right to use; c) the right to benefit; d) the right to dispose. In the case of the share, only the (a) and the 
(d) rights are sold. 
18

 With a general notion, issuing a bond is a repo (repurchase agreement) operation: a selling accompanied by an 
agreement of re-purchasing. Or, using the concepts of the financial market (capital market), is a spot selling, 
accompanied by a forward contract of purchasing. 
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1.5. The public goods „prices” 

Based on the above tables of the economic goods prices, we now can discuss the public goods 
prices. From the table 2 we learn the public goods are produced and delivered using the following 
monetary „sources”: 

1. indirect taxes, which are included into the nominal prices of the marketed (i.e., private as 
well as of the private domain of the state) goods and services, are paid to the public 
treasury; 

2. direct taxes – which are collected as such by the state, from the financial result of the 
economic actors, in the public treasury account, without any direct and fixed (personalized) 
counter-service; 

3. public tariffs – paid to the public treasury, versus a fixed (personalized) counter-service. 

Since the direct taxes resemble with the tariffs and, especially, since they address services in an 
individually (personalized) way of delivering by the public sector, we believe that public services 
must be considered as quasi-public services, or even pseudo-public services19. Consequently, our 
opinion is we have only two proper „prices” for the public goods (we will also include here the fuzzy 
public services): a) direct taxes, and b) indirect taxes. 

The direct taxes 

Are mandatory collections, at the state disposable, over the income or the wealth of the economic 
or financial community named taxpayers. These collections are non-reimbursable, they have a 
definitive character and they are paid by the taxpayers directly from their income. The income 
category taxed is the personal income20. The direct taxes are indirectly depending from the 
economic activity (i.e., through the personal income or through the wealth). 

The indirect taxes 

Are mandatory collections, at the state disposable, over the economic transactions. These 
collections are non-reimbursable, have a definitive character and are paid by the taxpayers from the 
price or the tariff received. The indirect taxes are directly depending from the economic activity 
(through the quantity and the price/tariff associated to economic transactions). 

Figure 3 shows the logic way of forming the public goods prices: 

 

                                                           
19

 A more radical opinion, towards we also have a strong propension, would be to consider the fixed (personalized) 
public services as part of the private domain of the state production, but not within the public sector. 
20

 The personal income is the national income (i.e., the national net product expressed in the factors cost) from which 
the firm (organization) income was subtracted.  
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Figure 3. Forming of the public goods „prices” mechanism 

2. The concept of net fiscality 

2.1. Question formulating 

As it is very well known, the public goods are aimed to satisfy specific but common needs of citizens 
of a state, and the price paid for these public goods is represented by the tax. The tax payment 
associated with the public goods constitutes the basis of the concept of gross tax. A new question 
arises here, that is, if the taxpayer who have paid a tax receives back a public good that is equivalent 
(or congruent) with the monetary value of the paid tax21. The answer is obvious negative, because 
at least two reasons: a) public good delivering requires some activities that are paid also from the 
collected taxes, but these expenditures are not present, as money value, in the public good 
consumed eventually by the taxpayer22; b) a part of the public activities financed from the taxes 
don’t appear in the monetary value of the final public goods. In other words, it seems the taxpayer 
receives, in exchange for the paid tax, less than the paid tax monetary equivalent. This means we 

can talk about a „return” rate of the tax. So, if we note with   
 
 the tax of type „j” paid at the time 

„i”, with     
 
 the rate of „return” of the tax   

 
 under the form of the public good    

  
 (where „k” 

means the type of the public good delivered), then we can write: 

                                                           
21

 Of course, a specific question could be put here, namely the question of the monetary flow nature of the tax, from 
the taxpayer to the public budget (in a first instance), as well as, then, of the public goods flow from the public budget 
to the taxpayer (in a second instance). In our opinion, the tax flow is of a financial nature, but not of a nominal nature 
one. In other words, the tax must be seen as a monetary counterpart to a real flow (doesn’t matter the implied real flow 
isn’t a private good – i.e., which come through the market –, but it is a public one – i.e. which doesn’t use the market). 
22

 Without taking into consideration the fact that some public goods (for example, the defence of the state military 
security, or the defence of the public order) cannot be easily quantified by the monetary values of the associated public 
positive externalities. 
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∑     
  
 

  
   

  
 

 

As well, if we note with    
 
 the net fiscality associated to the tax   at the time  , then we have23: 

   
 
       

 
 

  
 
 ∑     

  
 

  
   

  
 

 

The identity (conservative) equation will be:  

    
 
    

 
   

So, by net fiscality we will understand the difference between the paid tax and the monetary value 
of the public goods from which the taxpayer benefits24. 

As above formulated, the concept of net fiscality still has some conceptual and methodological 
ambiguities which we now will try to eliminate. We will consider the following issues: 

(1) taking into consideration the budgetary principle of the public revenues non-affectation, 
one cannot identify the quantum in which every tax paid by the medium taxpayer to the 
public budget will contribute to produce and deliver a fixed public good; so, the algebraic 
way to calculate the rate of tax return (i.e., the rate of net fiscality) must be revisited: (both 
mathematically, and economically): 

     
∑ ∑ (   

  
)

  
   

  
   

∑  
 
   

   

.  

respectively: 

           
∑   

 
 ∑ ∑ (   

  
)

  
   

  
   

  
   

∑  
 
   

   

. 

(2) taking into consideration that different taxpayers benefit differently from the public goods 
delivered by the state, the rate of tax return (so, the net fiscality) is different for different 
taxpayers. So, we need to find methodological ways and instrumental tools to discern 
among the different rates of tax return. If we note with „c” the class „c” of taxpayers, then 
we can write:  

        
∑ ∑    

  
   

  
   

  
   

∑  
 
   

   
   

. 

respectively: 
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. 

 

 

                                                           
23

 To be noted that both the net fiscality and the rate of total tax return are exclusively correlated with the taxpayer 
(because they are quantities related to the total paid tax). 
24

 Of course, we have here a concept that is calculated as an average indicator (like the average consumption in the 
Keynesian theory). More advances in the analysis will identify also other algebraic ways to calculate the economic 
indicators attached to the concept of net fiscality. 
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2.2. Classes of public goods consumers 

The key issue of the net fiscality is to classify the consumers of public goods. So, within every such 
homogeneous class of taxpayers will be possible to accurately establish the degree in which every 
class of taxpayers receives public goods in exchange of the taxes they pay to the state. 

To solve this question, firstly we need a criterion to classify the taxpayers based on the concept of 
net fiscality, so from the perspective of the rate of tax return. We propose this criterion be the 
difference between the total taxes paid and the value of the public goods received. 

Based on the proposed criterion, we think the following classes of beneficiaries from the public 
goods can be withdrawn:  

a. beneficiaries which don’t pay any taxes: the beneficiaries which, according to the Fiscal 
Code, aren’t eligible as taxpayers no matter the reason: let’s note this class of beneficiaries 
from public goods with  ; 

b. beneficiaries which are net beneficiaries from the public goods: beneficiaries which pay a 
total amount of taxes25 lesser than the average monetary amount of the public goods 
consumed: let’s note this class of beneficiaries from public goods with  ; 

c. beneficiaries which pay a total amount of taxes equal with the average monetary amount of 
the public goods consumed: let’s note this class of beneficiaries from public goods with  ; 

d. beneficiaries which are net contributors in financing the public goods production and 
distribution: they pay a total amount of taxes greater than average monetary amount of the 
public goods consumed: let’s note this class of beneficiaries from public goods with  . 

According the above definitions, for the classes of beneficiaries   and   the net fiscality will be 
negative (the rate of tax return is greater than 1), for the   the net fiscality will be positive, and for 
the class   the net fiscality will be null. Figure 4 synoptically shows these conclusions:  

 

Figure 4. The four classes of beneficiaries from the public goods 

There is an extremely difficult question here: if the direct component of the total amount of taxes 
paid can be easily quantified, how could be quantified the indirect component of total taxes?26  

                                                           
25

 By total tax we understand the sum of the proper taxes paid by a class of beneficiaries from public goods. By proper 
tax we understand a tax that verifies the budgetary principle of public revenues non-affectation. 
26

 The direct component of the total amount of taxes is referring the direct taxes (income tax, profit tax etc.), and the 
indirect component of the total amount of taxes is referring the indirect taxes (VAT, customs tax etc.). 
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Our proposal is the following: since the indirect component of total taxes is included in the price of 
goods and services consumed, we can consider as base for calculation of this indirect component 
just the total value of the market consumption of the beneficiary; to this base we will apply the 
indirect tax rate. 

So, all analytical formulas above established must be adjusted with this indirect component of 
taxation. This effect could be named effect of multiplication of the direct taxation, generated by the 
indirect taxation. Such a calculus (for example, on the case of the profit) could be built as in Annex. 

2.3. The net fiscality by class of beneficiaries 

The question of some „distributional keys” of the public goods to the consumers is now arising. In 
other words, we need to calculate the rate of tax return for each class of beneficiaries. We have 
before seen there are four distinctive classes of beneficiaries of public goods:      , and  . Let’s 
take a short qualitative analysis of them27. 

 For class   

The class   contains those beneficiaries which don’t pay taxes at all. We will consider the eligibility 
criterion here is delivered by a certain threshold of the personal income28. If this threshold is not 
reached, then the beneficiaries of class   don’t pay taxes. Thought, they consume public goods. So, 
for this class of beneficiaries, the rate of tax return is, in algebraic terms,  . Since an infinite value 
cannot be algebraic manipulated, we will consider the rate of tax return having the value 229. 

 For class   

The class   contains those beneficiaries which are eligible as taxpayers, but the value of total 
amount of taxes paid is less than the value of the consumed public goods. This means they reach 
also a negative net fiscality, but, by contrast with the   class, its algebraic value is less than 1. 

 For class   

The class   contains those beneficiaries which are eligible as taxpayers, but the value of total 
amount of taxes is equal with the value of consumed public goods. This means they have a null net 
fiscality associated. 

 For class   

The class   contains those beneficiaries which are eligible as taxpayers, but the value of total 
amount of taxes is greater than the value of the consumed public goods. This means they are 
charged with a positive net fiscality, but also with an algebraic value less than 1. 

The table 4 indicates the algebraic values above suggested: 

 

 
                                                           
27

 One can require an extra-class of beneficiaries: those which are taxpayers, but don’t consume any public goods. 
According the sufficiency predicate of the public goods, above mentioned, namely „the public goods are unavoidable”, 
such an extra-class is impossible.  
28

 To be noted that the public goods distribution is strongly correlated just with the personal income, but not with the 
corporative profit. For example, for the shareholders case, we will consider as key of distribution (and consumption) of 
public goods just the income received as dividends, but not the profit obtained by the organization that issued the held 
shares. 
29

 The reason is as followings:  if the value of public goods is equal with the value of total tax, the rate of tax return is 1. 
Since the sum of the rate of tax return and the net fiscality is 1, that means the net fiscality is null. In the case of 
beneficiaries of class  , which don’t pay taxes, if we consider the rate of tax return is 2, we can obtain the net fiscality is 
-1, that clearly indicates that class is simply a 100% annuitant of the state. So, this algebraic convention (i.e., to consider 
the rate of tax return as 2) allows a coherent and unitary treatment of all classes of beneficiaries from public goods. 
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Class of beneficiaries Rate of tax return Net fiscality 

                      
                          
                     
                       1 

Table 4. The net fiscality by generic classes of beneficiaries from public goods 

2.4. The function of public goods absorption 

This is the most difficult question. In fact, we need to identify „the part” of public goods that is 
inevitable consumed by every class of beneficiaries. In other words, we need to find a „key” (or a 
vector of keys) of the distribution of public goods to the classes of beneficiaries. So, the question is: 
how much can consume a given class of beneficiaries from the public goods? 

Maybe some preliminary considerations could be of usefulness: 

 as we already have stated, if a fixed beneficiary consumes a public good, every other 
beneficiary has, at his or her disposition, the same quantity of the given public good; 

 the „capacity to absorb public goods” (let’s note this with  ) could be a function of the 
disposable income ( i.e., what remains from the personal income after paying the direct tax) 
of the beneficiary (let’s note the disposable income with   ). From here we find the 
followings: the disposable income influence un-uniformly the capacity to absorb public 
goods: that is, in a way under a certain threshold of the disposable income, and in other way 
over this threshold. The explanations is: under a threshold, be it noted with   

  and named 
as „public goods absorption switching threshold”, the public goods absorption is great and in 
an accelerate decreasing; over this threshold, the public good absorption is in an decelerate 
growing (figure 5 shows the non-linear version, figure 6 shows the linear simplified version30, 
and figure 7 shows the linear semi-simplified version31). In our opinion, the numerical value 
of the threshold is delivered by the amount of the personal income at which the taxpayer 
becomes eligible as such. With    is noted the concept of „incompressible32  public goods 
absorption” that means it is mandatory to consume public goods at least at this value (that 
is, it is impossible do not consume at least at this value). 

                                                           
30

 The cost of simplification (passing from the non-linear to the linear version) is the loss of the inflexions points (that 
express the changes in the acceleration) but, for the moment, this cost is acceptable. 
31

 In this version the inflexions points are preserved.  
32

 The incompressible absorption of public goods means the quantity of public goods that is necessarily (in the logic 
sense of the term necessarily, that is, mandatory) consumed.  
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Figure 5. The public goods absorption dependence from the disposable income (the non-linear case) 

 

Figure 6. The public goods absorption depending from the disposable income (the linear simplified case) 

 

Figure 7. The public goods absorption depending from the disposable income (the linear semi-simplified case) 
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For the simplified and semi-simplified versions of the capacity to absorb public goods is relatively 
easy to find the analytical form of the function        , but, for the non-linear (i.e., general) 
case, an empirical study is required. For example, in the case of semi-linear version we can write: 
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Nota bene 1: Our intuition is the relationship among the slopes implied in the above reasoning is33: 

|  |  |  |  |  |  |  | 

Now, based on the function         we can calculate the rate of tax return, respectively the net 
fiscality: 
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respectively: 

                 
∑    

   

   
    ∑ ∑       

     
  
   

  

   

∑    
   

   
   

 

where    means total taxes paid. 

According the class of beneficiaries considered, the formal expression of   would be personalized. 

2.5. Some considerations concerning the demand and supply for/of public goods 

Taking into account the sufficiency predicates of the public goods, above discussed, we will admit as 
hypothesis, the necessary equality between the demand and the supply of public goods34. Let’s 
shortly discuss the two concepts. 

 

                                                           
33

 We have here, of course, a conjecture only. It is possible that question be not of theoretical issue, but an empirical 
one. 
34

 However, we make here also some comments to the over-supply (excess of supply) or to the over-demand (excess of 
demand) concerning the public goods, in some well-defined circumstances.  
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(a) Demand for public goods 

In our opinion, the demand for public goods have some features, related to the demand for goods 
generally: 

a.1. the effective demand is identical with the potential demand. In other words, the 
purchasing power of the consumer doesn’t matter. This means, no matter the capacity and 
willingness to pay taxes (both, direct taxes, from the personal income, and indirect taxes, through 
the common consumption), the beneficiary has the same demand for public goods35; 

a.2. the demand for public goods is identical with the consumption from public goods. In 
other words, once the demand for public goods expressed, at the same moment and at the same 
size, the public goods concerned are also consumed36; 

a.3. in the field of „transactions” with public goods, there are not goods of intermediate 
consumption, but goods of final consumption only. In other words, the public goods cannot be 
stored in order to be consumed later. From this point of view, the public goods seem to be instead 
services rather goods37. 

(b) Supply of public goods 

The specialty literature doesn’t treat this issue from the analytical point of view. The only reference 
to this issue is correlated with the typology of the budgetary expenditures: economic expenditures 
(that create multiplication effects in the real economy), and b) non-economic expenditures (that 
don’t generate multiplication effects). In this context, it seems the economic budgetary 
expenditures could constitute the base for public goods production. However, this classification 
criterion is pretty ambiguous and, finally, it could be kept only if is accepted they directly generate 
multiplication effects within the real economy (otherwise, any budgetary expenditure creates 
multiplication effects, but not directly).  

What can we say about the conditions in which a budgetary expenditure becomes a supply of public 
goods? We believe the following sufficiency predicates ensure a budgetary expenditure is of a 
public good nature: 

 the budgetary expenditure generates a positive externality38; 

 the budgetary expenditure is proximal related to the beneficiary; this means the positive 
externality concerned is directly39 accessible (without intermediate chains); 

                                                           
35

 Remember here the class   of beneficiaries, which aren’t eligible as taxpayers, but which, however, consume public 
goods. 
36

 Logically, we would say the consumption generates the demand, in a contrary way in which, in the case of the 
common goods, the demand (more precise, the effective demand) generates the consumption. 
37

 As it is accepted, the fundamental distinction between goods and services is considered to be the temporal 
coincidence vs non-coincidence between the production moment and the consumption moment: if the two moment 
are coincident, we have services, and if the two moment are not coincident, then we have goods (it seems, however, be 
a notable exception: the electric energy is considered to be a good, although the two moments – of production, and of 
consumption – are coincident).  
38

 We remember the concept of the externality: an effect generated by a social actor and charged on other social actor, 
without the last had previously delivered his or her agreement for that charge (by nominal acceptance, monetary 
counterpart required etc.).  
39

 Directly accessibility doesn’t mean immediate accessibility under the temporal aspect, but means immediate 
accessibility under the procedural aspect. So, could there are temporal lags between making the budgetary expenditure 
and taking over the advantage associated, but couldn’t there is a procedure to intermediate the access to the 
mentioned advantage. 
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 the budgetary expenditure creates effects non-locally (at limits, non-individually); this 
means the budgetary expenditure concerned must be evaluated based on its generality of 
the effects. 

Based on this concept of the budgetary expenditure that is equivalent with a public good producing, 
we now can discuss more on the supply of public goods: 

(1) the supply of public goods is perfectly rigid40; this means the government will operate 
changes in the public goods supply exclusively based on its proper reasons, without any 
connection with the macroeconomic variables. For example, from this conclusion could 
be derived a principle of „austerity policy” that would sound as: „the budgetary 
expenditures cutting mustn’t reduce the public goods supply”41. In addition, we can 
conclude that the increasing of the budgetary deficit is acceptable if it is generated by 
the increasing of the public goods supply42 (figure 8). 

 

Figure 8. The rigidity of the relationship between the budgetary expenditures and the public goods production 

(2) the production of public goods appears as flows only (that is, there are not stocks of 
public goods); this means the public goods are, as was been mentioned before, services 
rather proper goods. We can conclude that the production of public goods is coincident 
with their consumption. Even more, it seems that the consumption of public goods is 
triggered by the production (that is, by the supply) of public goods; we have here a nice 
example where the supply is creating its own demand43. 

Nota bene 2: It is of utility to discuss here the necessary distinction between the positive 
externalities and the public goods. Many analysts believe the two concepts are equivalent (so, are 

                                                           
40

 The rigidity of the public goods supply has the same generality and intensity with the rigidity of the money supply of 
the central bank. In our opinion, the public goods supply (from the government side) is the necessary pendant of the 
money supply (from the central bank side). This analogy is the stronger argument to implement the fiscal-monetary 
policy mix in the macroeconomic adjustment.  
41

 This implies, of course, we have non-ambiguous criteria to discern between the budgetary expenditure and the public 
good. 
42

 To be mentioned that, theoretically, an increasing of the budgetary expenditures aimed to increase the public goods 
supply should not be constraint by indicating the financing source for this increasing.  
43

 This „economic law”, delivered by Jean Baptiste Say, is based on the equivalence between the current revenue and 
the consumption. Keynes will show that equivalence doesn’t exist because the propensity to saving a part from the 
current revenue.  
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identical from the point of view of signification, having the same denotation). But we think there 
are some differences here:  a) any public good is a positive externality (indeed, a public good 
verifies the definition of the positive externality – it is an effect generate by another social actor 
than the beneficiary; the beneficiary was not been asked about this; the effect is of advantage 
nature); b) not any positive externality is a public good: there are positive externalities that don’t 
verify the  sufficiency predicates of a public good (for example, a public hospital, don’t verify the 
predicate of non-rivalry, because any bed distributed to a patient cannot be anymore distributed, at 
the same moment, to another patient (figure 9).  

 

Figure 9. The semantic relationship between the externalities and the public goods 

Nota bene 3: Could a budgetary expenditure generate a negative externality? For example, let’s 
suppose a new fiscal control department is built within the Ministry of Finance. Some of taxpayers 
which are tax escapists will appreciate this as a disadvantage, so they believe the new institutions is 
of negative externality nature. However, for the society as a whole, the new fiscal control 
department will generate more public revenues, so, more positive externalities and even more 
public goods delivered. So, we can identify here a necessary predicate of an externality: it must be 
judged in a non-local mode, because it doesn’t allow contextual, but general assessments.  

Nota bene 4: Could an excess or a deficit of the demand or of the supply of public goods exist? Our 
opinion contains the following considerations: a) never could exist excess of demand for public 
goods, because the price of the public goods are discretionarily established by the state (the tax 
regime), but not by the common market; as consequence, this price cannot fluctuate and adjust44 
by itself; b) instead, an excess of supply of public goods is possible to arise. This over-supply is 
completely undesirable because it implies an extra and useless cost (taxes) for the taxpayers (in 
addition the cost of the extra public goods could have a less effect than the same cost used by the 
private sector for investment instead of to pay the extra tax required). However, generally, an extra-
supply of public goods is scarce and has a small size and a short duration as well. 
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 This view must be correlated with the previous mentioned according which, in the case of public goods, the effective 
demand is monetarily equivalent with the potential demand. 
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Annex 

Deriving the effect of multiplication of the direct taxation 

 

 Notations: 

   : indirect tax rate „j” 

   : direct tax rate „k” 

  : nominal transaction price without the indirect tax 

  ̅: nominal transaction price including the indirect tax 

  : the cost associated to the nominal transaction price without the indirect tax 

  : profit marge 

   : the rate of profit marge related to the nominal transaction price 

   
 : the direct tax „k” 

     : the multiplier of the direct taxation „k” generated by the indirect taxation „j” 

   : ratio of the indirect tax rate „j” related to the profit rate 

 Calculus: 
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