


















































































































































Missing markets

• Externalities can be seen as inherently tied to absence of markets of 
certain comp mkts
• Missing market: point noted by Meade (1952) and extended by Arrow 

(1969)
• Comp mkt in this example (two consumers/producers) unrealistic 

(price taking)
• Most externalities involve many agents (multilateral externalities)
• Extension of missing market approach depends on public or private 

nature of goods















































































Conditions for Pareto optimality in public 
good





















































Public good remedies













Lindahl equilibrium








































