
Preface 

Contents 

§ 1 Introduction 1 

§ 2 Theoretical foundations of allocation policy 3 

1. 3enefit-cost analysis and consumer surplus 3 

1.1 An empirically applicable welfare basis for public 
enterprise policy 3 

1.2 Different kinds of consumer surplus reconsidered 11 

2. Partial versus general microeconomic analysis 19 

3. The quantitative importance of allocative efficiency 21 

§ 3 Marginal-cost pricing 25 

1. Economic interpretation of marginal-cost pricing 25 

2. Joint production, quality differentiation and peak-
load pricing 31 

3. Zerotariffs as a special concept for allocation 34 

4. Regulating marginal-cost prices 36 

4.1 Theoretical background 35 

4.2 The problem of cross-subsidization 39 

4.3 Problems of practical application of marginal-cost 
prices 39 

4.4 The British experiences 41 

5. Consequences for allocation, distribution and stabili­
zation 44 

§ 4 Welfare maximization under a revenue-cost constraint 47 

1. Nonlinear and nonuniform pricing 47 

1.1 In search of an optimal price schedule 47 

1.2 Nonuniform pricing 48 

2. Uniform pricing à la Ramsey 52 



VI 

3. On the opportunity costs of financing deficits 58 

4. Regulating Ramsey prices 60 

4.1 Regulation by changing environment 61 

4.2 Regulation by fixing relevant variables in a given 
environment 62 

5. Economic consequences of Ramsey prices and of two-part 
tariffs 67 

5.1 Cross-subsidization 67 

5.2 Influence on allocation, distribution and stabili­
zation 69 

§ 5 Interdependencies with the private economy 71 

1. Interdependencies caused by producers 71 

1.1 A simple (graphical) example 73 

1.2 Welfare maximizing public enterprise with profit 
constrained private enterprises 73 

2. Interdependencies caused by consumers 82 

2.1 Congestion effects 83 

2.2 Capacity limits of public peak traffic 84 

2.3 Demand interdependencies and energy conservation 85 

§ 6 Non-allocational objectives 87 

1 . Description of different non-allocative objectives 89 

1.1 Maximizing a distributionally weighted consumer 
surplus 39 

1.2 Minimizing price indices 90 

1.3 Sales (revenue) maximization 92 

1.4 Output maximization 93 

2. The fundamental optimization problem 94 

3. Economic interpretation of the results 93 

3.1 Optimization approaches of the allocative basic 
structure gg 

3.2 Optimization approaches with distributional inter­
ference g g  

4. Some remarks on other non-allocational objectives 106 



VII 

§ 7 Public-good pricing 107 

1. Optimal prices for public goods 108 

2. Some remarks on the applicability of public-good 
pricing 109 

§ 8 Conclusion: Welfare economics, business economics, and 

political economics 113 

1. Business economics of public enterprises 113 

1.1 Comparing efficiency of public and private 
production 113 

1.2 Cost-axiomatic public pricing 115 

2. Political economics of public enterprises 118 

2.1 Public versus private supply 118 

2.2 The voting decision of a rational consumer 120 

2.3 The politician's decision 121 

Appendix Obtaining the Ramsey price structure from maximi­
zation of consumer surplus 124 

References 126 

Index 137 


