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f all the functions of the State, the one generally considere«
essential above all others'is national defense. According t
the popular ideal, national defense is a service provided b;
. the State to its citizens. This service entails protection from aggres
sors outside the State’s jurisdiction, usually foreign States. The mos
sophisticated theoretical justification for State provision of this ser
.vice is' the public-goods' argument. Economists have called man;
things public goods and then endlessly debated whether the labe
really applies, but national defense has remained the quintessentia
public good. Although rarely discussed in-detail, it is umversall
invoked as the classic representative of the public-goods- category

- As the publi¢-goods argument has been refined by economlsts twi
characterlstlcs dlstmgulsh a pure public good from a private good
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I wish to acknow]edge the invaluable assmtance of Wllhamson M. Evers, Joe Fuhrig

. and Don Lavoie in workmg out the themes of this paper and leading me to crucic

supporting references. Tyler Cowen, David Friedman; Marshall Fritz, M. L. Rantale
David Ramsay Steele, Richard H. Timberlake, Jr., David'J. Theroux, and Lawrence E
White all gave helpful comments on drafts. They do not necessarily share my conclusions
however, and I alone am respon51ble for any remaining errors. A version of this pape
was first delivered at the annual meeting of the Western Economic Association in Sa
Francisco in July, 1986. .

By “the State” I mean government. I use the two terms mterchangeably, unlik

many polltlcal scientists, who use the term the “State” either for what I am calling th

“nation,” the government plus its subjects, or for some vague intermediate entity whic
is less than the entire nation but more than just the government. I capitalize the wor
“State” to dlstmguish it-from constituent states within a federal system of governmen
like that of the United States.

Examples of economists treating national defense as the qu1ntessent1a] public goo
are so abundant as to be .almost not worth citing. Nevertheless, I shall mention a fev
Paul A. Samuelson, in hi§ once standard text, Economics, 10th ed., with Peter Temi
(New York: McGraw- -Hill, '1976), p. 159, refers to “national defense as an example pai
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The first is non-rival consumption. One customer’s consumption of
a marginal unit of the good or service does not preclude another’s
consumption of the same unit. For example, in an uncrowded
theater, two patrons’ enjoyment of the same movie is non-rival. The
second characteristic is non-excludability. The good. or service
cannot be provided to an individual customer without simulta-
neously providing it to others. The owner of a dam, for example,
cannot provide flood control separately to the individual farmers
residing downstream.’

Although these two characteristics frequently come in con-
junction with each other, they do not necessarily have to. The non-

excellence of public goods.” James M. Buchanan and Marilyn R. Flowers, The Public
Finances: An Introductory Textbook, 4th ed. (Homewood, Ill.: Richard D. Irwin, 1975), p.
27, state “[d]efense against external enemies seems to fall squarely within the collective
goods category.” John G. Head and Carl S. Shoup, “Public Goods, Private Goods, and
Ambiguous Goods,” Economic Journal 79 (September 1969) 567, speak of the “extreme
[pubhc good] cases, such asthat of national defense ..

Among the few attempts of economists to look in any detail at national defense .
as a public good are Earl A. Thompson, “Taxation and National Defense,” Journal of
Political Economy 82 (July/August 1974): 755-82, and R. Harrison Wagner, “National
Defense as a Collective Good” in Craig Liske, et al., William Loehr, and John
McCamant, eds., Comparative Public Policy: Issues, Theories, and Methods (New York:
John Wiley and Sons, 1975), pp. 199-221. Thompson’s article is a formal attempt to
find the most efficient tax structure for national defense, based on the assumption
that the need is a function of wealth, and has little in common with my approach. The
Wagner article is a utility function analysis of the demand for national defense, and
I will have occasion to mention it below.

After national defense, the lighthouse was probably economists’ favorite public
good, that is, until Ronald H. Coase, “The Lighthouse in Economics,” Journal of Law
and Economics 17 (October 1974): 357-76, demonstrated that historically lighthouses
had been privately provided. Despite his demonstration, economists have not com-
pletely abandoned this example.

2paul A. Samuelson’s two classic articles, “The Pure Theory of Public Expenditure,”
Review of Economics and Statistics 36 (November 1954): 387-89, and “Diagrammatic Expo-
sition of a Theory of Public Expenditure,” ibid. 37 (November 1955): 350-56, are generally
credited as being the first formal statements of modern public-goods theory. They, like all of
Samuelson’s articles that I shall cite, are reprinted in The Collected Scientific Papers
of Paul A. Samuelson, vol. 2, Joseph E. Stiglitz, ed. (Cambridge, Mass.: M. I. T. Press,
1966) or vol. 3, Robert C. Merton, ed. (Cambridge, Mass.: M. 1. T. Press, 1972).

Several economists, however, had anticipated Samuelson. Indeed, Adam Smith, in An
Inquiry into the Nature and Causes of the Wealth of Nations (1776; reprint, New York:
Random House, 1937), bk. 5, passim., particularly pp. 653-56, 681, presents a brief and
crude statement of public-goods theory, giving national defense as an example. The most
notable contributions of a largely neglected public-goods tradition among Continental
economists were finally collected, translated, and reprinted in Richard A. Musgrave and
Alan T. Peacock, eds., Classics in the Theory of Public Finance (London: Macmillan, 1958).
See particularly Knut Wicksell, “A New Principle of Just Taxation” (1896), pp. 72-118 and
Erik Lindahl, “Just Taxation—A Positive Solution” (1919), pp. 168-76. An English presen-
tation that pre-dated Samuelson’s was by Howard R. Bowen, in “The Interpretation of
Voting in the Allocation of Resources,” Quarterly Journal of Economics 58 (November
1943): 27-48, and Toward Social Economy (New York: Rinehart, 1948).
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excludability from the dam’s flood-control services is accompaniec
by non-rival consumption of the services among the various farmers
but the owner of a nearly empty theater can still exclude additiona
patrons. Yet, according to the public-goods argument, either charac
teristic alone causes “market failure”—that is, an allocation of re
sources that is less than Pareto optimal. Thus, either can be sufficien
to justify State intervention.

Much of the literature on public goods has conceded that, strictl
speaking, very few actual goods or services exhibit either of thes:
characteristics in their polar form. Instead, in the real world, wi
encounter a range of goods and services, for which the potentia
capacity and quality of non-rival consumption is increasing or fo

Important further developments in public-goods theory include Paul A. Samuelson
“Aspects of Public Expenditure Theories,” Review of Economics and Statistics 4!
(November 1958): 332-38; Richard A. Musgrave, The Theory of Public Finance: A Stud:
in Public Economy (New York: McGraw-Hill, 1959); and William J. Baumol, Welfar
Economics and the Theory of the State, 2nd ed. (Cambridge, Mass.: Harvard Universit,
-Press, 1965).

Samuelson’s initial presentation focused only upon non-rival consumption. Th
distinction between the two public-goods characteristics was not fully clarified unti
John G. Head, “Public Goods and Public Policy,” Public Finance 17 (1962): 197-21¢
reprinted with other of the author’s essays on the same subject in Head, Public Good
and Public Welfare (Durham, N.C.: Duke University Press, 1974), pp. 164-83. The firs
full text devoted to public goods was James M. Buchanan, The Demand and Supp!,
of Public Goods (Chicago: Rand McNally, 1968), which contains extensive biblic
graphic references to the previous literature. For a more recent summary of the stil
sometimes confusing concepts surrounding public goods, see Duncan Snidal, “Publi
Goods, Property Rights, and Political Organizations,” International Studies Quarterl,
23 (December 1979): 532-66.

The public-goods literature is terminologically over-endowed. “Public goods” ar
also called “collective goods” (Samuelson) and “social goods” (Musgrave). “Non-riva
consumption” is also called “joint consumption” (Musgrave), “joint demand” (Samuel
son), “joint supply” (Head), “indivisibility” (Buchanan), and “non-exhaustiveness
(Brubaker). Except for the fairly rare “non-marketability,” the variations for “non-ex
cludability”—*“non-exclusiveness” and “non-exclusivity”—at least maintain the sam
root, and although as I note below, “external economies” or “positive externalities” ar
related, they are still distinct enough to justify a separate term.

Harold Demsetz, “The Private Production of Public Goods,” Journal of Law an
Economics 13 (October 1970): 293-306, makes a distinction between the terms “publi
good” (a good or service exhibiting non-rival consumption) and “collective good” (a goo
or service exhibiting both non-rival consumption and non-excludability). Perhaps th
high-point in obscure public-goods terminology is reached in Carl S. Shoup, Publi
Finance (Chicago: Aldine, 1969), pp. 66-74, which labels goods with non-rival consumg
tion as “collective-consumption goods” and those with non-excludability as “group-con
sumption goods.” You can imagine how the poor reader must fare with only the hug
difference between “collective” and “group” to navigate him through Shoup's turgi
explanation. Despite all that, Shoup’s treatment is exemplary because he remains th
only economist, to my knowledge, not to classify national defense as a public gooc
Anticipating some of my argument, he puts it in a separate category altogethes
“preservation of the nation-state.”
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vhich the costs of exclusion are increasing.’ Indeed, some economists
1ave gone so far as to suggest that these characteristics are almost
1ever physically inherent in any good or service, but are rather nearly
ilways a consequence of choosing one out of many feasible methods
or producing the good or service.*

While I believe that this argument has much merit, I am not going
o challenge the validity, realism, or relevance of the public-goods
'oncept. On the contrary, I think that the core service within national
lefense captures the essence of a public good more fully than economists

30f the four possibilities that the two public-goods characteristics generate, econ-
mists have had the most difficult time identifying real-world examples of goods or
ervices that are non-excludable but nevertheless rival in consumption. Some attempts
nclude: use of a neighbors blossoms by the bees of competing bee-keepers; travel on
rowded freeways; extraction of oil from underground oil fields; and theft of automo-
iles. All of these examples, however, with the possible exception of the blossoms,
epresent goods or services that could be easily made excludable with a better definition
r protection of property rights.

Tyler Cowen, “Public Goods Definitions and Their Institutional Context: A Critique
f Public Goods Theory,” Review of Social Economy 43 (April 1985): 53-63, and Snidal,
Public Goods, Property Rights, and Political Organizations,” argue that non-exclud-
tbility logically implies non-rival consumption. Snidal, however, arrives at this conclu-
iion partially through a definitional sleight of hand. He invents a new term, “noncontrol
wer exclusion,” which he distinguishes from “nonexclusiveness.” The new term retains,
inder a slightly different name, an exclusion characteristic that can vary indepen-
lently of non-rival consumption, whereas the older term becomes synonymous by
lefinition with a public good exhibiting both characteristics.

Many of the early criticisms of Samuelson’s original public-goods articles zeroed in
in the polarity of his concept. For instance, see Stephen Enke, “More on the Misuse of
dathematics in Economics: A Rejoinder,” Review of Economics and Statistics 37 (May
.955): 131-33; Julius Margolis, “A Comment on the Pure Theory of Public Expenditure,”
bid. 37 (November 1955): 347-49; and Gerhard Colm, “Comments on Samuelson’s
“heory of Public Finance,” ibid. 38 (November 1956): 408-12. Samuelson, himself,
idmitted this feature in his second article, “Diagrammatic Exposition of a Theory of
>ublic Expenditure.”

The development of a more sophisticated approach can be traced through James
A. Buchanan and M. Z. Kafoglis, “A Note on Public Good Supply,” American Economic
teview 53 (January 1963): 403-14; Harold Demsetz, “The Exchange and Enforcement
if Property Rights,” Journal of Law and Economics 7 (October 1964): 11-26; Jora R.
dinasian, “Television Pricing and the Theory of Public Goods,” ibid. 7 (October 1964):
’1-80; R. N. McKean and Jora R. Minasian, “On Achieving Pareto Optimality—Regard-
ess of Cost,” Western Economic Journal 5 (December 1966): 14-23; Otto Davis and
\ndrew Winston, “On the Distinction Between Public and Private Goods,” American
7conomic Review 57 (Mary 1967): 360-73; E. J. Mishan, “The Relationship Between
loint Products, Collective Goods, and External Effects,” Journal of Political Economy
7 (May/June 1969): 329-48; and Head and Shoup, “Public Goods, Private Goods, and
\mbiguous Goods.”

4See Cowen, “Public Goods Definitions and Their Institutional Context”; Tom G.
>almer, “Infrastructure: Public or Private?” Policy Report 5 (May 1983): 1-5, 11; Murray
i. Rothbard, “The Myth of Neutral Taxation,” Cato Journal 1 (Fall 1981): 532-46; and
<enneth D. Goldin, “Equal Access vs. Selective Access: A Critique of Public Goods
Theory,” Public Choice 29 (Spring 1977): 53-71.

To some extent, this position was anticipated by Earl Brubaker, “Free Ride, Free
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have ever appreciated. But this essential feature, rather than provid
ing a solid justification for State provision of the service, offers on
of the most powerful ob_]ectlons to such provision.

National defense as it is provided by.the State_certainly exhibit
both public-good characteristics to a substantial extent. True, Ameri
cans in Alaska and Hawaii could very easily be excluded from th
United States government’s defense perimeter, and doing so migh
enhance the military value of at least United, States conventions
forces to Americans in the other 48 states. But in general, an add;
tional ICBM in the United States arsenal; insofar as it truly protect
one American, can simultaneously protect everyone else within th
country without-diminishing its protection. In that respect, consumg
tion of national defense is non-rival. Moreover, a technique that defend
just a single American from the Soviet State without necessarily defenc
ing his or her entire community and perhaps the entire nation is difficul
to visualize. That makes national defense non-excludable as well.

I am going to focus, however, only upon non-excludability.
consumption of a service is non-rival, but businessmen and entrepre
neurs can exclude those Who 'do not pay for it, then they still hav
strong incentives to provide the service. The most serious “marke
failure” that is alleged to .result is under-utilization of the service
Some people will be prevented from benefiting’ from the quantity ¢
the service that has been .produced, even though permitting them t
do so costs nothing. Furthermore, even this 1mperfect10n will d1ss
pate if the market permits discriminatory pr1c1ng '

On. the other hand, non-excludability cteates opportunltles fo
free riders, who will pay for.the service only if doing so is absolutel
necessary to receive it. From the perspective of economic self-inter
est, every potentlal customer has an in¢entive to try to be a free ride:
If enough of them act on this incentive, the service will not b
produced at all, or at least not in an optimal quantlty

Revelation, or Golden Rule,” Journal of Law and Economics 18'(Api‘il 1975): 147-6
Brubaker argues that what he calls “pre-contract excludability” allows the market i
many cases to overcome the. free-rider problem. “Pre-contract excludability” involve
contractually obligating recipients of the public good to pay on the condition that
specified number of other recipients pay. The entrepreneur does, not produce the publ
good until the requisite number of recipients agree to the contract.

) 51 have sllghtly simplified the alleged “market failure” from non-rival consumptio
with excludability. The quantity of the pub]lc good could also be non-optimal, althoug
economists have not yet determined in exactly which direction. To the extent th:
different’ competitors produce redundant quantities of the public good for thos
customers willing to pay the market price, there will be oGe’r production in addition f
under-utilization. To the extent that producers cannot capture the returns from thos
potential customers who would be willing to pay somethmg less than the market pric
there will be under- productlon ' .
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Another way to think about non-excludability is as a positive
externality in its purest form. Many goods and services generate
additional benefits for people other than those who directly consume
and pay for them. There is often no way for the producers of these
goods to charge those who receive these external benefits. A non-ex-
cludable good or service is one where the positive externalities are
not just an incidental by- product but rather constitute the major
benefit of the good or service.’

Clearly, the justification for State provision of natlonal defense
does not stem from any major concern that protection services would
be produced but under-utilized on the free market. Rather, it stems
from the assumption that, unless taxation or some other coercive levy
forces people to contribute, national defense would be inadequately
funded and therefore under-produced. It is this widely held but rarely
examined assumption that I wish to question.

These supposed problems have led some economists to identify non-rival consump-
tion with excludability as a special case of decreasing cost or of economies of scale. See
Samuelson, “Aspects of Public Expenditure Theory”; Head, “Public Goods and Public
Policy”; and Davis and Winston, “On the Distinction Between Public and Private
Goods.” This occasionally leads to the policy suggestion of providing such public goods
through legal monopolies rather than through State financing. However, Snidal,
“Public Goods, Property Rights, and Political Organizations,” strongly contests this
identification by making a sharp distinction between the marginal cost of producing
the good or service in the first place and the marginal cost of extending consumption
to additional consumers. This distinction is also found in Buchanan’s Demand and
Supply of Public Goods, pp. 186-87.

The definitive demonstration of the ability of the market, with discriminatory
pricing, to provide non-rival, excludable goods and services is Demsetz, “The Private
Production of Public Goods.” This possibility first became dimly appreciated when Carl
S. Shoup, “Public Goods and Joint Production,” Rivista internazionale di scienze
economiche e commerciali 12 (1965): 254-64, and James M. Buchanan, “Joint Supply,
Externality, and Optimality,” Economica (November 1966): 404-15, noticed the analogy
between non-rival consumption and the Marshallian concept of joint production, e.g.,
mutton and wool from a common unit of sheep. Paul A. Samuelson, “Contrast Between
Welfare Conditions for Joint Supply and for Public Goods,” Review of Economics and
Statistics 51 (February 1969): 26-30, unpersuasively disputed the import of this
analogy. Earl A. Thompson, “The Perfectly Competitive Production of Collective Goods,”
ibid. 50 (February 1968): 1-12, admitted that discriminatory pricing was possible on
the market, but with a faulty model tried to show that the result was over-production
of the public good. -

John G. Head concludes that the major justification for government intervention,
not just in the case of national defense, but in the case of all public goods, “will be found
to derive fundamentally from the non-excludability elements rather than from gener-
alized joint supply problems.” See “Public Goods: The Polar Case,” in Richard M. Bird
and John G. Head, eds., Modern Fiscal Issues: Essays in Honour of Carl S. Shoup
(Toronto: University of Toronto Press, 1972), p. 16.

8Samuelson, in a later article, “Pure Theory of Public Expenditure and Taxation,”
inJ. Margolis and H. Guitton, eds., Public Economics: An Analysis of Public Production
and Consumption and their Relations to the Private Sectors (London: Macmillan, 1969),
pp. 98-123, advanced an astonishing revised definition of public goods: “A public good
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I

Before 1 directly address the public-goods justification for State
provision of national defense, we must clarify the meaning of the term
“national defense.” The public-goods justification rests upon a funda-
mental equivocation over exactly what service “national defense”
entails.

When economists discuss national defense, the core service they
usually have in mind, explicitly or implicitly, is protection of people’s
lives, property, and liberty from foreign aggressors. This also appears
to be what people have in mind when they fear foreign conquest,
particularly in the case of the American fear of Soviet conquest.
People throughout the world apparently believe that their own gov-
ernment, no matter how disagreeable, defends them from foreign
governments, which they think would be even more oppressive.

This defense of the people is not synonymous with another service
that goes under the same “national defense” label: protection of the
State itself and its territorial integrity. Logically, there is no neces-
sary relationship between the two. The defense of the people and the
defense of the State are conceptually distinct. Imagine a society
without a State. Whereas it would no longer have a State to protect,
the people might still need some protection from foreign States.’

Historically, the State often embarks on military adventures un-
related to the defense of its subjects. If this were not the case, people
would require no protection from foreign States in the first place.

... is simply one with the property of involving a ‘consumption externality,’ in the sense
of entering into two or more persons’ preference functions simultaneously. ... What are
we left with? Two poles and a continuum in between? No. With a knife-edge pole of the
private-good case, and with all the rest of the world in the public-good domain ...
[Emphasis his].”

Thus, Samuelson defined every single case of positive externalities in consumption
as a public good. Snidal, “Public Goods, Property Rights, and Political Organizations,”
in contrast, articulates the position that I take, and most of the economists cited on
public goods in the notes above are closer to me than to Samuelson. Head’s collection,
Public Goods and the Public Welfare, pp. 184-213, reprints a useful survey article on
externalities, “Externality and Public Policy”; Buchanan’s Demand and Supply of
Public Goods, p. 75, offers a brief bibliographic essay on the subject; while Shoup Public
Finance, pp. 96-98, and Mishan, “The Relationship Between Joint Products, Collective
Goods, and External Effects,” explicitly discuss the relationship between externalities
and public goods.

"David Friedman, in his defense of anarcho-capitalism, The Machinery of Freedom:
Guide to Radical Capitalism (New York: Harper and Row, 1973), pp. 188-89, makes this
point, yet without quite identifying the distinction between the two forms of national
defense. “One ... argument is the assertion that national defense is unnecessary in an
anarchist society, since there is no nation to defend. Unfortunately, there will still be
nations to defend against, unless we postpone the abolition of our government until
anarchy is universal.”
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Many Americans still seriously doubt that the United States’ bombing
of North Vietnam and Cambodia had very much to do with protecting
their liberty. One defense-budget analyst, Earl Ravenal, believes that
nearly two-thirds of the United States government’s military spend-
ing goes toward the defense of wealthy allied nations in Europe and
Asia and has little value for the defense of Americans.?

The distinction between the two meanings of national defense
does not only apply when the State engages in foreign conquest,
aggression, or intervention. Even during unambiguously defensive
wars, the State sacrifices the defense of its subjects to the defense of
itself. Such universal war measures as conscription, heavy taxation,
rigid economic regulation, and suppression of dissent aggress against
the very citizens whom the State is presumably protecting. People
believe the State defends their liberty; in fact, they end up surren-
dering their liberty to defend the State. This is the frequently over-
looked cost of the State’s protection captured so aptly in Randolph
Bourne’s famous observation: “War is the health of the State.”

Of course, people may be better off accepting the costs and risks
of the State’s protection in order to reduce the risks and costs of
foreign conquest. I do not deny the possibility of an incidental rela-
tionship between the defense of the State and the defense of the
people. But the next section will present theoretical reasons why this

8Earl C. Ravenal, Defining Defense: The 1985 Military Budget (Washington, D.C.:
Cato Institute, 1984). Public-goods theorists do occasionally admit that not all of the
State’s military necessarily goes to defending the people, but they generally attach no
theoretical significance to the admission. For instance, see Buchanan and Flowers, The
Public Finances, pp. 27-28.

9Rzmdolph Bourne's famous observation first appeared posthumously in an essay
under the title “Unfinished Fragment on the State,” in James Oppenheim, ed., Untimely
Papers (New York: B. W. Huebsch, 1919), pp. 140-53. A later version of the essay that
restored Bourne's original sequence, under the title “The State,” was included in Carl
Resek, ed., War and the Intellectuals (New York: Harper and Row, 1964), pp. 64-104.

A general substantiation (or refutation) of Bourne’s observation has so far not
attracted the professional energies of any historian, perhaps because they feel no need
to belabor the obvious. There are lots of studies showing the growth of the State’s power
in particular countries during particular wars, but very few that even treat a single
country during more than one war, or more than a single country during one war. A few
exceptions that have come to my attention include: Clinton Rossiter, Constitutional
Dictatorship: Crisis Government in Modern Democracies (Princeton: Princeton Univer-
sity Press, 1948), a comparison of the U.S., Britain, France, and Germany during the
twentieth century that concludes that the U.S. has the least bad record; Arthur
A.Ekirch, Jr., The Civilian and the Military: A History of the American Antimilitarist
Tradition (New York: Oxford University Press, 1956), which is primarily interested in
American antimilitarist movements, but in the process gives a sketchy account of war’s
impact upon the U.S. government’s power; Robert Higgs, Crisis and Leviathan: Critical
Episodes in the Emergence of the Mixed Economy (New York: Oxford University Press,
1987), which also covers the U.S.—during the twentieth century—arguing that the
mixed economy is primarily a product of war; and Charles Tilly, ed., The Formation






