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Micro-economics: a house as 

an economic good

Public economic policy
 Provide public goods to the socially optimal level

 Correct market failure

 Attention to ‘bang for buck’

Private goods vs. public good (vs. public 

resources)



Is a house a public good or a private good? 



How should we think about the 

value of a house?  

 P =  𝑎𝑙𝑙 𝑓𝑢𝑡𝑢𝑟𝑒 𝑏𝑒𝑛𝑒𝑓𝑖𝑡𝑠 + 𝑎𝑙𝑙 𝑎𝑣𝑜𝑖𝑑𝑒𝑑 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 𝑜𝑓 ℎ𝑜𝑚𝑒𝑙𝑒𝑠𝑠𝑛𝑒𝑠𝑠

 A competitive housing market will factor this in - willingness to pay will 

meet the marginal cost of production. A social optimum. 



The ‘efficient’ & ‘competitive’ market for a house

• WTP = MCP = Price

• Maximum ‘benefit’ to society (Pareto); not necessarily equal
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What if…..
Construction market is not competitive?

Supply

Demand



P

Q

What if…..
Construction market is not competitive?

Supply

Qduf

f

Pcroo

k

Demand



How does government know if it is 

over-paying? 
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Structural poverty
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Correcting housing market failure 

 Prevent anti-competitive behavior

 What is the value of a house?  
 P =  𝑎𝑙𝑙 𝑓𝑢𝑡𝑢𝑟𝑒 𝑏𝑒𝑛𝑒𝑓𝑖𝑡𝑠 + 𝑎𝑙𝑙 𝑓𝑢𝑡𝑢𝑟𝑒 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 𝑜𝑓 ℎ𝑜𝑚𝑒𝑙𝑒𝑠𝑠𝑛𝑒𝑠𝑠

 Pigou (1922): internalize all externalities
 Subsidies or taxes?



Demand subsidy
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Supply subsidy
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So what…..
Houses are complex goods – private and public

South African housing market fails

Ensure supply is competitive

Can we impute all costs and benefits?  
 P =  𝑎𝑙𝑙 𝑓𝑢𝑡𝑢𝑟𝑒 𝑏𝑒𝑛𝑒𝑓𝑖𝑡𝑠; 𝑛𝑒𝑔𝑎𝑡𝑖𝑣𝑒 𝑖𝑚𝑝𝑎𝑐𝑡𝑠 𝑜𝑓 ℎ𝑜𝑚𝑒𝑙𝑒𝑠𝑠𝑛𝑒𝑠𝑠

What are we monitoring, measuring, planning?



A macro-economic perspective

Houses as infrastructure/ capital in 

the Y=(KL) growth model.

Why such low multipliers?

What causes multipliers to leak?

How can we change this?



Thank you and discussion


