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asking if it is really truc that there is no relation between the size

of a group and its coherence, or effectiveness, or appeal to potential

members; and whether there is any relation between the size of a

group and the individual incentives to contribute toward the achieve-

ment of group goals. These are questions which must be answered
before the traditional theory of groups can be properly assessed. What
needs to be known, in the words of the German sociologist Georg
Simmel, is “the bearing which the number of sociated individuals
has upon the form of social life.”

One obstacle, it would scem, to any argument that large and small

groups operate according to fundamentally different principles, is
the fact, emphasized carlier, that any group or organization, large
or small, works for some collective benefit that by its very nature will
benefit all of the members of the group in question. Though all of
the members of the group therefore have a common interest in
obtaining this collective benefit, they have no common interest in
paying the cost of providing that collective good. Each would prefer
that the others pay the entire cost, and ordinarily would get any
benefit provided whether he had borne part of the cost or not. If
this is a fundamental characteristic of all groups or organizations

with an economic purpose, it would seem unlikely that large organi-

zations would be much different from small ones, and unlikely that

there is any more reason that a collective service would be provided
for-a small group than a large one. Still, one cannot help but feel
intuitively that sufficiently small groups would sometimes provide
themselves with public goods.

This question cannat be answered satisfactorily without a study of
the costs and benefits of alternative courses of action open to indi-
viduals in groups of different sizes. The next section of this chapter
contains such a study. The nature of this question is such that some
of the tools of cconomic analysis must be used. T'he following section
contains a small amount of mathematics which, though extremely
rudimentary, might naturally still be unclear to readers who have
never studied that subject. Some points in the following section,

Sociological Retview, X1 (December 1946), 686-698; Floyd Dotson, "Patterns of
Voluntary Membership Among Working Class Families,”” American Sociological
Review, XVI (October 1951), 687; John C. Scott, Jr., “Membership and Participation
in Voluntary Associations,” American Sociological Review, XXII (June 1957), 315.

39. Georg Simmel, The Sociology of Georg Simmel, trans. Kurt H. Wolff (Glencoe,
Hl.; Free Press [1950}), p. 87.
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moreover, refer to oligopolistic groups in the marketplace, and the
references to oligopoly may interest only the economist. Accordingly,
some of the highlights of the following scction are explained in an
intuitively plausible, though loose and imprecise, way in the “non-
technical summary” of section D, for the convenience of those who
might wish to skip the bulk of the following section.

D. SMALL GROUPS

The difficulty of analyzing the relationship between group size
and the behavior of the individual in the group is due partly to the
fact that each individual in a group may place a different value upon
the collective good wanted by his group. Each group wanting a
collective good, moreover, faces a different cost function. One thing
that will hold true in every case, however, is that the total cost
function will be rising, for collective goods are surely like non-
collective goods in that the more of the good taken, the higher total
costs will be. It will, no doubt, also be true in virtually all cases that
there will be significant initial or fixed costs. Sometimes a group must
set up a formal organization before it can obtain a collective good,
and the cost of establishing an organization entails that the first unit
of a collective good obtained will be relatively expensive. And even
when no organization or coordination is required, the lumpiness or
other technical characteristics of the public goods themselves will
ensure that the first unit of a collective good will be disproportion-
ately expensive. Any organization will surely also find that as its
demands increase beyond a certain point, and come to be regarded
as “excessive,” the resistance and the cost of additional units of the
collective good rise disproportionately. In short, cost (C) will be a
function of the rate or level (T) at which the collective good is
obtained (C =f(T)), and the average cost curves will have the
conventional U shape.

One point is immediately evident. If there is some quantity of a
collective good that can be obtained at a cost sufficiently low in rela-
tion to its benefit that some one person in the relevant group would
gain from providing that good all by himself, then there is some
presumption that the collective good will be provided. The total
gain would then be so large in relation to the total cost that some
one individual’s share would exceed the total cost.

An individual will get some share of the total gain to the group,
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from that collective good, that the total gain excceds the total cost
by as much as or more than the gain to the group exceeds the gain
to the individual.

In summary, then, the rule is that there is a presumption that a
collective good will be provided if, when the gains to the group from
the collective good are increasing at 1/F times the rate of increase
in the 1ol cost of providing that good (that is, when dV,/dT =
1/F(dC [dT), the 1ol benefit o the group is a larger multiple of
the cost of that good than the gains to the group are of the gains to
the individual in question (that is, V,/C > V,/V,).

The degree of generality of the basic idea in the foregoing model
can be illustrated by applying it to a group of firms in a market.
Consider an industry producing a homogeneous product, and assume
that the firms in the industry independently seek to maximize profits.
For simplicity, suppose also that marginal costs of production are
zero. In order to avoid adding any new notational symbols, and to
bring out the applicability of the foregoing analysis, assume that T
now stands for price, that S, now stands for the physical volume of
the group’s or industry’s sales, and S, for the size or physical volume
of the sales of firm 4. F, still indicates the “fraction” of the total
accounted for by the individual firm or member of the group. It
indicates now the fraction of the total group or industry sales going

to firm s at any given moment: F, = §,/S,. The price, T, will affect .

the amount sold by the industry to an extent given by the elasticity
of demand, E. The elasticity E = — T/S,(dS,/dT), and from this a
convenient expression for the slope of the demand curve, dS,/dT,
follows: dS,/dT = —ES,/T. With no production costs, the optimum
output for a firm will be given when:

dA,/dT = d(8,T)/dT =0
S+ T(dS,/dT) =0

FS,+ T(dS,/dT) =0,
Here, where it is assumed that the firm acts independently, i,
expects no reaction from other firms, dS;=dS,, so

FS,+ T(dS,/dT)=0
and since dS,/dT = —ES,/T,

FS,— T(ES,/)T)=0

S,(Fi\—E) =0,
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This can happen only when F,=E. Only when the clasticity of
demand for the industry is less than or equal to the fraction of the
industry’s output supplied by a particular firm will that firm have
any incentive to restrict its output. A firm that is deciding whether or
not to restrict its output in order to bring about a higher price will
measure the cost or loss of the foregone output against the gains it
gets from the “collective good"—the higher price. The clasticity of
demand is a measure of this. If F, is equal to E it means that the
elasticity of demand for the industry is the same as the proportion
of the output of the industry shared by the firm in question; if the
clasticity of demand is, say, 1/4, it means that a 1 per cent reduction
in output will bring a 4 per cent increase in price, which makes it
obvious that if a given firm has one fourth of the total industry
output it should stop increasing, or restrict, its own output. If there
were, say, a thousand firms of equal size in an industry, the clas-
ticity of demand for the industry's product would have to be 1/1000
or less before there would be any restriction of output. Thus there
are no profits in equilibrium in any industry with a really large
number of firms. A profit-maximizing firm will start restricting its
output, that is, will start acting in a way consistent with the interests
of the industry as a whole, when the rate at which the gain to the
group increases, as more T (a higher price) is provided, is 1/F,
times as great as the rate at which the total cost of output restriction
increases. This is the same criterion for group-oriented behavior
used in the more general case explained earlier.

This analysis of a market is identical with that offered by Cour-
not.*? This should not be surprising, for Cournot's theory is essen-
tially a special case of a more general theory of the relationship
between the interests of the member of a group and of the interests
of the group as a whole. The Cournot theory can be regarded as a
special case of the analysis developed here. The Cournot solution
thus boils down to the common-sense statement that a firm will act
to keep up the price of the product its industry sells only when the
total cost of keeping up the price is not more than its share of the
industry’s gain from the higher price. The Cournot theory is, like
the analysis of group action outside the market, a theory that asks

43. Augustin Cournot, Researches into the Mathematical Principles of the Theory
of Wealth, trans. Nathaniel T. Bacon (New York: Macmillan, 1897), especially chap.

vii, pp. 79-90.
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R her, A (Il1 ven when additional consumption by one m(.hn'dua ot‘:miom
thas of f"mhcfi m'“n: in the amount available to others, the ql.!aluau.vll;}::olzc
to markina 'ml;jcumbo timality and disproportionate burdcr.t sharing still hol ,;, The
" lhtf't . in ";e can also have some importance In market situatiol '.‘i e
> D'“{"‘"‘C‘ mk stl ;Ni||. get a larger fraction of the total bcrlcﬁ! from any mg el
'3'}!6 s mrlr ﬁcrm and will thercfore have more incentive to res'tnct lt: o;:m
Mhis e ST\“ the ct;mpcli!ion of a few large firms among the many sm: o .,
T e inions, can lead to a serious misallocation of .r‘csourcfc'.he o .
itfereon view on :’It’it suhi.ccl. see Willard D. Arant, "The ("nmml|tl;;|6o e
d'“ﬂc“:h:‘cl::;:;‘- * Quarserly Journal of Economics, LXX (August 1956),
among any,
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posed of members of uncqual §,, and, therefore, unequal F,, will
show less of a tendency toward suboptimality (and be more likely to
provide itself with some amount of a collective good) than an other-
wisc identical group composed of members of equal size.

Since no one has an incentive to provide any more of the collective
good, once the member with the largest F, has obtained the amount
he wants, it is also true that the distribution of the burden of pro-
viding the public good in a small group will not be in proportion to
the benefits conferred by the collective good. The member with the
largest Fy will bear a disproportionate share of the burden 48 Where
small groups with common interests are concerned, then, there is a
systematic tendency for “explostation” $? of the great by the smalll

The behavior of small groups interested in collective goods can
sometimes be quite complex—much more complex than the pre-
ceding paragraphs would suggest.*® There are certain institutional

46. The discussion in the text is much too brief and simple to do full justice even
to some of the most common situations. In what is perhaps the most common case,
whete the collective good is mor a moncy payment to each member of some group,
and not something that each individual in the group can scll for money, the individ-
uals in the group must compare the additional cost of another unit of the collective
good with the additional “utility” they would get from an additional unit of that
good. They could not, as the argument in the text assumes, merely compare a money
cost with a money return, and indifference curves would accordingly also have to
be used in the analysis. The marginal rate of substitution would be affected not only
by the fact that the taste for additional units of the collective good would diminish
as more of the good was consumed, but also by the income effects. The income
effects would lead a group member that had sacrificed a disproportionate amount of
his income to obtain the public good to value his income more highly than he
would have done had he got the collective good free from others in the Rroup.
Conversely, thase who had not borne any of the burden of providing the collective
good they enjoyed would find their real incomes greater, and unless the collective
good were an inferior good, this gain in real income would strengthen their demand
for the collective good. These income effects would tend to keep the largest member
of the group from bearing all of the burden of the collective good (as he would in
the much too simple case considered in the text). I am thankful to Richard Zeck-
hauser for bringing the importance of income eflects in this context to my attention.

47. The moral overtones of the word “exploitation” are unfortunate; no general
moral conclusions can follow from a purely Ingical analysis. Since the word “exploita-
tion” is, however, commonly used to describe situations where there is a dispropor-
tion between the benefits and sacrifices of different people, it would be pedantic
to use a different word here.

48. For one thing, the argument in the text assumes independent behavior, and
thus neglects the strategic interaction or bargaining that is possible in small groups.
As later parts of this chapter will show, strategic interaction is usvally much less
important in nonmarket groups secking collective goods than it js among groups
of firms in the marketplace. And even when there is bargaining, it will often be
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arrangements and behavioral assum.ptiorfs that w;:l not ildv;:yspl::i
to the suboptimality and disproportlonahty.that the pr:ic : %oward
graphs have described. Any adequate analysis of thcd t(clns cr: yniomtc
suboptimal provision of crf;llcctiw{::J .goo:lls‘, :::d ;t;\:l'l(; bcltgo I;;c:‘ o
sharing of the burdens of providing them, b e ik lrge
comfortably into this study, which is concerne ) large
ings | s mainly for purposes ol col
B i 3:: ct)):t':g:t"[}l::] ;:tl)bii::)r‘\.‘l:)f small ;roups sceking collcctw;
pz:;(s”i‘si;f some importance, both theoretically ** and Qracllcall()l': anl
tlz\as not been adequately treated in thc.litcrat-urc. It }v\VIILacc((:rc hl:,gcay]
be analyzed in more detail in forthcoming articles. Tﬁ e s(:s\ cchnita,
Summary of this section willdlist a fC'W t?f [::u:-: :r;‘)cl::: : s:: oy
s and organizatio :
QP'E;_:): C:c::sss;?;‘liogrrgil:ipons for tﬁc optimal provi‘sion ofh a collrcnc;cvrcs
ood, through the voluntary and indcpcnd?nt action of the r?ncal vers
ﬁf a ’group, can, however, be stated very simply. Thl: m(alr.gn o
of additional units of the collective good must be s a.rfc }; exacly
the same proportion as the additional bcn.cﬁts. Only if t b:s lﬁts ne
will each member find that his own marginal costs and bene

ini i d to about
i isparity of bargaining power that will !a
e e o I‘the:: :::“d::’:criabi;s‘i,n thye text. When a group rnembe:'h with :"::rg::e :‘..
e rims I'C_S}‘: ; mber with a small F,, all he can do is threaten the sde mem.
ey sayin ail:n:ﬁcct “If you do not provide more of the collecnv:?' nu" il
ot b; ’;YT !:r'\ self an:‘! you will then be worse °f‘ than you ar;:l '::ﬂe.r But whe
e arge n cml);cr ;cslric!s his purchase of the public good, he wi gl
e hrgelm mber, simply because his Fy is greater, '!'he large me:;.\ et
:i‘\:s‘:‘:ll ea:)tml:) be c'rcdible. Another factor that .\Yorks d::: d:e ,::::g,l ‘:;ecb"”in hat
i rovision t c
" m"imumh m::ntlﬂm:frn;::lcics"l::s fl?:: t}':e amount a successful bargain c::‘b::;:
extract from 'he ;ar e member. This means that the !argc member n:ay! o
for o l(e :ucccssful bargaining to justify the nsk_s or other cos ’;:ul o
gnoush _';Vﬂ;‘ mmall member by contrast finds that the gain .(rom a ’;‘“ﬂ‘, | baren
e 1 Whl'Ct clstmn to his costs of bargaining. The bargaining ?rob ""|‘| |,u,|| urse
e :: I':xal;:,an this, but it is nonctheless clear that bargaining will usuaily
rowa :‘othcp same results as the forces explained in the text. e can, 1 beliere,
0. ik Lindahl's famous “voluntary theory of public excha gd e e
e Er;:c m nded and expanded with the aid of the analysis adum :he o e
e L;mr:kful to Richard Musgrave for bringing to my :ttcnlhot; e B e
Lin l e h : and the approach used in this study must be co:‘e‘ ’d;hl'. ey
Llnd:h}s “c:fn:,ship in a different way, however. For analyses of blln B e
sees ‘huh rtd' ‘};us rave, “The Voluntary Exchange Theory of Pl.l ]_';‘f ]Ohm“;‘
e Rt BTl Economics, Lill (February 1939), 213-237; it Tobanse,
‘Q'mmﬂly o the Lindahl Theory of Determination of Public hxpcg Hn;l
oy !"0‘75 F(:':nomic Review, IV (September 1963), 346-358; 6]: 0421...454, '
e hls Theory of the Budget,” Finanzarchiv, XXIII (October 1964),
“Lin :
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cqual at the same time that the total marginal cost equals the total
or aggregate marginal benehit. If marginal costs are shared in any
other way, the amount of collective good provided will be sub-
optimal.*® It might scem at first glance that if some cost allocations
lead to a suboptimal provision of a collective good, then some other
cost allocations would lead to a supraoptimal supply of that good;
but this is not so. In any group in which participation is voluntary,
the member or members whose shares of the marginal cost exceed
their shares of the additional benefits will stop contributing to the
achievement of the collective good before the group optimum has
been reached. And there is no conceivable cost-sharing arrangement
in which same member does not have a marginal cost greater than
his share of the marginal benefit, except the one in which every

member of the group shares marginal costs in exactly the same
proportion in which he shares incremental benefits.®!

50. There is an illustration of this point in many farm tenancy agreements, where
the landlord and tenant often share the produce of the crop in some prearranged
proportion. The farm’s output can then be regarded as a public good to the landlord
and tenant. Often the tenant will provide all of the labor, machinery, and fertilizer,
and the landlord will maintain all of the buildings, drainage, ditches, etc. As some
agricultural economists have rightly pointed out, such arrangements are inefficient,
for the tenant will use labor, machinery, and fertilizer only up to the point where
the marginal cost of these factors of production equals the marginal return from his
share of the crop. Similarly, the landlord will provide a suboptimal amount of the
factors he provides. The only way in which this suboptimal provision of the factors
can be prevented in a share-tenancy is by having the landlord and tenant share the
costs of cach of the (variable) factors of production in the same proportion in which
they share the output. Perhaps this built-in inefficiency in most share-tenancy agree-
ments helps account for the observation that in many areas where farmers do not own
the land they farm, land reform is necessary to increase agricultural efficiency. See
Earl O, Heady and E. W. Kehrberg, Effect of Share and Cash Renting on Farming
Efficiency (lowa Agricultural Experiment Station Bulletin 386), and Earl O. Heady,
Economics of Agricultural Production and Resource Use (New York: Prentice-Hall,
1952), esp. pp. 592 and 620.

51. A similar argument could sometimes be used to help explain the common
observation that there is “public squalor” midst “private splendor,” that is, a2 sub-
optimal supply of public goods. Such an argument would be relevant at least in
those situations where proposed Pareto-optimal public expenditures benefit a group of
people smaller than the group that would be taxed to pay for these expenditures,
The point that even Pareto-optimal public expenditures usually benefit groups of
people smaller than the group taxed to pay for these expenditures was suggested to
me by Julius Margolis' useful paper on “The Structure of Government and Public
Investment,” in American Economic Review: Papers and Proceedings, LIV (May
1964), 236-247. Sce my "Discussion” of Margolis' paper (and others) in the same
issue of the American Economic Review (pp. 250-251) for a suggestion of s way
in which a model of the kind developed in this study can be used to explain private
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Though there is a tendency for even the smallest groups to provide
suboptimal amounts of a collective good.(unlcss they arrange mar-
ginal cost-sharing of the kind just described), the more important
point to remember is that some sufficiently small groups can pro-
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affluence and public squalor. It is interesting that ).ohn l—!cad (me;zcnt-,l:w, ;Dgil’.
453-454) and Leif Johansen (International Econou‘n:lc Rem:lwijl‘:i. :lS‘ )‘.pprzgh ;i
. . . R ,
started out at different points from mine and used instea 2 A o
i i is poi ltogether different from mine.
d od at conclusions on this point that are not 2 r
'l:‘:r iar::::csting arguments that point to forces that could !ead to supra-op(xrpal’llg:t
of government expenditure, sce two other Ipalper.s in the |ss(;x<:l:‘oﬁf‘c i!:l:qdr;lnmcr:“«ﬁ"
1 iew cited above, namely “Fiscal Institutions and El lle:
:):':'I':y"R:;:.WZZLZSS) by James M. Buchanan, and “Divergencies between Individual
and Total Costs within Government™ (pp- 243-249) by Roland N. McKean.
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vide themselves with some amount of a collective good through the
voluntary and rational action of one or more of their members. In
this they are distinguished from really large groups. There are two
things to determine in finding out whether there is any presumption
that a given group will voluntarily provide itself with a collective
good. First, the optimal amount of the collective good for each
individual to buy, if he is to buy any, must be discovered; this is
given when Fi(dV,/dT)=dC/dT.** Second, it must be determined
whether any member or members of the group would find at that
individual optimum that the benefit to the group from the collective
good exceeded the total cost by more than it exceeded the member's
own benefit from that collective good; that is, whether Fi > C/Vs.
The argument may be stated yet more simply by saying that, if a¢
any level of purchase of the collective good, the gain to the group
exceeds the total cost by more than it exceeds the gain to any indi-
vidual, then there is a presumption that the collective good will be
provided, for then the gain to the individual exceeds the total cost
of providing the collective good to the group. This is illustrated in
the accompanying figure, where an individual would presumably
be better off for having provided the collective good, whether he
provided amount V or amount W or any amount in between. If any
amount of the collective good between V and W is obtained, even

if it is not the optimal amount for the individual, Fi will exceed
C/V..

Nontechnical summary of Section D

The technical part of this section has shown that certain small
groups can provide themselves with collective goods without relying >
on coercion or any positive inducements apart from the collective
good itself.** This is because in some small groups each of the mem-

52, If F; is not a constant, this individual optimum is given when:
F((dV,/dT) + Vy(dF/dT) = dC/dT.

53. 1 am indebted to Professor John Rawls of the Department of Philosophy at
Harvard University for reminding me of the fact that the philosopher David
Hume sensed that small groups could achieve common purposes but large groups
could not. Hume's argument is however somewhat different from my own. In
A Treatise of Human Nature, Everyman edition (London: J. M. Dent, 1952), II, 239,
Hume wrote: “There is no quality in human nature which causes more fatal errors
in our conduct, than that which leads us to prefer whatever is present to the distant
and remote, and makes us desire obiccts more according to their situation than their
intrinsic value. Two neighbours may agree to drain a meadow, which they possess
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bers, or at least one of them, will find that his personal gain from
having the collective good exceeds the total cost of providing some
amount of that collective good; there are members who would be
better off if the collective good were provided, cven if they had to
pay the entire cost of providing it themselves, than they would be
if it were not provided. In such situations there is a presumption
that the collective good will be provided. Such a situation will exist
only when the benefit to the group from having the collective good
exceeds the total cost by more than it exceeds the gain to one or more
individuals in the group. Thus, in a very small group, where each
member gets a substantial proportion of the total gain simply be-
cause there are few others in the group, a collective good can often
be provided by the voluntary, self-interested action of the members of
the group. In smaller groups marked by considerable degrees of in-
equality—that is, in groups of members of uncqual “size” or extent
of interest in the collective good—there is the greatest likelihood that
a collective good will be provided; for the greater the interest in the
collective good of any single member, the greater the likelihood that
that member will get such a significant proportion of the total benehit
from the collective good that he will gain from sceing that the good
is provided, even if he has to pay all of the cost himselt.

Even in the smallest groups, however, the collective good will not
ordinarily be provided on an optimal scale. That is to say, the
members of the group will not provide as much of the good as it
would be in their common interest to provide. Only certain special

them to know each other’s mind; and each must
perceive, that the immediate consequence of his failing in his part, is the abandoning
of the whole project. But it is very difficult, and indeed impossible, that a thousand
persons should agree in any such action; it being difficult for them to concert so
complicated a design, and still more difficult for them to execute it; while each sceks
a pretext to free himself of the trouble and expense, and would lay the whole burden
on others. Political society casily remedics both these inconvenierices. Magistrates
find an immcdiate interest in the interest of any considerable part of their subjects.
They need consult nobody but themselves to form any scheme for promoting that
interest. And as the failure of any one picce in the execution is connected, though
not immediately, with the failure of the whole, they prevent that failure, because they
find no interest in it, cither immediate or remote. Thus, bridges are built, harbours

formed, fleets equipped, and armies disciplined,

opencd, ramparts raised, canals
everywhere, by the care of government, which, though composed of men subject to
btile inventions

all human infirmities, becomes, by one of the finest and most su
imaginable, a composition which is in some measure exempted from all these

infirmities.”

—
in common: because it is easy for
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lcr::t:.tutional arrangements will give the individual members an in-
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behavior have been neglected in this study. An argument of the kind
just outlined could, however, fit some important practical situations
rather well, and may serve the purpose of suggesting that a more
detailed analysis of the kind outlined above could help to explain
the apparent tendency for large countries to bear disproportionate
shares of the burdens of multinational organizations, like the United
Nations and NATO, and could help to explain some of the popu-
larity of neutralism among smaller countrics. Such an analysis would
also tend to explain the continual complaints that international
organizations and alliances are not given adequate (optimal)
amounts of resources.™* It would also suggest that neighboring local
in metropolitan arcas that provide collective goods (like
commuter roads and education) that bencfit individuals in two or
more local government jurisdictions would tend to provide inade-
quate amounts of these services, and that the largest local gov-
ernment (c.g., the one representing the central city) would bear
disproportionate shares of the burdens of providing them. An
analysis of the foregoing type might, finally, provide some additional
insight into the phenomenon of price leadership, and particularly the
possible disadvantages involved in being the largest firm in an
industry.

The most important single point about small groups in the present
context, however, is that they may very well be able to provide
themselves with a collective good simply because of the attraction
of the collective good to the individual members. In this, small
groups differ from larger ones. "The larger a group is, the farther it
will fall short of obtaining an optimal supply of any collective good,
and the less likely that it will act to obtain even a minimal amount
of such a good. In short, the larger the group, the less it will further
its common interests.

E. “EXCLUSIVE" AND “INCLUSIVE" GROUPS

The movement in and out of the group must no longer be ignored.

This is an important matter; for industries or market groups differ
ed in Mancur

governments

54. Some of the complexitics of bhehavior in small groups are treat
Olson. Jr., and Richard Zeckhauser, “An Economic Theory of Alliances,” Review of
Economics and Statistics, XLVIIl (August 1966), 266-279, and in “Collective Goods,
Comparative Advantage, and Alliance Efficiency,” in lssues of Defense Economics (A
Conference of the Universities-National Rurean-Committee for Economics Research),
Roland McKean, ed., (New York: National Burcau of Economic Research, 1967),
pp. 25-48. | Footnote added in 1970.]
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Whether a group behaves exclusively or inclusively, therefore,
depends upon the nature of the objective the group seeks, not on any
characteristics of the membership. Indeed, the same collection of firms
or individuals might be an exclusive group in one context and an
inclusive group in another. The firms in an industry would be an
exclusive group when they sought a higher price in their industry by
restricting output, but they would be an inclusive group, and
would enlist all the support they could get, when they sought lower
taxcs, or a tariff, or any other change in government policy. The
point that the-exclusiveness or inclusiveness of a group depends on
the objective at issue, rather than on any traits of the membership,
is important, since many organizations operate both in the market
to raise prices by restricting output, and also in the political and
social systems to further other common interests. It might be interest-
ing, if space permitted, to study such groups with the aid of the
distinction between exclusive and inclusive collective goods. The
logic of this distinction suggests that such groups would have ambiva-
lent attitudes toward new entrants. And in fact they do. Labor
unions, for example, sometimes advocate the “solidarity of the work-
ing class” and demand the closed shop, yet set up apprenticeship
rules that limit new “working class” entrants into particular labor
markets, Indeed, this ambivalence is a fundamental factor with which
any adequate analysis of what unions seck to maximize must deal.*®

A further difference between inclusive and exclusive groups is
evident when formally organized, or even informally coordinated,

59. There is some uncertainty about what unions maximize. It is sometimes thoughe
that unions do not maximize wage rates, since higher wages reduce the quantity of
labor demanded by the employer and thereby slso union membership. This reduc-
tion in membership is in turn contrary to the institutional interests of the union and
harmful to the power and prestige of the union leaders. Yet some unions, such as
the United Mine Workers, have in fact raised wages to a point they conceded would
reduce employment in their industry. One possible explanation is that unions seck
inclusive collective goods from government, as well as higher wages in the market.
In this nonmarket capacity each union has an interest in acquiring new members,
outside its “own™ industry or craft as well as inside it. Higher wages do not hinder
the expansion of a union in other industries or skill categories. Indeed, the higher
the wages a union wins in any given labor market the greater the prestige of its
leaders and the greater its appeal to workers in other labor markets, thus facilitating
the growth of union membership outside its original clientele. This is something a
union may be happy to do because this will help it fulfill its political, lobbying
function. Interestingly, the CIO, and the catch-all District 50 of the UMW, may
possibly have allowed the influence of John L. Lewis snd the UMW to expand st
some times when union wage levels limited employment in coal mining. 1 am thank-
ful to one of my former students, John Beard, for stimulating ideas on. this point.




