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Lindahl Taxation 

Introduction 

Individuals in society value public goods differently.  Their willingness to pay for a public 

good may be the function of a number of things: preferences, income, free time, etc.  If 

we take the example of a public park for which admission is charged, a student with little 

or no income may be willing to pay only $1 admission, while a real estate tycoon may be 

willing to pay $15 to enter the same park.  For a slightly larger park with more facilities, 

the student might be willing to pay $5 and the real estate tycoon might be willing to pay 

$20.  In this case, how might we be able to decide the socially optimal level of supply of 

this public good? 

The Lindahl equilibrium/optimal level of a public good is the quantity “Q tot” at which 

the total willingness to pay for an additional unit of the good (across society- P1 + P2 + 

P3…) is equal to the marginal cost of its supply. The Lindahl tax, however, may be 

different for each individual, and is set at the optimal quantity times that individual’s 

willingness to pay for one more unit at this quantity (see Figure 1). 

Figure 1: Lindahl Tax 
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Progressivity of the Lindahl Tax 

The Lindahl tax would be progressive if the assumption that willingness to pay for a 

public good increases with income.  If this assumption holds, then the tax rate rises with 

income.  This argument would not hold if the public good were an inferior good, for 

which demand rises as income falls. 

 

The Lindahl Tax and Free Riders 

The most prominent criticism of the Lindahl tax is that it might not be possible to detect 

the individual’s true willingness to pay, and that people will be tempted to under-report 

this level.  If this is the case, then a smaller amount than the optimal level of the public 

good is supplied.  This effect tends to be exaggerated with larger groups of tax payers.  

If this number is very large, increasing the cost of perceiving individual tax payers’ 

willingness to pay, individuals will attempt to pay nothing.  This argument leads to the 

definition of a public good as non-excludable.  According to this definition, individuals 

cannot be excluded from enjoying a public good even if they have not paid for it.  Thus, 

there is serious potential for a free-rider problem in the Lindahl model.  Frequently, 

policymakers respond to this circumstance by estimating a willingness to pay for various 

income brackets/classifications and charging a common fee to all people in that bracket.   
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