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ABSTRACT RECENT PAPERS:

“Public and Private Provision under Asymmetric Information: Ability to Pay and Willingness to
Pay”, November 2008. I model the concept of affordability. Different consumers derive different benefits in
utility unit from the consumption of an indivisible good, such as education or health-care or housing. The
benefit from consumption is the willingness to pay for the good. Different consumers have different abilities
to pay for the good and cannot borrow money in the credit market. Consumers with high willingness to pay
may not afford the good at a given price. The market allocation is inefficient. The public sector has a budget,
but it is insufficient to supply all consumers for free. It observes consumers wealth and implements a policy
to maximize the sum of consumers utilities subject to the wealth constraints. I consider two optimal policies:
rationing and subsidization. First I study the public supplier as the sole provider of the good. Any rationing
policy that exhausts the budget is optimal. The optimal subsidy scheme requires cross subsidization: rich
consumers pay a price greater than marginal cost, and some poor consumers pay less than marginal cost. The
budget and the revenue collected from rich consumers funds the subsidies for poor consumers. I also study
the equilibrium of a simultaneous moves game where the public sector interacts with a firm in the provision
of the good. The firm chooses a price function based on consumers benefit, but does not observe abilities to
pay. In the highest welfare equilibrium of the game where the public supplier chooses a rationing policy, the
budget is spent on supplying the good for free to poor consumers. If the budget is very high, the firm sets a
price higher than the monopoly price. In the equilibrium of the game where the public sector chooses
subsidies, cross subsidization is impossible. The public supplier and the private firm compete a la Bertrand.
The firm sets a constant price equal to the marginal cost and prevents the public supplier to set prices above
marginal cost to wealthier consumers.

“Rationing Poor Consumers to Reduce Prices” (with Ching-to Albert Ma), September 2008. We
study how rationing in the public sector influences prices in the private sector. A private firm uses
consumers’ cost information for cream-skimming. Only rationed consumers consider purchasing from the
private firm. Rich consumers are more willing to pay for an indivisible good, such as a health treatment, than
poor consumers. The public supplier decides on a rationing rule, and then the private firm reacts by setting
prices. In equilibrium, the public supplier must ration both rich and poor consumers. Supplying all poor
consumers leaves only rich consumers to the private market. The firm reacts by setting high prices because
all available consumers have high willingness to pay. Rationing some poor consumers provides an incentive
for the firm to reduce prices because some consumers with low willingness to pay are potential customers.

“Public Sector Rationing and Private Sector Selection” (with Ching-to Albert Ma), July 2008. We
study the interaction between a public sector and a private sector in the provision of a private good. Under a
limited budget, the public supplier uses a rationing policy. A private firm may supply the good to those
consumers who are rationed by the public system. Consumers have different amounts of wealth, and costs of
providing the good to them vary. We consider two information regimes: first, the public supplier observes
only wealth information; second, the public supplier observes both wealth and cost information. The public
supplier chooses a rationing policy based on its information; simultaneously, the private firm, observing only
cost but not wealth information, chooses a pricing policy. In the first information regime, there is a
continuum of equilibria; in each, rich consumers are rationed, and the private firm sells to these rationed
consumers at high prices. In the second regime, there is a unique equilibrium. The public supplier allocates
the good to consumers according to a cost-effectiveness rule. In the equilibrium, rationed consumers have
high costs relative to the benefit, and the rationing rule is the same as if the private market were inactive.

“Regulation and Consumers’ satisfaction from Public Services: an Individual Fixed Effect
Approach”, (with Riccardo Puglisi), June 2008. When survey-based, self-reported measures of
satisfaction are used as dependent variables in a regression framework, the estimates may be biased and
inconsistent. We adopt the measurement error perspective introduced by Bertrand and Mullainathan [2001],
and propose an individual fixed-effects technique to tackle some of the consistency problems generated by the
potential correlation between the explanatory variables and the biases in the reported level of satisfaction.
We apply the fixed-effects method to the analysis of the correlation between reported levels of satisfaction
from consumption of services of general interests (database: Eurobarometer special surveys), and measures of
the regulatory and competitive environment (database: REGREF.)

“Subsidy Design and Asymmetric Information: Wealth versus Benefits” (with Ching-to Albert
Ma), May 2007. A government or public organization would like to subsidize an indivisible good.
Consumers’ valuations of the good vary according to their wealth and benefits from the good. Education,
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medical care, and housing are common examples. A subsidy scheme may be based on consumers’ wealth or
benefit information. We present a method to translate a wealth-based policy to a benefit-based policy, and
vice versa. We give a necessary and sufficient condition for the wealth-based policy and translated benefit-
based policy to implement the same assignment: consumers choose to purchase the good under the wealth-
based policy if and only if they choose to do so under the translated benefit-based policy. General taxation
allows equivalent wealth-based and benefit-based policies to generate the same revenue from consumers.

“On the Characteristics of a Mixed System of Provision of a Private Good. An Application to
Health Care”, April 2006. Health-care is supplied by the public sector and by a private competitive
market. Individuals are sick or healthy with an exogenous probability, they have different incomes and the
rich consumers are more willing to pay for health services. Public and private consumptions are mutually
exclusive. All consumers contribute to the finance of the public provision through a linear income tax. Public
sector’s provision suffers from congestion. The allocation of consumers across the public and private sector is
endogenous. I derive the conditions for the existence of a mixed system and study the impact of a change of
resources invested in the public sector.



