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The specialist in government finance becomes of necessity a sart of

propagandist....Ilt is ipcumbent upon him, therefore, to set up fun-

damental objectives and criteria of fiscz! policy., He must build
upon a set of values--and these will wsuslly be things which he

brings with him to the special Ficeld, nat end results of his spec-
ialized researches.

-3 T
menry .

The Future--build for it; don't stezl from it.

-—-GLov,., Jderry fBrown
For some time, observers skeptical of the panocez of growth have

wondered why their contemporaries, who were three or five or ten
times richer than their grandparents, or grect-grandparents, or
Pilgrim forbears, did not seem to be three cr five or ten times
happier or more ocontent or more richly developed as individual

human beings....0ur civilizational malaise, in a unrd, reflects the

inability of a civilization directed tn material improvement—-—
higher incomes, bettzr diets, miracles of medicine, triumphs of
anplied physics and chemistry——to satisfy the human spirit.

——{ohert lleilbroner
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FREFACE

Economists as a group are faond of 11

b
[
it

=

"eaciaty's hest interest.'

Doing so is their profession, mnre or less, Qut the philnsophy of in-

dividualism, on which the ecoenrmicz mzinstream recste, would =eem to
deny its true followers the oorortunity to Jdiscuss V"social® ualfare
at all! Though many may wish that ecuonomists would tallk less, I would

encourage them to talk more. And if thnse econoni-ts whe advncate

this or that course for "soecimty's he=t interest! would stop to real-
ize what the idea of a social interest re=al'y maans, scnnnuics night
have more (and more useful) things tn say ot questions of public

policy,

This paper offers a reintercpretation of Harvard's Richard A, Musgrave,

the "dean" of American public finance, who is hroadly representative

of the nenclassical mainstream. Musgrave makos use of ideas like
"the public interest" or the "sneial wnlfFare function” when he then-

rizes on government!s response teo the econnmy's preference= far non-
private goods, and for distributional squity.g But at the same time,
Musngrave claims to proceed from the basiec nenclassical vieuwpoint

that "In the end, all wants are exnerionred hy individuals, A social
group as a whole is not an entity which can experience wants,

Musgrave holds that the concept of collective wants is simply too

1-=-Musgrave, Richard A. and Peguyy B Public Financae

Practice, 2nd ed, p 64,



vague to offer "a convincing case agninst a Fiscal theary based an

S
satisfaction of individual pr=ferences."”

This may be satisfying for Musgrave and the "mainpstream." DBut for
me, and for others, it has not been, fly oun predilections, which I
bring with me to the study of publiec finance--specifically, my dis-
taste for thes philosophical individualism on uhich econumic science
is based-=force me to ask: UWhat might be different in the way we
look at positive economic questions if we revise one of the disci-
pline's fundamental norms in order to allow for collectively-exper-

ienced wants?

Before I make my case for the notion of coliective wants, we naed

to begin someplace else--at the beginning. To gain a fuller under-
standing of the mind-set in which this hrareh of econcomics is trapped,
ue briefly outline some past intellectual efforts at defining ﬁan‘s

econnmic well-being, Hopefully, tho large grs in my bttaclng=through

of theoretical individualism from Musgrave back to Adam Smith back
to Hobbes and Locke, will not be l.urge cenough tn obscure the comnon
thread; it is a very real one, and very fundamentzal., I will then
construct an alternative threzd of thought--one which racegnizes the
social organism itself as a viable sourcz of imperatives which can,

Wi

indeed, be expressed as economic prioritiecs

w5
3
)

2==Musgrave, p



The secand sectinn of the paper will print up an inennsistency pres-
ent in the standard analysis of distrihutinnal eeconnmics. Despite
his assertions to the contrary, Musgrave tzseitly acknowledges a role

for what can only be collective wants, after finding that his neo-

classical tools of analysis legave him "stumped" on how to find the

"socially optimal" distribution of income,

The third section cof the paper extends mv thesis bryond the neoclas-
sical confusion on the distributional guestion, carrying collectiv-
ist analysis into other issue areas—-recnurce security, environmental

protection, social balance, and the use- .nd abuses of pzternalism,

Much of what follows reyuires a careful reading. (lost of the paper
deals with a few relatively basic is=zues, hut rizny of the points I
am making are guite subtle, The errars that remain are, of c urse
wholly my owun, but the studied criticivws of Dr, Johett Leekley led

me to make changes in many places vhers t first, I had man

canfuse esven myself! My special thonk:s are due Or, Leekle



N\ capitalist econnmy is based on private ounership of the means of

production, and on a framework of fre=s enterprise a2nd exchange with-
in which individuals may calculzte and pursue self-interest, Capital-
ism has as its philosophical bhasis the doctrine of Classical Liberal-

lassical eco-

o

ism, a scheme of thinking which fused the =znalysis aof
rnomics with the philosophical premises nf uh:t contempnrary Marxist
C.B. Macpherson has called "possessive individualism.," Individualism
takes an extreme, atomistic view nf humznity-=the basic unit which

defines human civilization is not any =cciil group or cultural whole

but the individual man.

The intellectual fathers of Angleo-Americ:'n political liberalism

were Thomas Hobbes and John Locke., These individualist philo.nﬁhers
devoted a great deal of thonght to the rvelaticnship among property
rights, human labor, and the sources nf ececnomic wealth., Their defi-
nition of that relationship, and the basis of their political beliefs,
was, in the words of Hacphefson, that each individual is "essentially
the proprietor of his own person and capacities, nuing nothing to

. 3 ; ; ; :
society for them."™ lilobbes, who believed that nonly a totalitarian

state could save mankind from its essential mesanness, outlined what

3--C.B. Macpherson, The Political Theory OF Pooses-ive Individualism,

Oxford University Press



he considered a Uscienti%ic” theory of human behavior, Hobbes?
"rational man'" was motivated wholly (and "nsturally") by his calcu-
lations of his own self-interest, Locko was nven more vignrous in
asserting that truly rational (and therefors moral) behavior requires
the full exploitation of each individual's natural economic capaci-
ties, Locke pointed to men's irrationality as the widespread charac-
ter flaw which kept the laboring class from accumulating any prop-
erty, or easing its misery. The only fully rational men, in Locke's
scheme, were the ones who had mananed to ascrumulate some property,
and these were the men who should run the government, the sole func-
tion of which was to defend and enhance the property rights of those

individuals who composed it, Thus Locke

"erased the moral disability with which unlimited

7/

appropriatian
had hitherto been handicapped. Hlad he done no more than this,
his achievement would have to be accounted a considerable one,
But he does even more, He also justifiegs, as natural, a class

differential in rights and in rationality, and by dninn so pro-
4

vides a positive mnral basis fnr capitallst sociaty,”

The crowning intellectual achicvement nf Clas:ical Liberalism was

Adam Smith's The UWealth 0Of Nations, In this mnnumental tract, Smith

set forth the famous doctrine nf the "inwisible hand," which operated
to transform or direct individual greed toward the nreatest general

good, Though Smith himself harl 2 sameuh=t hroader way of lonking at

the wnrld, his work in political ecanomy w = bas=d nn the individual-

4=-Macnherson, p 221.
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istic outlook of his Classical

fith thz in-

B
visible hand, Smith joins Locke in tendering the pursuit af sslf-
interest socially innocuous, Indeed, Tmith bhslieved in
"the probability nf human prvogress, Tk won & hard-headed confi-
dence, no wooly utopian fantasy, fer Zmilh promiced his eptimism
not on altruism but upen theo innatzs s=21fishness of the human
species and the natural hartmony of inler ::ts among competing
egotisms which laissez-laire sneietiecs were certz2in to enjoy."”
The father of modern economics, influenced hy the philosaphical

tradition which preceded him, adopted z2n individualistic mnde of

economlc analysis, and, for better nr worse, the czanvention has

endured,

There was a chance, houever, for econrnice to modify its individual-
ist perspective, when Jeremy Bentham znd hi~ follourre outliperd Utili-
tarian theory. Yh 't the wtility theorict: zectuslly thonght is less

important, for our purposes, than the individualistie paradigm es~

Al

tablish=d by the later econnmizts uh

o]

thaught., In

4

wEa

general, the Benthamites held that ity might bhe meazurable in ab-

solute terms., Their applications of their phiiloso.hy procesded from

the tacit assumption that utilitie: could be compared as amang dif-

ferent individuals, But in the neoclassiecal view, such ideas are an
inapprnpriate venturing of econaomic "science" intn areas that are

too subjective, too normative, N majnr tosk of the early neoclassi-
cists was to purge sccno.ic anzlysis of the Utilitarian notions it
had inherited from Classicists 1lil Joahn Stoart #ill, Thus, suen
though economics is the science of maximizing satisfaction, "satis-
5--Lekachman, Robert, Economicsts At Bay Iefrap=-itill, 1978, p 210.




faction” itself would lie outsirde the purviev of econpnmic analysis,

J
That economists were to observe nnly nbjects, rightz, or money units—-
as representatives of economic welfare-=-uould handicap their broader
efforts to understand velfare itself. Thus neoclassical economics

proceeds from a perspective even more individualistic than that of

its Classical forbears.

As economic develocpment progrecsed and the role of government greuw,
economic analysis of the public sector became a major branch of
economic theory, Present-day ficcal theory, represented by the work

on of the individual-

f=te

of Harvard's Richard [usgrave, remains an extens
ist tradition. Trained in the neoclassical analysis of Alfred Marshall,

Musgrzave is fundamentally a part nof the ecannmics mainstream, uhich,

as we have seen, bases its analysis of material welfare on the in-
dividual man: "In the end, all wants are expgerienced by individuals,
A social group as a uhole is not zn entity uhich can Dmrarioncé u
uants."a Again, any nntion of enllective vants is suen as too vague

to offer "a convincing case zcgainst a ficcal theory based on satis-

faction of individual preferences.”
There is, however, another way of looking at the economic problem—-
a view which recaognizes that the ecaonomic prnblem is fundamentally

a social one as well as an individual nne, Cconomists already recog-

G-=-Musgrave, p 64,

29

7—--Musgrave, p 122,



nize "sacial' as well as "private" goods, but bhath nf these are seen

as maeeting wants of individual persons, v zduocacy nof collective @

wants adds another dimension to the thewry. '"'hat liss at thes heart

3

of the individualist-collectivist dichntnmny is 2 crucial question

of philosophy. It is a difficult nuestion, hut one which dem - nds
adequate attenticn before my case can continue., Ton put it succinct-
ly: 1Is "the public interest" a2 result of sume combipation of indi-
vidual interests, or is it an entity distinet unto itself? The issue
is that simple (or shall I say that complex!) and it is fundamental
to spncial criticism. If scociety's bect interest can be derived from
individual interests, then Adon Tnith's "inpui=ible hand" ma

vhally satisfactory in the right insfitutinnal fromewnrk--that is

very little public or private institutional Framruork 2t 211, beyond

= Ny
a stable currency and an effective judiciary, ilnrenver, a =ztisfac-
tory analysis of the public sector (a properly small one, nf enurse)
will be directed whally touard it- s-ti=factinn of individunlly-
based wants. Qut if the colleclive inptoesezl is an entiitv distinct
unte itself, then Pref. lusgr ve's crrnventirmal analysis of ths pub-

lic economy has gaps in it tht nered

cr
0}
.
o
.
-
)

ners, ective
of this paper is thnt gollective uonts are rral, and that we ought

to proceed filling in the "gaps" in th= two which fFollow,

il
(48]
0
ot
O
s |
(3]

fiest,

Dut‘A having made the distinction betucrn individual and collective

wants, I am npw obligerd to explain ik; what follows is not likely

.

¥

to resemble what a reader of "econnmic:" articles has seen recently.



aspecially isglated, houever, as I an serking a definition of col-

lective wants that lends itself to applicatinn in snecific problem

areas in public econnmics,

A collective want, if one exists, nust be one that arises because
men do not live in solitude, Humans are, of course, social creatures

who communicate and interact with one another, either compestitively

©
=
T
L]

or cooperatively. I must emphasizi the primacy of what has been

mn

called the human being's "moral sense,” That is, the key to this
"social setting" criterinn for identifying collective wants is a
man's capacity tec appreciate and identify with human lives and hu-

man events which lie outside his own life-sphere,

A conllective want, if one exists, exists rrecisely because it

is

shared, One might speak af the M"auaranancs'" and Y"reinforc rnent!" ef-
fects of fellow-feelinn. Alternatively, we caunld consider some social

dynamic within which certnin wants and desirres "snouball." We nmust
take care, howsver, to avoid c.nsideratinn nf the sccial interaest

s a sum, or even as a weighted sum, of nnoi«tie invuts, It may in-

[0V]

jin
[

2ed be true that a desire shiared by twice as many perscns is more

(=1

than twice as intense, but even this is not what we are talking

=

about. The word “shared" is uscd hera tn connnte an inherent univer-
sality which may or may not be limited to desires for specific out-
comes in the present, but which reflects basic elements of morality

in civilized human cultursz, The shared interests we are talking



- -

about are not shared hecﬁu:o cettain individuals have similar tastes
or incomes or ethnic backarnunds. They are shared because all m=n,
if they hope to experience fully the2ir own humanity, must to some
extent acknowledge a common origin and a common destiny, and there-

fore common needs.

A collective want, if one exists, can be arted upnn and realized
only because it is shared and nnly if a sufficient elimate nof social
conneration exists to bring a socinl intarngt intc wiable nproasition

to the individual, competitive interests (nn less legitimata!) which

L

Stand in conflict with it on = particul=r issue of choice., The public
-
sector, of coursne, is ipstrumentsal hnrn, Ju~t as » binding palitical

process must supersede the market in arrder tn reveal preferences for
social gonds, so the cooperative climate mu=t be promnted, in oppo-
sition tn thes comp~titive ones, in nrder fnr crllective uants to

emerge, A will moke sacrifices if 0O will, © will behave in 2 civil-

ized manner if O will, In shrrt, 211 vovld he willino to do or not

do certain things if they believe it will mok= 2 differance., That

"difference," uhich makes this aspact of collactive wants more than
just a clover tuist of social gosd: theorv, is that the enciety it-
self is made better ( as oppnsed o individual nersons being made
better aff).

"Thus a community interest em=rges 'hich ie Jdi tinct from strictly

private desire=. e might

9}
R
—J

cr
J

o
=|

(o

-

5

individuals=in-society



S =

that are intensified and expresserd becausc they are s

: . : f
climate of sociel cooperation.

Such a community interest comegs tn be exgres:ed as the sum of what

the words

uw
E
Y
L]
D
-
1.4
gt

individual interests would be if all ipdividuzls

of the nineteenth-century uteian sueialist Charles Fourier, "rich,
free, and just,"”™ and if the socizl clim:te ware such that their

"nobler" aims could hope to be significantly zdvcenced, I am assert-

ing that this community interest, as I have defined it, is the true

preference pattern of society, ip spite of the fact that man, his

vorks, and his world cannot be "perfect." Ue take the imparfection

: . . . 0
of human nature and human institutions as given and as rwrpetual.1

8--There is no a priori reasoning which says that all of these wants

"

will be advocated or acted upon in "rosszssive market society."

(Sec Macpherson, pp 53=61) That same zpoear to have been acted
upon may or may not be d evidence of "civilized society.," Many
nublic-interest functions of povernmznts—--national defense,
basic municipal services, the judicial svstom——zim at mitigating

L

"bads™ in human society, not at premoting the "goodz" inharant

in the human potential,

Qe=Fourier's fFormulation is by no necons definitive, The ezgsr

idealist may fill# in his own set of glowuing adjectives.

10-=1 z2m nnot sz

system so 2s to produce "per individuals, aftar which we

"
8

can return ta a system basad on "individualism," This is ridicu=-
lous, as indiviluaslism itself is an nutgrouth of the fact that

man and his world are closer tn the ua [lobb=s saw them than the
way Fourier haoped to maksz them. "y poszition here is that recog-
nizinog the community interest as zn alternative teo individualism

will bring public policy nearer to thz best pnssible ouvtcome,



That the real world is nnt itapiz does nnt make the notion of the true

community interest less wsoefu) in nur mfforts

t
o
o |
41]
o)
e |
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w
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The community interest i~ thu= the true intasrest of society, the true

pattern of preferences, thongh it cannnt be said to be the only pat-

tern of intere~ts, Clearly, there i+ zanother pattarn--the more readily
apparent, individualistiec one--uhich 2:sserts itself with great effec-
tiveness, and offers much nbjective, marketplace evidence that it
exists, Thorstein Veblern m2-e a distinctinn between what he called
Preal values" and "pecuniary value " in the origin of economic wants.
This psycholopical dichotemy nives ris= to Yeblen's cultural dicho-
tomy of "serviceable" and "disserviceable!" social institutions. While
the latter reflecterd purely acquisitive instincts, the former embodied
the instincte for "warknonshio® and for o "parental' conscientious-

ness, Veblen's ganerr=l recu

Jnition of man's motivational duality-—-
self-angrandizement caoexi-tino alengside the survivel and progress
of the social uhnlo-=ic nseful analagy here,

Clearly, one cannnt arrive ¢t postulates lite mine (or Veblen's) by
startino where Hahhos did, from the sremise that human motivction

is escsential e=1F-intermzt talien ta its rational onuteome in the mar-
ketplace, The idera af rollactive wants reruirns starting with the
view that buman beinqgs arc mntiv-ted by some kind of basic morality
vhich getes tuistnd alnng the wuiy—--twisted by want, by troces of

-

bestiality nr "evil" in our churacters, and b



milieu itself, It has wsually Lesen socianl nhilosaphors of lass en-—
during influence (a2t lewst in this rountry) than !Inhhes and laocke,
that have been willing to begin fz i suuk e tivistic rremices,

For economists trained extensively in =mtati«ticnl and cconrcmetric
methods, apnroaching economic peliey fron the collective wants per-
spective must seem porticularly maddening. The true nature of "the

public interest" cannot be discovered, leb alone measured or traced

&R

{

back to its specific originj it cop nnly be guessed at, And since
the community interest is a separates and distinet entity, it may

come into direct conflict with some individual interests, even 1if

they are the interests of a majority! LUut this is not to say that

wm

A community interest does not exist, or that Lo wmake pnlicy based

on its dictates is an illegitimate exercise. It is morely a risky
ong. It does more tham mcerely suggest patzrnalistie thinking nn the

part of policy-makars, It demands paternolisn,

.\

. 18 descendants of thr individualizt troditinn, nenclassiesl ecano-

mists claim to reject the cgllecliviat hilogniby, Jut when they

analyze the question of optimal distribution, they act as if they

have embraced it! As the next sectinnp demnnutrates, neoclassicism is
not as rigidly convinced as it clains tg be that the snurce uf eco-

nomic preferences is always and esverywhzre an individual person,

11--Collectivist notions can lend themselues quits well tao abuse,
especially in the hands of despotic idenlngues--GCermany's Nazis
came to mind as a recent axamnls, Sectinn three of this paper
will address the potential ahuses af nollectivist and paternal-

istic economic policy.

]



DISTRIBUTIVYE JUSTICE, ECONOMIC EFFICIENCY,

AND NECCLATGSICAL COMFUTICH

There is ample evidepce within the puhlic finance literature itself

to indicate that a fiscal theory based solely on individual wants
cannot fully explain the requirements of public economy. This sec-
tion uill show that wusing a "sncial welfare function" to solve the
problem of optimal distribution, while it is most certainly necessary,
has absolutely nothing to do with the neoclassical shiblinleth of
individually=based wants, I allouv MNusor=z=ve himself to introduce the
problem of income distribution:

"Indeed, when talking about the "theory of distribution," econo-
mists have traditionally referred to the theory of factor pricing
and the division of national income among returns to land, labor,
and capital....But the theory of afficiznt Facnknr use hy itself
is not a theory of distributive justice....The twao can be sepa-

rated by interventiaon of the disiributirn branch af the hudggt."12

Allowance for a ~ublic pnlicy rnle in ecopamic decicinns ex:oses
individualism ta a new scrutiny whigh, if thanretically troublesome,
can he promising nmnetheless, Tusoravs admits that: Y"In the and,

nne eannnt avoid the que-tinn aof whot hould be considered a2 fadr

q

!

. just state of distribution,”' ™ The g nitv—in-diztribution issue
is the clessic exzmple ip wubleh econrvire f-citly admits that the

analytical frameunrk offared hy individoalicm igs not the be-3ll and

ornd—all of legitinate throuoht,

-
7
LS

+4
A

)
=3

nal yuoestion is thus

i £

=

a geod plece to begin Tillipyg Lhe gape in T c:l thenry,

12==[lusgrave, p 82,

13--lusgrave, p 22,



Seeking The "Efficient" Distribution

Musgrave arrives zt the distributional gqueztion by indizg;ﬁion.

He sets out, in his Public Finance text, teo outline the prrocess of

gfficient allocatinn, as 2 needed preliminary to hi= discuszion of

P i 1dh o gy i ) _ "
spcial goods, This outling, Musyrave so. correctly, explains
the basics of efficizsncy without complicating matters by including
some of the changes needed to accomndate tho wunusual paturs of so-
cial goors, Musgrave explzins that; giv n the avzilability and adept-
ability of productive resources, and given the preference pztterns

af consumers A and B, an "omniscient planner™ could use the tools

of neoclassical apalysis (i.e. indifferencs map~, bnx diagrams, and
the production poseibilities frontier) to find a set of efficient
allocctions for goods X and Y, The plural iz used advisedly here,
There is not just one solution hut = whole =ot cof solutions which
can be said to be efficient in the "Fareto! sense--outcomes from
which we may not deviate uwithout moking aut lezast one of the hypo=-

thetical individuals in opur abstr:oct, twe-poerzon ecnnomy, less well-
aff,

- o ok : 5e 15 , , 5 ;

Sece the diagram on the follouing page. The set of Pareto-optimal
snolutions yields a "utility frontier™ L0, uhich need have no par-

ticular convexity or concavity, The frontiar emerges uwhen levels of

14-=-5ee Musgrave, "The General lodel for Private Goods" and further

diccussian, pp 67-78 of [ublic [inance (2nd ed),.
0

15-~Based on Musgrave, p 70



index of 1
A's utility
'
C
E I
0 incdex ol
D'z wkility
Figure 1
well-beipg of individuals A and 8 ar: nlntted z2cainst one annther
for each Pareto-efficient allocztion nf rescurces. Peints te the
nartheast of CD are upcbhtaimnable, NMoints tn the niythwe st are in-—
ferior, in that moving from a point to the left of the frontier to
a point upon it increases thec well-being of one or the other indi-
vidual (depending on uhether the moveneut is horizontal eor vertical)
without decreasing that of his counterpart, It is possible to arrive
at a single, optimal solubkion only by making an explicit choice
uith respect to the value of economic well=heing experisnced by A
as opposerd to that sxperienced hy B,
"Our problem here is thzt th=z value of any thing in the individualistie,

neoclas=zical schene of things, is definerd by ite contribution to an



=1 T

individual's economic uélf:rw, or level of "utility." Given this rule,
what is the "value" to A of A's oun "well-heing," uhen the former is
defined as the latter? Clearly, flusgrave i~ "stuck," unless he intro-
duces a new pattern of (collective) prefr-rences to deal uith the
distributional issue. He doe:z this, a. =i si,, 8tc.,, rupresent

society's assnmssment of the tradenfl hetwoen utility For A and utili-

ty fer B, This pattern of curves—=-the "zncial welfare Ffunction," as

(¥}
H
o+
1
1
=
2

flusgrave call: zn ervaluatian of the "soecisl wtility" of utili-
.ty itself, and of distributi-nal egualitv., The-e curves are analogous
in many respects to requl=r indifferenc= curves, uhich svaluate the
tradecff of "pure" utility (not %sneial™ uti'itv) as = ner-mon substi-
tutes one good for anether. In figure 1, the optimal di:tribution

appears as point E,

H -

+
[

But uhat is the erigin of the "social welfare function" given by

si,, si,, etc.? Uhat it, exactly? A poscible ex;:lanatisn (one

|

that fits in with individualizsm) is that, in Mucgrave's abstract

example of a two-person zconomy, the prefnrence ratterns of figure 1

ware the preferecnees of the orniscient plznper, Certeiniy A and B

.

who are taken to be rational seekere rf segl!f-interest, will not be
equinped to mzke an impartial judoement on tho distributional gues-
tion., Thus it is the smniscient planrmer, in NMusqrzve's abstraction,

yhe determines optimality at L.

i

Out TMusgrave is a public finance thecrist; his task is explaining
the econaomic role nf pgovernment, uhich i. a real-world snimal, not



a thecretical one., Musgrave mnues, then, from "puro theory" to a

theory of what happens in the real wnr'd, dropping the artifice of
the planner. Substituting a markat allec tien pracsss faor Ehe planner

will leave us with two major gaps. Fir:zt, a pure market econnomy aban-

dons social goods. Second, with>rut our "prniscisnce' assumptinon, it

is as if figure 1 nn lannor exi .E~, wd we =L sirply agoont sone
. - . . | | - 16

distribution as given, rathar thon actyzlly rchoosing ane,

The outcome as it stands is sketehy, ~“nd ele~ply unsatiasfactkory,

Thus Musgrave forges ahea<d, ¢nang From tic pure market Franeuork

ta a8 modified market =yctem, uhich includee a4 degree of non-market

allocntion-=the political budget rrhcess, Ayrin, Musgrave is a fis=

gal theeorist; as such, he must modily khsz morket in order toc get to

a

the provision nf social gond:. This much he =cknowledges readily,

dut what really need: to be emphasized hore is that the same politi-
cal mechanism which provides for sccial good. is also needed for sol-
ving (as opposed to ignoring) the distributional questions of figure 1.

| Thus the economic theory of government admits of two "gaps" but ex-

plicitly fills up only ong aof them,

Musgrave's reluctance to seeck the optimal solutinn in the absence of

the omniscient planner is unfortunzte, fur he could find the optimum

16--0f course, Musgrave specifically identifies redistribution as one
of government's major "fiscal functions." But accepted practice
keeps the distributional question separate from other analyses.,.
That Musgrave is not satisfied tn use this approach here is an
indication that a sharp separation between distribution and

allocation is a rathur dubious proposition.



again if he would eonly use his "scgcial velf-re Functions" not as if
they were an expression of hig planner's »ants but as if they were

what Musgrave himself said they wuere when he firat introduced them--

"an ordering by whieh sucirby asiigny relolive values Lo levwels of

welfrre derived by A znd B...uhere sach curve zhows mizes nf welfare

experienced by A and B that, from =srcirtyts point of vinu, are enuall
17

tgood, '

Thus we ser desires for distrihukinnal =~guit @ Ruergirn nnt From in-

dividuals but from scciety as a whale. [ =~rha; fi-eal £ rorv could

avoid this seeming incomsinatency with it i imlividualistic premise

simply be stopping before it gels tn onylhion like Figuen 1 at all,

maintzining a vty sharp distinetion hetiueren allacative 2nr distribu-

tional nuestions, It daes nnt ‘g th' s, nhvicusly, Out then, why shoul
1t? To Musgrave's craedit, ha gerts him=elF intn a hind aover aoptimal
distribution precisely hec-use nf hi- apan sdmissinn of econamic
thaory's inade~tiacy! Th=t i=, anan = =%~ & nq! kn Prroed, uh on it in
convenimnt tr dn so, that "efTiciecrre™ = funlanznbally s rdeal aropo-

sition, Tor an allocative pesilt b aptinat, if must ohtain in

the "correet" distribnticnal Hiet . reler tp zay 'hit some
distribution is "efficlent,” _nmd Lboog : bimal, Fuzgruve has

to hring in sopizl indiffersr-e corgs —=_ cetol Judoescant on

how much 5I“117’|-,'|i"'i+)’ i toler hile T gl i how large 2 wli) ity
windfall Foar which individunl{s), Thr:no Fur o ot dearivad from
individual I‘T':‘F’_; DCE S, OI Pt ‘='-v“_“"'_) 1 1 [ aoaeill- T ;g‘::l\/g‘»_ s

17-=Fucgreve, p @ 70,
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they just exist, He says they do, Indeed, th . must exist if we are

’ 5 - % b=
to explore fullyvy the nnftion of =2ffircirpey, U2 nrerd the fne o tinality
before we can speak with any certainty of the othnr,
This point has alsec been made by Pzu! ITimualoan, =2 rt of = rather
elaborate expositinn on the suhjuct on "oucizl iIndiflerener curves ™
Interestingly, Samuelscon has expres_ed i, pride foz having proved
that "community indifference curve =re impnssihble~~thay don't exiat."1
But What he mean:z is thet individuzl indifferenea curves are not
ardditive. Thot i, while indi iducl indiffTer-nce curves con he used

L -

to derive individual demand curves, only very unrealictic ascumptions--

unitary incame elasticity of demeznd for =211 cnode, and absolutely uni-

aa

form censumer tastes-—-will allow far a wunizre set of eommunity in-
s — 4

difference curves!" (regardless of the & incowe distrihution) From

which market demand curves for gond: could he derived, figzin, the

overriding point is th=at economic rreferences depend on distributional

patterns. lany patt rns of respansz2 tn rr=efsrepres can thus ba, in
Camuelson's words, "computationally opti ol uithrut heing "ethically

optimal.,™

Hou can theory arrive at the bnst zolution? Tamucl-on, hav ng shoun
that one kind of "comuunity indifference curve' (for | ref:rences

among particular goods) is impossibl: szt~ mpd to develop ancther

18-=Lamuelson, "Soecial Indifference Cnrves, " Jusrterly Journal of

Ecenomics, 1958, vpl 70, p 1.



kind, which he will call "sgecial welfoare monbonrs,” He produces a

. ]

diagram which bears a striking resemhlance

(=)

figure 1, zand offers

proof that his npewly-defined soncizl welfare muntornrs "have the regu-

/ﬁarity properties of ordinary individuzl preference contours (nonin-

.tersection, convexity to the origin, ﬁtc.D”Tﬁ His "rigorous proof™
is a manipulation of equations uwuhich cononre individoals' utilities
under varying levels of total output, =2nd under the rale that "ip-
comes are always to be alloczated,..tn kpean the social welfare function

*at a maximum through the device of keeping the socisl ubtility of

20 : ;
revery person's last dollar =qual,."" (ennhasis added) That ig, uhere
dollars of A's incone, at the margin, wonld be more socially useful

-in the hands of B, a transfer is ap;ro risto. Jamuelson is nffering

‘a mathematical exposition of the familiar efficignecy vs, eguality
Jtradeoff, The specifics of whzt Sanuelscn's Fupction looks like are

less important than the fact that he takes the trouble to work on it,

and that-=like Musgrave's social welfare functinn--it lies cutside

~the constraints of individualistic analysis, Jays Zamuelsnn, "The

4

; : . . . o2
foundation is laid for the 'eccnomics of a pgond -:rnclety.'”'1

#
e now take a clower look at uvherz this ctlern of social preferences

= S = =
O—-Samuelson, p

2.4
N=—Samuelson, pp 14-15,

Ny =

21-=5zamuelson, p 22
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The "Demand"for Equity

f

It was Jaohn Hicks, a leader of 20th-century neoclassicism, who began
to derive demand curves for public and ;rivat goods using the indif-
ference curve methnd. Today's social welfare functions represent an

T ¢
1

attempt to express the enuity issue in a familier analytical frame-

work, There is, however, no "demand for aquity" which emerges from
such analysis, at least nnt in the norn.? sence of "denand"—-a doun-
elaped schedule of pricrs and quantities wh ch reflects the diminish-

ing marginal utility of a good, Fiscal theory': sncial uelfare dia-

grams da not even reflect the efficliency—-enuity tradeoff in an ex-
plicit wayj; the axes are both measure ol welfare, not a presentation

of output vs. justice, Uhat is instructive, however, ic that in this
borrowing of neoclassical tools for exnression of distributional
priorities, preferences are expressed not as those of some individual

parson, or even of a hypothetical "everyman," but of society itself.

Thus, the "demand for equity," so tn srpak, i a result af the socie-
[/’\-—-V DO NS
tal judgement underlying figure 1; it is a collective want,

A Challenge To The Collectivist Aprreach

I am obliged at thi= point to acknowladge an lt-rnative view of the
distributional question, in order ta tefuke it, Fy response to the
inconsistenry of using figure 1's social walfare function in an
"individualistic" fiscal thecry is teo reject individualism, There is



a minority schonl of distributional econnomirs uvhich prefers to re-
ject figure 1 instead. This approach is illustrated by Milton
Friedman's advocacy of a negative incone tax for redistribution of
inecome. Dr. Frisdman sees the M"alleviatinn nf poverty" as a social
good which satisfies wants of individuals, The basic nntion here is
that utility can be interpersonzally interderendent, thzt A can de-
give individualistic benefit from n ecertain level of economic wel-
fare for B, Thus individuals will have ile=sires for aiding the poor
in a systematic, large-scale vay-—desires "ich rould nnot he real-
ized in the absence of some pubhlic ao=ney &n tea ond £n them, The
alleviation of poverty is thus seesn as A sroinl cond ahich yislds

utility to individuals, who are therasfor willing to sacrifice some

incame for tax-supported wslfare programs. The cnllentive wants ap-

proach requires a radicz2lly differant vizu, Anti-poverty pragrams
are 2 respounse to collective wants——uciits ant expericnced by the

taxpayers oer se gnd not exgressed by kthz diuntrodden but rather

wants uhich are psrceived and acted wvupon by 2 leaielature assombled

ta scrutinize society and z2ct on the bosis of it~ cunVsoeial con-
science,"

Friedman's treatment of distributional ryuity Fnruses nn whet is
really a narrnuer issue~--the Tal'evisntinn of poverty.” Friedman'c
nerspective is limited becauss of the narrow vz in vh’ch conserva-
tives like himself defing fthe ernopomi £%y rete, llis tusk is simply
to observe uhst occurs ip the rea! wverld, _ind to explzin it in terms
of a thenry of rational behavior hy indivitu-ls geoaliing to maximize



their own satisfaction, The redickribution phenamenon hecome: just

annther social good which satisfies individual uants, If one accepts

the propos

tition that utilities are intarde;endent, and if nne is

satisfied with Friedman's narrou purpose—--explaining the cxistence

of transfer payments in a ¢ Free =zociety--it is difficult te argue

against Friedman's position, His uwork hzrddly ever contzains internal

inconsis cies,
But, as with any other gnod, th: optim>l 20 unt of redistribution
in Friedman's scheme will bas desentdant nn the distribution we start

with, and on the tastes of"purchasers"--i,e. taxpsyers., fs with any

other good, we would expect

the

the optimal amnunt af redistribution

to vary in different distributional situaticns, The seeming, simple
beauty of Friedman's explanation comes from the way he limits the
problem. A theory of redistributinn hased op individual wants is nof
& properly a theory of distributiopal equity at all. The new pattern

af incomes, which is presumably the result of free Factor markets

with a modificatiaon now for eliminztino poverty at the low end, is

not really assumer to be optimal; it is simply as

(53]

umed to exist,

N e e S i

and to lead to some new alleocation of recources., Jhethar the mix of

goods and

is truly
not part
Friedman

inte the

serviees which results from thc new ordering of incomes

optimal is left undetermined., For Friedman, this is just

of the problem; the explanzti n is z2lready complete. While
o}

seeks to fit the observed phuunrsn,n of income transfers

'

neoclassical mold, Zomuelsan znd [usgrave zre seeking a
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theory which sclves the economic problem in 2 comprehensive way,.

Friedman's redistribution-against-poverty—-—c =ocisl gnnd which

remedies a social "bad"--is brought forth because it

\/
D

ields utility

for those who purchase it, By contrast, the very nature of redistri-

5

bution-touward-equity is that the "purchasers" of the goid--i.e. tax-

payers—-givaéq utility——and this is not hy accident but by design.,
Friedman deals in the redistribution of dollars to muximize tax—
payers'! utility, when the rezl issue is the radistribution of utility
itself,

Concluding The Collectivizt A

That the individualistic framewoek is inadosuabe to deal with our
‘fundamental equity gquestion becomes, 2n we hove se=2n, telling

handicap for its treatment of efficiency. Both [jusgrave and Zamuelson,
major neoclassical theorists, are led tr discuss the issues of distri-

bution and of redistribution-as-a-sociu.l-ngood from a persgective

not of individual desires but of a social uity

welfare function, Er

1
ek

is indeed a sccial goond, and the ke

=]

-
|

oo |

is= nnt "social but

"good." What makes distributionnl oouily 2 nooed is the sume thing

that makes anything else an econumic goofd--i.nt-satisfying pouer,
L

Uhatever we wish to call the want which is sz2tisfied by zltering the

factor market result—-uhethar it i< the neer’ Ffor "social justice" or

the fulfillment of our "humanitorian instinet"—-—-is lesc importunt

than the fact that we know the ney rv23 1% is itsplf 2 gourd, It must

satisfy some want, in order to bz ratinn- hee-use throuch the

1

taxation which makes rrdi.trihuticn po- ib'e, srcinty aa 3 uhnle



incurs a loss--through "efficiznecy lecss™ or "excess burden”" and

through administrative costs of Eax—transfer jpronrams,

50 here again is the crucial guesticn: Uiren thet the pursuit of
distributional equity is satisfying sone want, just wheo
wants it? The way in which the mainctream writers deal with this
guestion is a tacit acknouwledgement of an exceptinn to their own

individualistic shibboleth, Distributinnal priorities emerge not

from any individual(s) but from society as 2 whole, This formulation
is seen to be more consistent with the fisc»l theorists' own use ‘h\

of the sociul welfareafunction than arc any nntions nf A dnriuinngjﬁwu\

Nl
compensatory utility frem the increased vtility nf 0, “%;}gggfﬁ%

Snme Further Evidence

The "pure theory" of distribution is n~t the an'y place whers the

social wel fare function appears in stand rd fiscsl theory. In his
discuseinn of cost-bensefit analysis, Musgrawe introduces d cstribu-
tional weights into the prohlem of bengfit calenlation. The guestion

of where the appropricte weightln: schezme romzs from "onece more raises

tha problem encountered in our earlier discussion of the social wel-
b5 EL z =i L ;

fare function.™ Cn the subject of "f ir" taxatinn, Misgrave com-

bines the principles of ability-to-pay nid rquality-ol-szcrifice as

a standard of tax fairnezs, Zut ennal sacrifice rules lead one into

the messy business of int rpzr=aonal wtili'y e¢ompnrisans. For

Ty

2=-[lusprave, p 169,



Musgrave,

"It is more realistic, therefore, to view the problem in terms of

5 -

a social utility schedule based on socieby's svaluation nf succ

m

sive units of income, rather than of one based on a2 measure of sub-
2

(&N

jective utilities as actually experisnced by each individual.”

There are still more instances, dealing uith gquestinns thot ars not
strictly distributional, ithere [lusgrave emrloys the "collective ine-
terest" idea to explain public sconomics, Two of these—="merit"

goods and the "sccial' rate of discount for future welfare-~form the

basis of the next section, But,lhou far have we already comes from our

first musings over the nature of "the public interest?"

It is one thimng for a would-be social philosapher to parrot Rousseau
or Kant, and to make baold exhnrtatinns tn tho ecnnomics profes<sion

about how society ought te be organized--enuality as a2 standard of

justice; the caommunity interest, or "mnral isnerative,”" as o guide
for truly retional decision; thz rmollective wplf .ra =2s tha nverriding

social gnal, It is, hnwever, fnuite another thing--=hanafully a mors
persuasive appreach=-to show ecconomi sts that vsing the idea of &
collective wants (at least tacitlv) iz nnt an? rarbiye ond useful

/

but ac*tially legitimate, and, I daras.y, donmright erthodox.

23-=~Murnrave, n 219,



Having claimed individunlism nas a st~r+inc snint, Fuscrava (and
mainstream mconomists in general) tim2 ~od apain anploys znlleativist

analvtirs in his discussions of probless in ~ubk'ie econemy, The real

work, for thase enterprising epconarists wta shore *his pn-ooer's ner-
spective, is yest te br doAe, Tho nest Z-ptier zugge. ke so-e Zppro-

priate directions,



MPLTEATIEHE OF THF ERREETIVI T AFDRE SR

=

There is, of rnurze, o basic prohblem with the rgolloetive uyants ap-

proach to economic decisionc——how do us ban vh=t §in Ehe uworld ye

are doimg? Hopw are the nzeds znd conts of B ol legtive vhoule to

be perceived, measured, advocztod, _nd _ected upon, Ue hove = uhole
body of econnmic theory which tells ws hre @ e zur-ue self-interest

in the market, and hrw 23 roprecertative Ayoz nt e=2n lock z2fter

the self-interrcts tg which the rkrt Fuilz £n rec-ond, by praviding
thic or that packzge of social geood=s, Dolliar—vwate  tell yhat is the

right mix of priv:te good:. Political vote: Eiell wh'bt cre the right
types znd zamnunts of publie services, uf no here does fiscnl theory

ta he de2lt uith; they aren't

{
3
-
n
!
]
0

explicitly say how collectivs=
supproserd to exist. Nor have [, myaself, zald poich ahout how collective

preferrness ar. to be revezled,

We hzve secn, houever, thnt.wnkers of veocnomic pnlicies would be
placed in a p:=ternzl role, foreced to mobe v2lue judgements, and

that fiscal theorists uhn employed the n tion of "the collective
interast" to advocate this or that cour=s could newvs

that they were ringhtj they could be sure nnly that they were going

out on a limb,



Before Prof, Musgrave dismisses col

that other writers have not aluays donc sno, In @ capsule summary of

mentinns the "great teacher" scenarin, in which "The true structure

of collective preferences in suld te be revealed to 2 grest teache?

Y =

or political leader who, as in the Mcoist pattern, then transmits
" w24 3 3 3 :
this insight te the people.! It is perhap: indicative of the dim

view lMusgrave takes of collective waents that, having introduced the
idea, he refers the reader to a German article "from the Nazi perind
You will recall that, for the Nazis, the "community interest"” called
not only for massive public vorks during the Creat De
also for the gassing of Jews and for revenqe against the parties to

the VYersailles peace. The point is nut thnt the collectivist philoso-

i L

phy is inherently evil but that the application of it can become so.

The notion of the community interest may he used as " a coverup for

¢ . » . By . -
special interests or for preferantiszl treatment,! The implication
of such governméntal "meddiing" for perzonsal freedom in economic

choices is clear, It is also uorriscme. Any writer whn expects to
be listenad to {(to becnme the "Amariean Fza' ") in aduvised tn proceed

4

with czution!

24=-=Musgrave, p 122.

25~=Huns Ritschl's "Communal Economy and FMarket Economy™ iz sezn by
Musgrave as typiczl of European thnught (and e:pecially German

thought) on collective wants during thie perind,

26--llusgrave, p 122,



Sadly,

interest in a vay that persons of divergent nolitical

will readily accept. But

view.

on which it rests are rendering the individuzlism of the

18th centuries philosophiecally and anzalyt

he the harhingers of progress

individualism

Both the level of affluence we enjoy

is

or the

and

nnemnies

ically

economic theory has occunied the latter role,

Still, opportunity exists for

sconnmists

to explore the idea nf

there is no magic solution which can revezl the true caommunity

persuasinons

clearly a limited vorld=

the precarious balance
17th and

nbzsolete. Ideas can

of it=-tan often,

F

collective wrnts, and what it enulll mean For soeiety and for public
policy; their ideas cnuld have an impact onffuture decision-making.
Canservative Pritics27 will nma doubt c2ll thom apolngicsts for elitism
and statism, To be sure, just because z2n ecnnomist is hnnestly con=-
cerned wi'h a better, richer life for all does not mean he will he
correct about what it is leva it, 2wt col'ective wants
are alresdy tacitly recognized Er 7 mainstre«m of fisecal
theary. The conclusions ma thie Ehenrist who fully
recognizes the separate community interc.t will be controversial in
the U.S. ecenomics establishment, Uvt, i Se words of Praf, Galbraith,
"In economics, it is better to be right tii n to be o nsistent.™
Lacking a sure course to follow, and feeed with the sele alternutive
of denying the collective intcrest nlbrgathoz--thus sssuring a less-
than—-optimz2l pnlicy mix--=th blic et 's moennmists have perhaps
27=-=Really stalwuarts of liber=lism, in thg Cluscical sense,



only one, hest course--tn rrncognize

strict individualism, a

nd procezd from th
caution.
In discussing the application of the col’

need to make another limiting assumption,

;s Lo slterpctive to
ors with a somewyhat bolder
sehive wants appreach, we

in order to keep the

problem in focus. The perspective of this n= er c:nnot include the
theory that "market" capitalism in its wodern form doss not respond
an
adenuately in the service of cocnsumers.” Ue'll have to assume that
individual wants for private gnodz arz more or less taken czre of
by the output of the private ctor, aperating .s it scmetimes does
under governmental "carrot and stick" policies for "internalizing®
externalities. We must also assumc thot individual wants for goods
.which are social ares met by governments—-governments operating ac-
cording to the normal theory, which says, of caurse, that this is
precisely what governments do.
The imrmlicotion of my thesis, then, is that even if the present mix

of public and private

nreferences, it might still prorduce an un
there are legitimate, collective wants tn
fully. The present literatures, as we have
(albeit by indirectian) instances in whic
28-=The ccntemporary leader nof this scho

John Kenneth Galbraith.

1 of Lh

decision responds adequately to individual

satisfactory recult if
wihieh it does not respond
se2n, already recognizes
h thz public sector does

af Lhougnt is, of course,



respond to collective wants., The possibilitiec for a broader response
to "social neesds" is the subject of the rest nf the paper, Clearly,

a system of production based on profit-graed in unrestricted markets--
a system set in motion within & politicsl framework based on the

vwork of Locke arnd his disciples--is not likszly to respond in a com-
prehensive way tn needs which do net have their roots in self-interest.
But, though our institutions tend toward inflexihility, th=zy are not
tntally imrovable. Governmants can he prodind to actinn, enpecially

by econnmists who specialize in nnhlic financz, whose work it is to

explore the policiez 1 now suggest,

Collective Paternsalism and "[erit Coods!

When standard fiscal theory calls for publirc remedies against market
misallocations, thoce market results are seen as winlating an effic-
irney standard vhiech, according to conveantinn, is defincd solely by

individual preferesnces. W= have sesn,hnupvu=r, thut gnvernm nt inter-

vention in the economy cnn he a responcr te enllerctive wanta--wants

not only for maldistributinn remcerdies hut frr misallocation remedies

s well, The cammynity interest lies nnt only in one pattern of
digtribhution vhiech is preferchle g pth+re 9+ ¥n th- oraoduection of
aarficuler, preferred poodse and serwicrs oo parnsed to ogthers, We
are ler directly te the troublesome (feor ‘u-grave!) is-ue of merit

wialsl
gona



Merit gnods, and their counterpart, "demorit go ds" or "souclal badsg,"
lie outside the consideration nf stordard snecial gnods theory.
fMusgrave lays out his fiscal theaery of inpdividusl prezferznces and
then obs=erves that, in thec real uvorld

Eurdnet policy suygests 3 many instormes ohzre= the ver
af the decision maker appears to be to interfere with nr nverride
inrividual preferences, Thus sumphtuary taxes are imposed on
liqueor becaus=z the consumption thersof is held undecirable, or

low-cost housing is subsidized becau:r: decent housine For the

nor is held de 'rab'?. The e nsumptinn choices which are penal-

A

J—e

ized or supported in some instances invelve goods which, by our

previous definition, arc private...and in others, ngoods which

arg social.,..The issuwe now under cunsideration, therefore, must

not be confused with the distinction hetue=sn private and social

goods itse?F.”Zg

In attempting to explain the role of merit gnods in the fiscal scheme,
Musgrave walks all zround the issue with wut ever confronting it di-
rectly. He First =uggests autocratic impasition nf elitist choices

as one explanatian, Alternatively, he alley- that merit o
cies mioht be a2 corrective mec.:.anism fnr oeiieral misinformation—-
social guidance tnwzard choices uhich truly lesd to want-satisfying
outcomes for individual eonsumers, Alsa, sincz publicly csusidized
merit goods--low-cost hrusing nd school lupche . r example-~-are
often directed toward low-inco: 8 groups, [usyrave tzkes note of the

cbvinus and sugg=ssts paternalism as the z2nswuer, lerit goods are thus

a modification of "pure™ redistribution undertal.nn because pnor

29~-[lusgrave, p 65,



people are thought by others to be incapablc nf rational choice,

Musgrave's discussion of merit gonods employs ssvnral different ways

of saying the same thing, without ever dofining the issue from a
coll:ctive wants perspective. This is te he expected, of ccurse, and
the lirme, when drawn, is indeed z fine one. Out a fusion of [lusgrave's
various apprnaches produces the callective unnts aporoach which he
refuses to employ! Keepiny in mint our previnus acknowledgament of

a necessary degree of paternalistic policy-ntking, we can see that
public guidance toward choices which truly sctisfy true wants is
perfectly in line Qith my thesis, as lonn as the "imposead® choices

are the product not of an ipvidinus "elitism" but of the community
interest, uhich emerges from cellective vant:, All aspects of [lusgrave's
merit goods discussion head in this direction, but, necessarily, he
stops short of any exnlicit explapation which would offend the in-

dividualistic framework of standard fisc2l theory,

The ?gngrgl Uelfare

Extending the influcnce of collective wants more generally to the
allocotive aspects of fiscal peolicy will he intsresting and fruit-
ful, Ue find immedinrtely that the standard therry of the dam nd for
sncial goods is inadenuate. These demznd curves are usually derived,

. : 30 ) a3
in thecry, as the (vertical) summation of individual demand curves

s T3 7

30-= That fiscal theory sums these curves vertically for social
gonds, rather than horizontally as frnr nrivate qoods, ic a

peripheral matter of no importancsz for my case



which standard fiscal theory prerdicts.

der=allocation® as wel

goode and spillovers frameuorks is callerd intoc nuestion if these

For public goods and services, For any cocial gonds that catisfy

collectively—experienced wants, the truc demand will exceasd that

Furthermore, non-scocial goods in the pohd i tadget 0ill zulffer "upn-

, LF thay zre provided in amoonts wuhich bal-

4

ance narginal costs to marqginal benefits—to-individu=zls. This is 2

point which cuts ecross many -reas of nruhliec msctor activity--goods
uvith externalities, "mixed" gneods (like education, for example),
merit noods, An overallocation rationale is as easily applied to

Tdemerit" goods, The idea of collective usants blure what wns already
a somauvhat fuzzy distinction =mong varions rategnries of fiscal re-

sponse, flusgrave's summary dicmissal of mcrit noods from the social

o

forms of fiscal res,o@%, like merit qoods, are allouwed to reflect

iberate government interference with the result that would obtain

individual preferences uerse definitive. Uhat we come up with is

a much more general statement of fisc=l purpnsec: Goods, activities,

and economic outcomes which produce true social bencefits (as opposed

>

31==50ome would even srque thit the provision of social goods is it-

~

self a social gond! By virtue of their heing conperatively pro=-
duced and communally consumed, sacial goods enhance the function-
ing of society as a society. Though this rguneémf probably - &
stretches things too far, the impliecstinpn is that fiscal theory
itself might contain a gener~l bias sgninot sceial goodz, even

those which arise from individu~l trante!



W

to external benefits ta individualzs) or goncrate sncisl costs, are
said tn do so because they either promote or frustrates the public
interest. Efficient public sector response to these community inter-

gst situations--even where the rommunity interrst is in opnosition

e

to significant individual interests—=is pot an inpsirment of well-

being but an enhancenent of it,

Collective Time=Preference-=The Sccinl 3ake [ Discount

L |

[u']

A special part of the economic equity nuestion invnlves the effects

of present decisions on future welfare

. The issuer of "intergeneration

equity™ has came to the fore in recent ymors, especially in the

great social debates over Ffuel and nther nineral resources, and over

environmental contaminat

[

on. lusgrave himself takes note of "the asym-

mertrical fact that the present can affect the future but not

. 372 i :
vice versa," For examnle, present decisionz on the rate of capi=

tal formation determine the stnck of productive capital for some

years ahead, lMuch of the capital stock, however, is worn-out and re-
placed aver a relatively short span of ymars, and so "intergeneratiaon®
cquity is less important here., 2ut there are ;re ent dacisions which
affect wrll-being beyond tan or twanty nr fifty vyears into the future,
Present use of finite mineral rasournes affects their nvailability

not just next year hut intm the pext enntor; nd tha next. Ecanamic

~

“Ct‘..‘llit;’ which images the environment imnecges rual enats an the

P i e [
-=tisgrave, p 99,



future—--consts of needed é]eamnp plus detriments whieh prove irrepar-
able.

Mow, if all wants are individual, theo wents nf individuals nnt yet
born with respect to the level and comrositinn of acnonomic output
can, nbviously, naot be expressed, Aelianre snlely nn individual
wantes thus ignores Musgrave's "asymmetrical fact," and introduces

an inefficiency into the allocz2tion, as wznts uhich ought to count
are ignored!

For the intergeneration equify issue, theo implications of allouing
for collective wants are clear, The market rate of interest, whigh

is an eveluation of present vs, future welfare for pres

0]

nt persons,

may have tec be revised dounuward wvhon it is used for discounting

long-=term benefits of public invaztmznt projocts, znd long-term costs
of environmentally-risky production. As lMusgrave explcins, the

rationale is that "the private sectnr to2nds to upderestimzte the sa-
cial valus of future consumption and cupitzl fFormation, thus calling
for the use of a2 lower rate by the
is that the determinants of market rates of interest exclude collec-
tive wants (for a "good" future), introducing a present-consumption

bias into the result. That cellective want

v
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=
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signals is implicit in the position which advocates use of a "social

rate of discount,

33—-=llusgrave, p 177,



There still may be a good case for use of the markeb rate on private
investment-—-the overall net value of the pRoject is captured h
owners, as it is "ecacitalized" intn the wvalue of the securities thaey
hold. The rationale for discounting future benefits in the first
place is that persons wvould rather have them now than later. 2ut
when governments are involved in investment for things like trans-
nortotion systems, rescurce renewal, energy research, etc,, it is

clear that the benefits of these cannot be had in the present, nor

e F

can their true ® value be "capitalized" by their "ouners,™ in a

sense of giving them back some economic poucr--society as a whole

cannot be szid to exert eronomic power over itself, to comrand resour-

ces away from itself, Thus, much public investment--in water resour-

0]

ces, uaste site reclamation, our "enercy future," stc.--is a response

5]
a1
)
s)

not to the wants of individuals, living or unborn, but tc

tive imperative of social responsibility to the future,.

fleither social goonds thesory nor the externalities concept, both based
on individual wents, can offer a helpful approach to the question of
intergeneration costs and benefits. The externalities approach re-

quires that future generations be charged for the external benefits

n

0

which they enjoy from present investment; =fficiency is brought
about uvhen externalities are "internalized.," It is arguable that
use of the lower, social rate of discount results in more public in-

vestment, and in a2 higher level of debt to be serviced by tomorrou's

4
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society., But thers is >y here, Interest payments by gove

= .

€

o]

-

[

ments ar= a pecuniary transfer within soecicty, Uur future beneficiari

o

g2

5
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cannot be said to he repaying a debt to dead taxpayers, hecause pay-

ments by Uncle Sam to John Dos do not transfer any resources out of
e present in the past. we try to use the individualisti

the p t intae the past. If try to use the individualistic

ramework of social goods th y enefits to future generatic

f k of cial ods theory, benefits to future g ratiaons

from public expenditure must be sewn as cztisf

"present individuals, uho cannot pursue good frer their posterity as

individuals in the marketplace., If we adopt thi=s ap roach, however,

every investment, public or private, becnmes a '"social good,” at
least in part, if it is expected to yield utility over the very long
term=-utility which will accrue to individuals not yvet born., This

is & highly impractical intasrpretation,

Thus the only satisfactory explanation for use of the social rate

emgrges from the notien of collective vants, As lNusgrave explains,
"it is argued that pszople as members of society should care more

abaut future generations than in Fact thnry do, i.e., that future

. g w0 o 34 .
cnnsumntion shoul be considered & merit onnd,? The nntion nf the
discount rate as a measur= of the dirutility of deferring saticfac-

tinn is rendered inaprronriite, The invectment ikself is a present

rpaponse to a2 present imp o ratiwe, The rak- af dicgounting bepnefits
over thz useful life of such public investrents may easily, under

this view, approach zsro. In fact, given th £ the costs of not

e

vndertaking certain kinds of projects (For enviraonmental protection

A4-=luscrave, p 174,



and resource security) will be as inealculahle as they will be irre-

versible, a time-preference reversal, wuhich nuts a premium an future

welfare, may be appropriate--a negative rate of'rdiceount,”

Naturally, any project--nomnatter how grandiose, rislky, or costly--
could be made to "look goed on paper" if the "premium rate" on fu-
ture welfare were pushed high enough, Juf the point here is still
valid: If the level of public investment in resource security and
the envircnmental future 1s being decided baszed on any positive
rate for discounting future welfare, then fhz resulting level of

expenditure may very well be insufficient—--nn, inefficisnt, as the

present trends toward resource scarcities and environmental dangers

e

press ever harder against the collective sccia! gozl of as uring a

good life for posterity.

Equity Revisited

Fconomists in general, having mentioned the existence of equity is-

sues, and having reluctantly acknouledged their vital importance for
finding real "efficiency,™ Have little else to say, lusgrave observes
candidly that, "Economists, over the last fifty years, have increas-

ingly held thet a theory of just or equitable distribution is not

within the purvierw of econnmics but should be left to philosophers,
: : pia w3 N h o Rt ¢ i
poets, 2nd politicians,” But if the incume distribution itself

can be a social good--one which satisfies a collective desire for

equity--newy light has been shed on th=2 issue, and sconomics may have

c o a7
35==l'usyrave, p 82,
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more to say about the digstributional questinn, i/hat does the notinn
of a social desire for eruitable digtribution really mean for thzt

society? We might say that a society uhich secks ristributive jus-
tice has truly resolved itself to the pursuit of an admirable ideal--
the "just society." Obvionusly, the just society ne ds to have squi-

table econnmic and political arrangements, especially with respect to

the distribution of economic welf:re. CoOnvers

o

ly, the "unjust" so-

ciety need have no such uworries! A government whose role it is to

promote the wants of the "unjust" sociely it serves need make no

4

distributive justice., Cut gnvernment

“n

serious effort in the area o

in the just society is not so easy; to iognnre the society's rneeds for

distributional enuity becomes inefficient econom’c policy, as a legi-

timate want is neglected by the only sectnr of society thst can do

something about it,.

Having recognized the true oripin of Musgrave's theory of optimal
distribution, we are nou fre=s tn count thase bhenefits which improve
the society itself, as well #s thnae v ‘eh incresse the tntal utili-

ty experienced by individual persons. The overall rvesult iz that we

can ohserve the prevailling distributirnal pattern with a clearer

critical eye., If th=are iz pcreentible imnquity, rdoes rublic nolicy
hesitate becaus~ of "efficiency™ worri m nntion of a sncial

need for equity makes failure to take affectiva oction an inefficient
nublic response. The present halsnee in the nrolicy debate i+ tipped
in favor of greaster =ctiviczm on the dis*cibutionz]l gusctian,



The serious reader of this paner hns lik-ly heaen copvinced of nne

of two things. First, he may b# convincad th .t economic "science,"”

doomed at the start to he2 inexact, is based on individualism because

.
]

it had to be in order to be z manangecble discinlins at zll, Alterna-

tively, the reader may be convineced th-t =z truly useful econemics,

[=]

m

ipecially one which se ks to exnlzin toxztion and public expendi-

tures, must go beyond individuzlism, The laztlker is, of course, the
preferred cnnclucinn, -8 the mpst cide’verpsad {oed sronnahly most
"yseful ") puhlic finance schelzrs have inderd gonz heyond individual-

ism, though perhaps without me ning tao,

I have arqued for the notien of a community Interest, a pattern aof

societal priorities which is separste from the chjectiven and agpira-
tions of individual decision-makers, It ic . n ires traditinnally more

suited to political philosophy than to pealitical economy, =2p
more often to orpanizing political institutinns than tn meonaging
scarce means and QLIOC:ting'uﬁlfwre. Critics af the collectivist philo=-
sophy have charged that it is a utopian pipe-dream, uhich proceeds

from a fallacious assumption thut ths prohlem of

n

carcity has been

w
Ll

solved in industrial soeciety., On'y when the well-being of all indi-

viduals was taken as given, the argument gors, conld the collectiv-

ists reject competitive society znd concentrate on promoting the

i

cooperative whole, It is scarcity, however, uhich makes the notion



)}

of collective wants so important, as the means availlahle to society
are allocated according to one or another patiern of preferences,

without besing able teo fulfill all aof thrm. Unl

y the society uhich
can achieve a balance-=betuecn meeting nspirations of its individual
membzrs and promoting its own progress as a society-~-has been truly

"econamic!" in the use of its capacitiss,

hat I hzve done here should be se-n as a rough beginning effort.
Pecople who introduce neu modes of thou ht--especially in economics,
where we are supuosed to be finding ways to make life better--ocught
to do so not with vapity but with hopz2-<hope that, before too long,
somennit else will pick up where we left off, do it all again, and

papery it is that

wm

do it better. If I have shown anything in thi

an acceptance of collective wants by the public financte specizlist

can help him ta talke the "economic efficiency" arguments sn often

to his own

leveled against public deciciuvn-making, arnd turn then

advantage, and to the advantane of the nublic interest. Szmuelson,

were he youmnger and still prons tn enthusiasm, might have czlled it

"the econcomics of a good scciety.”
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