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Preface 

This f i f t h  Occasional  Paper  publishes an address  delivered a t  
t h e  Cent re ' s  third Occasional  Seminar on July 10, 1981 by 
Professor Gordon Tullock, Universi ty Distinguished Professor 
of Economics a t  t h e  C e n t e r  fo r  t h e  Study of Public Choice, 
Virginia Polytechnic Ins t i tu te  and S t a t e  University. The 
paper  has previously appeared  in t h e  Southern Economic 
Journal of April 1981 and we thank i t s  publishers for  
permission t o  print  th is  s l ightly ed i t ed  version. 

Income redistr ibution is an overwhelming pa r t  of t h e  
program of a l l  governments  and i t  is na tura l  t o  assume t h a t  
t h e  main aim of redistr ibution is t o  help cer ta in ,  usually less 
well-off, s ec to r s  of t h e  community.  A t  l ea s t  t h a t  is t h e  
rhe tor ic .  

According t o  Professor Tullock t h e r e  a r e  various 
mot ives  fo r  redistribution. Traditionally people wish t o  help 
t h e  poor; t h e r e  is a desire fo r  income insurance;  and we 
periodically envy t h e  rich. We should not  b e  blind however, 
t o  another,  and major fo rm of redistribution. The mot ive  in 
th is  c a s e  he  says, is simply ' the recipient's des i re  t o  rece ive  
t h e  money'. This t ransfer  goes t o  people 'who f rom any 
ex t e rna l  cha rac t e r i s t i c  a r e  not  part icularly deserving'. 

The n ine teenth  century  French poli t ical  economist ,  
F rede r i c  Bastiat ,  once  said t h a t  ' the s t a t e  is t h e  g r e a t  f ic t ion  
through which everybody t r i e s  t o  l ive a t  t h e  expense of 
everybody else',  but  t h e  real i ty is t h a t  some  groups more  ably 
use t h e  s t a t e  t o  redis t r ibute  income t o  themselves  than  
others.  Protect ion,  regulat ion and subsidisation of industry 
f o r  instance,  a r e  al l  t r ans fe r s  of income f rom consumers and 
taxpayers  t o  t h e  member s  of t h e  various industries. Salaries 
of academics  and t h e  provision of f r e e  or  subsidised education 
a r e  a lso  examples  of t ransfers  f rom people who may  not  wish 
t o  spend the i r  money in t h a t  par t icu lar  way. This t y p e  of 
redistr ibution is a f a r  more  prominent  f e a t u r e  of government  
programs,  b u t  is not  o f t en  seen  fo r  what  i t  is. 

The concent ra t ion  on in t ranat ional  redistr ibution and 
t h e  tendency t o  regard  problems in o ther  count r ies  in a 
d i f f e r en t  way f rom our own, a r e  a l so  noted by Professor 
Tullock. Richer count r ies  usually give aid t o  poorer nat ions 



but, a s  described recent ly  by Samuel Bri t tan,  th is  amounts  t o  
l i t t l e  more  t han  'conscience money', given t h e  trading policies 
of so many of t h e  r icher  countries.  

These ideas  abou t  redistr ibution and much of t h e  hypo- 
crisy which surrounds t h e m  a r e  t h e  subjec ts  f o r  discussion in 
th is  paper. Professor Tullock's plea isn't  so  much t h a t  w e  
should change  our thinking, but  more  t h a t  w e  should 'not 
p re t end  we a r e  doing something  we a r e  not  . . . t h a t  w e  
should not use a s  an  explanation f o r  our i ncome  t ransfer  
programs a rat ionalisat ion which does  not  f i t  our ac tua l  
behaviour.' There  are immense  redistr ibutions bu t  t h e  ac tua l  
policies we observe o f t en  cannot  b e  justified by t h e  normal 
e th ica l  arguments,  so, if t h e s e  t ransfers  a r e  t o  s t ay  with us  
t hen  ' let  us a t  l e a s t  speak  t h e  t ru th  about  them.' 

In t h e  discussion of th is  impor t an t  issue, Gordon Tullock 
has  in jec ted  s o m e  of his cha rac t e r i s t i c  commonsense  in to  t h e  
debate.  Nevertheless,  his conclusions a r e  his own and while 
t h e  C e n t r e  fo r  Independent Studies is pleased t o  b e  able  t o  
publish th is  Paper, t h e  views of t h e  author  a r e  not  necessari ly 
Shared by the  Cent re ,  i t s  Advisers, Trustees,  Direc tors  or 
off icers .  

September ,  1981 Greg Lindsay 
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The Rhetoric 
and Reality of 

Income Red istri bution 

Let  m e  very briefly survey t h e  exist ing economic, a s  opposed 
t o  t h e  philosophic, l i te ra ture  on t h e  redistr ibution of 
income. Firstly, a good many economis ts  have said simply 
t h a t  economics can  say  nothing about  t h e  subject  because  
somebody gains and somebody loses, but  we can' t  say whether 
th is  is a good or a bad thing with our economic apparatus.  
Hochman and Rodgers [91 * have s t a r t e d  another  t radi t ion  of 
dealing with income redistribution in which t h e  government is  
seen  a s  simply organising what is essentially a voluntary 
transfer  f rom t h e  better-off c i t izens  t o  t h e  less well-off 
ci t izens.  Why the  government should be  used a s  an  instru- 
menta l i ty  for  this  kind of t ransfer  was, interest ingly enough, 
f i r s t  explained by Milton Friedman [6, pp. 191-1921. Such 
redistribution has t h e  interest ing cha rac t e r i s t i c  t h a t  i t  does 
not  actually involve redistribution because the  people who 
make  t h e  g i f t  a r e  maximising the i r  own uti l i ty and, hence, 
a r e  be t t e r  off. It is a ca se  in which human preferences  a r e  
so arranged t h a t  a given dollar of income benef i t s  t w o  people 
a full dollar's worth. The donor gains a dollar f rom 
expending money at i t s  best  use. t o  him, i.e. making a g i f t  t o  
t h e  poor, and t h e  poor gain the  dollar. In a somewhat  
metaphysical  sense, i t  can be  said here  t h a t  no one  is really 
coerced in to  reducing his own living s tandard  for  t h e  benefi t  
of others. Coercion is necessary but  solely in order t o  avoid 
f r e e  riding. 

To put t h e  m a t t e r  in purest  terms,  unanimous agree-  
men t  among t h e  donors could b e  obtained t o  use coercion t o  
g e t  each one of t hem t o  make  a given s i ze  gift.  The problem 

* Numbers in square  brackets  refer  t o  t h e  References  a t  
t he  end of this  Paper (p. 21) 



is  very similar  t o  t h a t  of hiring policemen. In prac t ice ,  of 
course, nothing anywhere near a s  p e r f e c t  a s  t h a t  exists ,  bu t  I 
do  not  doubt  t h a t  this  part icular  cha r i t ab l e  mot ive  is, in f a c t ,  
among t h e  reasons fo r  income redistr ibution in t h e  mos t  
modern s ta tes .  We will a rgue  below t h a t  i t  is a relat ively 
minor mot ive  and t h e  major mot ives  tend t o  l ead  t o  ineffic-  
iency and distortion. This par t icu lar  motive,  insofar a s  
implemented ,  actually improves t h e  ef f ic iency of t h e  
economy. 

The  main t h e m e  of this  paper, however, is not  t h a t  
Hochman, Rodgers, and Fr iedman a r e  right, but  t h a t  a g r e a t  
deal  of t he  o ther  a rgument  for  income redistr ibution is 
wrong. L e t  m e  begin my discussion of th is  by a brief 
digression on South Africa,  a count ry  which I visi ted 
recently. '  In South Africa, t h e  whi tes  run a sys tem which is 
qui te  democra t i c  if you ignore t he  f a c t  t h a t  only whites can  
vote. They have used th is  sys tem t o  establish a fa i r ly  
e l abo ra t e  wel fare  s t a t e  fo r  t he  benefi t  of t h e  white 
population, part icularly t h e  Afrikaners who a r e  about  half 
employed by t h e  government.  Signif icant  t r ans fe r s  a r e  made  
t o  'poor whites'  who a r e  defined roughly speaking a s  whi te  
people whose income is lower than  t h a t  of most  whites and 
only t h r e e  t imes  a s  high a s  t h a t  of m o s t  blacks. 

The  blacks a r e  also t he  subjec t  of some  income 
t ransfers  f rom t h e  whites. These t ransfers  a r e  not  l a rge  bu t  
they  a r e  real. It is I must  admit  conceivable,  al though I 
think no t  true, t h a t  those  whites who adminis te r  t h e  t ransfer  
program rece ive  benef i t s  t h a t  a r e  la rger  than  t h e  black 
communi ty  ne ts  out  on t h e  program. Nevertheless,  I think 
t h a t  t h e r e  is a rea l  t ransfer  of resources  t o  t h e  black pa r t  of 
t h e  population, a lbe i t  a small  one. The blacks, however, 
have  much t o  complain about.  They a r e  subjec t  t o  a good 
deal of discriminatory regulation. Most of t he se  discri-  
minatory  rules a r e  essential ly minor annoyances, but  rules 
which keep  a t  l e a s t  half t h e  blacks on what  used t o  be  ca l led  
reserves  and a r e  now in t he  process of being ca l led  home- 
lands, m a k e  i t  impossible fo r  most  of t h e  blacks t o  make  t h e  
bes t  of the i r  human capital .  It  should be  said, by t h e  way, 
t h a t  t h e  black human capi ta l  is very sharply lower  than  t h e  
white,  and hence, in a comple te ly  f r e e  economy, black 
incomes  would b e  signif icantly lower t han  whi te  incomes, but  
not  nearly a s  much a s  they  a r e  under present  institutions. 

The  discussion of South Africa he re  is ex t r eme ly  over- 
simplified, but  I think i t  properly presents  t h e  spir i t  of 
t he i r  institutions. 



Once  a black has permission t o  g e t  a job in 
Johannesburg or wherever  i t  is, he  is then  subjec t  t o  some  
fu r the r  cont ro ls  on the  t y p e  of job he  has b u t  t he se  in genera l  
do not s eem t o  b e  very impor tant .  There  a r e  some  excep-  
t ions which permi t  ce r t a in  white employers,  t h e  Afrikaner 
f a r m e r s  f o r  example,  t o  gua ran tee  themselves  adequa te  labor 
supplies at fair ly low c o s t  bu t  t h a t  is a compara t ive ly  small  
phenomena. There  are,  of course,  in t h e  c i t i e s  a l so  a g r e a t  
many illegal immigrants  working hidden in t h e  in ters t ices  of 
t h e  economy. Indeed, t h e  p re sen t  government,  a s  p a r t  of i t s  
' l iberalisation' procedure,  has  eased  up on t h e m  and permi t ted  
many of t he se  illegal immigrants  t o  become legal. As would 
b e  expected ,  t h e  resul t  of this  is t h a t  t h e  sa lary  of a l l  blacks 
has risen but  t h a t  of t h e  blacks who former ly  were  lega l  and 
who now f a c e  more  compet i t ion  has  fal len.  The blacks in t h e  
c i t y  a r e  dea l t  with by a spec ia l  police f o r c e  which has t h e  
r ight  t o  a rb i t ra r i ly  depor t  t h e m  although t h e r e  is, of course,  
t h e  possibility of appeal  t o  courts .  

Most people t o  whom I descr ibe  this  sys tem a r e  
shocked. The f a c t  is t h a t  t h e  sys tem is ident ica l  t o  t h e  one  
used by t h e  United S t a t e s  and, indeed, a l l  Western European 
countries.  The only d i f ference  is our tradit ion t h a t  
fore igners  a r e  not  real ly human. What I have  said about  
South Africa 's  t r e a t m e n t  of i t s  blacks is ident ica l  say, t o  
America 's  t r e a t m e n t  of Mexicans. They a r e  kep t  on the i r  
'homelands' by what  w e  ca l l  immigrat ion control .  Those who 
g e t  in to  t h e  United S t a t e s  a r e  sub jec t  t o  res t r ic t ions  on what  
they  can  do  if they  c o m e  in legally, and t h e r e  a r e  a g r e a t  
many of t hem in t h e  count ry  illegally who a r e  subjec t  t o  
a rb i t ra ry  depor ta t ion  al though,  again, with t h e  r ight  of cou r t  
appeal  if they  want  it .  As a result ,  t h e  living s tandard  of t h e  
Mexicans is very much lower t han  i t  would b e  wi thout  th is  
rule. 

The United Sta tes ,  in this  respect ,  is less close t o  South 
Africa than  a r e  count r ies  l ike Sweden or Switzerland.  In 
both of t he se  count r ies  very l a rge  pa r t s  of t h e  labor f o r c e  a r e  
admi t t ed  in to  t h e  count ry  on a legal  s t a tu s  which is t o  a l l  
i n t en t s  and purposes t h e  s a m e  a s  t h a t  on which a South 
African black g e t s  permission t o  work in Johannesburg. They 
a r e  confined in genera l  t o  t h e  low paying jobs and, of course,  
t h e  sa lar ies  in t hese  jobs a r e  much lower t han  they  would b e  
if they  were  not  t h e r e  t o  keep  t h e  price down and se rve  a s  a 
complemen t  r a the r  than  a subs t i t u t e  fo r  t h e  Swedish, Swiss, 
or  white South African laborer .  As a result ,  living s tandards  
of t h e  Swedes, Swiss, and whi te  South Africans a r e  higher 
than  they  would b e  otherwise.  The living s tandards  of t h e  



Turks, Yugoslavs, and Zulus a r e  also higher than they  would 
b e  if they  w e r e  not  pe rmi t t ed  t o  immigra t e  t o  t h e s e  upper 
c lass  a r e a s  a t  all, bu t  markedly lower t han  they  would be  if 
they  were  pe rmi t t ed  t o  f r ee ly  immigra te .  

The only dist inct ion be tween t h e  c a s e  of t h e  United 
S t a t e s  and t h e  Mexicans, t h e  Swedes wi th  t h e  Turks, Swiss 
wi th  t h e  Yugoslavs, Italians, etc., on t h e  one hand and t h e  
South Africans wi th  respect  t o  t h e  blacks on t h e  other,  is t h a t  
i t  c an  be  argued t h a t  t h e  blacks of South Afr ica  a r e  c i t izens  
of South Africa. Legally, of course,  t hey  a r e  not and, 
indeed, t h e  South African government  is in t h e  process of 
s e t t i ng  up a whole ser ies  of ' s ta tes '  so  t h a t  t hey  will have  
o the r  count r ies  in which they can  be  ci t izens,  but  most  
advanced l iberal  thought  f ee l s  t h a t  t hey  should b e  c i t izens  of 
South Africa. 

But why should t h e  Turks in Sweden be  subjec t  t o  t h e  
s a m e  kind of discrimination t h a t  t h e  blacks a r e  in South 
Afr ica?  Why is i t  any worse fo r  t h e  South African 
government  t o  prohibit  m o r e  than  a f ixed  quota  f rom leaving 
one of t h e  new Bantustans,  and going t o  Johannesburg and 
seeking work than  i t  is f o r  t h e  government  of Sweden t o  
prohibit more  than  a f ixed  quota  of Turks f rom working in 
Sweden? England now is ac tua l ly  changing i t s  defini t ion of 
ci t izenship so t h a t  t h e r e  will b e  fo rma l  c i t i zens  of England2 

who have acces s  t o  British passports  and t ravel  around t h e  
world a s  British c i t izens  bu t  who may not  s e t t l e  in England. 
But fo r  t h a t  m a t t e r ,  why when t h e  British Labor Pa r ty  took 
cont ro l  of t h e  British Empire in 1945 did they  give India 
independence instead of inviting India t o  send de legates  t o  
t h e  House of ~ o m r n o n s ? ~  They would, of course,  
immedia te ly  have  taken over t h e  House of Commons  s ince  
the i r  c i t izenry  were  so much more  numerous than  t h a t  of t h e  
English, but why not?  

Actually they  a r e  subjec ts  of t h e  Queen.  
Friedrich Hayek once  noted tha t :  

If a n  English proletarian,  f o r  instance,  is en t i t led  t o  
an equal  sha re  of t h e  income derived f rom his coun- 
try 's  cap i t a l  resources,  and of t h e  cont ro l  of their  
use, because  they  a r e  t h e  resul t  of exploitat ion,  s o  
on t h e  s a m e  principle all t h e  Indians would be  enti-  
t led  not  only t o  t h e  income f r o m  but  a l so  t o  t h e  use  
of a proport ional  sha re  of t h e  British capital .  . . . 

But what  social is ts  seriously con templa t e  
equal  division of exist ing cap i t a l  resources  among 
t h e  people of t h e  world. [8, pp. 222-2251 



These  questions, I think, most  people would regard as 
simply silly. We have built in to  us a very, very s t rong  fee l ing  
t h a t  we do  not  want  la rge  reduct ions  in our income. The 
proposals I have just made  would lead  t o  l a rge  reductions in 
t h e  income of t h e  Swedes, t h e  Swiss, South Africa's English, 
and t h e  c i t i zens  of t h e  United Sta tes .  Further,  they  a r e  
con t r a ry  t o  a part icular  t radit ion;  t h e  tradit ion of 
nationalism. We t r e a t  our fe l low c i t izens  d i f ferent ly  t han  
o the r  human beings. 

Now I a m  not  arguing t h a t  we should a c c e p t  any 
Mexican or Indian who wishes t o  c o m e  t o  t h e  Uni ted  S t a t e s  
and  t a k e  a job. Indeed, I think t h a t  would very sharply lower 
t h e  living s tandards  of mos t  Americans,  al though i t  might  in 
m y  own par t icu lar  c a s e  lead t o  an  improvement.  What I a m  
saying is t h a t  w e  should recognise t h a t  our mot ives  in 
objec t ing  t o  th is  a r e  simply se l f i she4  We want  t o  keep  our 
living s tandards  up and we a r e  willing t o  l e t  people d ie  in 
southern  India t o  t h a t  end. But we don't l ike t o  t a lk  abou t  
it .  This is t h e  hypocrisy which dominates  discussion of t h i s  
issue. 

There  a r e  immense  d i f f e r ence  be tween t h e  incomes  
received by t h e  Americans, nor thwest  Europeans and 
Austral ians and those  which a r e  received by the  major i ty  of 
t h e  human r ace  living in places l ike India and Zaire. Further,  
t h e  t r ans fe r  of, l e t  us say, half of our incomes  t o  t hem 
presents  no technica l  diff iculty al though of course,  i t  would 
t a k e  a l i t t l e  while t o  organise. Note t h a t  even  if t h e  
nor thwest  Europeans, t h e  Americans,  t h e  Australians, 
Japanese ,  etc. decided t o  t r ans fe r  half of the i r  cu r r en t  
incomes  t o  t h e  poorer  pa r t  of t h e  world, t hey  would cont inue  
t o  have expendi ture  levels  which were  markedly higher than  
those  of t h e  rec ip ients  of the i r  chari ty.  If we believe what  is 
f requent ly  r e f e r r ed  t o  a s  t he  Lerner  justification f o r  income 
redistribution, declining marginal  ut i l i ty of i ncome  with 
wealth,  t h e  t r ans fe r  should lead t o  a very  la rge  increase  in 
t h e  t o t a l  world utility. 

Recent ly ,  Willy Brandt  was  head of a commission 
composed of professional  bleeding hea r t s  f rom t h e  developed 
pa r t  of t h e  world and a group of representa t ives  of t h e  poorer 

a r t  of t h e  world. With g r e a t  f an fa re ,  they  released a repor t  LO] pointing o u t  how badly off t h e  poorer pa r t s  of t h e  world 
were. Despi te  a l l  t h e  s t rong s t a t e m e n t s  about  t h e  desir-  
abi l i ty  of aid, the i r  principal a c t u a l  suggestion was t h a t  a 
schedule  of t ransfers  f rom t h e  developed t o  t h e  under- 

For an  unselfish argument ,  see Char les  R. Beitz [I] 
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developed world be  produced such t h a t  7110th of 1 per c e n t  of 
t h e  income of t h e  developed world b e  t ransfer red  in 1985 and 
1 per cen t  in the  year 2000 [lo, p. 2911 .5 Seldom has such a 
l a rge  mountain labored t o  produce such a small  mouse. 
Fur ther ,  t h e r e  does not s eem t o  b e  any rea l  prospect  of even 
these  ext remely  modest  recommendations being imple- 
mented .  Once  again I do  not objec t  t o  this  policy. I would 
very much prefer  continuing my present  habits  of l i fe even 
though I a m  aware  of t he  f a c t  t h a t  if I t ransfer red  half of my 
income t o  t h e  poorer pa r t s  of t h e  world, I could save  perhaps 
30 children. 

Indeed, we do not  need t o  consider only government 
ac t ion  here. Any one of us who wishes, by deciding t o  
dedica te  half of his income t o  t h e  task  and by taking a l i t t l e  
trouble t o  make  ce r t a in  i t  actually is delivered, could roughly 
double the  living s tandards  of perhaps 20 c i t izens  of south 
India. I t a k e  i t  no one in th is  audience is in f a c t  going t o  
t a k e  advantage  of t he  opportunity and I also t a k e  i t  t h a t  t he  
bulk of you will remove i t  f rom your memory banks a s  soon a s  
possible. Indeed, some  of you may devote  a good deal of 
t ime  t o  producing rat ional  explanations a s  t o  why this  is not  
possible. As Benjamin Franklin once  said, 'It is so  convenient 
t o  be  a rat ional  animal because i t  permi ts  us t o  rationalise 
anything we choose t o  do.' 

Note t h a t  I a m  not cri t icising you or myself for  being 
more  in teres ted  in our own c r e a t u r e  comfor t s  than  preventing 
s tarvat ion  in other pa r t s  of t he  world. It s eems  t o  m e  quite 
normal human behaviour. Nor a m  I cri t icising you fo r  
normally avoiding thinking about  th is  ma t t e r .  After  all, why 
should one to r tu re  one's self by thinking about  something 
which one could do but  does not  intend to. What I a m  saying 
is t h a t  we should not use a s  an explanation fo r  our income 
t ransfer  programs a rat ionalisat ion which does not  f i t  our 
ac tua l  behaviour. This, of necessity, will lead t o  a less 
ef f ic ient  achievement  of our ac tua l  goals in income 
redistribution than more  careful  and a c c u r a t e  thought. 

Le t  us t a k e  Rawls, for  example. Here  I a m  going t o  
discuss only one a spec t  of his a rgument  which is t he  view t h a t  
we  should make  decisions about  income t ransfers  a s  if we  
were  behind t h e  veil of ignorance. He specifically says  t h a t  

There a r e  some  other  proposals but  they  a r e  equally 
trifling. 
But see my review of Tragic Choice [31 in t he  New York 
University Law Review [161 



this  is only fo r  one 'isolated' soc ie tyQ7 In o ther  words, behind 
t h e  veil of ignorance you know t h a t  you a re  a c i t izen  of 
Austral ia or  America.  Now t h e r e  a r e  only two  explanations 
for  this. The f i r s t  is t h a t  he  is not  talking about  t h e  rea l  
world. The immigration code, t he  exis tence  in the  United 
S t a t e s  of many illegal Mexicans in our ci t ies,  fo r  t h a t  m a t t e r  
t he  exis tence  of s o m e  50,000,000 Mexicans r ight  nex t  t o  us 
al l  of whom would like t o  come  in, t h e  Cubans and t h e  
Hait ians - t o  say nothing of t h e  c i t izens  of India and Egypt - 
al l  a r e  t o  b e  ignored in deciding about  income distribution. 

Why? The only explanation I c a n  think of is t h a t  i t  
would b e  painful t o  think of them. The moment  we begin 
talking about  being behind t h e  veil of ignorance a s  human 
beings ra ther  than  c i t izens  of a very wealthy country, Rawls' 
l ine of reasoning indicates t h a t  our income should be  reduced 
t o  an immense  degree. If this  had been clearly pointed out, I 
would predic t  t h a t  t h e  book would not  have been the  bes t  
sel ler  t h a t  i t  was nor would i t  have had the  g r e a t  public 
discussion, mainly approving of t he  book. What we actually 
observe in t h e  real  world is a very e l abora t e  income t ransfer  

Rawls is a bit hard t o  pin down on th is  subject. The only 
discussion I have been able  t o  find is in t h e  l a t t e r  pa r t  of 
a paragraph, t h e  f i r s t  pa r t  of which purports  t o  deal  wi th  
international  law. Here he  says: . . . I shall  b e  sat isf ied if i t  is possible t o  formula te  

a reasonable conception of just ice for t h e  basic 
s t ruc tu re  of socie ty  conceived for  t h e  t i m e  being a s  
a closed sys tem isolated f rom other  societies. The 
significance of this specia l  c a s e  is obvious and needs 
no explanation. It is natural  t o  conjec ture  t h a t  
once we have  a sound theory fo r  this case,  t he  
remaining problems of justice will prove more  
t r ac t ab le  in the  light of it. With suitable 
modifications such a theory should rovide t h e  key 
for  s o m e  of t hese  o ther  questions. 9 5 ,  P. 81 

Note t h a t  we  do have a 'closed sys tem isolated f r o m  
other  societ ies '  in t he  form of the  world. We also have  
o ther  sys tems such t h a t  t h e  United S t a t e s  which 
empirically is cer ta in ly  not  isolated f rom Mexico, Sweden 
which is cer ta in ly  not  isolated f rom Turkey, and White 
South Africa which is certainly not  isolated f rom Black 
South Africa. If we a c c e p t  t h e  world as a closed system, 
Rawls is calling for immense t ransfers  f rom us t o  t h e  
c i t izens  of India, Africa etc. If we  t a k e  any smal ler  
a rea ,  we do not  m e e t  his conditions. 



sys t em which is mainly in ternal  t o  individual s ta tes .  
Indeed, men of good will t ravell ing in India and obser- 

ving the  abominable poverty of a lmost  t h e  en t i r e  c i t izenry  of 
t h a t  country,  will complain about t h e  government of India not  
engaging in enough redistribution within the  country.  
Apparently i t  never occurs t o  them t h a t  they  themselves  
could by giving away half of t he  d i f ference  between the i r  own 
income and t h e  income of t h e  average  Indian, actually raise 
t h e  living s tandard  of a considerable number of Indians. 

They cer ta in ly  never seem t o  show much recognition of 
t h e  f a c t  t h a t  t he  f inancial  resources of t h e  government of 
India a r e  very, very small, granted  the  problem which they 
f a c e  and t h e  f inancial  resources of t h e  United S t a t e s  and 
western  Europe a r e  la rge  enough so  t h a t  we easily could 
t ransfer  t o  t h e  poor in India much more  than the  absolute 
maximum t h a t  could be  obtained by t h e  government of 
India. It is, of course, t rue  t h a t  visi tors f requent ly  say  t h a t  
t h e  American and European aid program should be  la rger  and, 
granted  t h e  tr ivial  s i z e  of these  aid programs this is an  easy 
argument  t o  make, but they  never suggest  t h a t  we consider 
a l l  human beings a s  roughly equivalent  and t h a t  a cu r ren t  
t ransfer  t o  an  American living in Harlem who fee ls  discrimi- 
na ted  against  because  he or she  does not  have a color TV set, 
could be  sen t  t o  south India where they might well prevent  1 5  
t o  20 dea ths  a year f rom malnutrition.' However, in prac- 
t i c e  we observe t h a t  t h e  United S t a t e s  and western Europe 
engage in la rge  sca le  t ransfers  t o  the i r  own c i t izens  who they 
regard a s  poor but who by world standards a r e  c lear ly  
wealthy, being normally in the  top  10 per c e n t  of t h e  world 
income distribution, ra ther  than  transferring t o  t h e  very poor. 

Now once  again, I a m  not cri t icising this behaviour on 
t h e  p a r t  of t h e  countr ies  concerned. It, in f ac t ,  is in accord  
with my own preferences.  I am,  however, saying t h a t  we  
should talk about t h e  m a t t e r  in realist ic  terms.  We should 
no t  pre tend we a r e  doing something we a r e  not, and we  should 

' One of t h e  rat ionalisat ions t h a t  I f requent ly  encounter at 
this  point is  t h e  concern about  t h e  e f f e c t  on population of 
t ransfers  t o  south India. The e f f e c t  on t h e  population of 
t h e  United S t a t e s  of t h e  Aid fo r  Dependent Children 
Program is normally ignored. In any event,  however, if 
this  is a concern,  t ransfers  could b e  made contingent 
upon sui table  b i r th  control  methods. On t h e  whole, 
ut i l i t ies in south  India will b e  higher if t h e  population is 
kept  down by b i r th  control  ra ther  than  by starvation.  



t r y  t o  c lar i fy  our own motives so t h a t  w e  can  s e l e c t  
inst i tut ions which f i t  what  we want  t o  do and not what  w e  
think i t  pleasant  t o  say we want  t o  do. 

I t  should b e  pointed ou t  t h a t  t h e  income t ransfers  within 
t h e  wealthier  s t a t e s  ac tua l ly  lower r e a l  incomes  in t h e  poorer  
s t a t e s ,  a lbe i t  not  by very much. Income t r ans fe r s  within any 
group will lower t h e  t o t a l  measured  income of t h a t  group 
(a lbe i t  they  might  increase  t o t a l  ut i l i ty)  because  i t  makes  t h e  
margina l  re turn  on labor lower while t h e  weal th  e f f e c t s  t end  
t o  cance l  out. Poor people a r e  made  weal th ier  and t h e  
wealthy people a r e  made  poorer. Empirical  measures  of th is  
a r e  relat ively d i f f icu l t  but  t h e  negat ive  income t a x  
expe r imen t s  s eem t o  indica te  t h a t  a not very  aggressive 
income redistr ibution s c h e m e  would reduce  production by 
abou t  10 per cent .g  

Since t h e r e  is a world marke t  in many things, this  would 
mean  t h a t  t h e  surplus value gene ra t ed  in t h e  poorer  count r ies  
by g rea t e r  production in wealthier  count r ies  is reduced 
because  of t h e  income t ransfer  s chemes  in t h e  weal thy  
countries.  P u t  differently,  t h e  things t h a t  t he  poorer  
count r ies  buy f rom t h e  wealthy count r ies  will b e  somewhat  
more  expensive and t h e  things t h a t  they  sel l  t o  wealthy 
count r ies  will b e  sold fo r  somewhat  lower pr ices  than  they  
would without  th is  program. 

I t  should be  said by t h e  way, t h a t  t h e r e  is a t  l e a s t  a 
possibility t h a t  d i r ec t  l a rge  s ca l e  t ransfers  f rom t h e  weal thy  
count r ies  t o  t h e  poor count r ies  would ac tua l ly  increase  
measured  production. The marginal  ut i l i ty of labor would of  
cou r se  go down in both countries,  b u t  in t h e  wealthy count r ies  
t h e  reduced rea l  income of each  individual might  partially, o r  
on t h e  whole, cance l  t h a t  e f f e c t  o u t  with t h e  result  t h a t  t h e  
amoun t  of work done was about  t h e  same. In t h e  poor coun- 
t r ies ,  malnutri t ion,  physical weakness, etc., caused by 
pover ty  lowers t h e  amoun t  of work t h a t  a man  can  do. I t  
might  b e  t h a t  t he se  t ransfers  by ge t t i ng  around these  physical 
l imi ts  would produce more  work there.  But th is  is mere ly  a 
possibility. I would h a t e  t o  a rgue  strongly fo r  i t s  reality. 

So f a r  I have been primari ly arguing t h a t  t h e  s tandard  
rat ionalisat ion for  income redistr ibution policies does  not  
f i t .  Why then  do we engage  in income t ransfers?  Surely 
they  a r e  by any measure  an  ex t r eme ly  impor t an t  function of 
most  modern s ta tes .  Further,  historically, they  have  
normally been impor tant ,  a lbe i t  not  a s  impor t an t  a s  now. 

9 See  [121 



THE MOTIVES FOR REDISTRIBUTION 

There are,  I think, a number of mot ives  which lead t o  income 
redistribution. The first ,  and by al l  odds most  important ,  is 
simply a desire on t h e  pa r t  of t h e  potent ia l  recipients of t h e  
redistribution t o  rece ive  it. Since t h e  donors normally do not  
wish t o  give money t o  people who simply want  it, th is  leads t o  
fair ly complicated political diff icult ies which I will describe 
below. Nevertheless, I think i t  cannot  b e  doubted th is  is t h e  
la rges t  single explanation for  income t ransfers  in t h e  modern 
state. The f a c t  t h a t  so l i t t le  of t h e  income t ransfer red  goes 
t o  t h e  poor is of course the  obvious evidence for this. I 
presume you a r e  fami l iar  with t h e  innumerable demon- 
s t ra t ions  tha t  if our income t ransfers  were  concent ra ted  on 
t h e  poor, t h e  poor would b e  wealthy even by American stan-  
dards  whereas, a s  a m a t t e r  of f a c t ,  in sp i t e  of al l  t h e  income 
t ransfers  they  a r e  st i l l  very f a r  f rom t h a t  enviable state." 

The charitable motive 

But l e t  m e  s e t  this  part icular  mot ive  aside for t h e  moment  
and turn  t o  another  set which, I think, undeniably does have  
some  e f f e c t  on our income redistribution policy. The f i r s t  is 
what  I would ca l l  char i table  motives; Hochman and Rodgers 
ca l l  i t  interdependent ut i l i ty functions, and this  is - roughly 
speaking - our tendency t o  l i teral ly f e e l  sorry for  and want t o  
d o  something for  people who a r e  worse off than ourselves. 
All human beings seem t o  have th is  part icular  motive t o  a t  
l ea s t  some  extent ,  but  i t  should also b e  said t h a t  fo r  most  
human beings i t  does not seem t o  b e  very strong. I would 
suggest  t h a t  t h e  audience of this group consider how much of 
the i r  income they have in f a c t  given away t o  people poorer 
than  themselves outside their  immedia te  family." If any of 
you exceed 5 per c e n t  you will be  e i the r  deeply religious or a 
most  exceptional  person. The deeply religious person who 
t i thes,  and this  ge t s  up t o  about  16 per c e n t  al l  told with t h e  
Mormons, is not  mot iva ted  by char i ty  but  by a desire not  t o  
burn in hell. It is a coerced transfer ,  a lbe i t  t h e  coercion is  
a t t a ined  not  by a rea l  t h r e a t  but  by a mythica l  threa t .  But if 
t h e  myth  is.believed i t  is a s  rea l  a s  a real  threat .  

l o  Of course they do  appear  wealthy f rom the  standpoint  of 
t h e  c i t izens  of India. " Throughout this  discussion, I a m  talking only about  ext ra-  
family transfers. Intra- family t ransfers  are, of course, 
immense,  



Five  per c e n t  is, if we look a t  t h e  i ncome  t a x  f igures,  
actually a ra ther  exaggera ted  amoun t  fo r  cha r i t ab l e  
transfers .  l 2  If we look a t  t h e  o the r  way in which char i ty  can  
b e  organised, by t h e  government,  we normally observe t h a t  
t h e  amounts  t r ans fe r r ed  t o  t h e  poor a r e  again  well under 5 
per  cen t  of GNP. Indeed, I a m  always astonished a t  how 
smal l  they  a r e  because  a f t e r  a l l  t h e  poor can  vote  and one  
would presume would b e  willing t o  c o n c e n t r a t e  their  poli t ical  
support  on people who would o f f e r  t h e m  larger  payments.  
They don't s eem t o  do  anywhere  near a s  well out  of t h e  
poli t ical  process a s  you would think they  would, g r an t ed  t h e  
number of vo t e s  they  have. 

Indeed, in sp i te  of al l  t h e  ta lk  about  t h e  war on pover ty  
in t h e  United Sta tes ,  i t  is not c l e a r  t h a t  t h e  poor do  com-  
parat ively b e t t e r  than  they  did in 1850. Lebergot t  [14, p. 571 
has assembled some f igures  which seem t o  indica te  t h a t  we've 
had what  amounts  t o  a floor on income, which is about  25-30 
per c e n t  of t h e  pay of common labour, throughout most  of our 
history. His f igures  a r e  not  very  good, not  because he  is 
inept  but  because  t h e  d a t a  he worked wi th  a r e  very thin, but  
they  a r e  t h e  bes t  t h a t  I know. I have  o f t en  wondered if t h e  
poor did not  perhaps d o  b e t t e r  under t h e  combination of loca l  
payments  and pr iva te  cha r i t y  d i rec ted  t o  t h e  poor in t h e  19th  
century  than  they  do now with programs financed mainly by 
t h e  f ede ra l  government  al though par t ly  by t h e  s ta tes .  

I t  is possible t h a t  t h e  char i tab le  mot ive  tends t o  weaken 
a s  you move away f rom t h e  cha r i t ab l e  person, both in geogra-  
phic d i s t ance  and in social  distance.  If so, th is  would t end  t o  
indica te  t h a t  c i t izens  of your own count ry  should be  t r e a t e d  
b e t t e r  t han  others. It would also, however, indica te  t h a t  
people of your class or  people who l ive in your town should b e  
t r ea t ed  b e t t e r  than  o ther  c i t izens  of your country who a r e  
not e i t he r  or your c lass  or  co- cit izens of t h e  town. I d o  not  
think t h a t  t h e  sharp  d i f ference  be tween c i t izens  of t h e  
count ry  and fore igners  can  b e  explained by th is  mot ive  bu t  i t  
does perhaps tend  t o  re inforce  o ther  f a c t o r s  t h a t  point in t h e  
s a m e  direct ion.  

l 2  The income t ax  f igures  a r e  somewha t  hard t o  i n t e rp re t  
because  of t h e  inclusion in t h e  United S t a t e s  of religious 
g i f t s  a s  chari table.  They apparent ly  m a k e  up about  two-  
thirds of a l l  g i f t s  and t h e  bulk of th is  money, of course,  
does not  g o  t o  help t h e  poor, bu t  t o  build churches, pay 
sa lar ies  of ministers ,  etc. 



1 The envy motive 

The second rea l  motive,  and I d o  not  know how s t rong this  is, 
is simply envy. This is a mor t a l  sin but  i t  is one t o  which a l l  
of us  a r e  prone. It is very  hard t o  avoid the  impression t h a t  
envy is an  impor t an t  pa r t  of t h e  i ncome  redistribution pro- 
gram in most  s t a t e s .  In most  modern s t a t e s ,  t h e  wealthy in 
f a c t  pay a more  than  proport ional  sha re  of the i r  income as 
taxes.  It should be  said, however,  t h a t  of course  some  of t h e  
wealthy have go t t en  th is  l a rge  income by manipulat ing t h e  
government ,  bu t  t he  c u r e  for  t h a t  is surely not  t o  put  a high 
t ax  on a l l  upper income people. In sp i t e  of th is  t h e r e  has  
been a g r e a t  t o  do about  t h e  loopholes fo r  t h e  wealthy and 
very l i t t l e  a t t en t ion  about  loopholes which al l  t h e  res t  of us  
have. 

The explosion of public anger  in t h e  United S t a t e s  when 
i t  was revealed t h a t  t h e r e  w e r e  200 people with adjusted 
gross incomes  of more  than  $100,000 a yea r  who had not  paid 
t axes  is simply one i l lustrat ion of th is  point. It is a 
part icularly good i l lustrat ion because  t h e  reason they  didn't 
pay t axes  was t h a t  due t o  peculiar  rules promulgated by t h e  
Internal  Revenue Service, they  were  compelled t o  put  down 
a s  adjusted gross income a f igure  which is very much in 
excess  of the i r  ac tua l  income. The t a x  was computed  on 
the i r  ac tua l  income and not  on t h e  adjusted gross income 
figure. '  

It  is qui te  widely believed by economis ts  t h a t  t h e  upper 
end of t h e  income tax,  and f o r  t h a t  m a t t e r  inher i tance  t a x  
schedules,  a r e  high enough so  t h a t  t h e  ac tua l  t a x  revenue  
would be  increased by lowering t h e  ra te .  If th is  is so, t hen  
c lear ly  envy is t h e  only explanation,  a lbe i t  this  can  b e  ca l led  
(amongst  economists)  negat ive  ut i l i ty interdependence.  

Personal  exper ience  he re  may b e  of some  minor 
in teres t .  I published an  a r t i c l e  in which I argued t h a t  t h e  
inher i tance  t a x  should b e  lowered t o  t h e  r a t e  which maxi- 
mised revenue.14 This was severe ly  cr i t ic i sed  by t h r e e  
economists ,  none of whom denied t h a t  t h e  present  t ax  was 
above  t h e  revenue maximising leve l  but  al l  of whom never-  
the less  f e l t  t h a t  t h e  t a x  should be  e i t he r  increased or  a t  l e a s t  
retained.15 Surely th is  is a c l ea rcu t  example  of t h e  envy 
motive.  

' See  Roger Freeman [51 
l 4  See  Gordon Tullock [I71 
1 5  See  [7; U; 13; 181 



I suspect ,  with r e spec t  t o  envy, t h a t  many people will 
assume t h a t  mere ly  mentioning i t  is c r i t ic i sm and t h a t  w e  
must  e i t he r  conceal  i t  or f i gh t  aga ins t  it .  If I were  a 
Minister of Religion, I might  agree ,  bu t  I a m  a n  economis t  
and  I t a k e  ut i l i ty funct ions  a s  they  are .  I f ind myself 
periodically envying people. I see no reason why we should 
no t  expec t  government  policy t o  t a k e  in to  account  rea l  
preferences.  

It should, of course,  b e  said here  t h a t  envy does have  
t h e  unfor tunate  cha rac t e r i s t i c  t h a t  f rom a social s tandpoint  
i t  lowers t o t a l  payoffs. If I e a rned  a dollar and you were  
envious, t h e  ne t  e f f e c t  on soc ie ty  of t h a t  dollar is less  than  a 
dollar because  al though i t  gives m e  a dollar's worth of utility, 
i t  gives you negative utility. This is depressing but  as ide  
f r o m  preaching I can  think of nothing t o  do about  it .  Of 
course, if envy is s t rong enough, then  taking a dollar away  
f rom m e  might  give o the r  people a t o t a l  sa t i s fac t ion  which 
was  la rger  than  t h e  loss of t h e  dollar t o  me. Thus, 
plundering t h e  Rockefel ler  fami ly  might  b e  socially desirable 
if w e  had some way of measuring inna t e  utilities. 

The insurance motive 

A third argument  fo r  income redistr ibution is one which I 
seldom see in t h e  l i terature.16 I do  occasionally run in to  i t  
in  conversat ion.  This is t h e  insurance motive.  Risk is  
somewhat  reduced if an  inst i tut ion is s e t  up which will t a x  m e  
if my income is higher and supplement  m y  income if i t  is 
low. It should be  said t h a t  th is  par t icu lar  a rgument  a l so  
provides a d i rec t  and immed ia t e  just if icat ion for  t h e  policy of 
t h e  South African and al l  o ther  governments  of concent ra t ing  
the i r  t ransfers  on the i r  own ci t izens.  The white South 
African may go broke, but he  will not  become  black. Simi- 
larly, I may  b e  fo rced  in to  bankruptcy but  I will not  become a 
Mexican. White Englishmen will not become  one of t hose  
Englishmen who a r e  not  white and whose passport  does not  
permi t  them t o  l ive in England and have  a sha re  of t h e  
wel fare  s t a t e .  

There  are ,  of course,  more  sub t l e  examples  of t he  s a m e  
thing. I t  is a m a t t e r  of prac t ica l  f a c t  t h a t  ruling Communis t  
par t ies  provide a r r angemen t s  under which communis ts  who 
have diff icult ies  do  not  fa l l  t o  t h e  s a m e  level  a s  individual 

1 6  The Calculus of Consent [21 is, of course,  a n  exception;  
see Chap te r  14. 



ci t izens  in the i r  society.17 There used t o  be  a socie ty  in 
England fo r  t h e  aid of distressed gentlefolk which saw t o  i t  
t h a t  members  of t he  upper class didn't fa l l  t o  t h e  level  of t he  
average  worker. Similar inst i tut ions can  be found in o ther  
areas.  They a r e  quite reasonable f rom the  standpoint  of t h e  
insurance motive,  al though not  necessarily f rom other  
standards. 

The selfish motive 

But so  f a r  we have talked about  what  one might call  genera l  
motives. Earl ier  I expressed t h e  opinion t h a t  overwhelmingly 
t h e  most impor tant  reason for  income t ransfers  in our socie ty  
is or was desire on t h e  pa r t  of t h e  recipients t o  rece ive  it.  
The f a rm program, high wages of civil servants,  t h e  
part icular  ac t iv i ty  I a m  engaged in - t h e  development of 
human capi ta l  a t  a subsidised r a t e  fo r  people whose natura l  
t a l en t  is such t h a t  they  would already have a higher income 
than the  average  even without th is  capi ta l  - t he  price 
controls  which have t h e  purpose of transferring l a rge  amounts  
of wealth f rom American owners of oil wells t o  Arab Sheiks 
(about two- thirds) and American consumers (about one- third 
of t he  t ransfer )  a r e  all examples. 

There  is one obvious charac ter i s t ic  of t hese  t ransfers  
and tha t  is t h a t  they  a r e  highly inefficient .  Take, f o r  
example,  t h e  t ransfer  f rom t h e  owners of oil wells t o  t h e  
American consumer and t h e  Arabs. This has now been 
changed by t h e  ac t ions  of President Reagan, but a s  f a r  a s  I 
can  see, t h e  Arabs had substantial ly nothing t o  do with t h e  
inst i tut ions which led  t o  this  transfer .  They were  
beneficiaries of programs, put  in t ra in  by American 
politicians for  t h e  benef i t  of American consumers. In 
essence,  for  every  dollar which was actually t ransfer red  t o  
consumers, $2 was, f rom t h e  standpoint  of t he  politician and 
t h e  consumers, wasted. This was because t h e  only simple, 
d i rec t  way of carrying ou t  t h e  t ransfer  which would not have 
benef i t ted  t h e  Arabs would have been t o  put  a t a x  on t h e  
owners of oil wells and use i t  t o  directly subsidise genera l  
expenditures of consumers. This was apparently politically 
impossible and so  t h e  highly inefficient  s cheme  was adopted. 

Further,  i t  was normally discussed in highly misleading 
terms. I can  recall  being in Pit tsburgh during t h e  early pa r t  
of t he  Arab oil embargo in 1973, and a lmost  every day t h e  
Pit tsburgh paper had t w o  leading stories. One story would b e  

l 7  Unless t h e  diff icult ies a r e  political, of course. 



a relat ively f a c t u a l  discussion of t h e  Arab  program f o r  raising 
Amer ican  prices. The o ther  would b e  a denunciat ion of t h e  
Amer ican  oil companies  fo r  put t ing  t h e  pr ice  of oil up. Since 
t h e  oil companies were  very nearly innocent  bystanders of t h e  
whole thing, t h e  only explanation fo r  all of this  is t h a t  i t  was  
possible f o r  t h e  Americans without  much diff iculty t o  put  
penal t ies  on t h e  oil companies bu t  t h e  only way of dealing 
wi th  t h e  Arabs would involve a n  invasion of t h e  Middle Eas t  
which most  people didn't want  t o  even think about.  

I mention th is  par t icu lar  example  because  i t  is charac-  
t e r i s t i c  of most  of t h e  cases  where  t ransfers  a r e  made  simply 
because  t h e  recipient  wants  t o  rece ive  them. These t ran-  
s fe r s  a r e  charac ter i s t ica l ly  ex t r eme ly  inefficient .  In 
addit ion t o  t h e  inefficiency which w e  would expec t  t h a t  
c o m e s  f rom switching t h e  marginal  re turn  on income away 
f rom t h e  ac tua l  marginal  product ,  and t h e  rent- seeking* 
inefficiency,  t h e r e  is normally another  very  la rge  inefficiency 
which comes  f rom t h e  f a c t  t h a t  t h e  t ransfer  has t o  b e  
concealed  a s  something  else. A s t ra ight forward  t a x  on t h e  
group of people who consume whea t  wi th  t h e  rece ip ts  used t o  
pay whea t  f a r m e r s  cash  benef i t s  would l eave  both t h e  con- 
sumers  and whea t  f a r m e r s  b e t t e r  off t han  they  a r e  under t h e  
present  program. Further,  th is  is well known t o  most  
economists. Indeed, when I was a t  t h e  University of Chicago 
in t h e  1930s, i t  was f requent ly  of fered  a s  a s tandard  example  
of government  inepti tude.  But such a s t ra ight forward  t a x  
would never ge t  through politically. 

In t h e  par t icu lar  c a s e  given above  of t h e  oil well owners  
agains t  t h e  consumer and t h e  Arab  Sheiks, t h e  consumers a r e  
immensely more  numerous t han  t h e  oil well owners. Most 
government  transfers ,  however, a r e  t ransfers  t o  small, 
politically influential  groups like t h e  farmers ,  t h e  civi l  
servants,  people who want t o  send the i r  children t o  college 
and university, etc. The re  is no way of ge t t ing  t h e s e  
t r ans fe r s  through if t h e  s imple  s t ra ight forward  method of 
cash payments  is chosen. That  is just a l i t t le  too  obvious. 
Deception is, in general ,  necessary in t hese  cases,  and t h e  
deception cannot  t a k e  t h e  fo rm of simply lying - i t  has t o  
t a k e  t h e  fo rm of s e t t i ng  up a s t ruc tu re  which makes  t h e  

* Editor's Note: 'Rent-seeking1 r e f e r s  t o  ac t iv i t ies  
undertaken with t h e  aim of securing s o m e  privilege, e.g. 
a government  hand-out. The  real  c o s t  of t h e s e  ac t iv i t ies  
may,  in aggregate ,  partly, wholly, o r  more-than-wholly 
outweigh t h e  benef i t  being sought. Examples include 
queuing, lobbying and l i t igat ing.  



t ransfer  while purporting t o  do something else. ' Relative 
inefficiency which is genera ted  by th is  type  of deception can  
b e  very much g rea t e r  than e i ther  t he  distort ion of t h e  margin 
or t h e  ordinary rent-seeking cost. ' 

I These inefficiencies a r e  very la rge  indeed. I t  is not  
I clear ,  however, t h a t  we can  do anything about  this  

ineffiency. Economists have for  a long t i m e  talked about 
government a s  a mechanism fo r  providing public goods or 

I 
I dealing with externali t ies.  I t  undeniably does th is  but  in 

order to  do so i t  must  have coerc ive  powers, and t h e  use of 
t hese  coerc ive  powers t o  benef i t  people in t e r m s  of their  

I political influence seems  an obvious thing t o  expec t  f rom 
I p rof i t  maximising individuals. 

As a m a t t e r  of historic f a c t ,  i t  would appear t h a t  t he  
s t a t e  originated out  of a desire t o  make  coerced t ransfer  and 

I began producing public goods and dealing with external i t ies  a s  

l 
a by-product. We do not  have very good d a t a  on t h e  origin of 
t h e  s t a t e  but  what evidence we  do have seems  t o  indicate 

I t h a t  i t  s t a r t ed  when some individual or smal l  group with 
1 compara t ive  advantage  in t h e  organisation of violence seized 

an a r e a  of land in order t o  compel t h e  people living t h e r e  t o  
m a k e  t ransfers  t o  them. Having t h e  area ,  protecting i t  
against  other potential  'governments' was an  obvious 
necessi ty in order t o  keep up t a x  revenue, and preventing 
pr iva te  c r ime  also had advantages. The building of roads, 
which of course originally were  primitive tracks,  a s  a way of 
improving t h e  efficiency of t h e  mili tary in all of t hese  
activi t ies,  and in part icular  in suppressing local rebellions 
a lso  occurred very ear ly  in t h e  history of t h e  state. 

We should not  b e  surprised about  this, of course. As 
economists, we ant ic ipa te  t h a t  people will produce ca r s  not  
because they want t o  help the  cus tomers  but  because they 
want  t o  make money. The f a c t  t h a t  t h e  state was s e t  up 
originally because someone wanted t o  m a k e  money ra ther  
than  because he wanted  t o  provide public goods is also a 
profi t  maximising explanation. It is, of course, t r u e  t h a t  
throughout history most  governments have had a s  one of the i r  
major objectives a t ransfer  of t a x  money qui te  directly f rom 
t h e  ordinary c i t izen  t o  Kings, nobles, government officials, 
etc. 

l 8  For a good discussion of t he  role of 'obfuscation 
misdirection' see [41 . 

l 9  Of course, it  could be  regarded a s  simply pa r t  of t he  
rent-seeking cost. 



It seems likely t h a t  a s  a m a t t e r  of f a c t  t he  common 
c i t izen  in most  ca ses  go t  a good bargain out  of this  s ince  h e  
was  be t t e r  off than he  would have been without t h e  govern- 
m e n t  there.  I t  is only when, we compare  this  kind of 
exploit ive s t a t e  with an ideal  state, which exists  only in 
imagination, t h a t  we can argue  i t  is inferior. 

Nevertheless, any economist  looking at the  exist ing 
democra t ic  s t a t e s  in which so much money is t ransfer red  
back and f o r t h  in t h e  middle class in t e r m s  of political power 
and organisation is. normally and qu i t e  justly appalled. The  
inefficiencies which c o m e  f rom changing the  marginal r e tu rn  
on e f fo r t  and investment,  rent- seeking costs, necessity of 
using deception, and the  by-product of somet imes  changing 
t h e  whole na ture  of society, a r e  immense.  The question is, 
c a n  we do anything about  i t ?  

The f i r s t  thing t o  b e  said a s  if we a r e  going t o  provide 
public goods, t h e  justification fo r  a government which mos t  
economists  use,20 we  must  use coerc ive  taxation and t h e  
purchase of various resources, including of course services of 
government officials. Once  this  s t a t e  exists  then, i t  will 
begin t o  change t h e  incomes received by the  various people in 
t h e  society. Producers of goods which t h e  government needs 
will find the i r  incomes a r e  somewhat higher, people who a r e  
burdened with taxat ion  will find the i rs  lower, etc. Thus, 
income t ransfers  c o m e  f rom t h e  very nature  of t he  system. 
This is t r u e  even if we have a socie ty  which l i teral ly followed 
t h e  Pa re to  optimal rules of always compensating losers.* 
There  st i l l  would b e  some  people who gained more  f rom 
government ac t iv i ty  than o thers  and, presumably, some who 
gained not  a t  al l  because the i r  losses were just exact ly  
compensated. 

Real  governments, of course,  a r e  not Pa re to  opt imal  
and I think t h e  idea  in t h e  back of t h e  minds of most  eco-  
nomists  with r e spec t  t o  th is  kind of thing is t h a t  t h e  
government should under take  t h e  bulk of i t s  act ivi t ies with a 
fa i r ly  simple, s traightforward cost- benefi t  analysis in mind. 
I t  undertakes those  ac t iv i t ies  where  t h e  benefi t  is larger t han  
t h e  cos t  and chooses t axes  which have minimum excess bur- 

2 0  Here  I include t ransfers  t o  t h e  poor t o  the  ex ten t  t h a t  
they  a r e  in f a c t  desired by t h e  population in general. 
This is a p t  t o  b e  a smal l  e x t e n t  but  not  zero. 

* Editor's note: A change is said t o  be  desirable on t h e  
Pa re to  cr i te r ion  if i t  makes  some people be t t e r  off and 
makes no one worse off. 



dens, e t ~ . ~ l  Income redistribution should then b e  handled by 
a total ly sepa ra t e  organisation which arranges some  taxes  on 
t h e  upper income groups t o  pay aid t o  people in t h e  lower 
income groups. These a r e  indeed two  of Musgrave's t h r e e  
functions of government.  

I will not  quarre l  with this  a s  a conceivably desirable 
system although I think we can do  b e t t e r  through t h e  demand 
revealing process, but  no real  government is likely t o  do 
this. There  will be  people with power, even very modest  
power, who can use t h a t  power t o  change the  pa t t e rn  of 
purchases and t axes  t o  the i r  own advantage. The bes t  t h a t  
we  can  hope for  is t o  make  this  a relat ively minor pheno- 
mena. Further, looking a t  i t  f rom t h e  perspective of 
academics,  mainly government officials  whose sa lar ies  a r e  
paid for  out  of coe rced  taxes,  perhaps we  should not  even b e  
in favor of minimising i t  but  simply seeing how we can  
maximise our own incomes. 

But assuming temporari ly t h a t  we do want t o  have a 
system in which t h e  waste  which comes  with income t ransfers  
f rom one pa r t  of t h e  population t o  t h e  o the r z2  is minimised, 
what can  we  do? Unfortunately, t he re  is not  very much w e  
can  do in an immedia te ,  d i rec t  way. If government 
purchases everything by t h e  way of compet i t ive  bid, then  one  
type  of income t ransfer  is t o  some  ex ten t  reduced. It will 
still  b e  t o  t h e  best  in teres t  of various producer groups, 
however, t o  press fo r  more  purchase of their  product  and fo r  
individual producers t o  a t t e m p t  t o  provide a lower quali ty 
than t h e  bid ac tual ly  ca l l s  for. Under modern c i rcumstances  
the  problem of exact ly  specifying t h e  bid is so diff icult  t h a t  
t h e  negotiated bid, with i t s  immense opportunit ies fo r  
transfer ,  may actually b e  more  ef f ic ient  than t h e  compet i t ive  
bid.23 There doesn't s eem t o  b e  any t a x  analogue of t he  

2 1  Of course  t h e  calculat ions a r e  of ten  very poorly done. 
2 2  i.e. income t ransfers  t h a t  a r e  simply t h e  ou tcome  of t h e  

political process and pressure by t h e  recipients, and 
which have not  been adequately countered by pressure 
f rom t h e  people who a r e  taxed. 

2 3  I once  worked for  a company which sold a g r e a t  many 
water  wheel governors t o  t h e  government. Over t h e  
years, their  sa les  f o r c e  had succeeded in gradually 
adjusting t h e  government  specifications for  wa te r  wheel 
governors so t h a t  t o  al l  in tents  and purposes they had a 
monopoly. Transfers t o  them were  probably large,  
al though a s  a m a t t e r  of f a c t  they made  excel lent  
governors. 



compet i t ive  bid, and hence t axes  a r e  p r e t t y  sure t o  b e  
sources of inefficiency and income transfers.  The ra ther  
tradit ional  economic recommendation of some  type  of very 
broad based tax, whether  i t  is t h e  income tax, expenditure 
tax ,  value-added tax,  etc., would seem t o  minimise t h e  
possibility of t ransfer  in this  a r e a  but  i t  certainly does not  
e l iminate  it.  

Further,  these  two  types of recommendations more  or 
less assume t h a t  t h e  problem has been solved. If people can  
use political power t o  obtain t ransfers  t o  themselves and 
other people find i t  necessary t o  use poli t ical  power t o  
a t t e m p t  t o  avoid being t h e  vict im f rom such transfers,  they  
a r e  likely t o  f ight  over t h e  type  of t axes  and t h e  type  of 
expenditures a s  well a s  o ther  things. There does not seem t o  
b e  any obvious reason why if we a r e  able  t o  g e t  t h e  govern- 
m e n t  t o  a c c e p t  purchasing and t a x  policies which would 
minimise these  transfers, we would not  be  able  t o  minimise 
t h e m  almost  regardless of t he  purchasing and t a x  policies we  
have. 

There  is, I think, only one bright  point in this part icular  
area.  That  is t h a t  t h e  transfers,  generally speaking, require 
deception.  If they a r e  plain and above board, they  normally 
cannot  g e t  through a democra t ic  process. This seems t o  
indica te  t h a t  economists  could have some  influence with the i r  
educational  function. Of course, I don't want  t o  exaggera te  
the i r  importance here, but  t h e  f a c t  remains  t h a t  in t h e  
United S ta t e s  t h e  Civil Aeronautics Board is now in the  pro- 
cess  of disappearing, t h e  In t e r s t a t e  Commerce  Commission is 
exe r t ing  i t s  regulatory powers much less than  i t  was, and t h e  
Federa l  Communications Commission also is moving towards 
reducing i t s  t ransfer  component and producing a more  compe-  
t i t i ve  market .  These are ,  very considerably, examples of 
response by t h e  political appara tus  t o  a simple economic 
argument.  I t  turned ou t  t h a t  economists  were able t o  
convince people. It was always t rue  with respect  t o  al l  t h r e e  
of those agencies, t h a t  a majori ty of t he  people were injured 
and i t  was only a s  long as the  minari ty who benef i t ted  kep t  
th is  a s ec re t  t h a t  they could remain  in existence.  Breaking 
through th is  kind of s ec recy  is diff icult  because  t h e  average  
person has very l i t t l e  mo t ive  t o  become  more  informed on the  
ac t iv i t ies  of, l e t  us say, t h e  CAB. Nevertheless, i t  is not  
necessari ly impossible and w e  should do t h e  bes t  we  can. 

But t h a t  very minor recommendation fo r  reform is not  
t h e  main point of this  paper. My main point is  simply t h a t  
we  should stop fooling ourselves about  redistribution. We 
have a minor desire t o  help the  poor. This leads  t o  ce r t a in  



government policies. We also have some  desire for income 
insurance. And w e  also, t o  some ex ten t ,  envy t h e  rich. All 
t h r e e  of these  mot ives  c a n  lead t o  s o m e  redistribution b u t  
probably t o  a fa i r ly  small  amount.  Further, they aren ' t  
necessarily part icularly noble. Elaborate e th ica l  justi- 
f ica t ions  for  income redistribution normally cannot  be  used t o  
justify the  ac tua l  policies we observe in the  world. The 
larges t  single source  of income redistribution is simply t h e  
desire of t h e  recipients t o  rece ive  t h e  money. 

This leads t o  t h e  immense  redistributions we observe t o  
people who f rom any external  cha rac t e r i s t i c  a r e  not  part i-  
cularly deserving. Perhaps because  I occasionally visi t  
Eldora, Iowa, which is r ight  nex t  door t o  Grundy County, t h e  
wealthiest  county in t h e  United S t a t e s  a t  t he  moment,  I t end  
t o  think of t he  f a r m e r s  a s  t he  e x t r e m e  example  of this kind 
of beneficiary of t ransfer  but  t h e r e  a r e  many others.  
Academics for  example.  I shall not  say whether t he re  a r e  
any on this platform. Though we  may personally benef i t  
f rom these  transfers,  they  al l  a r e  negat ive  sum games and 
ext remely  negative sum games. Society a s  a whole is injured 
and we a r e  injured by t h e  whole web of them. We would b e  
b e t t e r  off if we could g e t  rid of them. If t h a t  is not  possible, 
l e t  u s  a t  leas t  speak t h e  t r u t h  about  them. 
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