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Åslund, O., 657–8
Atkinson, A. B., 574, 586, 707,

736
Auerbach, A., 661–2
Austen-Smith, D., 657–8
Avery, C., 399–400
Axelrod, R., 784
Azmat, G. Y., 659–60

Baik, K. H., 131–2, 242
Bailey, E. M., 400
Baldacci, E., 572n79, 585–6
Ballard, C. L., 263n18, 303
Bandyopadhyay, S., 483–5
Baqir, R., 737–8
Barkai, H., 134
Barro, R. J., 130, 304–5,

535n44, 583, 735
Batina, R. G., 735
Baumol, W. J., 316–404
Baye, M. R., 131–2

Baysinger, B., 132
Becker, G., 336n18, 399–400,

402–3, 563n68, 585
Beenstock, M., 735–6
Behrman, J. R., 607n22, 663
Benabou, R., 485–6
Ben-Petura, 31
Bentham, J., 380–1, 381n57,

507–8, 582–3
Bergson, A., 501, 582–3
Bergstrom, T. C., 242, 483–5
Bernheim, D. B., 735
Bernholz, P., 173n39, 177n43,

239, 483–4
Besant, A., 390, 391
Besely, T., 130, 401–2, 659–60,

722n59, 737
Biddle, J. E., 733
Bitler, M. P., 660–1
Black, D., 483–5
Black, S., 582
Blackhurst, R., 401
Blank, R., 626n42, 660–1
Blume, L., 242
Boadway, R., 736
Boettke, P. J., 133, 147
Bogetiç, Ž., 134
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cost sharing: as cooperation, public goods
financing and, 206–8; Lindahl consensus on
public goods and, 151f; natural monopoly for
private goods and, 712, 713n53, 714;
non-locational cost sharing through clubs,
206; in separate jurisdictions, locational
choice and, 200–201; Tiebout locational
choice mechanism and, 199

Cournot-Nash equilibrium, equivalent to Nash
equilibrium, 40n31

credit markets, student loans and, 609,
609n25

crime. See also law enforcement: externalities
and, 332–4; suits against government and, 55;
wage subsidies and, 624

cross-subsidized collective spending, on private
goods, inefficiency of, 463

Cuban revolution, 168n33
cultural norms. See also community norms;

social norms: behavioral norms, diverse
population, 533; ex-ante equality and, 30;
failure of ex-ante equality and, 607;
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cultural norms (cont.)
of fairness, 554–62; immigration and changes
in, 536; income distribution and, 469, 469n46,
470; internal changes in, 536; moral relativism
vs. ethical principles and, 711n51; paternalistic
public policy and, 386–8; public goods and,
156–7, 197; rent seeking and, 96–7; of
self-esteem, wage subsidies and, 623–4; social
institutions and, 73–129; tax evasion and,
281–2; terrorism and, 173, 173n40, 174,
175n42; tyranny of majority and, 462n41;
ultimatum game and, 558, 558n60;
volunteer-type public goods, 167; work-ethic
differences and, 535, 535n44

cycling of outcomes, voting and, 422–4; benefits
of, 437n18; control of agenda and, 425–6;
democracy and, 437

Dalton-improving tax reform, 692
damage valuation, asymmetric information and

disputes over, 327–8
debt: global insurance and moral hazard of,

569–71; slavery and, 372n50
decentralized government, fiscal federalism and,

725, 726–7, 727n61
decision rule, for determination of voting, 413
defense spending and contracting: asymmetric

warfare and defense against terror, 171–7;
democracies and, 171n36; markets and, 171; as
national security decision, 169; natural
monopolies in, 141–2

democracy and democratic institutions: cycling
of voting outcomes and, 437; direct and
representative democracy, 438–41;
environmental policy and, 355–6; history of,
741–3; Locke’s accountable government
concept and, 760, 760n15; national security
and, 170–1, 171n36; political competition and
voting in, 437–61; political decision makers in,
74–7; tyranny of majority and, 462n41; voting
problems and, 478

demonstration effects, intergenerational social
contract and, 628–9

dependency ratio: government bonds for
retirement and, 637; intergenerational
income-sharing sustainability and, 637–45

depreciation, corporate profits tax and risk and,
698

deterrence to terrorism, 174, 175n42, 176
dictatorship game: earned and unearned money

in, 560–1; gender difference and, 561; norms
of fairness and, 558, 559n61, 560

direct democracy: proximity to political decision
making, 724; voting and, 438–41

Director’s law, 475n52, 586; demand for public
goods and, 746; higher education and, 609–10;

middle-class voting coalitions and, 475–6;
social justice and, 491

direct taxes: excess burden of, 247–8; fiscal
illusion and, 273; tax evasion and, 708

disability, persistent welfare dependence and,
618n35, 619n35

discount rate: calculation for public goods of,
214–15, 236–7; cooperation of public and,
157n14; hyperbolic market discounting and
paternalistic public policy and, 374–6;
multiple-year benefits of public goods and,
213–14; one-time cost and benefit of public
good and, 213; public project choice and,
215–16; valuation over time of public goods
and, 208n68

discrimination: externalities and, 336, 336n18;
failure of equal opportunity and, 606, 606n20,
607, 607n21; in rent-seeking contests, 91–2; of
women, 565; work ethic and, 539

diverse population, moral hazard, and adverse
selection in, 533

dividend payments, taxation of, 699–700
division of labor, market specialization as, 14
dolphins, protection of, 364–5
double-tax agreements, international tax

competition and, 720
drug abuse, paternalistic public spending, and

undesirable markets in, 369–70
durable productive assets, retirement

entitlements and, 638

earned income: birth weight tied to, 607, 607n22;
effort decisions and, 531–2; tax credits, 624,
624n39

Earth Island Institute, 364
economic freedom: ideology and, 23; monopoly

as compromise of, 17
economic mobility: assortative mating and, 564,

565n69; cultural norms and, 536; income
distribution and, 566, 566n74;
intergenerational estimates of, 562–6;
international comparisons of, 563; majority
voting and, 468, 468n44, 469; maximization of,
563–4; meritocracy in labor markets and, 565,
565n73, 566, 566n73; social insurance and,
565–6; social justice and, 562–6; of women,
565, 565n70, 565n72

education as public good: content of education
and, 604–5; credit constraints on investment
in, 607n23, 609n26; cultural norms and, 607;
demand for government growth and, 747n3,
785; higher education, ex-ante equality and,
609–12, 653–4; as in-kind transfer entitlement,
recipient’s perspective, 591; limitations of
public schools and, 602–5; locational choice
and, 605–6; positive externalities in, 343–4;
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rejection of entitlements and, 596–605;
two-part user prices and, 185n48, 187–8,
188n51; under-representation of poor
households and, 609; vouchers and, 596, 596n8

effective tax incidence, 270, 299; absence of
excess burden and, 271; social justice and, 491

efficiency. See also inefficiency; Pareto
efficiency: buyers in competitive markets and,
6–8; communism and role of, 110–11; in
compensation, 24–7; compensation benefits
and losses and, 27; of competitive markets,
5–16; competitive markets and social justice,
27–9; cooperation and, 40; cost-benefit
analysis and, 25; defined, 3, 5–6; distribution
of the commons and, 319; equality as social
justice and, 30–1; of expenditure tax, 702–3;
ex-post equality trade-off with, 519; of
externality resolution, 310f; fiscal federalism
and, 710, 713n53, 714–24; income distribution
and, 61f; institutions and, 129–32;
international trade and, 61–2; Lindahl
consensus on public goods and, 151; literature
notes on, 68–9, 70, 129–32; logrolling of votes
and, 429–30; majority voting and public
spending and, 418–20; market equilibrium
and, 9–11, 13, 56–62, 70; of market
information, 23; markets’ failure to achieve,
16–20; Nash equilibrium and 40, 78, 182, 227;
in non-competitive markets, 16–17; optimal
income taxation and social justice and,
682–90; popular bias against, 33, 65; proof of,
in competitive market, 6; public and private
goods economy and, 230–3; public goods
contributions, 223–4; public spending and
income distribution, 216–17; repeated
encounters and value of reputation and, 42–3,
43n37, 44n38; resource allocation, 57–8; sellers
in competitive markets, 8; sequencing of
private resolution in public policy and, 341–2;
shadow prices and, 110n22; social benefits of,
5–6; social justice and, 24–36, 38, 65–6, 68–9,
772–3; of supply, natural monopoly and, 118;
taxation, Ramsay rule for efficient taxation,
667–73; tax-financed public goods supply, 258;
in tax-financed public spending, 246–64; tax
revenue increases and, 197n59; of user prices,
193; voluntary payments for public goods,
146–7; voting and public spending and,
409–21; wage hypothesis, 613, 613n31, 618

efficiency loss: administrative costs of taxation
and, 256; asymmetric information and, 19;
calculation of, 11n9; competitive
market-adjustment mechanism, 11, 11f;
externalities and, 19; maintenance of status
quo, 27n21; in non-competitive markets, 16,
16n14, 16n15, 17f; in oligopolies, 17n16; public

goods and, 18–19; rent creation and seeking
and, 88, 98; rent-seeking contests and, 85–6

efficiency wages: and bureaucracy, 106; as
explanation for unemployment, 613

effort decisions: absence of moral hazard and,
532–3; luck and, 528–9; moral hazard and,
528–9; prisoners’ dilemma and, 529–32

“ego-rents” of politicians, 100
electoral politics. See also campaign

contributions; voting: defense spending and,
171n36; public policy and, 77–84

emissions policies, 346–9; climate change and,
357–9; Coase theorem and, 353; global quotas
vs. taxes, 363; international assignment of
quotas and, 360–1; markets for, 350–1;
political support for, 353–4

emotional costs of taxation, 256
emotional costs of unemployment, 618
employers, wage subsidy payments, 624
endorsements, monetary value of, 82–3, 125
English revolution, 168n34
entitlements: ability differences and, 611–12;

affirmative action and, 611; equality of
opportunity and, 589–612; exemptions to
welfare limits and, 627n45; externalities and,
601–2; failures of equal opportunity and,
605–12; fiscal federalism and, 715–23; gender
differences in, 607–8; government
entitlements, rejection of, 597–8; government
growth and, 747; health care and health
insurance, 597, 597n10, 597n9, 652–6;
incentives and, 612–27; intergenerational
social contract and, 627–44; locational choice
and, 605, 605n19, 606; market valuation of,
594–5, 602; money vs. in-kind transfers,
589–95, 652; persistent welfare dependence
and, 618–19; purpose of, 602; rejected
entitlements, 596–605; retirement and old age,
627–44, 654–6; social norms for women and,
619–20; sustainability of intergenerational
income sharing, 637–45; taxpayer preferences
concerning, 593; unemployment insurance,
611n29, 613–18, 654; universal health
entitlements, 648–9; vouchers as, 595–6; wage
subsidies as, 621–2, 654; welfare reform and,
625, 626n42, 627; work requirements with,
620–1

environmental policy: biodiversity and, 356–7;
costs of extinction and, 214–15, 215n69;
dolphin case study of producer-environmental
alliance, 364–5; economic development and,
366; externalities and taxation and, 340–9;
global externalities, private resolution of, 356;
government vs. market roles in, 366; industry
profits vs., 353; international agreements on,
356–66; national sovereignty and, 366;
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environmental policy (cont.)
political decisions and externalities and,
351–6; political institutions and, 355–6;
producer-environmental alliances and, 350,
363–5; public interest and, 354–5; quota
distribution among existing producers and,
348–9; quotas as externality solution in, 346–7;
summary on effects of, 396–7; tax payments
and, 341; in totalitarian institutions, 356n36,
357n37, 355–6

envy: collective property and, 112; equality and,
111–12; origins of in human behavior, 693;
Pareto efficiency and, 33–4; progressive
taxation and, 692

equality: aversion to inequality and, 34;
communism and, 110; discrimination and
equal opportunity, 606, 606n20, 607, 607n21;
efficiency and social justice through insurance
and, 498; entitlements and equal opportunity,
589–612; envy and, 111–12; labor
self-management and, 122–3; of opportunity,
failures of, 605–12; retirement entitlements
and, 627–44; social justice as, 30–1, 65

equality of opportunity. See ex-ante equality
equal-sacrifice principle: choice of taxation and,

691n31, 692n31; marginal utility of, 681;
proportional taxation and, 680n13; regressive
taxation and, 681n17, 682n18; risk aversion
and, 681, 682n19, 685; socially just taxation
and, 673–81; summary of, 729

equilibrium. See also Nash equilibrium:
environmental taxes and, 341n24; goods
production and, 58–9; ideology and principle
as basis for, 451; incentives and factor
supplies, 61; income distribution and, 61f;
international trade and, 61–2; majority voting
and, 413–18, 425; market efficiency in, 56–62;
market quantity, 11n9, 12, 12n10, 16n13;
multiple-issue voting and public spending
and, 450–1; prices, markets, and absence of,
392–4; resource allocation, 57–8

estate taxes, 704–5, 705n42, 731
ethical behavior: aversion to inequality and, 34;

benefits and costs of, 52t; compensation
dilemma and, 27; envy and, 34; externality
resolution and, 331–4; intergenerational social
contract and, 629; mixed populations and,
53–4; moral philosophy and, 4; outcomes of,
52–3; Pareto efficiency and ex-post equality,
31; rule of law and, 38; terrorism and, 177;
voluntary cooperation and, 766

eugenics, paternalistic public policy and, 390,
390n71, 392, 393n73

European Union: creation of, 720n58;
value-added taxes in, 253

ex-ante equality: cultural norms and failure of,
607; economic mobility and, 562–6;

educational under-representation of poor
households and, 609; higher education and,
609–12; income distribution and, 496; of
in-kind transfers, 593–4, 652–4; lottery as
example of, 31–2, 32n25, 32n26; meritocracy
and, 612; popular bias in favor of, 65; rejection
of vouchers and, 596–605; social identity and,
608–9, 609n25; social justice and, 30; spending
preferences and, 602n17; student loans and,
610n28

excess burden of taxation: absence of revenue
and, 271; basic principles, 247–8, 299;
elasticity of labor supply and, 249–50;
empirical estimates, diversity in, 263, 263n18,
264; formula for, 250, 250n9, 251; health
insurance and, 268n25, 272n26; identification
of payers and, 273–4; import tariffs, 257,
275–6; income and substitution effects, 248;
in-kind transfers and, 591–3; labor markets
and, 262–3; majority voting and income
distribution and, 467–8; marginal excess
burden of tax-financed public spending,
256–8; market links to, 251–2, 262; optimal
income taxation and, 682–90; pay-as-you-go
income transfers and, 642, 642n54; personal
costs of, 249; private insurance and, 504n11;
Ramsay rule for efficiency and minimization
of, 667–73; sharing of, 270; size of, 261–4;
social experiments and, 264; on spent income,
252f; substitution and income effects, 295–8;
tax avoidance with, 296–8; as tax
compensation, 298; Tiebout locational choice
and, 259–60; of younger generation, 632–3;
younger generation’s tax burden and, 632n47

excise tax: as government revenue, 743; public
financing and, 255

exclusion, from public goods, 142–3, 233;
demand function of user prices and, 190;
inefficiency of, 193–4; user prices and,
185–94

exit, voice, and loyalty: and choice among
governments, 709

expected utility: Bentham social welfare
function and, 516n27, 517, 518n31; of income,
495, 495n3; moral hazard and voluntary
insurance and, 532, 532n43

expenditure tax, 701–4, 731
ex-post equality/inequality: complete insurance

and, 497; efficiency trade-off with, 519; envy
and, 34; income distribution and, 496; leaky
bucket of income distribution and, 511,
511n21, 512, 512n22; Mirrlees problem in
optimal income taxation and, 687;
Pareto-efficiency and, 30; popular bias in
favor of, 33; Rawls’ vs. Bentham’s social
welfare function, 518n32; social justice and,
65; voting and, 34
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expressive behavior, cooperative behavior in
experiments and, 156; cooperation and, 765;
declarations of the need to assist deprived
people and, 162; defense against terror and,
556; dictatorship game and, 558; high-income
people and voting, 472; libertarian views as,
379; normative statements as, 333; payment of
taxes as, 280; personal pro-environmental
spending and, 332; personal support for gun
control and, 333; political parties and, 35; user
prices for prisons, and, 376; work ethic and,
535

expressive voting, abstention and, 444–6; direct
democracy and, 437; multiple policy issues
and, 453; policy duplication and, 442;
Director’s law and, 475; voting for voluntary
redistribution, 547–8

external financing, corporate profits taxes and,
700

externalities: absence of intent, 312; attributes
of, 309–15; beneficial externalities, 312; Coase
theorem and, 322–31; collective action and,
328–9; consumer involvement in, 311–12;
corporate tax policies and, 698, 698n37;
cost-benefit analysis, 335, 335n17; crime and
self-defense and, 332–4; demand for
government growth and, 746–7;
discrimination and, 336, 336n18; education as,
343–4; efficiency gains from resolution of,
310f; efficiency losses and, 19; entitlements
and, 601–2; environmental policy and, 351–6,
366; fiscal federalism and, 711, 712n52, 714;
global externalities and international
agreements, 356–66; government role in,
335–7, 395–7; human interaction and, 314;
implementation of public policy and, 337–9;
inframarginal externalities, 312–14; inputs as
adverse externalities, 341; market correction
and, 351–95; missing markets and asymmetric
information and, 314–15; non-convexities and,
340–9, 392–4; paternalistic public policy and,
388–92; personal freedom and, 336–7; political
decision-making concerning, 335–6, 349–56;
private property and, 315n5, 316n6; private
resolution of, 309–34; public goods and, 311;
public inputs and, 321; public policies and,
334–66; quotas as solution to, 346–9;
reciprocal externalities, 318n8, 319, 319n10,
322, 345; regulation of, 344–5; social norms
and, 331–2; synergies and, 321; tax revenue
and, 340; tragedy of the commons and, 311,
315–22; user prices and, 316n6; voting on, 420,
427

extinction, environmental costs of, 214–15,
215n69

extortion, consensus voting rule and, 409;
majority voting and, 429; private supply

of law enforcement and security and, 141,
141n4

fairness: earned and unearned money and,
560–1; equal-sacrifice principle of taxation
and, 679–81; norms of, 554–62

family structure: intergenerational economic
mobility and, 563–4t; retirement as
intergenerational social contract, 627–44;
terrorism and penalties on, 175f

fatal conceit, 109–10
feasibility of compensation, 26
feasible income redistribution, 505–6; Bentham

social welfare function, 508
financial repression, taxation through, 705–6,

706n44, 707n45, 731
fiscal federalism: efficiency and, 710, 713n53,

714–24; entitlements and, 715–23; externalities
and, 711, 712n52, 714; global government and,
728; income transfers and, 75n1;
intergenerational income transfer and, 634–5;
leviathan government and, 751–2f; moral
hazard and, 723–4; natural monopoly for
private goods and, 712–14; political behavior
and, 720–30; political income redistribution
and, 723–4; regional income pooling and,
714–15; rent seeking and, 724–5; social justice
and, 710–24; summary of, 731–2; taxation
and, 709–30; tax competition and, 715–18,
751–2; voting and, 725–28; value-added tax
and, 253

fiscal illusion: bond financing and, 294; growth of
government and, 747, 748; property tax and,
749n4; tax incidence and, 272–3, 273n27; tax
revenue and, 749, 785

fixed costs: natural monopolies, 19, 117n27; user
prices and, 188

flat tax rate, optimal taxation and, 686
folk theorem, of repeated games, 51n47
framing effects, paternalistic public policy and,

385, 385n63, 386; international trade policy
and, 750

franchise voting rights: gender differences and,
470–1, 471n47; government growth and, 749;
income distribution and, 470–1

Franklin, Benjamin, 283
free-riding incentives. See also incentives:

defense spending and; fiscal federalism and
public-good problems, 710–11; government
participation in, 361–2; information and
public goods and, 178; Lindahl consensus on
public goods and, 151; locational choice and,
196; natural monopoly and cost sharing of
locational choice and, 199; pay-as-you-go
intergenerational transfers and, 629–30;
public financing of public goods and, 245–6;
taxation and, 234; tax evasion and, 280–3;
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free-riding incentives (cont.)
understating of public goods and, 148;
voluntary income transfers and, 546;
weakest-link public goods, 234

free trade, efficiency of free international trade
and, 62n54, 62n55, 750–1; trade liberalization
and, 750–1

French revolution, 168n33

gambling, expected utility and fair gamble, 495
game of chicken, volunteer-type public goods,

164–6
game tree, in prisoners’ dilemma, 42n35, 43n36
gender difference: entitlements and, 607–8;

franchise voting rights and, 471n48; higher
education and, 609–10; persistent welfare
dependence and, 619; social welfare function
and, 561–2; taxation efficiency and, 671–2;
ultimatum game and, 561

generational accounting, retirement
entitlements, 635

genital mutilation, moral relativism concerning,
387n68

Gini coefficient, income inequality
measurement and, 573, 573n81, 575, 575n82

global capital markets, tax competition and, 718f
global externalities: international agreements

and, 356–66; nondemocratic governments
and, 365–6

global government, 728n63; fiscal federalism
and, 728

global social insurance: donor preferences and,
571–2; global government and, 572–3; moral
hazard and, 569–71; veil of ignorance
metaphor and, 494n1, 567–8; World Bank
and, 568–71

Gorbachev, Mikhail, 109n20
governance: defined; government ownership of

natural monopolies, 121, 121n30, 122
government agencies and institutions. See also

bureaucracy; communism; leviathan
government; political decision making;
totalitarian governments: accountability of,
760; adverse selection and insurance and, 526;
asymmetric information and, 19–22, 64–5;
Biblical view of, 758; breach of contract by,
55–6, 67; bureaucratic behavior, 101–7;
capture by, 119; central and local government,
725; Clarke tax and, 180–5, 185n47;
competition as responsibility of, 17, 18n17, 19,
65; constitutional restraints on, 294–5, 760–1;
corrupt tax officials, 284; cost-benefit analysis
and, 24–5; crime and suits against, 55; demand
for growth of, 746–7; distrust of, social
segmentation and, 768–70; entitlements from,
rejection of, 597–8; environmental policy and,

366; ex-ante equality and, 30; excess burden of
taxation and, 264; externalities and role of,
335–7, 395–7; federal-fiscal structure for
public goods and, 710; financial checks and
balances in, 435; free-riding behavior of,
361–2; global government and insurance,
571–3; growth of, 739–53, 780; Hobbes’s
concept of, 780; human behavior and moral
hazard and, 773–4; identification of taxpayers
and, 268–74; ideological agreement on need
for, 778–9; implementation of compensation
and, 26; inflation and financial repression by,
taxation through, 705–6; information and
spontaneous order and, 20–3; information
problem of public goods and, 178–80;
information requirements for taxation and,
274; intergenerational income transfers and,
634; jurisdiction preferences and differences
and, 195; Laffer curve and, 266–8; limits of,
ideology concerning, 775–8; literature notes
on, 132; local government principal–agent
problems and yardstick competition, 721–3;
Locke’s view of, 757–8, 780; marginal benefits
of information for, 21–2; market choices of
schools and rejection of, 598–602;
monopolies, in addictive substances, 369–70;
paradox of gain from coercion and, 44;
performance monitoring of, 104, 104n15, 105,
105n17, 107; political decision making and, 22,
749–53; political economy and need for,
771–3; political ideology concerning reliance
on, 774–8; prevention of private spending,
602; private protection vs., 55; public financing
of public goods and, 245–6; public-goods
financing and monopoly supplier, 141–2;
public spending increases and growth of,
755–6; quota assignments and, 361; Ramsay
rule for efficient taxation and, 671n6, 690n28;
restraints on, 294–5, 759–1, 762; revenue
sources for, 743, 747–9; roving and stationary
bandits and, 51–2; rule of law and, 36–7, 38,
55–6, 66; shadow economy and behavior of,
286–7; social benefit of government growth
and, 754–6; social capital and, 770; social
insurance and, 498–9; social justice and
absence of, 543–73, 579–81; student loan
guarantees by, 609–10; as suppliers, user
prices as alternative to, 193; taxation and
budget constraints, 685; tax coordination
policies, 720; tax enforcement by, 283–4; tax
evasion and, 280–1; Thomas-à-Becket effect
in, 105–6; Tiebout locational choice
mechanism and, 195–208; trust and social
norms concerning, 766–8; Ulysses and the
sirens myth concerning, 762; unemployment
insurance and, 616–18; voluntary cooperation
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and, 763–6, 780–1; weakest-link public goods
and, 162; zero-based budgeting and, 762

government borrowing, 301–2. See also bond
financing; public spending; bond financing and
benefit principle of payment, 289–91;
constitutional restraint on, 294–5; government
bonds, 291; financial repression and, 706,
706n44, 707n45; foreign sale of bonds, 291;
future taxpayer preferences and, 293–4;
intergenerational tax sharing and, 291–4;
personal voluntary provision, 637–41; for
retirement and, 637–8; public spending and,
288–95; Ricardian equivalence and, 292–3; for
transition from intergenerational income
transfers, 642

government budget: components, 76t;
constraints on, 104, 104n16; incomplete
information on, 76; political decision making
concerning, 75–6

greenhouse gas emissions, 357–9
group size: efficient contribution quantity and,

224, 224n79, 225; government role in
public-goods contributions and, 227–8; Nash
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314–15, 393–4

mixed populations, ethical behavior and, 53–4
mixed-strategy equilibrium: anarchy and, 47n42;

burden of inefficiency in, 49–50; example of,
48n43; randomizing behavior and, 47–8;
rent-seeking contests and, 92, 92n8; strong
and weak in, 46–7t, 48; volunteer-type public
goods, 165, 165n27, 166; weakest-link public
goods, 161

Modigliani-Miller theorem, 700n39
money transfers: entitlements as, 589–95, 652;

instability of outcomes with logrolling and,
432; logrolling and, 429t, 431–4; money
laundering, 288n40; recipients of, 589–91

monopolies: economic freedom compromised
by, 17; efficiency losses in, 16, 16n14, 17f;
import quotas and, 279n33; natural
monopolies, 19; profits, literature notes on,
70; quotas and, 346, 346f; regulatory
bureaucracies as, 101–2; rent creation and
seeking and social losses from, 88f; rent
endurance over time and, 93–4; second-best
outcomes theory and, 347n29; social justice
and, 17–20, 63–4; taxation and marginal
damage and, 341n23

monopsony: economic freedom compromised
by, 17; efficiency losses in, 17n16; minimum
wage and, 613n31

Montreal Protocol, 357
moral dilemma, terrorism and, 174–6
moral hazard: adverse selection and, 533;

asymmetric information and, 528; behavior
and absence of, 532–3, 773–4; fiscal federalism
and, 723–4; global social insurance and,
569–71; incomplete insurance and, 541–3;
insurance and, 527–32; paternalistic public
policy and usury and, 380–1; prisoners’
dilemma and, 529–32; public-policy responses
to, 543; self-deprivation and, 532; social
insurance and, 540, 540n45, 541; social justice
and, 527–43; summary of principles of, 578–9;
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unemployment insurance, 615–16; voluntary
insurance and, 528, 532; welfare reform and,
625–7; work ethic and, 533

moral philosophy, markets and, 4
moral relativism: ethical principles vs., 711n51;

paternalistic public policy and, 387, 387n67,
388

Most-Favored–Nation clause, of international
trade agreements, 754n10

Moving to Opportunity program, 607–8
mutual risk sharing, insurance and, 497–8

Nash bargaining solution for cooperative games,
cost sharing for public goods and, 208, 208n66,
208n67; voting coalitions and, 433n15

Nash equilibrium, 40n31; campaign
contributions and, 78n2; Clarke tax and, 182,
182n45, 183; cooperation on public goods and,
157, 208, 208n66, 208n67, 208n68; defense
spending and, 169, 170; demographic
dilemma, intergenerational income transfers,
633–5; efficient contributions to public good
and, 223–4; effort decisions and moral hazard,
531, 531n42; expressive voting for voluntary
income transfer and, 547–8; government free
riding and, 361–2; group size and voluntary
payment for public goods, 225–7; honest vs.
predatory persons and, 54; impediments to
international agreements and, 360; income
changes and public goods contributions,
227–8; inefficiency of, 49–50, 50n45, 224–5,
227; Locke’s concept of government and, 757;
misrepresentation of charitable donor
preferences and, 551n54; national security
and, 234; Nietzschean anarchy and, 46–7t,
47n42, 49; non-Nash behavior conjectures,
765n17; pleasure from voluntary giving and,
548–9, 549n49, 549n51; prisoners’ dilemma
and, 41n34; private income transfers and, 546;
public goods and, 152–3, 153n10; rational
behavior in, 763, 763n16; reaction function,
voluntary payment for public goods and,
219–22; rent seeking and public goods and,
228; rent seeking as prisoners’ dilemma and,
86–7; roving and stationary bandits and, 50–2;
rule of law and, 40–1, 66; self-enforcing
contract and, 40–1; self-interested decisions
and, 42–5; sequential decisions, 41–2;
single-issue voting and, 441–6; social welfare
function and, 518, 518n33, 520n35; strategic
behavior in rent-seeking contests, 90; tax
competition and coordination and, 719–20;
tax coordination and political behavior, 720;
trust in anonymous market transactions, 769;
Tullock rent-seeking contest and, 115–16;
utility maximizing choice, contributions to

public goods and, 218–19; voluntary payment
for public goods and, 222–3; volunteer-type
public goods, 165, 165n25, 165n26, 167;
weakest-link public goods, 160–2; zero public-
goods contributions, tendency toward, 227

national security: asymmetric warfare and terror
defense, 171–7; capabilities and technology
and, 170; defense spending as strategic
decision, 169; democracy and, 170–1, 171n36;
markets and defense equipment, 171; military
alliances and, 169; monopoly suppliers of,
141–2; as public good, 168–78, 234

national sovereignty, environmental policy and,
366

natural monopolies: capture in, 119; conditions
for, 19; efficient supply and, 118; financing
solutions for, 125; fixed and sunk costs of, 117,
117n27; government ownership and
privatization of, 121, 121n30, 122; institutions
and, 107, 116; literature notes on, 133–4; for
private goods, fiscal federalism and, 712–14;
private goods and, 140–1f, 142; private
suppliers of public good, user prices and,
191–2; profit maximization and, 118; public
goods and, 140–2, 146n7; self-financing price
and, 118; subsidies and, 118, 119n28, 120;
summary of, 128–9; Tiebout locational choice
mechanism and, 199; user prices and, 187;
waste-management example of, 120–1

natural right of possession: reservations
concerning, 29, 29n23; social justice as, 32–3,
65; voting on income redistribution and, 451;
experiments with dictatorship games and, 560

natural selection theory, eugenics and, 390–2
negative interest rates, retirement entitlements

and, 637–8
negligence, Coase theorem and, 326
Nietzschean anarchy: burden of inefficiency in,

49–50; capture theory and, 725; credibility
and, 50; equilibrium in, 46–7t, 47n42, 49;
global government and fiscal federalism and,
728; global social insurance and, 567–8;
government breach of contract and, 56; joint
probabilities of weak and strong and, 49,
49n44; laziness and, 50; rent seeking and, 98;
roving and stationary bandits and, 50–2,
52n48; rule of law and, 45–52, 66; source of
inefficiency in, 46; voting and income
distribution and, 475

NIMBY (not in my backyard), market
capitalization and Coase theorem and, 330

non-competitive markets, efficiency losses in,
16–17

non-convexities, externalities and, 340–9, 392–4
nondemocratic governments, global

externalities in, 365–6
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non-Nash behavior conjectures, and Lindahl
mechanism, 153; voluntary cooperation and,
765n17

normative questions: about competitive
markets, 13; about information and
spontaneous order, 23; about progressive
taxation, 678; benefits of public goods and,
139; excess burden of taxation and, 264;
income distribution and, 491–577; involuntary
income transfers and, 491; Pareto efficiency
and ex-post equality, 31; political decision
making and, 74; tax coordination and political
behavior, 720; voting systems and Condorcet
winner and, 453

Obesity: See overeating and obesity
objective probability, 522n37; Bentham’s

expected utility and, 516, 516n28; deviation
from, 521–2

objective verification, public policy and moral
hazard with, 540

obsolescence: compensation and, 26–7; natural
right of possession and, 29

oil exploration: corporate profits tax and risk in,
698; Ramsay rule for efficient taxation and,
696

oligopolies, efficiency losses in, 17n16
open access, natural monopolies and, 120
opportunism: anonymous cooperative and

opportunistic societies, 768–9; consensus
voting and, 412–13

optimal taxation, 667–93; Bentham social
welfare function and, 707n46; computations
and simulations, 690; exemptions and
deductions, 690n29; income taxation, 682–90;
indirect taxes and, 707–8; Mirrlees problem
and, 687; political and social objectives, 690–3;
progressivity or regressivity in, 689–90; reform
of, 692; summary of, 729–30; value of tax rate
and, 686

organ transplants, illegal markets and, 370–1
Origin of the Family, Private Property and the

State, 112
Ostrogorski’s paradox, direct and representative

democracy and, 438n19, 439, 440n20, 441
overeating and obesity: microwave oven and,

377; paternalistic public policy and, 372
ozone layer, global externalities and

deterioration of, 357, 357n38

paradox of gain from coercion, 44
Pareto efficiency: Coase theorem on

externalities and, 323; compensation and,
24–7, 65, 427–8, 428n10; cooperation and, 40;
cost-benefit analysis and, 24–5; demand
function of user prices and, 190; efficiency of

public and private goods and, 232–3;
entitlements and, 599n15; envy and, 33–4;
ex-post equality and, 30; externalities and,
314; folk theorem and, 51n47; free choice and,
388–90; goods allocation and distribution,
58–9; goods production and, 58–9; income
distribution and, 61; insurance and social
justice and, 498; interdependent utilities and
income transfer and, 544–5f; intergenerational
social contract and, 627–8; multiple-issue
voting and public spending, 447f;
predetermined income distribution, 503;
public good cost-benefit analysis and, 209–17;
of public goods, 143; public goods, Lindahl
prices and, 186–7; public goods contributions,
223–4; resource allocation and, 57n51, 57n52;
roving and stationary bandits and, 51–2; social
benefit of government growth and, 754–6;
social justice and compensation and, 25–7;
social welfare function and, 499–500; tax
competition and coordination and, 719–20;
voting consensus and, 409–13, 478; of wage
subsidies, 622–5

paternalistic public policy, 367n47; bounded
rationality and, 386; community values and
locational choice, 386–8; compulsory spending
and, 367–8; eugenics and, 390–2; framing
effects, 385–6; government growth and, 747;
homeownership and, 368; in-kind transfers
and, 594; interdependent utilities and
censorship and, 388–92; limits of intuition
and, 382–6; market correction and, 367–92;
personal behavior and, 372–3; self-harm and
hyperbolic discounting in markets and,
367–82; social benefit of, 754; summary of,
397–9; undesirable markets and, 369–72;
usury and, 380–1

pay-as-you-go income transfers: asymmetric
income transfer, 635; demographic prisoners’
dilemma and, 633–5; designated
contributions, 630–1; family demographics
and, 633–4; generational accounting and, 635;
immigration and, 633; intergenerational risk
sharing and, 630–44; savings and growth and,
640–1; social contract and, 629; sustainability
of intergenerational income sharing and,
637–45; transition from dependence on, 641–4

payday lending, hyperbolic discounting and, 380
payroll taxes, unemployment insurance and,

611n29
pensions. See retirement entitlements
personal behavior: absence of moral hazard and,

532–3; changes in cultural norms and, 536;
community values and locational choice and,
386–8; diverse population and norms of, 533;
earned and unearned money and, 560–1;
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excess burden of taxation and, 249;
externalities and, 312, 314; failure of ex-ante
equality, 607; hyperbolic market discounting
and, 373–80; market aversion, Coase theorem
failure and, 328; misrepresentation of
charitable preferences and, 551–2; moral
hazard and, 527–32, 773–4; norms of fairness
and, 554–62; paternalistic public policy and
excesses of, 372–3; personal exit as checks and
balances alternative, 436; private charity and
public assistance, 554; private resolution and,
378–9; procrastination, hyperbolic market
discounting and, 377; prospect theory and,
521–2; regret and, 522; risk aversion and
insurance and, 494–6; volunteer-type public
goods, 167; welfare reform and, 625, 626n44,
627

personal freedom: communism and, 112–13;
externalities and, 336–7; Hobbes’s discussion
of, 758–9; leviathan governments and, 759n14,
760n14; paternalistic public policy and,
388–90; voluntary cooperation and, 766;
volunteer-type public goods and, 167–8

personal head tax, 260, 260n16, 261
personalized accounts, for unemployment

insurance, 617–18
Pigovian taxes and subsidies: adverse

externalities of inputs and, 341; case against,
342–3; cost-benefit analysis, 342; education as
positive externality and, 344; environmental
taxes, 341; externalities and nonconvexities
and, 340–9; innovation as response to, 342;
producers’ opposition to, 350n31; public
policy implementation and, 337–9; quota
rights in competitive markets and, 347–8;
regulation and, 344–5; summary of, 396–7

plebiscite, as direct democracy, 437
plurality, voting rule, 454–5
political competition: Condorcet winner and

voting systems, 453–61; direct and
representative democracy, 438–41;
equilibrium and, 450–1; ideology and
principle with equilibrium in, 451;
multiple-issue voting and, 447–51; number of
candidates and, 446; representative
democracy and, 480–2; single-issue voting
and, 441–6; voting and, 437–61

political correctness: and moral relativism, 387
political decision making. See also electoral

politics; principal–agent problem; voting:
asymmetric information and, 74–7; collective
action and, 80; cost-benefit analysis of public
goods and, 217; deferral of, on retirement
policies, incentives for, 643, 643n55;
environmental policy and, 351–6; externalities
and public policy, 335–6, 349–56; fiscal

federalism and, 720–30; government budget
example of, 75–6; growth of government and,
749–53; income redistribution and, 723–4;
industry profits and, 353; institutions and, 73;
Laffer curve and, 267–8; literature notes on,
129–32; lobbyists and rent seekers and, 87;
locational mobility and leviathan
governments, 721; majority voting and
externalities and, 427; market allocations and,
22, 23; moral hazard and incomplete
insurance and, 543; optimal taxation and,
690–3; personal savings contributions for
retirement and, 640; probabilistic voting and
tax structure complexity, 691n30; producer-
environmental alliances and, 363–5; proximity
to, 724; public financing of public goods and,
245–6; public interest and, 353–4; public
policy support and, 77–84; rent creation and
rent seeking, 84–98; rent extraction and, 100;
retirement policies and, 636–7; stakeholders
in, 81; taxation and, 271–2, 708n49; term limits
and, 83–4; terrorism and, 177–8; Tiebout
locational choice mechanism and, 204–5;
voters vs. interest groups and, 80; voting
decisions and, 472–3

poll tax, 260
Ponzi scheme, pay-as-you-go income transfers

and, 386, 632, 632n47
pooled income/revenue: majority voting and,

725–30; moral hazard and, 531–2
pooled risk, student loans and, 611
pooled savings, retirement entitlements and,

639–40
population demographics, government growth

and, 747
portfolio investment: capital-gains taxes and,

699, 699n38; taxation on, 695
poverty: educational inequality and, 609; market

capitalization and Coase theorem and, 330–1;
public spending and, 744, 744n2, 746; slavery
and, 372n50; welfare reform impact on,
626n42

predatory behavior: in prisoners’ dilemma, 53t
preferential voting, 457–60
present value calculations, discount rate and

public project selection, 216n72
presumptive taxation, 284
price of use, Lindahl solution for public goods

compared, 145–9
primary voting, 444, 444n24
principal–agent problems: asymmetric

information and, 74–7; in bureaucracies,
101–2; case against subsidies and, 343; central
and local government institutions, 725;
constitutional restraints on government
borrowing, 294–5; ideology concerning, 774–8;
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principal–agent problems (cont.)
limits on voters’ information and, 75;
literature notes on, 129–32; local governments
and yardstick competition, 721–3; locational
mobility and escape from leviathan
government, 721; media and, 81–2; political
decision making and, 73–7; public financing of
public goods and, 245–6; public policy and,
77–84; rent creation and rent seeking, 84–98;
rent extraction and corruption, 99–101;
rightist ideology concerning, 775–8; summary
of, 125–6; tax coordination and political
behavior, 720

prisoners’ dilemma: anarchy and rule of law
and, 39t; binary decision making in, 155t;
cooperation on public goods and, 157; cost
sharing for public goods and, 208; defense
spending, 169; demographic dilemma,
intergenerational income transfers, 633,
633n50, 635; dominant strategy in, 40, 40n32,
44n38, 54n49; expressive voting for voluntary
income transfer and, 547–8t, 548n48; game
tree and, 42n35, 43n36; government free
riding and, 361–2; group size and voluntary
payment for public goods, 185–217;
international agreements and, 359–63;
Locke’s concept of government and, 757;
moral hazard and, 529, 531n41, 532; Nash
equilibrium and, 41n34; national security and,
234; “natural reason” and, 763; paradox of
gain from coercion in, 44; payoff rankings in,
154t, 154n11; political candidates and, 77, 125,
77–125; predators’ benefits and, 53t; private
income transfers and, 546; public goods and,
152–3, 154–6, 178–80; public-policy response
to moral hazard and, 543; rent seeking as,
86–7; repeated encounters and value of
reputation in, 42–3; rule of law and, 44t;
self-interested decisions in, 42–5; sequential
decisions, 41–2t; tax competition, 719–20;
tragedy of the commons and, 315–16t; goods
and, 434–5; weakest-link public goods, 159–63

private charity and public assistance, 554
private deterrence, rule of law and, 44–5
private insurance: adverse selection and moral

hazard of unemployment insurance and,
615–16; alternative plans for health care,
647–8; competitive markets for universal
health entitlements and, 649–50; health care
and, 646–7; social insurance and, 503–4,
504n11

private property. See also collective property;
property rights: communism and absence of,
107–13; externalities and, 315, 315n5, 316,
316n6; gain from, 319–20f; leviathan
governments and, 759n14, 760n14; literature

notes on, 132–3; market capitalization and
Coase theorem and, 330–1; rent seeking and
tragedy of the commons resolution, 317–18;
theft and social justice and, 111; tragedy of the
commons and, 316; women in communism
and, 112

private protection, rule of law and, 55
private schools: limitations of, 602–5; rejection

of entitlements and, 597, 597n11, 597n12, 598
private sector: bureaucratic principal–agent

problem and, 103–7; externality resolution
and, 309–34, 341–2; global externality
resolution and, 356; suppliers of public good,
user prices and, 191–2; tragedy of the
commons in externality resolution and,
315–22

private spending: entitlements and, 598, 599n15,
602; government prevention of, 602, 602n17

privatization: global environmental issues and,
360; of intergenerational income transfers,
634; of natural monopolies, 121–2

procrastination, hyperbolic market discounting
and paternalistic public policy and, 377

profiling, terrorism and, 176
progressive taxation: envy and, 693;

equal-sacrifice principle of taxation and,
679–81, 691n31, 692n31; expenditure tax as,
703; income taxes as, 693; inequality aversion
and, 693; linear income tax, 684; marginal
utility of income and, 681n17, 682n18;
normative questions about, 678; optimal
taxation and, 689–90; pre- and post-tax
incomes, 692; regressive taxes vs., 687, 687n21,
688, 688n23; social justice and, 674; summary
of, 730; voter preferences for, 692

prohibited markets, minimum wage and,
613n31; paternalistic policies and, 369

property rights. See also collective property;
natural right of possession; private property:
avoidance of anarchy and, 38; communism
and absence of, 107–13; compensation and
social justice and, 25–6; Locke’s accountable
government concept and, 760n15; markets
and rule of law and, 37–8; rent seeking and,
98; tragedy of the commons and, 315–16;
women and, 112

property taxes: ideology and, 469n45; fiscal
illusion and, 785; locational mobility and
escape from leviathan government, 721;
Tiebout locational choice mechanism and,
259–60, 260n14, 260n15; unimproved land
values and, 259–60; zoning and income
distribution and, 206, 228–30, 237

proportional representation: fairness in, 457;
power of small groups and, 456; voting and,
455–7
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proportional taxation, equal-sacrifice principle
of taxation and, 680n13; 681–5

prospect theory, Bentham social welfare
function and, 521–2

prostitution. See commercial sex
protectionist international-trade policies,

framing and, 751; interest groups and, 750;
tariffs or import duties as an indication of,
274

protectionist rents: environmental policy and,
364; government growth and influence of,
751–2, 785; import tariffs and, 276–7

Protestantism: See religion, work ethic, and
economic success

psychology, economics and, 33n28. See
behavioral economics

public good(s): absence of market valuation for,
209–10; altruism and, 142; availability of, 138;
benefits from, 138; “best shot” public goods,
164n23; bundled public spending for, 435;
Clarke tax and truthful self-reporting, 180–5;
as collective harm, 142; complexity in
sequential games for, 158–9; control of supply,
jurisdictional preferences and, 201–2;
cooperation and, 143–4, 156–7, 157n14,
157n15; cost-benefit analysis, 209–17; demand
for, 144–5, 145n6, 746–7; discount rate
calculations for, 214–15; efficiency losses and,
18–19; exclusion from, 142–3; externalities
and, 311; fiscal federalism and, 710–11;
government role in information problem of,
178–80; group size and voluntary
contributions to, 158; imprecision in
cost-benefit analysis for, 211–12; income
distribution and cost-benefit analysis of,
216–17; increased demand and per-person
cost decline, 729–30; individual benefits of,
139–40; information and, 76, 178–208;
jurisdiction preferences and differences of
government and, 195; Lindahl consensus on,
149–58; locational market for, 195; majority
voting and income distribution and, 462–70;
market equilibrium and, 147; market for,
146–7f; national security and, 168–78; natural
monopoly and, 140–2; norms and conventions
as, 197; one-time cost and benefit of, 213;
overview of, 137; pre-tax revenue from, 726;
prisoners’ dilemma and, 152–3, 154–6, 434–5;
private suppliers of, user prices and, 191–2;
probability with, 161n19; project choice
selection, 215–16; properties of, 138–44;
public financing of, 158, 245–6; public inputs
as, 142; pure and congestible public goods,
139–40; quantities or qualities of, locational
choice mechanism and, 197–204; rent seeking
and, 228; rule of law as, 45; strategic behavior

and, 151; supply of, 146, 146n7; tax-financed
public spending for, 246–64; Tiebout
locational choice mechanism and, 195–208;
transition from private to collective benefit
and, 138–9; trust and norms of conduct and,
156–7; types of, 138–78; under-supply of,
147–8; user prices and, 185–94; utility
maximizing choice, contributions to, 217–19;
valuation over time of, 212–15; voluntary
personal payments for, 144–59, 228;
volunteer-type public goods, 163–8; voting
and alternative choices for, 424, 424n7, 425,
425n8; voting and Lindahl consensus on,
409–13; weakest-link public goods, 159–63

public inputs: externalities and, 321; as public
good, 142

public interest: industry interests vs., 355n35;
political decision making and, 74

public policy. See also paternalistic public policy:
case against subsidies and, 342–3; changing
public interests and, 354–5; corporate tax
policies, 698; corrective action and
externalities and, 340–9; crime and
self-defense, 332–4; externalities and, 334–66;
hyperbolic discounting and, 378–9; income
support contingent on work, 619–25; industry
profits and, 353; political decision making
concerning externalities and, 335–6, 349–56;
political support and, 77–84; privately owned
natural monopolies and, 122; producers as
environmental supporters and, 350; quotas
with, 346–9; response to moral hazard and,
543; salient policy issues, 81; second-best
outcomes theory and, 347n29; sequencing of
private resolution and, 341–2; social benefit
of, 754; taxation and, 271–2; tax evasion and,
280–1; tools for implementation of, 337–9;
voting and lack of convergence on, 444;
welfare reform, 625, 626n42, 627

public schools, as entitlement, rejection of, 597,
597n11, 598

public spending. See also bond financing;
government borrowing: accountability and
transparency in, 259; bond financing and, 290t;
checks and balances in fiscal-federal systems,
435; compulsory spending, 367–8; Condorcet
winner and efficiency proposals, 421–8;
economic growth and declines in, 572n79;
future taxpayer preferences and, 293–4; on
government, growth of, 739–53; government
borrowing and, 288–95; government revenue
sources, 743; income distribution and, 216–17;
international comparisons of, 785; logrolling
and efficiency in, 429–30; lump-sum taxes and,
772–3; majority voting and income
distribution and, 462–70; median voter
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public spending (cont.)
and, 476; multiple-issue voting and, 447f; for
political expenses, 78; political representation
and, 78, 125; proportional representation and,
455–7; for public goods, 158, 206–8, 245–6;
public supply vs., 137; recent trends in growth
of, 755, 755n11, 756; Ricardian equivalence
and, 292–3; social benefit of, 754; social justice
and efficiency and, 772–3; tax-financing of,
246–58, 264; tyranny of the majority and,
455–6; voting and efficiency in, 409–20, 421;
Wagner’s law and, 744–6; zero-based
budgeting and, 762

Public Spending in the 20th Century, 755n11
public supply, vs. public finance, 137
pure public goods, defined, 139–40

quotas, for emissions: competitive markets and
sale of rights to, 347–8; distribution among
producers of, 348–9; international assignment
of emission quotas, 360–1; political support
for, 353–4; producers as environmental
supporters and, 350, 350n31; public policy
using, 346–9; second-best theory and, 347n29

quotas, for imports. See import quotas

race to the bottom, tax competition and
coordination and, 719–20

racism: failure of equal opportunity and, 606,
606n20, 607, 607n21

Ramsay rule for efficient taxation, 667, 668n2,
669n3, 669n5, 673; capital income, taxation of,
694–6, 730; leviathan government and, 671;
natural resource taxation, 696; optimal
taxation, 729–30; progressive vs. regressive
taxation and, 687–8; tax competition and fiscal
federalism, 715–18; uniform taxes, 708n49

randomizing behavior: mixed-strategy
equilibrium and, 47, 47n42, 48, 48n43; roving
and stationary bandits and, 51–2

“rational addiction” theory, 379n53
rational behavior: expected utility and, 516n27;

hyperbolic market discounting and
paternalistic public policy and, 374; paradox
of gain from coercion and, 44; prisoners’
dilemma and public goods, 153, 156n12;
ultimatum game and norms of fairness and,
558

rational choice: Bentham social welfare function
as, 519; Hobbes’s leviathan government as,
755–6, 758–9, 763; Locke’s concept of
government and, 757–8; voluntary
cooperation and, 763, 763n16

rational ignorance: bureaucratic demand
creation and, 103; bureaucratic output
measurement and, 103; direct democracy and,

437; ideology and attitude to prevalence of,
774–8; political decision making and, 76;
representative democracy and, 523; voting on
public goods, 412

Rawls social welfare function, 509, 509n20, 510,
510n20; certainty in life and, 517–19; choice of
social insurance contract and, 515–21; gender
difference and, 561–2; Laffer curve and, 514;
leaky bucket of redistribution and, 773; as
limiting case, 510, 511n21, 512; optimal
income taxation and, 682–6, 690; regret and,
522; social insurance and work ethic and,
523–4; summary of, 581; wage subsidies and,
623

reciprocating beneficial behavior: government
institutions and, 765; prisoners’ dilemma and
impediments to international agreements and,
359–63; public goods and, 156, 156n13, 157;
regulation and externalities and, 345; tragedy
of the commons and externalities of, 318n8,
319, 319n10, 322

referendum, as direct democracy, 437
regional income pooling, fiscal federalism and,

714–15
regressive taxation: equal-sacrifice principle

and, 681n17, 682n18; lotteries as, 705; optimal
taxation and, 689–90; progressive taxes vs.,
687, 687n21, 688, 688n23

regret, choice of Bentham social welfare
function and, 522

regulation: anti-discrimination laws and
externalities, 336; bargaining prohibitions,
Coase theorem failure and, 329, 329n15; of
campaign contributions, 82, 83; of education,
344n27; government growth and, 747; legal
rights and, 345; Pigovian taxes and subsidies
and, 344–5, 396–7; producers’ opposition to,
350n31

relative risk aversion, 495n2
religion, work ethic, and economic success and,

524, 524n39, 535, 535n44
rent: locational rents, 205–6
rent creation and rent seeking, 84–98;

administrative costs of taxation and, 256;
anarchy and, 98; behavioral ambiguities of, 97;
case against subsidies and, 342–3; collective
property in communism and, 112; competitive
rent seeking, 90, 98; cultural norms and, 96–7;
discriminating rent-seeking contests, 91–2;
endurance over time, 93–4; war and, 175;
public goods and, 227; fiscal federalism and,
724–5; government growth and influence of,
750–1; import quotas and, 278–9, 279n33;
import tariffs and, 276–7; industry profits and,
353n33; inferred social costs of unobserved
rent seeking, 89–90; legal system and, 98;
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literature notes on, 133; lobbyists and, 87, 98;
mercantilism and, 97–8; non-discriminating/
Tullock rent-seeking contests, 90–1; political
benefit and, 87–8, 94–6; political culture and,
96; prisoners’ dilemma as, 86–7; public goods
and, 228; recontested rents, 93n9, 94n9; rent
dissipation and, 94, 114–16; rent-seeking
contests and efficiency losses, 85–6; social
losses due to, 88; social loss measurements,
88–9; strategic behavior, rent-seeking
contests, 90; tax reform and, 691–2; tragedy of
the commons and, 317–18

rent dissipation, 128; calculation of, 92n8,
114–16; competitive rent seeking and, 90n4;
inference of, 94; literature notes on, 133;
public goods financing and, 237; rent seeking
and, 94; tragedy of the commons resolution
and, 316n6, 317, 317n7, 318

rent extraction and corruption, 99–101;
acknowledgment of, 100–1; political motives,
100; rent sources and, 99

rent seeking: See rent creation and rent seeking
repeated encounters in games, efficient

outcomes and, 42–3
representative democracy: political competition

and, 480–2; public finance and, 78; salient
policy issues and, 81; voting and, 438–41

reputation: efficiency value of, 42, 42n35, 43,
43n36, 43n37, 44n38; prisoners’ dilemma and
public goods, 153n10; voluntary cooperation
and, 763n16, 764–5

residence principle of taxation, 695–6, 719
resource allocation, general equilibrium and

market efficiency, 57–8
retirement entitlements: bond financing for

changes in, 642; designated benefits, 631–2;
designated contributions, 630–1; durable
productive assets and, 638; equality and,
627–44; generational accounting, 635;
intergenerational social contract and, 627–44;
personal voluntary provision for, 637–41;
political procrastination concerning, 636–7;
summary of, 654–6; sustainability of
intergenerational income sharing and, 637–45;
transition from intergenerational dependence
and, 641–4; voluntary vs. compulsory savings,
639; voting for changes in, 642–3; younger
generation’s tax burden and, 632, 632n47, 633

revealed information, as an impediment to
insurance, 498

revenue: Clarke tax and maximization of, 183,
183n46; government growth and supply of,
743, 747–49; Laffer curve and income
distribution, 513–14; subsidies and, 119–20

revolution, personal freedom and, 167–8,
168n34, 168n33

Ricardian equivalence, 301–2; bond financing,
292–3, 294

risk aversion: choice of social insurance contract
and, 515; corporate profits taxes and, 698;
effort decisions and, 531n42; equal-sacrifice
principle of taxation and, 681, 682n19, 685;
insurance and, 494, 495n2, 496; mutual
risk-sharing contracts, 497–8; summary of,
577

risk neutrality, expected utility of income and,
496n4

Road to Serfdom, The, 113
rule of law: avoidance of anarchy and, 38;

Bentham social welfare function and, 525;
burden of inefficiency and, 49–50; efficiency
and social justice and, 38; ethical behavior
and, 38; honest people and anarchy and, 52–4;
imperfections of, 55–6, 66–7; legal system and,
56, 56n50; literature notes on, 69–70; markets
and, 36–8, 56; Nash equilibrium and, 40–1, 66;
Nietzschean anarchy and, 45–52, 66; paradox
of gain from coercion and, 44; prisoners’
dilemma and anarchy vs., 39t; private
deterrence and, 44–5; property rights, 37–8; as
public input, 142; roving and stationary
bandits and, 51–2; summary of, 66–7

Russian Revolution, 108, 108n19

safety and public policies, compulsory public
spending and, 368

sales taxes: as import tariff replacement, 276;
public financing through, 252–3

Samuelson condition, efficiency of public and
private goods and, 232–3

savings: impact of pay-as-you-go transfers on,
640–1; individual vs. pooled personal savings,
639–40; as self-insurance, 540; voluntary vs.
compulsory savings, 639

scholarships, income inequality and, 609,
609n25

scope of locational choice, competitive market
for public goods and, 196

search theory, and choosing among job offers,
615, 615n33

secession, as checks and balances alternative,
436

second-best outcomes: first-best outcome as
enemy of, 203; locational choice and, 200;
environmental objectives and monopoly,
347n29

secret voting, economic incentives for, 473n49
self-defense, crime and externalities of, 332–4,

334n16
self-deprivation, moral hazard and, 532
self-enforcing contract, 40–1; stationary bandit

behavior and, 51–2
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self-esteem: externalities’ solutions and, 331–2;
voluntary cooperation and, 766; wage
subsidies and, 623–4

self-financing: natural monopolies and, 118;
unemployment insurance, 617; user prices,
189–91

self-harm: hyperbolic market discounting and,
373–80; paternalistic public policy and, 367–82

self-insurance, savings as, 540
self-interest: altruism and charity and, 543–54;

inefficiency of, 42–5; invisible hand and, 42,
73–4; prisoners’ dilemma model of, 39t; sellers
in competitive markets, 8; terrorism and, 177;
universal health entitlements and, 649n57;
virtue with, 4–5; voting and income
distribution and, 469

sensitivity analysis: cost-benefit analysis of
public goods and, 211–12; one-time cost and
benefit of public good and, 213

September 11, 2001, terrorist attacks, 172,
172n37, 173–4

sequential decisions: Nash equilibrium and,
41–2t; private resolution of externalities in
public policy and, 341–2; terrorism and, 175–6;
volunteer-type public goods, 166, 166n31;
weakest-link public goods, 161–2

sexually transmitted disease, paternalistic public
policy and, 373

shadow economy: characteristics of, 284–7;
conspicuous consumption and visible
spending, 287–8; corruption in, 285; incentives
for exaggeration in, 286–7; inefficiency and
illegality in, 287–8; international examples of,
285n38; size of, 285; tax evasion and, 279–87;
welfare fraud and, 284; work ethic and tax
evasion, 524

Shapely value, cooperation and, 208n68, 433n15
shared spending, expenditure tax and problem

of, 703
shareholders, principal–agent problems and,

103–7
shortage economy, communism as, 108, 108n18
signaling, public schools as device for, 602–5
single-peaked preferences: majority voting and

income distribution and, 467n43; voting and,
422, 423n6, 426

sinks, international negotiations, 361n43
slavery: work ethic and, 539; illegal markets and,

371–2
social capital. See trust
social contract: abrogation of, 628;

intergenerational, retirement entitlements
and, 627–44; pay-as-you-go transfers and, 629

social insurance: adverse selection and, 525–7;
Bentham’s lottery and Rawls’ uncertainty,
517–19; Bentham social welfare function,
507–8; choice and contract for, 515–21;

economic mobility and, 565–6; ex-post
equality vs. efficiency and, 519; fiscal
federalism and moral hazard with, 723–4;
impediments to, 541; moral-hazard problem
of, 540, 540n45, 541, 578–9; private insurance
and, 503–4; revenue constraints and, 513–14;
social welfare function and, 499–503; taxation
and, 685; veil of ignorance and, 498–9, 507–25;
work ethic and, 523–4

socialized medicine, health care and health
insurance and, 650–1

social justice, 3; ability-to-pay principle of
taxation and, 674–5, 679; absence of
government and, 543–73, 579–81; altruism and
charity and, 543–54; capital income taxation
and, 694–5; compensation and, 25–7; of
competitive markets, 27–9; dictatorship game
and, 558–60; earned and unearned money
and, 560–1; economic mobility and, 562–6;
efficiency and, 24–36, 38, 65–6, 68–9, 498,
772–3; equality as, 30–1, 65; equal-sacrifice
principle of taxation and, 679–81; expenditure
tax, 702; fiscal federalism and, 710–24; global
social justice, 566–73; hereditary monarchy
and, 758n12; income inequality measurements
and, 573–5; instability of voting outcomes and,
436–7; insurance and, 492–8, 527; literature
notes on, 68–9, 70; marginal utility of income,
diminishment of, 675; monopolies and, 17–20,
63–4; moral hazard and, 527–43; natural right
of possession as, 32–3, 65; optimal income
taxation and efficiency trade-off with, 682–90;
Pigovian taxes and subsidies and, 344;
progressive taxes and, 674; public spending
and income distribution, 216–17; Ramsay rule
for efficient taxation and, 670; restraints on
government and, 759–60; summary of
principles, 576–81; taxation and, 670, 673–81;
theft and, 111; ultimatum game and, 558; user
prices for public goods and, 193; voting and,
408–9, 475

social mobility: changes in cultural norms and,
536; majority voting and economic growth
and, 468, 468n44, 469; social instability and
immobility, 566; taxation and, 689

social norms. See also cultural norms:
anonymous cooperative and opportunistic
societies, 768–9; approval of sharing behavior
and, 559–60, 560n63; benefit of government
and, 754–6, 780–1; bias against efficiency and,
33, 65; ex-ante equality and, 608–9;
externalities and, 312, 331–2; of fairness,
554–62; intergenerational social contract and,
629; tax evasion and, 281–2; trust in
government and, 766–8; voluntary
cooperation and, 765–6; volunteer-type public
goods, 167, 167n32; welfare reform and, 625,

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-49426-7 - Public Finance and Public Policy: Responsibilities and Limitations of Government:
Second Edition
Arye L. Hillman
Index
More information

http://www.cambridge.org/9780521494267
http://www.cambridge.org
http://www.cambridge.org


Subject Index 855

626n44, 627; for women, 619–20; work ethic
and, 535–6

social risk, cost-benefit analysis of public good
and, 214

social welfare function. See also Bentham social
welfare function; Rawls social welfare
function: basic principles, 499–501; Bentham
version, 507, 507n17, 508; choice and, 507–25,
561–2; exemptions to welfare limits and,
627n45; impossibility theorem and, 501–2,
575–6; incentives and welfare reform, 625,
626n43, 627; income inequality measurement
and, 574–5; income support contingent on
work, 619–25; limiting cases, Bentham and
Rawls versions as, 510, 511n21, 512;
non-identical utilities, 503; optimal income
taxation and, 682–90; Pareto improvement
and, 499–500; predetermined income
distribution and, 502, 503n10, 507; private
charity and public assistance, 554; public
spending and income distribution, 217;
Rawls’s weakest link concept and, 509,
509n20, 510, 510n20; social insurance
contracts and, 577; unemployment and
persistent welfare dependence and, 618–19;
welfare fraud, shadow economy and, 284;
welfare reform and, 625, 626n42, 627

source principle of taxation, 719
special interests. See also interest groups;

lobbyists: direct democracy and, 437; political
decision making and, 74–5; political spending
paradox and, 81; public finance subsidy of
campaign contributions, 78–9; rent creation
and, 94–6

specialization: competitive markets and, 14,
14n11; growth of government and influence
of, 750–1

spontaneous order: ideology and, 23;
information and, 20–3; normative and positive
conclusions about, 23; Tiebout locational
choice mechanism and, 196

stock options: dividend payments, taxation of,
699–700; as incentives, 103–4, 104n13

store of value, personal voluntary provision for
retirement and, 637

student loans: credit markets and, 609, 609n25;
government guarantees of, 609–10; income
distribution and, 610n28; pooled risk and, 611

subsidies: capture and, 119; case against, 342–3;
competitive bidding and, 119; corrective
subsides as public policy and, 340; earned
income-tax credits, 624, 624n39; employers
payment of wage subsidies, 624;
implementation of wage subsidies, 624–5;
incomplete contracts and, 120; infrastructure
ownership transfer, 120; natural monopolies
and case against, 118, 119n28, 120; open access

and, 120; partial user prices and, 187; private
suppliers of public good, user prices and,
191–2, 192n56; public-policy implementation
through, 337–9; revenue maximization and,
119–20; wage subsidies, 621–5

substitution effect: demand function and,
253n11; excess burden of income tax and, 247,
247n3, 248, 248n4, 263n18, 295–8; of
expenditure tax, 702–3; import tariffs, 276–7;
income changes and public-goods
contributions and, 228n81; income effect
combined with, 221–2; inefficiency of Nash
equilibrium and, 227; labor markets and,
271–2; locational choices and substitution
effect, 259–60, 260n14, 260n15; progressive
taxation and, 674; progressive vs. regressive
taxation and, 687–8; property taxes, income
distribution, and zoning and, 228–30; reaction
function, voluntary payment for public goods
and, 220–1; tax payments and, 269

sun exposure, paternalistic public policy and
effects of, 372–3, 373n51

sunk costs, natural monopolies, 117n27
supplemental income, commercial-sex market

and, 371n49
supply: of capital, elasticity in, 696; in

competitive markets, 13–14; decreasing costs
and, 15, 15n12; emissions rights market and,
350–1; externality resolution and role of, 310;
government suppliers, natural monopolies
and public-goods financing, 141–2;
government suppliers, user prices as
alternative to, 193; illegal supply, rent from,
99; information benefits with, 21–2; Lindahl
solution for public goods and, 149–58;
majority voting equilibrium and role of,
416n2; natural monopolies and efficiency of,
118; politics of taxation and, 271–2; of public
goods, 146, 146n7, 147n8, 178–80, 201–2,
728–30; Ramsay rule for taxation efficiency
and, 668–9; stable and unstable equilibria,
15–16; user prices and natural monopolies,
187

supply and demand concepts, 13–14
supreme-value ideology, 173n39, 234;

appeasement and, 177n43; Laffer curve and,
514, 514n25; terrorism and, 173, 174

surplus, budgetary, government borrowing and,
295

synergies, externalities and, 321

tariffs. See import duty
tax administration, 256
taxation. See also income taxes; property taxes:

ability-to-pay principle and, 193, 674–5;
addiction and, 259; of beauty, 673; buyers’
obligations to government for, 270; capital as
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taxation (cont.)
basis for, 694–708; capital gains taxes, 699;
Clarke tax rules, 180–1, 185; corporate or
company taxation, 697, 697n34, 701; corporate
profits tax, 700–1; designated retirement
benefits, 631–2; direct taxes, 273; dividend
payments, 699–700; education as externality
and, 343–4; efficient tax-financed public-goods
supply, 258; effort decisions, 528;
environmental taxes, 341; equality and,
435n16; equal sacrifice principle and socially
just taxation, 673–81; excess burden as
compensation for, 298; excess burden of
income tax, 247–8; excise tax, 255;
expenditure tax, 701–4; externalities and tax
revenue, 340; fiscal federalism and, 709–30;
fiscal illusion and, 272–3; future taxpayer
preferences and, 293–4; government
borrowing and, 289–91; government
information requirements and, 274; growth of
tax base as revenue source, 748; history of,
744n2; identification of payers of, 268–74,
349–80; implementation of compensation and,
26; implicit tax, 264n19; indirect taxes, 273; as
indirect user prices, 187; by inflation and
financial repression, 705–6; in-kind transfers
and, 591–3; on innate ability, 672–3;
innovation as response to, 342;
intergenerational tax sharing, 291–4;
international trade and, 274–9; Laffer curve
and tax revenue, 264–6; leviathan government
and choice of, 708; locational choice and
benefit principle of, 196; lotteries as tool for,
705; low-benefit vs. high-benefit persons,
locational choice of public goods and, 197–8;
majority voting and income distribution and,
464–7; marginal damage and, 340–1;
maximally appropriative taxes, majority
voting and, 467–70; middle class and tax
deductions, 476; with no excess burden,
259–61; with no revenue, 261–2; optimal
taxation, 667–93, 729–30; overview of, 667;
pay-as-you-go intergenerational transfers and,
629–30, 642, 642n54; personal head tax, 260,
260n16, 261; political and social objectives,
690–3; political behavior and, 720–30; political
decision making and, 271–2; poll tax, 260;
presumptive taxation, 284; progressive vs.
regressive, 687–8; public-goods financing and,
140, 178–80, 197n59, 234, 246–58, 264;
public-policy implementation through, 337–9;
Ramsay rule, efficient taxation, 667–73;
reform of, 692; as rent sources, 99; residence
principle of, 695, 719; revenue calculations
and rate of, 265n21; sales taxes, public
financing through, 252–3; sellers tax

obligation to government, 269–70; social
insurance and, 685; social justice and, 670,
673–81; social mobility and, 693; source
principle of, 719; subsidies vs., 342–3;
substitution and income effects, 295–8; tax
competition, 715–18, 719–20; tax
coordination, 719–20; Tiebout locational
choice mechanism and, 259–60; truthful
self-reporting and, 180–5; unemployment
insurance and, 611n29; value-added tax,
253–4; voting and Lindahl consensus on,
409–13; wage subsidies and, 622; on wealth,
704–5; younger generation’s tax burden, 632,
632n47, 633; younger generation’s tax burden
and, 632n47; zero marginal tax rates and
income distribution, 688–9

tax avoidance, 283
tax competition: fiscal federalism and, 715–18,

751–2f; international tax competition, 720; tax
coordination and, 719–20

tax evasion: corrupt tax officials and, 284; direct
and indirect taxes and, 708; government
revenue and, 785; expenditure tax and
problem of, 703; as free riding, 280–3; illegal
immigrants and, 283, 283n35; inefficiency of,
287; Laffer curve and, 288; objectives of,
281–2; opportunities for, 282; public policy
and, 280–1; shadow economy and, 279–87;
summary of, 300–301; tax enforcement
authorities, behavior of, 283–4; tax incidence
and, 280; work ethic and, 524

tax incidence: effective incidence, 269, 270,
272–3; legal tax incidence, 270; tax evasion
and, 280

tax rates: expenditure taxes, 701–2; flat tax rate,
686; marginal tax rate, 676–8, 678n11; optimal
tax rate, 669n5, 698n37; pre-tax income,
692n32; zero marginal tax rate, 688–9

technology: conversion of public goods to
private goods and, 138n2; defense spending
and, 170; natural monopoly and, 116

teenage pregnancy, paternalistic public policy
and, 373

television, paternalistic public policy and effects
of, 372

term limits: political decision making and, 83–4
terrorism: asymmetric warfare and, 171–7;

battered-wife analogy and, 178n44; collective
punishment and, 177; deterrences to, 174–6;
dilemmas of human rights, 177; economic
costs of, 172; incentives and rewards for,
173–4; income and, 172; moral dilemmas of,
176; profiling and, 176; social and political
divisions and, 177–8; supreme-value
objectives of, 173, 234; victims’ decision
making and, 174
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Thomas-à-Becket effect, 105–6, 127, 759–60
Tiebout locational choice mechanism, 235–6;

categories of public goods and, 197; checks
and balances in fiscal-federal systems and,
435; entitlements and, 605–6; first-best vs.
second-best outcomes and, 203; fiscal
federalism and, 710–11; homogeneous and
mixed jurisdictions and, 204; income and
rents, 205–6; information and public goods
and, 195–208; jurisdictional preferences and,
202–3; natural monopoly and cost sharing,
199; non-locational cost sharing through clubs
and, 206; prices and politics in, 204–5;
property taxes, zoning, and income
distribution and, 206, 237; public financing of
public goods and, 245; quantities or qualities
of public goods and, 197–204; secession and
personal exit and, 436; second-best outcomes
and, 200; spontaneous and imposed order
and, 196; taxes and, 259–60

time horizons: benefits calculations over time,
216n73; constitutional restraints and, 761;
discount rate and project selection, 215–16;
government growth and, 756; hyperbolic
market discounting and paternalistic public
policy and, 374; multiple-year benefits,
213–14; unemployment insurance and, 616,
616n34, 617

time inconsistency: adverse selection and, 525–7;
capital income taxation and, 696; immobile
capital and, 716n55

tit-for-tat strategy, reciprocity and government
institutions, 765

tobacco lawsuits, 370n48
tolls. See user prices
totalitarian governments. See also

nondemocratic governments: absence of
markets and private property and, 107–13,
127–8; demise of, 109n20; environmental
policy and, 355–6, 356n36, 357n37; envy and,
111–12; equality and, 110, 111–12; excess
burden of taxation and, 264, 264n20;
Hayek’s fatal conceit and, 109–10; incentives
and, 109; information and efficiency in,
110–11; labor self-management and, 111;
literature notes on, 132–3; personal freedom
and, 112–13; revolutions in, 168n33; tyranny
in, 437

Trade Adjustment Assistance, 753n8
trade liberalization, exchange of market access

and, 752; income diversification through asset
markets and, 751; Most-Favored–Nation
clause and, 752n7

tragedy of the commons: colonialism and,
318–19; conservation and, 317; contractual
alternative to, 321–2; distributional

consequence of, 319; externalities and, 311;
private ownership externality solutions and,
315–22; property rights and, 316; reciprocal
beneficial externalities and, 319–22; rent
seeking and, 317–18; summary of, 396

transactions costs: case against subsidies and,
342–3; Coase theorem and, 327–8

transparency: excess burden of taxation and,
264, 264n20; of public spending, 259

trust: in anonymous market transactions, 769;
cooperation on public goods and, 157–8;
distrust and social segmentation, 768–70;
government agencies and institutions and role
of, 766–8, 780–1; public goods and role of,
156–7; in small groups, 770; as social capital,
770; social norms and, 766–8; trust game
measurements of, 766, 767n19, 768, 772n21

Tullock rent-seeking contests, 90–1, 115–16
two-part user prices, public goods and, 185n48,

187–8, 188n51
two-round elimination voting system, 453–4
Two Treatises of Government, 757–8

ultimatum game: earned and unearned money
in, 560–1; gender differences in, 561; norms of
fairness and, 558

Ulysses and the sirens, government restraint
and, 762

undesirable markets, paternalistic public
spending and, 369–72

unemployment, explanations for, 613
unemployment insurance, 654; adverse selection

and moral hazard of, 615–16; benefits of, 615;
emotional costs of unemployment and, 618; as
entitlement, 611n29, 613–18; government role
in, 616–18; personalized accounts and, 617–18;
self-financing of, 617

uniform taxes, 708n49
unimproved land values, property taxes and,

259–60
United Nations: as global government, 728n63;

global social insurance and, 572–3
universal health entitlements: competitive

markets for, 649–50; through markets, 648–9
U.S. Tax Reform Act, 691n31, 692n31
user prices: accountability of, 193; desirability

of, 192–4; efficiency of, 193; exclusion
inefficiencies and, 193–4; externalities and,
316n6; fixed costs and, 188; government role
in public goods projects and, 227–8; as
government supply alternative, 193;
identification of taxpayers and, 269; indirect
user prices, 187; law enforcement services
and, 194; Lindahl prices and, 186–7; natural
monopoly and, 187; private suppliers of public
good and, 191–2; public goods and, 185–94;

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-49426-7 - Public Finance and Public Policy: Responsibilities and Limitations of Government:
Second Edition
Arye L. Hillman
Index
More information

http://www.cambridge.org/9780521494267
http://www.cambridge.org
http://www.cambridge.org


858 Subject Index

user prices (cont.)
self-financing and, 189–91; social justice and,
193; subsidies and partial user prices, 187;
two-part user prices, 185n48, 187–8, 188n51

usury, paternalism and, 380, 380n56, 381, 381n57
utilitarianism: Bentham social welfare function

and, 515n26, 707n46; equal-sacrifice principle
of taxation and utility loss, 680n14; ex-post
equality vs. efficiency and, 519; income
distribution and, 506n16, 507n16;
interpersonal comparisons in social welfare
of, 500–501; nonidentical utilities, 503; social
welfare function and, 499

valuation: benefits distribution, majority voting
and, 419–20; complexity in public goods and,
158–9; of damage, asymmetric information
and disputes over, 327–8; of entitlements,
594–5; market capitalization and Coase
theorem and, 330–1; self-financing of user
prices and, 190–1; user prices for public goods,
185–94

value-added tax, 253; public financing with,
253–4

variable rate mortgages, 386n66
veil-of-ignorance metaphor: adverse selection

and, 525–7; choice of social insurance contract
and, 515–21; expected utility and Bentham
social welfare function and, 517; feasible
income redistribution and, 505–6; global
social insurance and, 494n1, 567–8; income
uncertainty and, 494; incomplete insurance
and, 541–3; Laffer curve and income
distribution, 513, 513n24, 514; leaky-bucket
model of income distribution and, 505; social
insurance and, 498–9, 507–25; summary of,
576–81

vertical equity, tax payments and, 268–74
victims of terrorism, 175n42; decision making

by, 174
virtue, self-interest with, 4–5
voluntary insurance: moral hazard and, 528, 532;

prisoners’ dilemma and, 529–32; public-policy
response to, 543

voluntary payment for public goods, 144–59;
Clarke tax and truthful self-reporting and,
180–85; defense spending free riding and,
169–70; deviation from cooperation and, 230;
efficient payments, 146–7; efficient
tax-financed supply, 258; financing through
lotteries and, 231; government role in, 227–8,
602; group size and, 158–224, 224n79, 225,
227, 228; identical individuals in group and,
217; income changes and, 227–8; income
effect and, 221; inefficiency of Nash
equilibrium and, 224–5, 227; information and,

178–208; joint supply of private goods and,
231; Lindahl consensus and, 149–58, 178–80;
locational choice as market substitute and,
195; Nash equilibrium for, 222–3; personal
voluntary provision for retirement, 637–41;
preferences and income changes and, 228n82;
prisoners’ dilemma and, 152–3, 153n10, 154–6;
reaction function and, 219–22; rent seeking
and, 228; strategic behavior and, 151;
substitution effect, 220–1; Tiebout locational
choice mechanism and, 199; under-supply of
public goods and, 147–8; utility maximizing
contribution choices, 217–19; zero
contributions, tendency toward, 227

volunteer-type public goods, 163–8; game of
chicken and, 164–6; individual provision of,
164; information and, 178; personal freedom
and, 167–8; social norms and personal
behavior, 167, 167n32

voting. See also electoral politics; political
decision making: abstention and alienation
and, 442–4; alternative rankings of public
proposals and, 421; approval voting, 460–1;
asymmetric information sources and, 77;
changes in retirement entitlements through,
642–3; checks and balances and, 434–7, 479;
choice over public goods and, 424, 424n7, 425,
425n8; coalition of low- and high-income, 474,
474n51; collective decisions by, 65–6;
compulsory voting, 80–1; Condorcet jury
theorem and, 408–9, 421–8; control of agenda
and, 425–6; coordination of decisions, 80t;
decision-making concerning, 472–3;
democracy and cycling of outcomes in, 437;
ex-post equality and, 34; expressive voting,
444–6, 453; on externalities, 420; fairness in,
457; fiscal federalism and, 725–30; franchise
rights development and, 470–1; income
distribution and, 461–78, 481–2; industry
interests and, 355n35; inefficiency of
Condorcet winner and, 426–7; interest groups,
80, 476–7; limits on information and, 75;
Lindahl consensus and, 409, 412n1, 413;
locational choice and, 479; Locke’s
accountable government concept and, 760n15;
logrolling and, 428–34, 479; markets and, 407,
420–1, 428, 479; median voter and majority
voting, 409–37; middle-class coalitions and
Director’s law of, 475–6; motivations for,
79–80; natural right of possession and, 451;
number of candidates and, 446; outcome
cycling or instability, 422–4;
Pareto-improvement and compensation and,
427–8; participation rate and outcomes of,
474; plurality and, 454–5; policy convergence
and, 444, 444n23; political competition

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-49426-7 - Public Finance and Public Policy: Responsibilities and Limitations of Government:
Second Edition
Arye L. Hillman
Index
More information

http://www.cambridge.org/9780521494267
http://www.cambridge.org
http://www.cambridge.org


Subject Index 859

and, 437–61; political income redistribution
and, 723–4; poll tax and, 260; power of small
groups and, 456; preferential voting, 457–60;
primary systems of, 444, 444n24; prisoners’
dilemma of public goods and, 434–5t;
probabilistic voting and tax structure
complexity, 691n30; problems within
democracies, 478; progressive taxation
preferences and, 692; proportional
representation and, 455–7; public-policy
support and, 353–4; public spending efficiency
and, 409–28; rational ignorance and, 76;
single-issue voting, 441–6; single-peaked
preferences, 422, 423n6, 426; systems,
Condorcet winner and, 453–61; two-round
elimination voting system, 453–4;
weakest-link public goods demands and, 163,
163n22

vouchers: benefits of, 595–6; health care and,
596; as in-kind entitlements, 595, 595n6, 596,
652–4; objections to, 596; rejection of,
596–605

wages: competitive market labor and, 28,
28n22, 29; excess burden of income tax and,
247–8; income effect and, 222n77; Laffer
curve and tax revenue, 264, 265n22, 266;
prohibited markets and, 613n31; subsidies for,
621–5, 654; worker substitution plans,
625n41

Wagner’s law, 779–80; demand for public goods
and, 746–7; government growth and, 744–6;
public spending and, 785

Walrasian competitive market-adjustment
mechanism, 62–3

war: asymmetric warfare and terror defense,
171–7; inefficiency of, 168, 234

waste management, natural monopolies and,
120–1

water-diamond paradox, 13
weakest-link public goods, 159, 159n16, 163, 234;

benefits, 160n17, 161n18; “cheap talk”
principle and, 162, 162n21; collective inputs
and, 160n17; coordination problem with, 161,
161n20, 162; government role in, 162; Rawls’s
social welfare function and, 509, 509n20, 510,
510n20

wealth distribution: charity and social status
and, 553–4; locational choice and, 205–6;
meritocracy in labor markets and, 565n73,
566n73; taxation and, 693, 704–5, 731

welfare states: Scandinavian ideology of,
524n39, 525n40; work ethic and complete
insurance in, 578

women. See also gender difference: communism
and role of, 112; economic mobility of, 565,
565n69, 565n70, 565n72; entitlements and
equality for, 607–8; exemptions to welfare
limits for, 627n45; franchise voting rights for,
470–1, 471n47; global social insurance and,
567–8; government growth supported by, 749;
in hunter–gatherer society, 112; in labor force,
revenue growth and, 748; social norms for,
619–20; taxation efficiency and, 671–2; as
terrorists, 173n40, 175n42; welfare reform
impact on, 626n42

work ethic: common property and, 539;
discrimination and, 539; diverse population
and absence of, 533; exploitation of charitable
intentions and, 549, 550n53, 552; foundations
for, 524, 524n39, 525n40; income support
contingent on work, 619–25; internal changes
in norms of, 536; linear income tax and work
incentives, 684; moral hazard and, 533;
normative differences in, 535, 535n44;
presumption of incentives and, 539; regressive
taxation and lack of incentive for, 688–96;
slavery and, 539; social insurance and, 523–4;
tax evasion and, 524

World Bank, 357, 357n39, 572n79; corruption in,
573n80; fiscal federalism and, 728; global
social insurance and, 568–71

World Trade Organization (WTO), 366, 366n46

yardstick competition, local government
principal–agent problems and, 721, 722n59,
723

Zelman v. Simmons-Harris, 596n8
zero-based budgeting, 762
zoning: locational choice and wealth distribution

and, 205–6; property taxes and income
distribution and, 206, 228–30, 237; substitution
effect and, 229f

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-49426-7 - Public Finance and Public Policy: Responsibilities and Limitations of Government:
Second Edition
Arye L. Hillman
Index
More information

http://www.cambridge.org/9780521494267
http://www.cambridge.org
http://www.cambridge.org

	http://www: 
	cambridge: 
	org: 


	9780521494267: 


