Cambridge University Press

978-0-521-23329-3 - The Power to Tax: Analytic Foundations of a Fiscal Constitution
Geoffrey Brennan and James M. Buchanan

Frontmatter

More information

THE POWER TO TAX
Analytical foundations of a fiscal constitution

© Cambridge University Press www.cambridge.org



http://www.cambridge.org/0521233291
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

978-0-521-23329-3 - The Power to Tax: Analytic Foundations of a Fiscal Constitution
Geoffrey Brennan and James M. Buchanan

Frontmatter

More information

THE POWER TO TAX

Analytical foundations of a
fiscal constitution

GEOFFREY BRENNAN
JAMES M. BUCHANAN

Cambridge University Press

CAMBRIDGE
LONDON NEW YORK NEW ROCHELLE
MELBOURNE SYDNEY

© Cambridge University Press www.cambridge.org



http://www.cambridge.org/0521233291
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

978-0-521-23329-3 - The Power to Tax: Analytic Foundations of a Fiscal Constitution
Geoffrey Brennan and James M. Buchanan

Frontmatter

More information

CAMBRIDGE UNIVERSITY PRESS
Cambridge, New York, Melbourne, Madrid, Cape Town, Singapore, Sio Paulo

Cambridge University Press
The Edinburgh Building, Cambridge CB2 2RU, UK

Published in the United States of America by Cambridge University Press, New York

www.cambridge.org
Information on this title: www.cambridge.org/9780521233293

© Cambridge University Press 1980

This publication is in copyright. Subject to statutory exception
and to the provisions of relevant collective licensing agreements,
no reproduction of any part may take place without

the written permission of Cambridge University Press.

First published 1980
This digitally printed first paperback version 2006

A catalogue record for this publication is available from the British Library

Library of Congress Cataloguing in Publication data
Brennan Geoffrey.

The power to tax.

Includes index.

1. Taxation. 1. Buchanan, James M., joint author.
11. Title.
HJ2305.B64 336.2 79-56862

ISBN-13 978-0-521-23329-3 hardback
ISBN-10 0-521-23329-1 hardback

ISBN-13 978-0-521-02792-2 paperback
ISBN-10 0-521-02792-6 paperback

© Cambridge University Press www.cambridge.org



http://www.cambridge.org/0521233291
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

978-0-521-23329-3 - The Power to Tax: Analytic Foundations of a Fiscal Constitution
Geoffrey Brennan and James M. Buchanan

Frontmatter

More information

C'est une expérience éternelle que tout homme qui a du

pouvoir est port€ a en abuser; il va jusqu’d ce qu'il trouve des
limites.

Montesquieu, De UEsprit des Lots

The power to tax involves the power to destroy.
Chief Justice John Marshall, McCulloch v. Maryland
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Preface

The success of Proposition 13 in California was one of the top news
stories of 1978, and many commentators interpreted this success as
the first major step in a genuine “tax revolt.” Politicians seeking either
to attain or to maintain elective office were quick to accept such an
interpretation, and the political rhetoric of the late 1970s suggested
that the era of explosive governmental growth may have been coming
toan end.

These events went on about us as we were writing this book. At
times we felt as if we were being swept away by political developments
that threatened to reduce our efforts to little other than academic
exercises, a fate that was not our initial intent. We can, of course,
claim some credit for having established our position on the ground
floor, so to speak, for having undertaken a specific analysis of
constitutional tax limits well before the dramatic events of 1978 took
place. And we can, more constructively, argue that this book repre-
sents the first serious economic analysis of tax limits, a subject that has
been predictably neglected by economists.

Nonetheless, there remains the lingering concern that this is a book
that might, ideally, have been completed two years earlier. To offset
this concern we are buoyed in the prospect that a book whose time has
clearly arrived may be more readily accepted than a book whose
message antedates its topicality. Had this book been published in 1960
or in 1970 it probably would have fallen stillborn from the press. It
should not suffer such a fate in 1980.

Both of us are public-finance economists, despite our various
excursions into the territories of ethics, law, politics, and philosophy.
This book marks a return to the fold, but not without our having been
very substantially influenced by the detours. The analysis, both in its
positive and its normative aspects, lies well outside the limits of
orthodox fiscal economics. Our initial efforts were prompted by our
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growing disenchantment with economists’ treatment of taxation and
tax reform. This treatment seemed to us to have become increasingly
irrelevant, both in terms of its explanatory content and its normative
potential. In this respect, the events of 1978 reinforced our initial
motivation. The orthodox analysis provides neither an understanding
of observed fiscal process nor a basis for improvement on grounds
that are acceptable to the taxpaying public.

The normative standards in our analysis are based on the calculus
of the potential taxpayer-beneficiary, who is presumed able to control
government’s “power to tax” by a constitutional selection of tax
arrangements that are anticipated to serve his own interest. This
approach is contrasted with the more familiar objectives laid down for
taxation, such as the promotion of “social welfare,” “social utility,” or
“public interest” without regard for political implementation. As our
subtitle suggests, we adopt the constitutional perspective, in which the
taxpayer is presumed to be unable to identify his own position, either
as taxpayer or as public-spending beneficiary, in a sequence of
separate budgetary periods. The constitutionally selected structure of
taxation may be, and normally will be, quite different from the
“in-period” tax-share distribution that might conceptually emerge
from some idealized fiscal exchange in the Wicksellian sense.

The methodological-analytical setting is familiar, at least to those
who are cognizant with the literature in modern public-choice theory.
The constitutional perspective for the choice of institutions has been
elaborated by one of the authors in several works, and, more
generally, it has been made familiar to many scholars of the 1970s
through the work of John Rawls. Where the argument of this book
diverges most sharply from almost all previous analysis lies in the
predicted workings of the political process in the postconstitutional
sequence. We analyze the properties of the political process under the
assumption that citizens exercise relatively little control over gov-
ernmental fiscal outcomes except at the initial constitutional decision
stage, where the basic fiscal arrangements are chosen. More dramat-
ically, and more controversially, we model government as a
revenue-maximizing Leviathan. We argue that both aspects of our
political model gain some plausibility in this era of apparently
uncontrollable budgets. Further, and much more important, we
argue that our model is the appropriate one upon which to construct
reasoned discussion of constitutional alternatives. The current discus-
sion of constitutional tax limits suggests that there is widespread
public agreement with at least some central elements of our model of
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politics. Even for those who categorically reject our formal model of
politics, however, the constitutional norms laid down may possibly
prove acceptable as embodying a minimax strategy aimed at securing
protection against the worst outcomes that might emerge.

We shall discuss the basic constitutional perspective in Chapter 1. In
Chapter 2, we develop our model for the working of the political
process that will be used for the later analyses. Chapter 3 examines
the choice calculus of the potential taxpayer as he confronts alterna-
tive rate and base constraints. Chapter 4 extends the analysis to
commodity taxes. Chapter 5 extends the analysis intertemporally and
specifically introduces capital taxation and public debt. The revenue
implications of the money-creation power, including (but not exclu-
sively) the power to use inflation as a means of taxation, are analyzed
in Chapter 6. In Chapter 7, the focus is shifted toward possible
modification of the incentive structure to ensure that tax revenues are
actually spent on providing goods and services valued by taxpayers.
Chapter 8 discusses the whole domain of politics, with specific
reference to fiscal versus nonfiscal constraints on governmental
activity. The structural order of federalism as a means of constitu-
tionally limiting government’s fiscal powers is examined in Chapter 9.
In Chapter 10, we attempt to relate our analysis to the current
proposals for constitutional tax limits, and we suggest necessary
avenues for authentic fiscal reform.

Acknowledgments. We expressly thank all of our colleagues at the
Center for Study of Public Choice, VPI, particularly Professors
Robert Tollison and Gordon Tullock, for providing an atmosphere
within which genuinely radical ideas are nourished rather than
drowned at birth in either technical detail or methodological strait-
Jackets. We also gratefully acknowledge financial support from the
National Science Foundation and the Olin Foundation, which has
allowed us time to develop our ideas free from at least some of the
standard academic pressures.

We are especially appreciative of the help of Professor Charles
Rowley, University of Newcastle, who, during his visiting stint at the
Center in 1979, painstakingly read and criticized the manuscript
chapter by chapter. The “research team” of Cecil Bohanon, Richard
Carter, and David Nellor was essential to our efforts. Members of this
group provided not only editorial, stylistic, and bibliographical assis-
tance but also very constructive analytical and substantive criticism.
George Uhimchuk was both cooperative and reliable in helping with
many stages of the processing of the final manuscript. Donna Trenor

© Cambridge University Press www.cambridge.org



http://www.cambridge.org/0521233291
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

978-0-521-23329-3 - The Power to Tax: Analytic Foundations of a Fiscal Constitution
Geoffrey Brennan and James M. Buchanan

Frontmatter

More information

xiv Preface

was cheerful and efficient in typing several early drafts. And, of
course, Buchanan’s books could never get written, or be got right,
even with a coauthor, without the assistance of Mrs. Betty Tillman
Ross.

GEOFFREY BRENNAN
JAMES M. BUCHANAN

Blacksburg, Virginia

© Cambridge University Press www.cambridge.org



http://www.cambridge.org/0521233291
http://www.cambridge.org
http://www.cambridge.org

