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Foreword 

The Ontario Fair Tax Commission was established to examine the 
province's tax system as an integrated whole and, in conjunction with 
its working groups, to analyse individual components of the system 
in detail. 

It has been many years since the Ontario tax system was subjected 
to a comprehensive examination. However, a great deal of research 
on taxation has been undertaken over the past two decades. This 
work, based in several disciplines, has been both theoretical and ap­
plied, and in this context the research program of the Fair Tax Com­
mission was formulated. 

The research program has two broad purposes. The first is, of course, 
to support the deliberations of the commissioners. The second, more 
novel objective is to inform public discussions of tax matters ·so that 
the commission's formal and informal public consultations can be of 
maximum value. For this reason we have opted to publish volumes 
in the series of studies as they are ready, rather than holding them 
all until the commission has completed its work. While our approach 
is more difficult from a technical and administrative perspective, we 
believe that the benefits will justify our decision. 

The research program seeks to synthesize the existing published 
work on taxation; to investigate the implications for Ontario of the 
general research work; and, where required, to conduct original re­
search on the context and principles for tax reform and on specific 
tax questions. We thus hope to add to the existing body of knowledge 
without duplicating it. The studies included in these publications are 
those that we believe make a contribution to the literature on taxation. 



x Monica Townson 

I would like to extend my thanks to my fellow commissioners and 
to the members of the FTC secretariat. I also thank the many members 
of the working groups and the advisory groups who have contributed 
to the research program and to the overall work of the commission. 

Monica Townson, Chair 



Introduction 

Many people's first reaction to the name "Fair Tax Commission" is 
that it is oxymoronic; there is no such thing as a fair tax. Flippancy 
aside, the comment reflects a view that fairness is "in the eye of the 
beholder" and that there are no widely accepted fairness principles 
on which to base tax systems (or other policy decisions). Is this com­
monly held perception correct? 

To explore the idea of fairness and its relationship to the design of 
tax systems, the Fair Tax Commis�ion invited five distinguished schol­
ars to contribute papers. Professor John Head was asked to provide 
a "state of the art" discussion of fairness as it is currently reflected 
in economics, particularly in the public-finance literature. In addition, 
A. Marguerite Cassin, Leslie Green, Lars Osberg, and Leo Panitch 
were requested to explore, from their respective disciplines and p�r­
spectives, additional dimensions of fairness. Earlier drafts of the latter 
four papers were presented and discussed at a seminar organized by 
the commission. 

John Head's survey and evaluation of the economics literature is 
presented from the viewpoint of one of the leading exponents of the 
Haig-Simons approach to equitable taxation. Notwithstanding the 
optimal-tax literature that has developed in recent years, Head argues 
that equity remains an overriding consideration in tax design, and 
that the Haig-Simons definition of comprehensive income still pro­
vides a practical guide to tax designers. He makes the fundamental 
point that the tax system serves a quasi-constitutional role in a society. 
In this sense, the basic rules of operation of the tax system are thus 
part of the public capital of the community. The attainment of fairness 
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therefore requires those involved in the tax policy-making process to 
adopt a principled and long-term view, and to focus on social gain 
rather than personal interest. 

The fairness content in the benefit and ability-to-pay principles of 
taxation are discussed. The paper also notes that even in a system 
that aims for overall progressivity, there is a place for non-progressive 
indirect taxes (e.g., sales taxes). This is especially the case if such taxes 
provide additional revenues to fund government activities that tend 
to be more redistributive in their impact than most taxes. Head also 
presents the case for broadly based taxes, except in a few circum­
scribed instances, such as excise taxes on tobacco, alcohol, and en­
vironmental pollution. 

Lars Osberg argues for a comprehensive approach when applying 
notions of fairness to taxation, rather than one that considers taxation 
in isolation from government actions such as transfer payments and 
regulation. He also warns against accepting, without further inves­
tigation, the conventional wisdom about the inevitable trade-off 
between equity and efficiency. 

Osberg points out the political nature of the concept of fairness, 
and that any fairness benchmark can therefore change over time, 
along with prevailing social norms. His paper deals with practical 
issues in achieving equity, namely, designing the tax-paying unit to 
achieve horizontal equity; determining the redistributions essential to 
vertical equity; and taking into account intergenerational equity. Fi­
nally, he notes that tax fairness is a matter of process as well as 
substance. 

Leslie Green argues that interstitial equity, despite its prominence 
in the public-finance literature, does not provide much guidance to 
a policy maker seeking to design a fair tax system. Such guiding 
principles are to be found instead in the concept of distributive equity. 
Three theories of distributive justice are discussed and their impli­
cations for taxation explored. These are the libertarian, utilitarian, and 
egalitarian views. (The last of these approaches is now closely as­
sociated with the work of Rawls.) An important conclusion of Green's 
analysis is that all three viewpoints support progressive (redistribu­
tive) taxation. 

A. Marguerite Cassin poses a challenge to the conventional dis­
cussions of equity in taxation. She argues that the technical language 
and professional conventions of taxation create a "virtual reality" that 
is at odds with the reality of ordinary individuals. The (primarily 
economic) assumptions on which tax statutes and administrative prac-
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tices are based do not correspond to true relationships among people. 
Among other effects, the unequal treatment of women in the tax 
system is perpetuated in this fashion. Cassin concludes that discus­
sions of tax fairness must be preceded by a thoroughgoing investi­
gation of these more basic modes of inequality. 

Leo Panitch's paper outlines a fundamental alternative to the neo­
classical approach to equity in taxation. Panitch argues that to un­
derstand tax structure and changes in tax structure one must deal with 
the underlying factors in society: the primarily market-oriented, cap­
italist economies; the distributions of wealth and income in society; 
and the economic and political power relationships that they reflect. 
The organization of capitalist economies has set the limits of tax re­
form exercises, reinforced by the role of the state in supporting private 
investment decisions, and the dependence of communities and in­
dividuals on them. The basic issue on which he focuses is the control 
of capital. The Fair Tax Commission should see its role, he contends, 
as educating the public and enhancing the prospects for fundamental 
structural change. 

The papers in this volume clearly and intentionally do not reflect 
a common position. They therefore reach a variety of conclusions and 
prescriptions. One can, however, draw from the discussions some 
common themes. Despite popular cynicism about "fair taxation," these 
papers demonstrate that it is not an empty concept. Indeed, as a quasi­
constitutional structure, fair taxation is essential to the legitimacy of 
an effective state. Further, in contrast to the emphasis on horizontal 
equity in much of the recent literature on taxation, these papers re­
focus attention on redistribution and vertical equity. Finally, differing 
philosophical perspectives on distributive justice do not preclude 
agreement on basic principles of fair taxation. 

Allan M. Maslove 
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1 Tax-Fairness Principles 

A Conceptual, Historical, and Practical 
Review 

JOHN G. HEAD 

The tax system has long been recognized by political scientists as one 
of the most important economic and political institutions in a liberal 
democracy. It has a quasi-constitutional character in the sense that it 
remains in force, usually with only minor changes, over a sequence 
of budgetary decision-making periods. The prevailing tax structure 
establishes the way in which the cost of public services is to be shared 
and, in combination with the transfer system, has a crucial impact on 
the shape of the income and wealth distribution. Extremely contro­
versial and potentially divisive issues of justice, fairness, or equity 
are thus intrinsically of central concern in tax-policy making. Redis­
tributive or zero-sum elements are, accordingly, very much to the fore 
in public discussion of tax reform issues. 

The attitudes and considerations which should be brought to bear 
in a major tax reform exercise are, however, necessarily of a long­
term or quasi-constitutional nature. Single-minded pursuit of short­
term political benefits· or sectional interest under a system of majority 
voting will not produce meaningful or durable reform. Primary em­
phasis needs to be placed on the positive-sum elements or possibilities 
for mutual gain. A more principled approach is therefore required in 
which the familiar politics of sectional self-interest must give way to 
wider considerations that go to the heart of rational budgetary de­
cision making in a democracy. It is, accordingly, no accident that 
major reviews of the tax structure in modern, democratic societies are 
infrequent and commonly assign an important role .to an expert com­
mittee or royal commission that can be expected to take the broader 
and more principled approach required.  
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The achievement of a fair tax system in a democracy is rightly 
regarded as a matter of high economic and social importance. The 
tax system and the taxpayer attitudes that go with it can properly be 
viewed as a major item of public capital. If the tax structure is equitable 
and efficient and enjoys general public acceptance, sensible decision 
making on public expenditure is promoted. If, by contrast, the tax 
system flagrantly violates basic principles of equity and efficiency, a 
collapse of taxpayer compliance and a breakdown of democratic budg­
etary decision making must be expected. 

This study begins with a review of fairness principles, in general, 
as these apply in the context of institutional design and reform in the 
modern theory of a liberal democratic state. The more specific prin­
ciples of tax fairness, notably the benefit principle and the principle 
of ability to pay, are discussed in a subsequent section, which features 
a general review of the influential Haig-Simons approach to tax fair­
ness and considers, in detail, some important criticisms of this ap­
proach raised in the modern theoretical literature on public choice 
and optimal taxation. The practical application of tax-fairness prin­
ciples in some of the more important areas of taxation are then re­
viewed. This section traces the evolution of tax-fairness principles 
and paradigms under the impact of changing economic, social, and 
budgetary conditions and priorities.  The study ends with some con­
cluding reflections. 

Fairness Principles in General 

In view of the prominence of redistributive or zero-sum elements in 
the tax area, choosing appropriate tax principles might appear to be 
a formidable task. Certainly, much depends upon a willingness to 
adopt and consistently apply an appropriately quasi-constitutional 
perspective. Since justice in the tax area is only one, albeit very im­
portant, dimension in the design of a just society or a just polity, a 
natural starting-point for such an inquiry is to proceed within the 
broader framework provided by the modern theory of a liberal dem­
ocratic state. 

In the modern contractarian tradition, as reflected in the seminal 
work of John Rawls ( 1971) - or in the modern utilitarianism of John 
Harsanyi ( 1953; 1 955) - an essential feature of a proper approach to 
institutional design or reform is the application of an appropriately 
impartial perspective. Impartiality or fairness is achieved in the Rawl­
sian or Harsanyian framework through the device of a "veil of ig-
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norance" under which participants in the constitutional decision­
making process must rely only on general information regarding the 
nature and operation of society and are denied, or must abstract from, 
specific information bearing on their own personal or interest-group 
situation under alternative rules or institutions. 

In the absence of specific or personal information on such matters 
as tastes, values, income, race, gender, and religion, many contro­
versial questions, which must otherwise divide society, may be re­
solved by unanimous agreement. The characteristically egalitarian 
presuppositions of liberal democracy, such as equal liberty; equal 
respect; equality of opportunity; and non-discrimination on the basis 
of race, religion, gender, sexual preference, and the like, can be firmly 
grounded in this way. In the controversial area of tax progressivity 
and income redistribution, it is a remarkable observation, attributable 
to Pat:Il Samuelson ( 1963-4), that if all individuals are risk averse -
and if, in addition, we could abstract from disincentive effects or 
efficiency aspects - unanimous agreement could readily be achieved 
on an absolutely equal division of the national income. 

Issues of tax equity or income redistribution, which might appear 
intractably divisive in the more conventional setting of short-term or 
annual budgetary decision making, may therefore offer genuine pros­
pects for mutual gain in the more appropriately long-term or quasi­
constitutional perspective. For this purpose the assumption that in­
dividuals are generally risk averse is sufficient; no problematic as­
sumption of mutual altruism or utility interdependence is required. 

It is, however, in the area of economic efficiency that the prospects 
for mutual gain are nevertheless most obvious and most important . 
It is also self-evident that, beyond a certain range, issues of equity 
and efficiency will conflict. In any realistic policy setting we cannot, 
for example, abstract, in the manner suggested above, from the dis­
astrous consequences for incentives and economic efficiency of an 
equal division of the national income. More generally, some rule for 
determining the trade-off between equity and efficiency is required. 

In the Rawlsian analysis of justice as fairness, efficiency consid­
erations are rightly accorded high priority. Serious concern about 
issues of fairness implies a strong interest in matters of economic 
efficiency. Departures from equality in the distribution of income, for 
example, could well be sanctioned if economic efficiency is thereby 
promoted. More specifically, income inequality is acceptable in the 
Rawlsian framework if, and only if, it promotes the well-being· of the 
least-well-off members of society. 
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It is, however, characteristic of the Rawlsian system that the stan­
dard egalitarian presumptions of liberal democracy, referred to above, 
are accorded absolute or lexicographic priority. No trade-off of these 
basic rights and liberties would be allowed. It would, therefore, be 
correct to say that although efficiency considerations receive their due, 
equity aspects enjoy a special status and priority in the Rawlsian 
scheme. 

The Rawlsian approach to justice as fairness conflicts to some de­
gree with the generalized utilitarian framework more familiar to tax 
economists. For a modern industrialized society enjoying a generally 
comfortable standard of living, the case for the Rawlsian emphasis 
on equity and on the position of the least fortunate members of society 
appears, however, to be very strong. Certain types of inequality may 
be ruled out altogether; and income inequality will be tolerated only 
if it is mutually beneficial, if not to everybody, then at least to the 
most-disadvantaged groups. 

As against the narrower conceptions familiar to economists, it is, 
however, particularly important to emphasize that the Rawlsian con­
cept of justice as fairness is, in essence, strictly procedural.  Details of 
the Rawlsian analysis that have been much criticized by economists 
are arguably less crucial than this procedural emphasis. Such char­
acteristic Rawlsian concepts as primary goods, the lexical priority ac­
corded to an equal distribution of basic rights and opportunities, and 
the emphasis on the position of the least-advantaged groups are no 
doubt generally relevant and important. But even these are best viewed 
as provisional conjectures or hypotheses as to the rules and outcomes 
that might be agreed upon in the course of an appropriately impartial 
process of constitutional or quasi-constitutional decision making. 

Thus, for example, although the basic Rawlsian concepts and pre­
suppositions may well be appropriate for a society of reasonable af­
fluence, such may not be the case for a backward economy in the 
early stages of industrial development. At the time of Adam Smith's 
Wealth of Nations ([1776] 1 904), for example, some trade-off of basic 
liberal democratic rights and liberties for increased production could 
well have been allowed under a proper application of the impartial 
constitutional perspective. In the matter of income inequality, effi­
ciency considerations might be accorded general priority over equity. 
The same may be true in low-income developing economies today. 

Even if the basic Rawlsian priorities are considered generally ap­
propriate for the modern welfare state as it has evolved in the second 
half of the 20th century, the institutional details and rules remain to 
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be specifically determined. At this more detailed level, a variety of 
alternative specific configurations of rules and institutions may all be 
consistent with a proper application of the constitutional perspective. 
This point is strongly emphasized by Rawls ( 1 971,  265) in the context 
of his analysis of budgetary issues, which is much influenced by 
modern public-finance theory and, in particular, by the concepts and 
principles set out in Richard Musgrave's multiple theory of budget 
determination in his treatise The Theory of Public Finance ( 1959, ch. 
1 ) .  In particular, the relevant general information regarding the nature 
and operation of specific budgetary rules and institutions will vary 
from society to society and, with the advance of knowledge in a given 
society, over time. Excessive dogmatism and exaggerated claims for 
particular doctrines and paradigms should accordingly be treated with 
a considerable measure of reserve. 

Principles of Fairness in Taxation 

It follows that specific principles of fairness in taxation are not ethical 
absolutes but should be regarded as paradigms or conjectures that 
may serve, under appropriate circumstances, to shed light on certain 
aspects of tax design. They are, at best, proximate ideals that may 
assist the politician, bureaucrat, individual voter, or fair-tax commis­
sioner in the impartial consideration of tax reform issues. It is a fa­
miliar observation in institutional design that specific doctrines, which 
may be appropriate and helpful at a certain stage of economic, budg­
etary, or social development, may become less relevant as times, 
priorities, and available information change. This is certainly true in 
the tax area, and is nicely encapsulated in Richard Bird's important 
notion of the "tax kaleidoscope" ( 1970).  

Generally, we shall find that taxation issues would be very straight­
forward if all the relevant facts and information were known. Failing 
this, it is interesting to discover, as in the case of Rawlsian uncertainty 
regarding personal information, that ignorance of certain types of 
general information can be positively helpful in matters of tax design 
and tax reform. Ignorance, as we shall see, can indeed be bliss, and 
a little knowledge can be a very dangerous thing. 

The analysis of tax-fairness principles in the scholarly literature has 
a long and reasonably instructive history (Musgrave 1 959, chs. 4 and 
5). Two broad and sharply contrasting traditions can be distinguished: 
taxation according to benefit and taxation according to ability to pay. 
The benefit principle involves the simultaneous consideration of tax-
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ation and expenditure, while the ability principle addresses the tax 
side only. 

The Benefit Principle 

Under the benefit approach, taxes are viewed in terms of a market 
analogy as the price of public services. A commutative-justice concept 
is implied, under which taxes should be related to individual benefits 
received. In its modern formulation, stemming from the pioneering 
work of Wicksell ( 1 896), Lindahl ( 1919), and Musgrave (1959), the 
benefit approach serves to highlight the efficiency aspects of budg­
etary policy. 

A dominant paradigm here is the "Lindahl solution" in which gov­
ernments provide pure public goods financed by taxes that reflect 
individual marginal evaluations of public goods. Wicksell insisted that 
no individual should pay more for public services than his or her 
marginal valuation of them or marginal willingness to pay. This may 
be easier said than done, but the general notion clearly has a resonant 
echo at the level of individual voters who feel unjustly treated if they 
do not perceive an adequate return flow of public services for their 
tax dollars. 

In the case of pure or near-pure public goods, however, individual 
benefit shares are difficult, if not impossible, to determine. At best, 
tax may be levied on a base such as income, consumption, or wealth, 
which serves as a crude proxy or indicator of marginal valuation. This 
problem is obviously especially severe in the classic case of national 
defence. The problem at subnational levels differs, however, only in 
degree, as significant "publicness" aspects can readily be discerned, 
though less easily measured, in other functional spending areas, such 
as health, education, the environment, and transportation, which fig­
ure more prominently in provincial and local spending programs. 

The benefit principle nevertheless remains useful - indeed, essential 
- wherever it can be applied. Many public services have significant 
"privateness" dimensions and provide specific benefits to identifiable 
groups, or even to specific individuals. In such cases, a strong em­
phasis on the "user pay" principle is clearly appropriate, and a more 
vigorous application of this principle may offer substantial benefits 
in terms of equity and efficiency. 

Although the benefit principle serves to highlight the efficiency or 
what Musgrave calls the "allocation branch" aspects of budgetary 
policy - and serves thereby to encapsulate one important dimension 
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of tax justice - the more familiar issues of distributive justice are es­
sentially ignored. In the classic modern formulation, the application 
of the Lindahl solution in the allocation branch presupposes a prior, 
or ideally simultaneous, "distribution branch" operation to correct 
any injustice in the existing distribution of wealth or income. 

In his path-breaking contribution Wicksell ( 1 896) indeed proposes 
that different voting rules should be applied in the allocation- and 
distribution-branch operations. In· the allocation branch, a voting rule 
of approximate unanimity would apply, in order to screen out allo­
catively inefficient projects and to ensure that no individual pays more 
for a public service than the relevant marginal valuation or marginal 
willingness to pay. Since the efficiency aspects of budgetary policy 
relate to issues in which mutual gains are possible, a unanimity re­
quirement appears as the natural counterpart in the democratic po­
litical process of voluntary exchange in the market for private goods. 
The distribution-branch operation is, by contrast, concerned with the 
more controversial zero-sum aspects. Here, Wicksell suggests that 
decisions would necessarily have to be reached by majority vote. 

Wicksell's interesting proposal for a sharp conceptual and opera­
tional separation of distribution- and allocation-branch taxes accords 
well with modern public-finance theory as represented, for example, 
by Musgrave's multibranch budget approach. The case for the ap­
plication of different voting rules as an operational proce·dure to pro­
mote separately the achievement of efficiency or commutative justice 
in the allocation branch and equity or distributive justice in the dis­
tribution branch has not, however, been found generally persuasive. 
The unanimity rule has been felt by most scholars to be much too 
restrictive and could obstruct the implementation of allocatively de­
sirable projects. However, Rawls's own version ( 1971 ,  §43) of Mus­
grave's multibranch framework provides an intriguing exception.  

It is  an interesting feature of the benefit-tax literature that particular 
types of taxes have been regarded as pre-eminently of a "distribution­
branch character," notable examples including capital-gains taxes, taxes 
on speculative real-property transactions, and death and gift taxes. 
More generally, of course, social insurance systems, with their ear­
marked and generally flat-rate taxes, constitute the real-world coun­
terpart of the distribution branch of modern public-finance theory. 
These insights of the earlier benefit-tax theorists are clearly of con­
siderable potential importance in the practical implementation of tax­
fairness notions. 

The efficiency or commutative-justice aspects of the tax-fairness 
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ideal nevertheless provide the focus of the benefit approach. Issues 
of distributive justice are, by contrast, the primary focus of tax-fairness 
analysis in the alternative and contrasting ability-to-pay tradition. It 
has indeed been argued by Lindahl ( 1 928) in his pioneering contri­
butions to the benefit-tax approach that the sacrifice theories of tax­
ation according to ability to pay may offer practical rules that may 
be applied in the implementation of the benefit principle, in both the 
distribution branch and the allocation branch. 

The Principle of Ability to Pay 

In the ability-to-pay tradition, a tax side-only approach has generally 
been adopted. The ben�fits from government spending have been 
assumed to be largely indivisible. To the extent that this is, in fact, 
the case, individual benefit shares cannot be determined as required 
for practical application of the benefit principle. For such common or 
indivisible benefits, fairness in the allocation of tax burdens would 
seem to call for the application of some appropriate principle of dis­
tributive justice, such as taxation on the basis of ability to pay. 

It was in the context of early discussions of the ability-to-pay prin­
ciple that a sharp distinction began to- be drawn between horizontal­
equity issues relating to the choice of income, consumption, or wealth 
as the tax base, and vertical-equity issues relating to the choice of flat 
or more progressive rate structures. In spite of debates extending over 
centuries, the results in both dimensions were fiercely contested and 
largely inconclusive. As Simons ( 1938, 1 7) commented, ability to pay 
is "a basic 'principle' from which, as from a conjurer's hat, anything 
may be drawn at will. "  

The Sacrifice Doctrines 

With the emergence of modern utilitarianism in the 1 8 70s, greater 
analytical precision was attempted through the application of the 
marginal-utility concept. An array of new and competing principles 
of tax fairness based on notions of sacrifice was proposed to replace 
or to crystallize the vague and unsatisfactory concept of ability to pay. 
Especially prominent were the equal-sacrifice principle of J .S .  Mill 
([ 1 848] 1 909), the proportional-sacrifice principle of A.} .  Cohen-Stuart 
( 1 889), and the minimum-aggregate or equimarginal-sacrifice prin­
ciple of F.Y. Edgeworth ( 1 897) and A.C. Pigou ( 1928). 

Although distributional aspects were paramount in the analysis of 
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the sacrifice theories, the role of efficiency was increasingly recog­
nized. It is, for example, a remarkable implication of Edgeworth's 
minimum-aggregate-sacrifice principle that, if we could abstract from 
efficiency considerations, incomes should as far as possible be equal­
ized, subject to the required revenue constraint, by a process of lev­
elling down the highest incomes. The serious disincentive effects of 
such extreme progressivity were, however, explicitly noted, and there­
with the need for some trade-off of progressivity for efficiency. More 
generally, the overall burden of taxation to be allocated on the 
basis of distributive-justice principles was seen to include an "excess 
burden" or efficiency loss that might also have significant equity 
implications. 

In order to obtain specific results under the sacrifice approaches, a 
variety of strong and arguably quite unrealistic assumptions had to 
be made regarding individual marginal-utility-of-income schedules. 
A choice also had to be made among the various competing principles. 
Controversial judgements of fact and value were accordingly required, 
and the results of the sacrifice interpretation of the ability principle 
were once again fiercely contested and largely inconclusive (Musgrave 
1 959, ch. 5). 

The Haig-Simons Approach 

In his classic modern contribution to tax-fairness analysis, Henry Si­
mons (1 938, ch. 1 )  is understandably scathing in his assessment of 
these early attempts to breathe precision into the abstract concept of 
ability to pay. Almost nothing of practical value had been gained, 
over the previous half-century, from the sacrifice doctrines that of­
fered little more than pseudo-scientific window-dressing well cal­
culated to conceal the hidden agenda and underlying value judgements 
of even their more principled exponents. Meanwhile, the practical 
challenge of implementing tax-fairness principles in the modern dem­
ocratic state remained largely ignored. 

Simons's influential alternative was to ground a reformulated abil­
ity-to-pay approach directly on the underlying distributional value 
judgements. This is the case for both the vertical and the horizontal 
dimensions of tax equity. Thus, in relation to vertical equity, Simons 
( 1938, 1 8-1 9) argues that the case for progressivity in taxation must 
be rested on "the ethical or aesthetic judgement that the prevailing 
distribution of wealth and income reveals a degree (and/or kind) of 
inequality which is distinctly evil or unlovely." In relation to hori-
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zontal equity, he asserts that "the broadest and most objective income 
concept provides the base for the most nearly equitable levies."  

In his original study, Simons has little more to say on the contro­
versial issue of vertical equity. He does recognize that a progressive 
rate structure may have ctisincentive effects. He argues, however, that 
possible disincentive effects on work effort are, in the present state 
of knowledge, highly uncertain, and represent at most a case for 
moderation in the design of the progressive rate scale. In the case of 
saving, he does concede there is a problem, but he argues in a rather 
modern way that budget surpluses offer a more effective means of 
offsetting any negative effect on saving. He clearly envisages the need 
for some trade-off between equity and efficiency, though he would 
clearly place the primary emphasis on the equity objective. 

In the case of horizontal equity, however, Simons goes on to pro­
vide a detailed conceptual and practical discussion of the income 
concept, which has had a truly remarkable influence on practical tax­
policy analysis over the subsequent half-century. At the conceptual 
level, his net-accretions or comprehensive-income concept, defined 
as consumption plus additions to net wealth, has long become ac­
cepted as the ideal or benchmark in the design of an income tax base. 
Implementation of this guiding principle is, at the same time, explicit! y 
recognized by Simons as posing significant practical problems. The 
major part of his original analysis, and of a subsequent reconsideration 
in 1 950, is accordingly devoted to the elaboration of practical solutions 
to major implementation problems that arise in difficult areas such 
as the taxation of capital gains, corporate profits, imputed rent, in­
kind benefits, and gratuitous receipts such as bequests and gifts. 

The requirements of tax fairness have accordingly come to be 
understood, following Simons, in terms of the concepts of horizontal 
equity and vertical equity, interpreted more specifically as requiring 
progressive personal direct taxation on a broad income base designed 
in accordance with the Schanz-Haig-Simons net-accretions concept. 
It was argued that such a system would also satisfy the requirements 
of economic efficiency, with the comprehensive income base ensuring 
substantial tax neutrality among different industries, sectors, and forms 
of business organization and financing. Disincentive effects on saving 
or work effort would be minimized by avoiding excessive progres­
sivity in the rate scale. Where trade-offs were required, however, 
primary emphasis would be placed on the equity objective. On the 
more controversial fairness issue of vertical equity or tax progressivity, 
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it was generally accepted that the economist qua economist had little 
to contribute. 

Further important contributions to the elaboration of the require­
ments of tax fairness in the income tax area were made, following 
the Second World War, by the post-Simons generation of more prac­
tical tax scholars, including Musgrave, Vickrey, Pechman, Shoup, and 
Goode. Significant progress was made during this period on the more 
detailed practical issues arising in areas such as capital gains, company 
tax integration, retirement saving concessions, interest deductibility, 
and the taxation of international income flows. Further dimensions 
of income tax design were also identified and analysed in detail, 
notable examples including the need for comprehensive averaging 
(Vickrey 1947; Goode 1980), the choice of an appropriate tax-unit 
system (Mcintyre and Oldman 1 977) and, with the emergence of high 
rates of inflation in the mid-1970s, the need for inflation adjustment 
of the tax base and the progressive rate scale (Aaron 1 976). 

As a result of these and related contributions, the Haig-Simons 
approach soon began to achieve prominence in major official studies 
and reports. In this regard, the Royal Commission on Taxation Report 
( 1966) in Canada represents a watershed as the first official policy 
document to embrace and comprehensively apply Haig-Simons prin­
ciples to the reform of a national taxation system. The Carter Report 
also had a considerable impact on tax reform studies in overseas 
countries. Its direct influence is clearly to be seen, for example, in the 
Report of the Taxation Review Committee ( 1975) in Australia and in 
the 1982 First Report: Direct Taxation of the Irish Commission on 
Taxation. No fully comparable national policy document was to ap­
pear again, however, until the 1 984 u.s. Treasury Report to the ·Pres­
ident, entitled Tax Reform for Fairness, Simplicity and Economic Growth, 
which led to the major income tax reform package embodied in the 
u.s. Tax Reform Act of 1 986. 

There can surely be little argument that the more practical orien­
tation of the new tax-fairness analysis, which emerged from the work 
of Simons and the post-Simons generation of tax scholars, was both 
timely and appropriate. The central policy insight that important gains 
in tax fairness, notably in terms of horizontal equity and efficiency, 
could be achieved without sacrificing vertical equity, by broadening 
the income tax base in accordance with the net-accretions principle 
and at the same time scaling down the progressivity of the nominal 
rate structure, remains of enduring policy relevance and has been 
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widely applied in a number of countries over recent years. The earlier 
utilitarian analysis as represented by the sacrifice doctrines had, by 
comparison, manifestly failed to produce meaningful results and had 
mainly served to divert the attention and energies of leading tax schol­
ars away from the practical challenge of implementing tax-fairness 
ideals in the modern democratic state. 

Changing Priorities and Paradigms 

Practical alternatives to the Haig-Simons viewpoint did, however, 
exist, and received a certain amount of scholarly attention. Particularly 
notable in this regard was Irving Fisher's pioneering work on the 
possibility of a progressive personal consumption tax, which appeared 
during the 1 930s at about the same time as Simons's work on personal 
income taxation (Fisher 1 937a; 1937b; 1 939; Fisher and Fisher 1 942) .  
Like Simons's, Fisher's concerns were pre-eminently practical, though 
firmly based on strong theoretical underpinnings. Whereas Simons 
favoured the income concept, Fisher had long been a vigorous ad­
vocate of consumption as the most equitable and efficient measure 
of economic position. He addresses, like Simons, with considerable 
ingenuity the obvious problems that would have to be surmounted 
in the practical implementation of his competing tax-fairness para­
digm of a progressive personal consumption tax. Like Simons, his 
primary focus is on issues relating to the tax base, and he has little 
to say, in the context of his work on the spendings tax, on the more 
controversial vertical-equity issue of rate progressivity. The Fisher 
alternative of a progressive spendings tax was, however, categorically 
rejected on both conceptual and practical grounds by Simons (1 938, 
94-9, 125-3 1 )  and his followers, and, for decades thereafter, it re­
mained at best a minority viewpoint. 

With rapid public-expenditure growth and the emergence of the 
modern welfare state in the aftermath of the Second World War, 
further changes in priorities and in the conceptualization and imple­
mentation of tax-fairness paradigms were, however, virtually inevi­
table. Whereas the progressive personal direct-tax blueprints of Simons 
and Fisher had originally been conceived essentially as a· single tax 
system with no significant role for other taxes, the need for a mix of 
taxes, including company income tax, indirect consumption taxes, 
social security taxes, and wealth taxes, was increasingly recognized 
and acknowledged, even by the most enthusiastic supporters of the 
Haig-Simons approach. 
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It was, for example, clearly appreciated by most leading tax scholars 
that the achievement of vertical-equity objectives does not require 
that all taxes be progressive. A role for flat-rate indirect consumption 
taxes as an administratively simple method of raising additional rev­
enues required by national or subnational levels of government was 
accordingly acknowledged. Similarly, it was recognized that the new 
social insurance systems of the welfare state could quite properly be 
financed by another flat and broadly based tax in the form of wages 
or payroll taxes on employees and employers. Rapid public-expend­
iture growth in areas such as health, education, and welfare clearly 
signalled a greatly enhanced role for expenditure as an instrument 
for the pursuit of distributional objectives. Acceptance of flat-rate or 
even somewhat regressive revenue sources was accordingly greatly 
facilitated. 

Before we examine in more detail some of these broader practical 
twists and turns of the international tax kaleidoscope, important de­
velopments in the theoretical literature need to be considered .  What­
ever the merits of the more practical Haig-Simons approach to tax­
fairness issues - and, as we have suggested, they are very considerable 
- it would have to be conceded that the emphasis on practical im­
plementation aspects was accompanied by a somewhat reduced con­
cern for theoretical rigour. 

The cavalier rejection of the work of Fisher on the merits of the 
consumption base and the complete abandonment of the utilitarian 
underpinnings of traditional tax-fairness analysis were increasingly 
felt by the younger and more mathematically inclined generation of 
tax economists to have gone too far. The emphasis on equity, and 
especially on horizontal equity, to the exclusion of the efficiency as­
pects that had long since become the central focus of modern micro­
economics, was also believed to be seriously misplaced. The apparent 
lack of any modelling of the democratic political process to underpin 
the value judgements of the Haig-Simons approach was also per­
ceived to cast doubt on prospects for political implementation. 

These perceived deficiencies of the Haig-Simons orthodoxy began 
to be seriously addressed from about 1 970 with the rise of the new 
and highly technical literature on "optimal taxation." The lack of 
political modelling was also addressed, largely independently, with 
the emergence from the early 1 960s of modern public-choice analysis. 
Along with developments in the theory of public goods, following 
the early contributions of Musgrave and Samuelson in the 1 950s, 
there was also a considerable renascence of the benefit approach. As 
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a result, by the late 1970s, it would be fair to say, rightly or wrongly 
the Haig-Simons orthodoxy had already lost the hearts and minds of 
most leading tax scholars. 

The Public-Choice Critique 

Economic models of the political decision-making process typically 
serve to highlight the dangers, under majority voting, that possibilities 
for mutual gain, through the provision and tax financing of pure and 
impurely public goods and services, will fail to be achieved, _owing 
to the malign influence of redistributive or zero-sum aspects. And it 
is certainly true that the democratic political process can be used to 
achieve redistributive benefits through the oversupply of public and/ 
or private goods and services of differential benefit to the members 
of some majority coalition financed by discriminatory or loophole­
ridden taxes that fall heavily on minorities (Tullock 1 959). A need 
for constitutional andjor budgetary rules and procedures is accord­
ingly suggested, which would help to limit such redistributive ex­
ploitation of minorities and promote the achievement of allocation­
branch efficiency and mutual gains. 

Among the more obvious implications of these public-choice models 
would be the introduction of constitutional restrictions on the pro­
vision by government of goods or services that are essentially private 
in character. Alternatively, if such services are to be provided, ear­
marked benefit-type levies or special assessments designed on the 
user-pay principle should clearly be required. Other budgetary rules, 
requirements, and procedures are also relevant in this connection, 
including cost-benefit and project-evaluation studies, program budg­
eting, and contracting out. 

Apart from the insistence that the user-pay principle be applied 
whenever and wherever possible, the implications of majority voting 
models for the tax side of the budget are not in obvious conflict with 
the Haig-Simons comprehensive-tax approach. It is certainly true that 
such models serve to highlight the dangers in a democracy that tax 
concessions and loopholes may be legislated that favour certain in­
dustries or special interests. In the rough-and-tumble of annual budg­
etary decision making in a democracy, it is admittedly not easy to 
see how the appropriate quasi-constitutional perspective on tax re­
form and tax-policy making can effectively be preserved. Leading 
participants approach tax issues from their well-defined positions in 
the status quo. Equally, however, it seems clear that universality or 
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comprehensiveness in the tax system, if it could be achieved, would 
help to limit the scope for exploitation by the majority (Buchanan 
1976 ). The real problem, as emphasized in our introductory discussion 
of fairness principles, is to achieve and preserve the proper quasi­
constitutional perspective in practical tax-policy making. 

Modern public-goods analysis would appear to suggest, however, 
much wider possibilities for the application of the benefit principle 
than had previously been thought possible by supporters of the Haig­
Simons approach. In the light of modern theoretical advances, it was 
argued by Buchanan (1964), Aaron and McGuire ( 1970), and others 
that marginal valuations of the "publicness" component of govern­
ment services at a public level might be determined empirically. Al­
though some progress has indeed been made in attempts to estimate 
marginal valuations (Bergstrom and Goodman 1973), it could, how­
ever, hardly be seriously argued that these estimates could yet provide 
an adequate foundation for a more general application of the benefit 
principle in the allocation branch. In so far as marginal evaluations 
of the mix of public services provided appear to vary mainly with 
broad indicators· of economic position, such as comprehensive income, 
a broad reconciliation of the modern benefit-tax principle with the 
Haig-Simons approach to ability to pay may, in any case, be possible 
along lines already long familiar from the work of Adam Smith. The 
relevance of capital income in this regard has long been recognized 
and has been emphasized in recent years by Thompson ( 1974) and 
Steuerle (1990). 

It has, however, also been suggested, on the basis of the majority­
voting models and related public-choice analysis of bureaucratic de­
cision making, that a systematic bias towards overexpansion of gov­
ernment spending must generally be expected under democratic 
government. This is the general thrust of "Leviathan models" of dem­
ocratic budgetary processes developed by Brennan and Buchanan 
( 1977; 1 980). Observing what they perceive as the uncontrolled growth 
of government spending over recent decades, Brennan and Buchanan 
argue that, in the relevant constitutional perspective, the model of a 
revenue-maximizing government has much to recommend it. Utiliz­
ing familiar theorems on revenue-maximizing taxes, Brennan and 
Buchanan proceed to demonstrate that narrow-based taxes may be 
preferred on balance to broad-based taxes on the basis of their effects 
in controlling public-sector size. 

This argument clearly goes to the heart of the comprehensive-tax 
approach and presents a fundamental challenge at the relevant quasi-
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constitutional level . This objection can, however, be answered in two 
possible ways. In the first place, it is still far from obvious that any 
systematic tendency towards overexpansion of government spending 
can be conclusively inferred, either from the public-choice models or 
from the facts of public-expenditure growth in democratic states (Mus­
grave 1 981 ). And even if such a tendency seems a distinct possibility, 
it still does not follow that the adoption of narrow-based or loophole­
ridden taxes represents the most appropriate institutional response. 
In a more complete analysis, incorporating multiple objectives and 
multiple instruments, i t  could well be argued that the setting of explicit 
tax limits - in the form of, for example, a ratio of government spending 
to gross product or an upper limit to rates of tax - would provide a 
more direct and efficient instrument for the control of public-sector 
size. With possible Leviathan tendencies controlled in this way, the 
comprehensive-tax base comes back into its own as the appropriate 
instrument for the achievement of standard tax policy objectives of 
equity and efficiency (Brennan 1984). 

An important feature of the modern benefit-tax tradition, as we 
have already seen, is the sharp separation of allocation-branch and 
distribution-branch aspects. The need for such a separation is clearly 
reinforced by modern public-choice analysis of majority-voting models. 
Allocation-branch taxes should be designed in accordance with ben­
efit-tax principles in order to promote efficiency and to satisfy the 
tax-fairness requirements of commutative justice. Pursuit of efficiency 
and application of the benefit principle in the allocation branch pre­
supposes, however, a prior, or possibly simultaneous, distribution­
branch operation to correct any injustice in the existing distribution 
of wealth or income. On this latter issue, as we have already noted, 
benefit-tax theorists have had much less to say. 

Although it has generally been accepted that a majority-voting rule 
would be preferable to Wicksellian unanimity for purposes of the 
allocation-branch operation, Buchanan ( 1 9 76) has argued strongly for 
the Wicksellian consensus approach, but applied at the constitutional 
level, as an attractive solution to the distribution-branch or distrib­
utive-justice issue. In their important early contribution to modern 
public-choice analysis in The Calculus of Consent, Buchanan and Tul­
lock ( 1962) were among the first to recognize the possibilities for 
agreement on even the most divisive issues of · distributive justice 
under appropriate constitutional or quasi-constitutional procedures in 
which individuals lack specific or personal information that could bias 
their decisions on matters of fairness. Buchanan argues persuasively 
that quite egalitarian proposals on distribution-branch issues might 



Tax-Fairness Principles 1 9  

be adopted unanimously and embodied in the fiscal constitution. The 
often largely separate and independent social security budgets, with 
their earmarked and flat-rate wages andjor payroll taxes, might clearly 
be regarded as a familiar application of this general approach in the 
modern democratic state. 

The challenge from the modern public-choice and associated pub­
lic-goods literature to the long-dominant Haig-Simons tradition in 
tax-fairness analysis has generally been regarded as significant but 
hardly decisive. Beyond reinforcing the case, already accepted in most 
versions of the ability-to-pay doctrine, for applying the user-pay prin­
ciple wherever possible, the contribution of the modernized benefit 
principle and associated public-choice analysis to practical issues of 
tax design and tax reform has generally been perceived as very lim­
ited. Apart from a few useful insights on the separation of distribution­
and allocation-branch taxes, the literature on political modelling and 
public goods does not appear, in its present state of development, to 
offer a generally applicable alternative or substitute for the Haig­
Simons approach. 

The Optimal-Tax Critique 

The challenge from the optimal-tax literature has generally been taken 
much more seriously by supporters of the more practical Haig-Simons 
approach. The key role of the net-accretions concept, the emphasis 
on horizontal equity, the lack of attention to vertical equity and design 
of the progressive rate structure, the absence of any formal framework 
for the analysis of equity /efficiency trade-offs, and the informal treat­
ment of crucial feasibility issues have been severely criticized in 
optimal-tax analysis. 

In the optimal-tax literature, the major emphasis in tax-fairness 
analysis has come to be placed on vertical equity and efficiency. For 
this purpose the utilitarian framework familiar from the earlier sac­
rifice doctrine has been refined and extended, and the objective of 
tax fairness has come to be expressed in the form of a generalized 
utilitarian social welfare function. A popular functional form com­
monly employed for this purpose is · 

where a is a distributional parameter. In this generalized formulation, 
social welfare depends not only on the total but also on the distri-
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bution of individual utilities. The emphasis on vertical equity can 
therefore be varied, with the Rawlsian emphasis on the well-being 
of the least-well-off representing a special case of extreme risk aver­
sion in which a = -�. In this more general framework, the trade-off 
between vertical equity and efficiency can be analysed explicitly, 
though strong assumptions regarding the value of a must clearly be 
made in order to generate specific results. 

A remarkable feature of the optimal-taxation studies has been the 
almost complete neglect of the basic Haig-Simons objective of hori­
zontal equity. In order to reduce mathematical complications, optimal­
tax analysis has typically been applied in a model characterized by 
uniformity of individual preferences. Issues of horizontal equity do 
not therefore arise. Some attempt has, however, been made, notably 
by Feldstein ( 1976), to justify this assumption, and the resulting ne­
glect of horizontal-equity issues, in a tax reform setting. 

It is not possible here to review in detail the findings of optimal­
tax analysis (Stern 1984) .  Some of the major criticisms that have been 
levelled at the Haig-Simons net-accretions concept as the guiding 
principle in the design of the income tax base must, however, be 
considered. The contribution of optimal-tax analysis to the issue of 
vertical equity and rate-structure design will also need to be reviewed 
briefly. In assessing the relevance of the optimal-tax critique of Haig­
Simons and the prospects for the development of a practical alter­
native based on optimal-tax principles, much depends, as we shall 
see, on the sort of general information available to the decision maker 
in the application of the appropriately quasi-constitutional procedure 
under the "veil of ignorance."  

The Comprehensive Tax Base 

In the utilitarian framework of optimal-tax analysis, the measure of 
economic position must clearly be redefined in terms of utility. Hor­
izontal equity accordingly requires that, if two individuals have the 
same utility before tax, they should enjoy the same utility after tax. 
In two related papers, Musgrave (1976) (from the Haig-Simons school) 
and Feldstein (1976) (from the optimal-tax approach) have re­
examined the net-accretions concept in this more general framework 
under a variety of assumptions regarding individual preferences and 
options or abilities. However, difficult conundrums long familiar from 
an earlier generation of sacrifice analysis then arise. Thus, for ex­
ample, individual capacities to enjoy income may differ, but clearly 
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cannot be known. In order to avoid discrimination on the basis of 
taste, the net-accretions concept should ideally include a value for 
leisure and, even less realistically, allowance should also be made for 
differences in job satisfaction associated with particular types of work. 
Where individuals have different types of ability, further problems 
arise and complicated adjustments would be necessary. 

Since all this is hardly possible, it follows that the net-accretions 
concept can fully satisfy the requirements of horizontal equity only 
in a model with identical preferences and a single type of ability. It 
is on the basis of these absurd assumptions that Feldstein ( 1976, 94-7) 
purports to demonstrate the total irrelevancy of the Haig-Simons ap­
proach to issues of horizontal equity in a tax reform setting. In the 
equal-preference modet any established tax system, however loop­
hole-ridden, must be horizontally equitable .  Base-broadening tax re­
forms, designed in accordance with the comprehensive income 
principle, can only result in discrimination among pre-tax equals, 
though some efficiency benefits may still be claimed. This well-known 
analysis by Feldstein nicely illustrates his important policy distinction 
between issues of tax design and tax reform. No such assumption of 
equal preferences would, however, be accepted by proponents of the 
Haig-Simons approach; the ideal of the comprehensive tax base re­
mains highly relevant to horizontal-equity issues in the unequal­
preference model. 

The practical issues posed by leisure, psychic income, and the like 
must, however, be satisfactorily handled if the net-accretions concept 
is to �e successfully translated into a practicable formula for taxation 
policy. And this, indeed, has been the central concern of Simons and 
the post-Simons school of more practical tax scholars. In this regard, 
the Haig-Simons emphasis on the need for precision and measura­
bility in the basic concepts still seems entirely appropriate. While 
recognizing that the requirements of equity and objectivity may con­
flict Simons argued strongly that subjective considerations of fairness 
must give way to the demands of objectivity: "the former leads back 
into the utter darkness of 'ability' and 'faculty."' Some of the utili­
tarian conundrums turned up by Musgrave and Feldstein in their 
respective papers serve only to lend further weight to Simons's warn­
ings. At the conceptual levet the utilitarian approach to issues of 
horizontal equity and to the definition of a proximate-ideal-income 
concept contributes little but confusion. 

In related empirical work, however, measures of horizontal inequity 
have been developed, based on the utilitarian notion that taxes should 
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not change the utility ranking of individuals. Since such measures 
depend on the extent of reranking, rather than on the magnitude of 
the tax discrimination among pre-tax equals, the fundamental Haig­
Simons distinction between horizontal and vertical equity has become 
blurred and threatens to disappear altogether. Indeed, it has been 
argued strongly by Kaplow ( 1989), in an important paper, that this 
basic distinction is entirely problematic. If vertical inequity is con­
ceived, following Simons, in terms of a degree or kind of inequality 
that is entirely arbitrary and lacks any moral justification, how can 
it follow that pre-tax equals should be treated equally? Their equal 
incomes could well reflect some type of economic injustice, which 
could, in principle, be corrected by some appropriate degree or kind 
of horizontal discrimination in the tax system. 1  In a practical tax d.e­
sign or tax reform setting, however, such information is unlikely to 
be known. If arbitrary discrimination is to be avoided, those with 
equal pre-tax incomes should therefore be taxed equally, and the 
distinction between horizontal and vertical equity is restored. Where 
specific types or sources of injustice can be identified, they should 
generally be addressed, using other policy instruments, such as labour 
market and incomes policies. 

No doubt, the most fundamental challenge to the Haig-Simons 
approach in the area of tax base design relates, however, to the in­
formal and technically unsophisticated handling of crucial feasibility 
and practicability issues. If information and administration were with­
out cost and the policy maker virtually omniscient, the ideal net­
accretions concept would be perfectly feasible and could be imple­
mented with appropriate allowance for leisure, household production, 
psychic income, and the like. When, however, it is recognized that 
the conceptual ideal of a comprehensive tax base cannot be attained 
in practice on account of major administrative or political acceptability 
problems, the Haig-Simons case for pursuing maximum feasible com­
prehensiveness and uniformity of tax treatment becomes, at best, very 
unclear. Issues of second-best arise, and the practical policy thrust of 
the Haig-Simons approach appears blunted, if not completely lost. 

The serious implications of the existence of administrative or other 
constraints for the guiding Haig-Simons principles of tax compre­
hensiveness and uniformity have been explored by optimal-tax the­
orists primarily in relation to the efficiency objective. In one of the 
earliest and most important contributions to optimal-tax analysis, Cor­
lett and Hague ( 1953-4) have demonstrated that, if leisure is non­
taxable, the second-best tax system requires specific departures from 
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comprehensiveness and uniformity involving higher rates of tax on 
leisure complements and lower rates of tax on leisure substitutes. In 
a somewhat more general setting, but ignoring cross-substitution ef­
fects, Ramsey ( 1927) had already demonstrated that if one good can­
not be taxed, the second-best requires unequal tax rates on the various 
taxable commodities inversely related to their own price elasticities. 
These and other examples of cases in which specific departures from 
uniformity of tax treatment would promote efficiency objectives have 
been developed and reiterated almost ad nauseam in the optimal-tax 
literature of the past 20 years. 

In stark contrast to the comprehensive-tax approach of the Haig­
Simons school, or indeed to the corresponding emphasis in the Fisher­
Kaldor expenditure-tax tradition, or in standard public-finance anal­
ysis of broadly based, indirect tax systems, the practical ideal which 
emerges from optimal-tax analysis is clearly one of selectivity and 
non-uniformity. Although largely neglected by optimal-tax theorists, 
a similar analysis is also possible in the case of the horizontal-equity 
objective and leads to analogous conclusions (Brennan 1972) .  

There are, however, obvious problems associated with the con­
trasting paradigm of selectivity and non-uniformity that emerges from 
the optimal-tax framework. This is easily seen when we consider the 
informational requirements of these second-best tax systems. In a 
fairly general model of differing tastes but identical incomes, the Cor­
lett and Hague analysis would clearly require different rates of tax 
for different consumers of the same product, depending upon the 
different relationships of complementarity and substitutability be­
tween leisure and the various commodities in the preference functions 
of consumers. Indeed, the point has often been made that, in a fully 
general analysis, a different rate of tax should ideally be applied to 
every economic transaction (Institute for Fiscal Studies 1978, 27) .  

This reductio ad absurdum of optimal-tax analysis, though no doubt 
unfair to many of its more policy-oriented practitioners, serves to 
highlight the prodigious informational requirements of second-best 
tax systems. Because of misspecification of the relevant constraints, 
the second-best tax systems derived in optimal-tax analysis frequently 
appear just as demanding - informationally, administratively, and 
politically - as the comprehensive-tax ideal (Head 1 982). Although 
there have been .significant advances in econometric estimation, 
knowledge of the relevant elastici�ies and cross-elasticities is seldom 
fully reliable. Moreover, once. the quasi-constitutional principle of 
comprehensiveness and uniformity is surrendered, and in the absence 
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of any really well-defined alternative, the way is open, under dem­
ocratic political-decision making, for wholesale departures from uni­
formity based on sectional interest rather than on probabilistic 
calculations of efficiency or horizontal-equity gains. 

In this choice among competing paradigms, much clearly depends 
upon the extent and reliability of the relevant parameter estimates 
available to the policy maker. For the first 50 years of the modern 
income tax system, and certainly during the 1 930s, when the income 
and consumption tax -paradigms of Simons and Fisher were first pro­
mulgated, preponderant ignorance of the relevant elasticities and cross­
elasticities would clearly have to be assumed. In this setting, as Bren­
nan and McGuire (1975) have demonstrated, there is a very strong 
presumption in favour of comprehensiveness and strict uniformity, 
since the expected costs of unjustified departures from uniformity 
must exceed the expected benefits if the departure should happen to 
be allocatively justified. A similar argument applies in the case of 
horizontal equity. Of crucial importance here, as in the case of Har­
berger's well-known analysis, is the existence of a quadratic relation­
ship between the tax rate and the welfare cost, or horizontal-equity 
measure (Harberger 1 964; Brennan 1971) .  

It appears, therefore, that the guiding principle of  uniformity or 
comprehensiveness in tax base design, which is a common corner­
stone of the Haig-Simons approach, the Fisher-Kaldor consumption 
tax, and the general sales tax, has a fully rigorous justification in the 
case of preponderant ignorance of the relevant parameter values. A 
similar justification of the competing paradigms of optimal-tax anal­
ysis requires, by contrast, extensive, detailed, and reliable information 
on the various elasticities. These latter paradigms would seem rele­
vant only in special and carefully circumscribed applications of excise 
taxation to cases of large uncompensated externalities in such areas 
as liquor and tobacco consumption or pollution of the environment. 

It is interesting to observe that the differences on thjs issue between 
the optimal-tax school and the more practically oriented Haig-Simons, 
Fisher-Kaldor, or broadly based sales tax traditions have narrowed 
significantly in more recent years. By 1 990, it was generally conceded 
by leading exponents of the optimal-tax approach that problems of 
information, administration, and political-decision making must rule 
out any far-reaching application of the selectivity principle in devel­
oped democratic societies. 

For the period in which it was originally promulgated, the com­
prehensiveness principle, as we find it in the Haig-Simons income 
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tax framework or in the Fisher-Kaldor consumption tax framework, 
is therefore entirely appropriate. As long as there remains a significant 
degree of uncertainty and instability in the elasticity estimates, what 
we know from modern public-choice analysis regarding the func­
tioning of democratic political processes would seem to suggest that 
arguments for departures from quasi-constitutional tax-fairness prin­
ciples of comprehensiveness and uniformity should continue to bear 
a heavy burden of proof. In this respect at least, it is clearly true that 
ignorance is indeed bliss and that a little knowledge can be a dan­
gerous thing. 

Income Base versus Consumption Base 

Information problems are once again at the fore in related attempts, 
using optimal-tax analysis, to clarify the choice between income and 
consumption as the comprehensive tax base. Much attention has been 
devoted, in this regard, to the analysis of life-cycle models in which 
rational individuals, blessed with perfect foresight and faced with 
perfect capital markets, plan their consumption and savings decisions 
with a view to maximizing their lifetime utility. This analysis serves 
to highlight an important difference between the income base and 
the consumption base in the intertemporal-choice setting. 

On certain further simplifying assumptions, it is easy to show, in 
this setting, that the burden of the consumption tax is independent 
of the pattern of lifetime earnings and lifetime consumption. The 
consumption tax is, accordingly, neutral in its effects on consumption­
saving choice and will not discriminate among individuals with the 
same lifetime incomes but different intertemporal-consumption pref­
erences or earnings profiles. The comprehensive income tax, by con­
trast, is non-neutral and discriminates against saving in much the 
same way as a tobacco excise tax discriminates against tobacco con­
sumption. For individuals with the same lifetime incomes, the income 
tax will therefore discriminate against those with a relative preference 
for future over present consumption and those whose incomes peak 
early in the life cycle (such as sports stars). 

In a comparison of a fully comprehensive income base and a fully 
comprehensive consumption base, the consumption base accordingly 
emerges clearly in the life-cycle model as the superior measure of 
economic position and constitutes the tax-fairness ideal, from the 
point of view of both horizontal equity and efficiency. It is, however, 
a central assumption of optimal-tax analysis that a fully comprehen-
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sive tax base is not generally practicable because of information prob­
lems and feasibility constraints affecting such items as leisure, house­
hold production, and psychic income. Like the Haig-Simons income 
concept, the consumption-tax ideal is unattainable. A choice between 
second-best measures is therefore required. 

This issue has been analysed in some detail by optimal-tax theorists 
for the case in which leisure is assumed to be non-taxable, but all 
other requirements of comprehensiveness and uniformity of tax treat­
ment are assumed to be fully satisfied (Sandmo 1 985). In a simple 
two-period model, it is easy to show that the consumption base re­
mains the proximate ideal if the cross-elasticities with respect to lei­
sure for present and future consumption are identical. If, however, 
leisure is relatively less substitutable for future consumption, the 
second-best requires that a higher rate of tax should apply to saving 
and future consumption than applies to the present consumption al­
ternative. In this case, it becomes possible that income taxation may 
be superior to consumption taxation from the point of view of both 
horizontal equity and efficiency. 

Since little, if anything, is known empirically about the relevant 
cross-elasticities, it would appear that nothing can be concluded re­
garding the choice between income and consumption base, even in 
this very simple setting. If total ignorance could be assumed, however, 
in the context of a probabilistic analysis, the case for equal-rate taxes 
on present and future consumption re-emerges and the consumption 
base is superior. 

Other modifications of the model and of the constraints are, never­
theless, clearly required if a satisfactory analysis is to be achieved. It 
has, for example, been strongly argued by supporters of the income 
tax that savings yield a return in the form of security, independence, 
prestige, influence, and opportunity, over and above any benefits the 
individual may ultimately derive from future consumption (Simons 
1 938, 9 7) .  In a well-known formulation by Musgrave (1959, ch. 12), 
the life-cycle model of saving for future consumption is held to be · 
too restrictive. Other possible motives for saving must be allowed for, 
such as bequests and pure "accumulation ."  This latter motive encap­
sulates the "extra benefits" from saving in the form of security, pres­
tige, influence, and so forth; a form of psychic income that should 
ideally be imputed. 

Whereas introduction of a bequest motive makes little difference, 
on plausible assumptions, to the intertemporal neutrality of the con­
sumption base, the existence of saving for accumulation would imply 
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that both taxes are non-neutral and discriminatory. The income tax 
would discriminate against saving· and savers of all types, while the 
consumption tax would favour saving for accumulation. It does not 
follow, however, that the income base is therefore necessarily to be 
preferred. 

Advocates of the consumption base, such as the Meade Committee 
(Institute for Fiscal Studies 1 978), who concede the relevance of " extra 
benefits" as a form of psychic income, have typically argued that 
some form of wealth tax is ideally required to supplement the basic 
consumption tax. Although we have little but a priori conjecture to 
guide us, a common argument has been that extra benefits are pri­
marily associated with large accumulations of wealth. Abstracting 
from leisure-income complications, the proximate ideal would ac­
cordingly require a wealth-tax supplement confined to high wealth 
levels, while the vast majority of taxpayers remain subject to the 
purest feasible consumption-tax regime. 

A case for wealth taxation as an integrat if perhaps relatively minor, 
component of the tax mix, as a supplement to consumption taxation, 
accordingly emerges in the context of this attempted application of 
optimal-tax analysis. Meaningful specification of the ideal wealth-tax 
supplement remains, however, fraught with informational problems, 
requiring, as it does, an unknown and possibly unknowable "extra­
benefits function" as well as reliable estimates of the relevant savings 
elasticities and the cross-elasticities with leisure. It by contrast, pre­
ponderant ignorance can be assumed, with reference both to leisure 
and to "extra benefits/' the consumption base can be re-established 
as the ideat and both these forms of subjective and non-measurable 
benefits could simply be ignored. 

It is not possible (or even helpful) in such a brief treatment to convey 
more than a general impression of the many factors that would ideally 
need to be considered if a completely relevant choice between income 
base and consumption base is to be made. Even at the theoretical 
level much remains to be done. The simple life-cycle modet with its 
unrealistic assumptions of perfect foresight and perfect capital mar­
kets, needs to be greatly generalized, and a much broader variety of 
real-world constraints would have to be acknowledged. Nor is the 
relevant empirical literature of much assistance. Econometric esti­
mates of crucial elasticities, such as the intertemporal-substitution 
elasticity, remain fragmentary and highly uncertain (Hall 1 988) .  

The intertemporal-choice issues that are mainly at stake here clearly 
have profoundly important implications for economic growth and 
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intergenerational equity. Impartial consideration of such matters by 
decision makers in the pre!?ent generation cannot, however, be taken 
for granted. Rawls ( 1 971,  §44) has suggested that properly consti­
tutional consideration of these issues requires that the "veil of ig­
norance" notion be extended, and that decision makers in the "original 
position" should not know whether they will be members of the 
present or of some future generation. Regarding "general informa­
tion," as suggested above, it would appear that, for some time to 
come, we shall remain for all practical purposes preponderantly 
ignorant. 

The Progressive Rate Structure 

Although the more controversial vertical-equity objective of control­
ling inequality is central to the Haig-Simons conception of tax fairness, 
detailed issues relating to the design of the rate scale have been almost 
completely ignored in this approach. In these matters, strong value 
judgements are clearly required, and it was accepted that the tax 
economist qua economist has little or nothing to contribute. The issue 
of rate structure progressivity would simply have to be resolved 
through the democratic political process. It was, however, assumed 
that rising marginal rates of tax would certainly be required. It was 
also assumed that there would be no serious conflict between vertical 
equity and incentives as long as progressivity was not taken to absurd 
extremes. 

In the optimal-tax literature, considerable efforts have been made 
to remedy this perceived deficiency of the Haig-Simons analysis. Al­
though the generalized utilitarian framework employed in these stud­
ies is itself subject to a number of deficiencies, it has the particular 
advantage, in the present context, of combining the equity and effi­
ciency objectives in a single criterion or concept of tax fairness. It has, 
therefore, been possible to focus attention explicitly on the implica­
tions for rate structure design of the trade-off between progressivity 
and incentives. Some of the results obtained sharply conflict, how­
ever, with the conventional Haig-Simons position on this issue. 

Thus, for example, in his pioneering paper, which sparked much 
of the more recent interest and analysis, Mirrlees ( 1971 )  has examined 
the effects of the rate structure on work/leisure choice. He finds that 
the optimal-income-tax rate structure is approximately linear - that 
is, the structure posits a constant marginal tax rate in combination 
with an exemption below which negative taxes would apply. The 
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marginal tax rate required is surprisingly low, no more than about 
20 per cent, and tends, in fact, to fall rather than rise as income 
increases. The tax remains quite progressive in terms of average rates, 
but the rising marginal rates assumed necessary in the Haig-Simons 
tradition, and so characteristic of modern income tax systems, are 
notably absent. 

The precise results obtained in models of this sort are, however, 
quite sensitive �o the specifics of the social welfare function employed 
and to the magnitude of key behavioural parameters. Subsequent 
writers have therefore explored the implications of alternative, and 
equally plausible, assumptions. Much of this work has involved the 
relatively simple case of the linear tax on wage income. Progressivity 
in the tax scale is accordingly limited by assumption to average tax 
rates. Since transfers, in the form of a negative income tax at the 
constant marginal rate of the linear tax schedule, are involved, the 
equity issue is therefore widened to involve determination of the 
appropriate extent of the entire distribution-branch operation. 

Thus, for example, Atkinson ( 1973) has examined the effects on 
the optimal linear rate structure of increasing the degree of egalitar­
ianism in a utilitarian social welfare function of the form represented 
by the equation cited earlier. As might be expected, more progressive 
tax structures involving considerably higher marginal tax rates can 
easily be justified in this way. It is interesting to observe, however, 
that even for the egalitarian extreme, represented by the Rawlsian 
maxi-min with a =  -A' the marginal tax rates required are still quite 
modest by traditional standards, ranging from 30 to 45 per cent. 

Much more potent from this point of view, as Stern (1976) has 
demonstrated, are the assumptions regarding the labour supply elas­
ticity, represented in these models by the elasticity of substitution 
between goods and leisure. In the extreme case of a zero-substitution 
elasticity, an Edgeworthian marginal tax rate of 1 00 per cent, levelling 
down the highest incomes, would clearly be appropriate . In the 
Mirrlees study, an elasticity of unity is assumed. The empirical evi­
dence available at the time, however, appeared to suggest an elasticity 
considerably below unity. Taking what appeared to be the most rea­
sonable assumptions for the key parameters, including a value of 0 .4 
for the substitution elasticity, Stern derives an optimal linear tax struc­
ture involving a marginal rate of 54 per cent and a guaranteed min­
imum income equal to one-third of average income. 

In addition to work on the linear tax, further attention has also 
been given to the question of whether marginal rates of tax should 
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ideally rise, fall, or remain constant as income rises. These studies 
strongly reinforce the doubts raised by Mirrlees regarding the case 
for rising marginal tax rates. Even assuming a Rawlsian degree of 
egalitarianism in the social welfare function, Phelps ( 1973) demon­
strates that the optimal rate structure in the Mirrlees model could 
involve marginal tax rates declining from as high as 1 00 per cent near 
the bottom to zero per cent at the top of the income scale. The ar­
gument for a top rate of zero has also been developed by Sadka ( 1976), 
who shows that a similar case can be made for a zero marginal rate 
at the bottom of the scale. These results reflect the inherent efficiency 
advantages of a generally declining profile of marginal tax rates; lower 
marginal rates towards the top of the scale induce additional effort, 
while higher rates farther down the scale serve to increase non-dis­
torting inframarginal tax payments by middle- and upper-income 
earners. The magnitude of these efficiency benefits depends, like the 
optimal linear tax, on the compensated labour supply elasticity. If the 
elasticity is low, the case for falling marginal rates is much less com­
pelling. 

During the 1980s much larger labour-supply-elasticity estimates 
began to appear, notably in the important work of Hausman ( 1981 ), 
which has served to reinforce these doubts regarding marginal rate 
progressivity. In Hausman's study of the progressive rate scale ap­
plying under the u.s. income tax, efficiency costs or deadweight losses 
were estimated to amount to 20 per cent or more of income tax rev­
enue. These costs could be reduced by as much as 50 per cent by 
moving to an equal-revenue linear schedule. Similar results have been 
obtained by Browning (1987), who argues that a switch to a flat 
proportional rate structure could reduce efficiency costs by 30 per 
cent or more. The relevance of such findings for countries such as 
Canada and Australia with tax-unit systems based on the single in­
dividual has, however, been disputed by Apps ( 1990) and others, 
who strongly emphasize the higher elasticities that have been found 
to apply in the case of secondary earners on modest incomes. With 
leisure and household production non-taxable, a conventional pro­
gressive rate structure with rising marginal as well as average rates 
may therefore promote efficiency as well as equity under a tax on 
labour income, and no trade-off is required. The theoretical and em­
pirical foundations of the more recent studies have also been seriously 
questioned (MaCurdy, Green, and Paarsch 1 990; Triest 1 990). 

It would accordingly be premature to suggest that optimal-tax anal-
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ysis has established even a strong presumption in favour of declining 
marginal rates of tax, a linear rate scale, or a flat proportional tax. No 
optimal-tax paradigm has yet emerged that could serve as a really 
compelling alternative to the specific progressivity presumptions and 
more general agnosticism of the Haig-Simons approach. Information 
problems are once again extremely severe. In spite of recent advances 
in econometric modelling, knowledge of the relevant labour supply 
elasticities remains highly uncertain. Application of the utilitarian so­
cial welfare function also requires strong value judgements, which 
must ultimately be rendered through the democratic political process. 

It is nevertheless a considerable merit of optimal-tax analysis to 
have brought together the consideration of both equity and efficiency 
aspects of vertical-equity and distribution-branch issues. The choice 
of an appropriate tax rate structure is clearly an issue to which tax 
economists have something useful to contribute, even if some of the 
more exaggerated claims of optimal-tax analysis in this, as in other 
areas, must be heavily discounted. The case for flat- or flatter-rate 
schedules highlighted in the optimal-tax models, although still rather 
uncertain, clearly deserves to be taken seriously, and the possible 
practical advantages of such taxes should therefore be carefully ex­
amined. 

The International Tax Kaleidoscope 

In order to satisfactorily complete this con(:eptual, historical, and prac­
tical overview of tax-fairness principles and paradigms, it remains to 
review briefly some of the more significant practical twists and turns 
of the international tax kaleidoscope over recent decades and to con­
sider their implications. As we have already noted, the relevance of 
particular principles and paradigms is bound to change with contem­
porary economic, social, and budgetary developments. The rise and 
fall of tax-fairness principles and paradigms inevitably depend on the 
extent to which they can be perceived as addressing current and 
expected future economic, social, and budgetary needs and priorities. 

The Personal Expenditure Tax 

Although the Haig-Simons interpretation of the ability-to-pay ap­
proach dominated practical tax policy analysis by public-finance 
scholars for decades, and the Fisher-Kaldor alternative of a progres-



32 John G .  Head 

sive personal consumption tax had been largely neglected, a variety 
of developments have led over the past 15 years to a strong revival 
of the Fisher ideal. 

Among tax economists, the increasing sophistication of theoretical 
tax analysis has led to a much wider appreciation of the merits at the 
conceptual level of the consumption-tax alternative. As we have al­
ready seen, the comparison of the two competirtg paradigms in the 
now-standard framework of the life-cycle model has served very ef­
fectively to highlight - indeed, arguably, to exaggerate - the possible 
advantages of the consumption tax in terms of intertemporal neu­
trality and horizontal equity. The practical significance of these pos­
sible advantages at the conceptual level depends, however, on the 
relevant empirical magnitudes. Beginning in the latter half of the 
1970s, optimistic estimates and scenarios involving large savings elas­
ticities began to appear, notably in the work of Boskin ( 1978) and 
Summers ( 1981), which suggested the likelihood of substantial ben­
efits in terms of the impact on savings and intertemporal efficiency. 
Since a progressive rate structure would be applied, these advantages 
of the consumption tax could be achieved without sacrificing the 
vertical-equity objective. 

Similarly, at the practical level, the possible administrative advan­
tages of the personal consumption tax were becoming more widely 
appreciated. Building on Fisher's pioneering contributions, doubts ex­
pressed regarding the administrative feasibility of such a tax had been 
much reduced, if not completely eliminated. Indeed, the advantages 
of Fisher's cash-flow method of calculation in avoiding some of the 
more notorious complications of the net-accretions ideal in such areas 
as capital gains, accrued pension rights, depreciation, and inflation 
adjustment have been increasingly emphasized. 

These arguments have been greatly strengthened by the continued 
failure · to achieve anything approaching full implementation of the 
Haig-Simons income tax in any major country. Many of the most 
difficult problems are to be found in the capital income area, where, 
as a result of loopholes, inconsistencies, incentive provisions, and so 
forth, the allocation of savings and investment has been seriously 
distorted, with consequent intratemporal-efficiency losses (Jorgenson 
and Yun 1991) .  The resulting inequities and lack of effective pro­
gressivity have also become increasingly evident and deeply resented. 
As Andrews ( 1974) observed for the United States, most modern 
income tax systems have remained an awkward hybrid of accretion­
and consumption-tax elements. Even setting aside the important in-
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tertemporal issues, it appeared that standard intratemporal objectives 
of equity and efficiency could much more easily be achieved through 
consistent application of the consumption principle. 

During this same period, interest in the personal consumption tax 
moved much closer to the policy level with the publication of im­
portant studies by the u.s.  Treasury in the 1 977 Blueprints volume, 
by the Meade Report for the Institute of Fiscal Studies in 1978, and 
by Lodin for the Swedish Government Commission on Taxation in 
1978.  Although perhaps not fully comparable to the Carter Report 
( 1966) in scope and detail, these and related studies had come, by 
the tum of the 1 980s, to constitute a formidable challenge to the Haig­
Simons orthodoxy at the practical level. With strong support from 
theoretical analysis based on the life-cycle model and with encour­
aging results emerging from empirical studies, the case for the ex­
penditure tax appeared very strong indeed. Among tax economists in 
industrialized countries, a majority had already come to favour the 
progressive consumption tax as the preferred solution to the contin­
uing problems of the income tax, though the same could not as yet 
be said for the policy makers. 

During the 1980s, the limitations of the simple life-cycle analysis 
and of related empirical studies have become increasingly apparent. 
As we have already noted, claims regarding the theoretical superiority 
of the consumption tax have now been generally abandoned in favour 
of a more cautious agnosticism. In the empirical literature, a consensus 
seems to be emerging, based on much lower estimates of the savings 
and intertemporal-substitution elasticities, that the benefits of the con­
sumption tax, in terms of increased saving and intertemporal effi­
ciency, would probably be relatively modest (Howrey and Hymans 
1 980; Starrett 1 988; Hall 1988; Ballard 1 992). Although, by the end 
of the 1980s, concern over low levels of private saving had emerged 
as one of the most important policy issues in a number of industrial­
ized countries, the attractions of the personal consumption tax in this 
regard have declined significantly. 

Among advocates of the Fisher-Kaldor ideal, major emphasis has 
now come to be placed on the advantages in terms of tax simplifi­
cation. In part, this change of emphasis reflects the rise to prominence 
during the 1 980s of the alternative wages tax or yield-exemption 
approach to expenditure taxation, which has been strongly advocated 
in the work of Hall and Rabushka ( 1983; 1985), Bradford ( 1986), 
McLure ( 1988), and McLure and Zodrow (1 990). As compared with 
the consumption tax calculated on a cash-flow basis under the Fisher 
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method, the wages tax avoids the need to keep track of all sales and 
purchases of capital assets. Difficulties in the area of investment in­
come, affecting both the current income tax and the Haig-Simons 
alternative, are simply resolved by the complete exemption for capital 
income of all types. The practical advantages of this alternative ex­
penditure-tax paradigm in terms of tax simplification appear, there­
fore, very striking indeed. 

Other aspects of tax fairness impinge, however. Whether there is 
much to be gained in terms of tax simplification depends very heavily, 
for example, on the need for supplementary wealth taxation. And 
this is equally the case for the consumption tax or the wages tax. In 
the case of the consumption tax, as we have seen, it was argued in 
the Meade Report ( 1978) that a wealth-tax supplement would be 
required to compensate for the "extra benefits" from saving in terms 
of security, prestige, power, and opportunity Fisher, Kaldor, and 
Meade would also insist on the need for an appropriately structured 
system of wealth-transfer taxes in order to control excessive concen­
trations of persona'! wealth. The taxation of bequests and gifts within 
the framework of the expenditure tax itself, as in the proposals of 
Kay and King (1 978) and Aaron and Galper (1984) for a gifts-inclusive 
definition of personal consumption, or in the case of the wages tax 
by McLure and Zodrow ( 1990), provides further important examples. 

With few exceptions, therefore, leading proponents of the expend­
iture tax would insist upon retaining a significant measure of wealth 
or wealth-transfer taxation precisely analogous to the problematic 
dimension of capital income taxation to which they take such excep­
tion under the accretion principle.  Achieving some appropriate mix 
of expenditure tax and wealth tax emerges therefore as a major policy 
complication under the expenditure principle; this is even more ob­
viously the case under the wages tax or yield-exemption approach. 
As a result, however, the potential advantages of the expenditure-tax 
strategy in terms of tax simplification would be greatly reduced. Prob­
lems of administrative complexity and political disputation, which 
currently plague the area of capital income taxation, would almost 
certainly be replaced by comparable difficulties and divisions in the 
area of wealth taxation. 

Issues of interjurisdictional equity and the taxation of interjuris­
dictional income flows also impinge significantly. Most important, 
abolition of the corporate income tax supplement to the personal 
income tax, under a switch to the expenditure-tax . principle, would 



Tax-Fairness Principles 35 

remove a major policy instrument for the taxation of foreign direct 
investment. Alternative forms of cash-flow business or corporate tax­
ation have, however, been explored that could help strengthen the 
administration of the personal expenditure tax and, at the same time, 
serve as a method of taxing direct investment by non-residents (Meade 
Report 1 978, ch. 1 2) .  In the case of the personal consumption tax, 
what the Meade Committee has called the "R + F" base, covering 
both real and financial transactions, would seem to provide the nat­
ural business tax complement. In the case of the wages tax or yield­
exemption approach, the "R base" or "Brown Tax," confined to real 
transactions, as proposed by Hall-Rabushka and McLure-Zodrow, 
would be required. 

As has rightly been emphasized by supporters of the expenditure­
tax approach, these cash-flow business taxes offer similar advantages, 
in terms of neutrality and simplicity, to their personal-tax counter­
parts. In the interjurisdictional context, however, serious problems 
arise as the tax is confined to rents, and the normal return to capital 
is, in effect, exempt. The revenue from foreign direct investment may 
therefore be much reduced. Even more serious, perhaps, is the further 
concern, in the international setting, that such cash-flow taxes may 
not be creditable against domestic tax liability in overseas countries 
with foreign tax-credit systems. 

It is, accordingly, still very far from clear whether there is much to 
be gained in terms of tax fairness from a switch to the expenditure­
tax principle .  This is true whether we focus on basic issues of equity 
and efficiency or on more practical issues of tax simplification and 
political implementation. Also of considerable importance in this re­
gard is the progress that has been made during the 1 980s, most no­
tably in the u.s. tax reform of 1 986 but also elsewhere, in the practical 
implementation of the comprehensive-income-tax principle. If it proves 
possible, during the 1 990s, to sustain and build upon these advances 
in the implementation of the comprehensive-income principle, it be­
comes much less likely that we shall see major countries attempting 
a switch to the expenditure-tax paradigm in the personal direct-tax 
area. As long as income taxation remains viable and can reasonably 
satisfy basic tax-policy objectives of equity aJ!d efficiency, there re­
mains little incentive to attempt a leap with Fisher into the unknown. 
The unfamiliarity and apparent complexity of the expenditure-tax 
paradigm must weigh heavily against its adoption. Transitional com­
plications also present major problems. If, however, it proves im-
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possible to achieve and sustain an acceptable income tax system, this 
important further twist of the international tax kaleidoscope could 
yet occur. 

Flat-Rate Indirect Taxes on Consumption and Wage Income 

Over much of the past half-century, the analysis of the tax-fairness 
concept by public-finance scholars has been dominated by paradigms 
of progressive personal direct taxation, whether of the Haig-Simons 
or Fisher-Kaldor variety. With rapid public-expenditure growth and 
the emergence of the modern welfare state, the conception of tax 
fairness defined exclusively in terms of progressive personal direct 
taxes has been broadened to allow a significant complementary role 
for flat-rate, broadly based, indirect taxes. Although the Fisher-Kaldor 
ideal of a progressive expenditure tax has yet to have any real practical 
impact on the tax systems of advanced countries, the spread of flat­
rate, broadly based levies, including sales and payroll-type taxes im­
posed on the expenditure principle, has been arguably the most im­
portant feature of tax structure change over the postwar decades. 

These developments have mainly resulted from a greatly changed 
and arguably more adequate conception of the proper role of gov­
ernment expenditure programs in the pursuit of basic fairness objec­
tives in a liberal democratic society. In this regard, no doubt the 
heightened degree of uncertainty and personal insecurity generated 
by the experience of the Second World War and the Great Depression 
of the 1930s must have contributed greatly to the practical satisfaction 
of Rawlsian or Harsanyi-style "veil of ignorance" requirements in 
early postwar budgetary decision making on matters of institutional 
reform (Dryzek and Goodin 1986). As a result, expenditure programs 
involving universal free provision of merit goods, such as education 
and health care, came to be widely accepted as a necessary part of 
the social infrastructure required for the promotion of important lib­
eral democratic objectives· such as categorical equity and equality of 
opportunity (Head 1 988). It was also recognized that problems of 
income inequality affecting the least-advantaged groups would have 
to be addressed primarily through the transfer or social security sys­
tem. 

Issues of tax progressivity appeared largely if not entirely irrelevant 
to these important distributional issues. Since top marginal and av­
erage rates of income tax were already high, the substantial additional 
revenues required to meet these expenditure needs would have had 
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to come anyway from the great mass of the wage-earning population 
located in the lower-middle to upper-middle income ranges. The in­
cidence of these additional income taxes might therefore be little dif­
ferent from that of a separate flat-rate sales or payroll tax. The higher 
marginal and average rates of tax required in middle-income ranges 
would, moreover, add significantly to pressures on the design weak­
nesses of the progressive income tax and to associated problems of 
tax avoidance, tax evasion, and political acceptance. Even if the pre­
vailing income taxes could be comprehensively reformed, on either 
the income or the expenditure principle, similar considerations would 
still apply. Flat-rate, broadly based, indirect taxes offered, therefore, 
an attractive and relatively simple alternative method of financing 
major redistributive government expenditure programs. 

The heavy emphasis among public-finance scholars on personal 
direct-tax paradigms was sharply criticized in the Canadian setting 
by Richard Bird ( 1970) in his important "tax kaleidoscope" paper, 
published during the period of the post-Carter tax-reform debates. 
At that time, a number of European countries had embarked on major 
reforms of their sales tax systems, and the worldwide move to value­
added taxes of consumption type was alreaqy well under way. The 
possible role of flat-rate, broadly based, indirect consumption taxes 
as an importantinstrument for the finance of health, education, and 
welfare outlays had indeed been highlighted in the N9rth American 
setting by J.K. Galbraith (195 8) .  By 1 960, Sweden had already begun 
a major tax-mix switch, to be carried out in stages, from income tax 
to sales tax, and subsequently also to social security payroll taxes 
(Norr and Hornhammer 1 9 70); a similar switch, albeit in the reverse 
order, was under way in Norway. 

Like Galbraith, Bird argued that the equity concerns reflected in 
the traditional North American preoccupation with income tax reform 
could more profitably be directed towards sales tax reform and as­
sociated tax-mix issues. A new, broadly based, indirect consumption 
tax could offer a considerable increase in revenue potential, which 
could be used to meet growing expenditure needs in areas such as 
health, education, and welfare. The results· of such a change in em­
phasis could well include a greater measure of redistribution towards 
the needy than could ever be achieved through reform of the per­
sonal income tax, either on the Haig-Simons or on the Fisher-Kaldor 
principle. 

Regarding the appropriate structure of the sales tax, there has long 
been general agreement among public-finance scholars that the sig-
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nificant advantages in terms of simplicity of this form of tax can be 
achieved only through strict adherence to standard design principles 
of comprehensive base and rate uniformity. By appropriate choice of 
the broad tax base, the sales tax could, in principle, be designed to 
approximate a flat proportional tax either on personal income or on 
consumption. Conceived in this way, the broad-based, indirect tax 
makes, of course, no contribution to vertical equity. Indeed, at the 
lower end of the scale, significant burdens are imposed on individuals 
and families who have no ability to pay tax. These burdens can, 
however, be relieved by other means, such as increased welfare pay­
ments or refundable sales tax credits. According to this standard view, 
the vertical-equity objective cannot sensibly be pursued through the 
indirect tax system. Primary reliance in this regard must be placed 
on the personal direct-tax system and, at the bottom of the scale, on 
the transfer system. 

At the implementation level, two competing paradigms of flat-rate 
indirect taxation have been distinguished, the retail sales tax (RST) 
and the value-added tax (VAT), corresponding to the two major al­
ternatives of single-stage and multistage administration. Analysis of 
these two alternatives has focused almost exclusively on the con­
sumption base, in part because of obvious feasibility problems under 
the retail tax, though a value-added tax of income type would cer­
tainly be feasible and has received some attention. In their ideal form, 
the incidence of RST and VAT, comprehensively applied to all con­
sumption goods and services, is identical and equivalent to a flat-rate 
tax on personal consumption. While failing to contribute to the ver­
tical-equity objective, the standard tax-policy objectives of horizontal 
equity and neutrality would be largely satisfied under both RST and 
VAT, though feasibility constraints would clearly exclude from the 
base consumption of leisure, psychic income, and the like. Both al­
ternatives have had distinguished advocates, notably John Due for 
RST and Carl Shoup for VAT. 

Until the mid-1 9 70s, the practical differences between these com­
peting paradigms were not considered significant. Over the past 15  
years, however, the tax kaleidoscope has clearly turned in favour of 
the VAT, largely as a result of increased practical experience with that 
type of tax, especially in Europe, and as a result of more careful 
economic analysis (Cnossen 1 989). Major advantages now perceived 
for the VAT include the measure of self-enforcement and the clear 
audit trail under the quarterly invoice system, the more accurate and 
complete exemption possible in the case of investment goods and 
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intermediate inputs, the more accurate and complete exemption of 
exports and compensating taxation of imports, and the much broader 
coverage of services that can be achieved. A well-designed RST still 
seems, however, the more feasible approach under independent 
taxation at subnational levels, given the constitutional constraints 
and vertical-balance considerations applying in most of the older 
federations. 

Practical experience of other approaches to sales taxation over the 
postwar decades has also served to reinforce the case for strict ad­
herence to standard public-finance principles of base comprehen­
siveness and rate uniformity. The attempt, under the former purchase 
tax in the United Kingdom or under the wholesale sales taxes of 
Australia and New Zealand, to achieve some measure of progressivity 
through extensive exemptions and rate differentiation is now seen to 
have clearly failed .  The pattern of resource allocation has been ar­
bitrarily distorted, and horizontal equity grossly violated, without any 
significant amelioration of regressivity. At the same time, the revenue 
potential of these taxes has been dramatically reduced and the process 
of their administration greatly complicated. The only important ex­
ample of a concession that might still be justified is the exemption 
of food, though even here the case remains far from clear. Indirect 
consumption taxes, by their nature, are unsuitable instruments for 
the pursuit of vertical-equity objectives. Income-differentiated con­
sumption patterns by commodity category, if they ever existed at all, 
have largely disappeared from the scene in industrialized countries. 

Nor is there any case in the sales tax area for a general strategy of 
selectivity and non-uniformity in order to promote greater efficiency, 
as suggested, for example, by optimal-tax paradigms. Although the 
relevant elasticity estimates are no doubt more reliable than they used 
to be, a considerable measure of uncertainty remains. As we have 
already suggested, once the quasi-constitutional principle of compre­
hensiveness and rate uniformity is surrendered, and in the absence 
of a rigorously defined and fully feasible alternative, the way is open, 
under democratic decision making, for wholesale departures from 
uniformity based on sectional interest and majoritarian exploitation 
rather than efficiency. Important issues of administrative complexity 
are also largely ignored in this approach. Political and administrative 
experience with value-added tax over the past 25 years has served 
only to reinforce these concerns. As Henry Aaron ( 1 981) pointed out 
some years ago in the context of a practical review of VAT experience, 
maximum feasible comprehensiveness and rate uniformity remain the 
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proximate ideal in general sales taxation. A compelling case for se­
lectivity can be sustained only in special and carefully circ1;1mscribed 
applications of excise taxation as a method of charging for major and 
highly visible external damage from liquor and tobacco consumption; 
for road use, as in the case of petrol tax; or, for the future, in the area 
of environmental pollution. 

During the 1980s, there has also been another major round of policy 
debate, in such countries as Australia, Canada, and New Zealand, on 
the appropriate role of broad-based indirect consumption taxes. The 
principal issues, concerns, and arguments in the indirect flat-tax area 
have, however, undergone kaleidoscopic change since the earlier round 
of European and North American reforms and debates. The argument 
for broad-based indirect taxes as a means of expanding revenue po­
tential to meet growing expenditure needs is now much less com­
monly heard, and indeed· has come under strong attack both in public 
debate and from advocates of Leviathan models of government in  
the public-choice literature. While some of  these concerns are no  
doubt much exaggerated, the tax kaleidoscope has clearly turned, 
reflecting the substantial increases in the share of government, slower 
economic growth, and increased tax sensitivity among voters, partic­
ularly in the major anglophone countries, over the intervening period. 

A significant feature of these more recent discussions has been the 
attention paid to possible advantages of a sizeable tax-mix switch 
from personal income tax to indirect consumption tax within a given 
revenue constraint. Such a partial switch from income to consumption 
base clearly offers the prospect of some stimulus to saving, though 
the likely magnitude of this effect could well be small and would 
certainly be less than it would be in moving to a personal expenditure 
tax. Useful effects on work incentives have also been claimed, though 
such arguments rely heavily on possible tax illusion. A remarkable 
feature of recent Australian discussions has been the argument that 
tax-mix change can serve in effect as a method of broadening the 
income tax base, as income components that escape tax through 
avoidance or evasion on the sources side are subject to a compensating 
sales tax on the uses side. These and related arguments for tax-mix 
change have, however, been largely refuted in more careful scholarly 
analyses, by Kesselman ( 1986) and others. Where tax-mix change 
does appear to hold out some prospect of genuine improvement, 
comparable benefits could generally be achieved, often more simply, 
through reform of the income tax. 

Apart from the more obvious exaggerations and analytical confu-
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sions, the debates o f  the 1 980s in Australia, Canada, and New Zealand 
reflect continuing and fundamental differences of opinion between 
those who regard consumption as the better measure of ability to pay 
and those who support an income concept. They reflect, in addition, 
a sharp division of opinion between those who support progressivity 
in the tax-rate scale and supporters of flat-tax schedules . Indeed, it 
could be argued, following Carl Shoup ( 1970),. that most of the prob­
lems of modern income tax systems can be traced to a misguided 
attempt to accommodate these widely held but totally irreconcilable 
views within the framework of the income tax. 

Under the hybrid income tax, for example, the income concept still 
applies across a range of income sources, but the consumption prin­
ciple is also visible in the concessions for retirement saving, in the 
treatment of imputed rent, and in an array of investment incentives. 
The principle of progressivity is likewise still clearly reflected in the 
nominal rate scale, but major gaps in the tax base typically achieve 
a considerable measure of effective flattening. The main effect of this 
attempt to compromise these conflicting principles within the frame­
work of the typical hybrid income tax has been to sabotage the 
achievement of any recognizable principles of equity and efficiency. 

As suggested by Shoup (1970), it is here that tax-mix change might 
be used to help promote the achievement of comprehensive income 
tax reform on Haig-Simons principles. In the context of a somewhat 
broader packaging strategy, it may be possible to gain political ac­
ceptance for a more consistent application both of the accretion prin­
ciple and of a moderate progressivity principle under the personal 
income tax, by increasing the weight of a broadly based, indirect 
consumption tax that embodies the countervailing principles of the 
consumption base and flat rate. 

Proposals along these lines involving simultaneous reform of the 
income tax and sales tax systems were contained in the Australian 
government's preferred Approach C in the draft white paper of 1 985, 
but they were not implemented. Even more far-reaching proposals 
were, however, implemented with the introduction of the GST under 
the Roger Douglas reforms in New Zealand in 1 986. Elements of a 
similar strategy are also clearly evident in the Canadian government's 
white paper of 1 987, which was implemented in separate stages with 
the income tax reforms of 1988 and the GST in 1991 .  

The role of flat-rate indirect taxes during the 1 990s and into _the 
2 1st century will depend very much on likely developments in the 
structure of the major redistributive government expenditure pro-
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grams. Demographic trends suggest that the cost of universal pro­
grams in such areas as health and social security will continue to grow 
strongly, and the revenue needs associated with such programs must 
therefore be expected to escalate farther. A Galbraithian expansion 
of the role of sales and social security payroll taxes is therefore a 
distinct possibility. 

Public enthusiasm for universal non-means-tested programs on the 
European model has, however, declined noticeably during the 1 980s 
in most of the major anglophone countries. Tax sensitivity is high, 
and anti-government-expenditure sentiment is strong. Indeed, the 
welfare state could fairly be said to have sown the seeds of its own 
destruction in helping to remove much if not most of the genuine 
uncertainty and personal insecurity of which any practical Rawlsian 
"veil of ignorance" must very largely be constructed. 

As a result, support appears to be growing for a more selective and 
perhaps more "cost effective" strategy under which basic liberal dem­
ocratic concerns for equality of opportunity and for the position of 
the least advantaged would be satisfied by means-tested programs 
with benefits confined to the needy. In this way, it is hoped that 
revenue requirements could be reduced without sacrificing basic lib- · 
eral democratic principles. If these hopes are realized, no Galbraithian 
expansion of flat-rate indirect taxes on consumption or wage income 
need be expected. Debate in the sales tax area could, under this scen­
ario, remain focused on the issue of the appropriate tax mix within 
a given revenue constraint. It must, however, be doubted whether 
these objectives are likely to be achieved. 

Flat-Rate Personal Direct Taxation 

In the Haig-Simons tradition, personal direct taxation in accordance 
with an accretion concept has always been viewed primarily as a 
vehicle for the implementation of a progressivity principle, and the 
same is true for the Fisher-Kaldor alternative of a personal expenditure 
tax. The rising marginal rates of tax that have been applied in pursuit 
of this principle greatly complicate the design and operation of the 
income tax, but there can be little question that the principle of pro­
gressivity has enjoyed strong and widespread support throughout 
most of the 75-year modern history of the income tax in industrial 
countries. Like everything else, however, views on progressivity and 
vertical equity are subject to change. In a somewhat ironic further 
twist of the tax kaleidoscope, the recent surge of support for a flat, 
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or at least considerably flatter, income tax rate schedule offers a se­
rious challenge to the progressivity principle, and indeed casts doubt 
on the continuing need for a system of personal direct taxation. 

To some extent, of course, the progressivity principle has simply 
become discredited as a result of .the manifest failure to make the 
nominal rate scale even moderately effective. With growing affluence, 
however, broader sociological factors have also contributed to a no­
ticeable erosion of traditional vertical-equity concerns as these apply 
at the higher wealth and income levels. Concern with poverty issues 
remains strong in most countries, but it is, by now, generally under­
stood that these problems must be addressed primarily through the 
welfare system rather than through the income tax rate scale. Eco­
nomic objections to the progressive rate scale on grounds of possible 
disincentive effects have also played a prominent role and have been 
quite strongly supported by theoretical analysis in the optimal-tax 
literature and by the results of recent and more sophisticated empirical 
studies (see "The Progressive Rate Structure," above). 

At least equally important, no doubt, have been the serious practical 
problems experienced in the operation of the progressive-rate income 
tax over recent decades, and especially since the mid-1970s. These 
problems are, to be sure, the joint product of complications and failure 
in the implementation of the comprehensive tax base, greatly en­
hanced, however, by the need to apply a progressive rate schedule. 
The contribution of rate-structure progressivity to major and intract­
able problems of tax arbitrage and to additional design requirements 
and complexity in the area of averaging and the tax unit has clearly 
been considerable. If it were not for the desire to implement a pro­
gressivity principle under the vertical-equity objective, the complexity 
of income taxation could be much reduced, though by no means 
entirely eliminated. 

Two competing paradigms of flat-rate income taxation have gen­
erally been distinguished: the linear income tax, which is character­
ized by a constant marginal rate but exhibits average rate progressivity; 
and the proportional income tax, which has constant average as well 
as marginal rates. As we have seen, the linear income tax began to 
receive increasing attention from tax economists in the early 1970s 
with the rise of the new and more sophisticated literature on optimal 
taxation. Such attention was, however, powerfully reinforced from 
the expenditure side by perceived deficiencies of categorical welfare 
programs and by rapidly growing practical interest in the negative 
income tax (NIT) as an approach to reform in this area. Although the 
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negative income tax could equally well be combined with rate-struc­
ture progressivity in the positive quadrant, the practical advantages 
of the linear tax schedule in terms of tax simplification began to receive 
increasing attention. 

Among the more obvious practical benefits of the strictly linear rate 
schedule, the complexities of income averaging otherwise required 
under rising marginal tax rates to avoid discrimination against those 
on fluctuating incomes would disappear completely. Problems of in­
come splitting, which are notoriously difficult to control adequately 
under tax-unit systems based on the single individual, would also be 
greatly reduced. Tax arbitrage opportunities created by differences in 
marginal tax rates likewise disappear, though gaps in the tax base 
could still cause major problems. Integration of corporate and per­
sonal income taxes could be dramatically simplified, and compre­
hensive source withholding would be greatly facilitated. Last, but by 
no means least, problems of "bracket creep" and the need for rate 
structure indexation would also be greatly reduced. 

The practicalities of the linear income tax in the Canadian setting 
were carefully examined in an important paper by Kesselman ( 1982), 
who concluded that such a system would be quite feasible. Among 
the various official studies, the linear schedule was also considered 
in the report of the Australian Commission of Inquiry into Poverty 
( 1975), but was not recommended on the grounds that the 48 per 
cent rate required would be too high. Application of the single in­
dividual tax-unit system in the welfare area, as required for fully 
satisfactory integration of the two systems through the linear income 
tax, has generally been considered by most public-finance scholars 
to be an almost insuperable obstacle. The linear rate schedule need 
not, of course, be applied in the welfare area, but could be applied 
exclusively in the positive quadrant. The practical advantages would, 
as a result, be somewhat reduced, though they would remain con­
siderable. During the 1980s, however, linear income tax proposals of 
either variety have made little impact on the policy debate. 

In terms of traditional vertical-equity concerns, the linear rate 
schedule preserves a measure of progressivity in terms of average tax 
rates and provides for the exemption of a basic subsistence level of 
income. By comparison, the obvious alternative of a completely flat 
proportional income tax poses problems in a tax-fairness context by 
imposing tax on those with the lowest incomes. As in the case of flat­
rate, broadly based, indirect consumption taxes, however, it could be 
argued that this problem should be addressed through the transfer 
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system, and specifically through a refundable means-tested income 
tax credit. 

As compared with the refundable sales tax credit, which offers at 
best only rough compensation based on family expenditure surveys, 
compensation of low- income earners under the flat-rate income tax 
could clearly be made precise and accurate. Owing to means testing 
of the credit, it is true that effective marginal tax rates would be higher 
over the phase-out range than farther up the income scale. In terms 
of effective marginal rates, the tax scale would accordingly be re­
gressive. It is claimed, however, that a declining schedule of marginal 
tax rates accords well with the findings of optimal-tax analysis and 
could offer useful efficiency gains, though such claims have been 
disputed (see "The Progressive Rate Structure," above). 

The flat proportional tax in its pure form offers, of course, all the 
important practical advantages of the linear schedule. As compared 
with a linear schedule confined to the tax system, these advantages 
are, indeed, somewhat greater. It has also been claimed that consid­
erable effective broadening of the income tax base can be achieved 
in this way, as the revenue cost of the traditional exemption or tax 
threshold can be "clawed back" from secondary earners, income split­
ters, and part-time earners if the credit is means tested on joint in­
come. In the case of secondary earners, however, it is clearly 
questionable whether equity or efficiency could be promoted in this 
way. Complexity is increased with the introduction of additional mar­
ginal tax rates, and the potential advantages in terms of tax simpli­
fication are accordingly reduced. 

Interest in proportional income taxation, with its unique threshold­
taxing feature, has increased considerably during the 1 980s in some 
of the major anglophone countries. In New Zealand, a scheme for a 
pure flat-rate tax of 24 per cent was developed under the leadership 
of the finance minister, Roger Douglas, to take effect in 1988, but was 
ultimately abandoned in favour of a two-rate system (Stephens 1 990, 
1 15-20). A variety of specific proposals for modified flat-rate income 
taxation with the threshold-taxing feature has been developed by 
New Right groups in Australia, and a modified scheme was proposed 
by the federal opposition parties in the 1987  election campaign (Head 
and Krever 1 990). The 33 per cent "bubble" in the modified two-rate 
structure introduced in the United States under the Tax Reform Act 
of 1 986 reflects the same general approach, though in the context of 
impressive base broadening. 

Although neither the proportional nor the linear flat-rate paradigm 
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seems likely to be implemented in anything approaching its ideal 
form, the adoption of much flatter rate schedules with, or more fre­
quently without, threshold taxing has been common in OECD countries 
during the 1 980s (Kesselman 1 990). In most cases, however, asso­
ciated base broadening on the Haig-Simons model has been an im­
portant feature, and no significant reduction in effective progressivity 
has been involved. It is not clear from these discretionary reforms 
that support for effective as against nominal rate-scale progressivity 
has really much eroded. 

Much of the rate flattening, and more specifically the rate compres­
sion, that has actually occurred reflects a common failure to index 
the nominal rate scale. As a result of inflation and associated fiscal 
drag effects, the range of real incomes over which marginal rate pro­
gressivity applies has been automatically narrowed, and a constant 
marginal tax rate has come to prevail in countries such as Australia, 
Canada, and New Zealand from income levels little in excess of av­
erage earnings. It could perhaps be argued that the resulting degres­
sive pattern of marginal tax rates, with a top rate cutting in at around 
average income levels, nevertheless accurately reflects broader soci­
ological trends, under increasing affluence, towards reduced social 
concern about vertical-equity issues at the top of the income scale. It 
seems much more likely, however, that considerations of political 
expediency were ultimately decisive, and the vertical-equity issues at 
stake never received the serious attention they deserved. 

There is, accordingly, little reason to suppose that the general slide 
into modified flat-rate income tax was ever consciously intended or 
thoroughly thought through at the political level. Although the re­
sulting rate structures offer some of the more practical advantages of 
standard flat-tax paradigms, problems of excessive progressivity and 
serious work disincentive effects can arise at low and lower-middle 
income levels through the combined impact of targeted welfare as­
sistance schemes and the increased compression of the progressive 
rate scale. At higher income levels, moreover, there still seems much 
to be said for a modified Haig-Simons view that, while a constant 
marginal rate may be acceptable over a broad middle-income range, 
vertical equity nevertheless requires a moderate surcharge or surtax 
to apply, for example, to the top decile of the income distribution. 
Failing this, a moderate wealth-tax supplement may need to be con­
sidered. Regardles:;, the design and reform of the progressive income 
tax rate scale clearly deserves more careful and explicit public con­
sideration in the 1990s than it has received in recent decades. 
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Interest in flat- or flatter-rate scales has also become a feature of 
more recent proposals for personal expenditure taxation. A flat-rate 
personal consumption tax was indeed proposed by Rawls himself 
( 1 971 ,  §43) as a suitable method of funding transfers and other out­
lays. In the recent yield-exemption proposals of Hall-Rabushka ( 1983; 
1 985), however, a linear wages tax would be combined with a cash­
flow business tax imposed at a rate equal to the constant marginal 
rate of the wages tax. As compared with the complexities of pro­
gressive-rate taxation imposed on a consumption base under the Fisher 
method, the "simple tax, flat tax" of Hall-Rabushka clearly has im­
portant attractions. If such a flat-rate tax on an expenditure base is 
considered fair and politically acceptable, then it is only a short step 
to an even simpler system of broad-based indirect consumption taxes 
in combination with a social dividend payment to offset the burden 
at low-income levels. The need for personal direct taxation would 
then have disappeared completely. 

It seems evident that this final turn of the tax kaleidoscope still lies 
much farther down the track. Any feasible scheme of personal ex­
penditure taxation to replace the present income taxes would clearly 
require some measure of rate-scale progressivity andjor a wealth-tax 
supplement at high wealth levels. If personal direct taxation were to 
be abandoned in favour of broad-based indirect taxation of con­
sumption or payrolt the pressure for supplementary wealth taxation 
would simply be irresistible in most countries. While flat-rate taxation 
of income or expenditure may well satisfy allocation-branch require­
ments and fund transfer payments to satisfy distribution-branch ob­
j ectives at low income levels, vertical equity at the top of the income 
scale still requires, for the foreseeable future, progressive personal 
direct taxation of income, consumption, or net wealth. 

Personal-Wealth Taxation 

For obvious practical reasons, taxes on stocks of personal wealth play 
a relatively minor role in the tax systems of industriCllized Western 
countries. In principle, a fully comprehensive personal-wealth con­
cept could be defined that would correspond precisely to either of 
the major flow concepts, whether accretion or consumption, which 
provide the base for the more familiar personal tax paradigms of the 
Haig-Simons or the Fisher-Kaldor variety. If it were possible to levy 
tax on such a broad wealth base, including all the relevant forms of 
physical, financial, and human capital, the wealth tax could serve as 
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a major policy instrument in its own right for the achievement of 
traditional tax-fairness objectives of equity and efficiency. 

Such a comprehensive personal-wealth tax is, however, virtually 
inconceivable� particularly in regard to the human-capital component, 
on grounds of administrative feasibility and political acceptance. Even 
ignoring human capital, taxes on a broad personal-wealth base still 
pose administrative and compliance problems of a high order, notably 
in regard to asset valuation. Problems of complexity accordingly dic­
tate that wealth taxes be relegated to a supplementary role in tax 
systems that rely primarily on broadly based direct and indirect taxes 
on income and consumption. 

In the standard literature, personal-wealth taxation has been jus­
tified mainly on grounds of horizontal equity, vertical equity, and 
equality of opportunity. A central argument has been that wealth 
taxes are required in order to tax the "extra benefits" in terms of 
prestige, security, influence, and opportunity derived from wealth 
holding, and especially from large wealth accumulations. Heavier 
taxation of inherited wealth has generally been favoured, and this 
appears well justified on grounds of equity, equality of opportunity, 
and incentive effects. 

Among public-finance scholars, it has quite commonly been argued 
that even the most comprehensive feasible personal direct-tax system, 
complemented by indirect taxes of the appropriate weight and form, 
may nevertheless require supplementary wealth taxation if tax-fair­
ness objectives are to be satisfactorily achieved. Actual systems of 
income and consumption taxation fall well short of any such ideal, 
and the practical case for supplementary wealth taxes of the appro­
priate form is accordingly strengthened. The weight and form of 
wealth-tax supplementation required will obviously depend upon the 
system of personal direct and indirect taxation with which it is to be 
combined. 

The Role of Personal-Wealth Taxes under Alternative Systems 
of Income and Consumption Taxation 

Where, for example, the personal direct-tax system reasonably ap­
proximates the Haig-Simons ideal, there would appear to be little if 
any need for a broadly based, wealth-tax supplement. It could clearly 
be argued that the "double taxation" of savings under a comprehen­
sive income tax constitutes sufficient discrimination against saved 
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wealth to account for any "extra benefits" from this source. There is, 
moreover, significant additional discrimination against inherited wealth 
since, under the original Haig-Simons income concept, bequests and 
gifts would be taxed as income to the beneficiary without any de­
duction to the donor. Over and above the standard "double taxation" 
of savings, whether for present consumption, bequests, or "pure ac­
cumulation" (that is, "extra benefits'), there is a further "treble tax" 
on savings passing by bequest or gift. 

Some leading advocates of comprehensive income taxation, such 
as the Carter Report ( 1966 ), have argued that a supplementary wealth 
tax confined to high wealth levels could serve as a useful instrument 
for increasing effective progression in cases where the progressivity 
of the income tax rate scale is judged to be insufficient but is con­
strained by possible disincentive effects or for other reasons. Contin­
uation of recent trends towards flatter income tax rate schedules with 
falling top rates, whether in an attempt to simplify and reform the 
personal income tax or as the automatic result ·of failure to index the 
rate scale, must clearly increase the relevance of this argument. This 
is, of course, particularly the case if existing hybrid income tax systems 
are not to be reformed on the comprehensive income principle and 
where the share of flat-rate indirect consumption taxes is to be further 
increased. 

Where the personal direct tax system is instead to be reformed in 
accordance with the Fisher-Kaldor ideal of a personal-expenditure tax, 
the case for supplementary wealth taxation becomes even more com­
pelling, and this point has been acknowledged by most leading ad­
vocates of this approach. Even under the purest feasible consumption 
tax base, the extra (non-pecuniary) benefits from saving and wealth 
holding are completely ignored. A clear case for supplementary wealth 
taxation therefore emerges, in relation to tax-fairness objectives of 
horizontal equity, vertical equity, and neutrality, as an instrument for 
the taxation of "extra benefits" (see "Income Base versus Consump­
tion Base," above). As an alternative to the separate wealth-tax sup­
plement, some advocates of the consumption base have proposed 
taxation of bequests and gifts as consumption to the donor within 
the framework of the personal-expenditure tax (Kay and King 1 978; 
Aaron and Galper 1 984). As a method of taxing "extra benefits," this 
approach has the disadvantage that the al!lount of additional tax 
imposed is predetermined by the structure of the progressive con­
sumption tax. Although the degree of "extra taxation" required must 
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involve subjective and arbitrary judgements, the separate-wealth-tax 
approach clearly offers greater flexibility in the design of an appro­
priate supplement. 

Alternative Forms of Personal-Wealth Taxation 

The major distinction to be drawn between methods of imposing a 
separate personal-wealth tax is that between the annual tax on net 
wealth and the tax on wealth transfers by bequest or gift. 

If it is desired to impose a comprehensive separate tax on wealth 
transfers, two competing paradigms have been proposed in the lit­
erature, corresponding to the traditional administrative alternatives 
of basing the tax on the estate left at death or basing it on the in­
dividual inheritances received by the beneficiaries. Following the for­
mer approach, one conceptually satisfactory solution is the integrated 
estate and gift tax, cumulative on the donor and with a much broad­
ened base, along the lines of the British capital-transfer tax as it ap­
plied in the 1970s. A similar but short-lived initiative was the reformed 
Canadian federal estate and gift tax introduced in 1968. In contrast 
to conventional unintegrated estate and gift taxes, the capital-transfer 
tax can be made virtually avoidance-proof, and traditional problems 
such as the taxation of farm property and small business can be han­
dled by a variety of special provisions. Applied with moderately pro­
gressive rates, substantial exemptions, and fully indexed, the capital­
transfer tax could well serve as a supplementary wealth tax imposed 
once every generation. 

If, instead, the inheritance-tax principle is preferred, an attractive 
alternative is the cumulative-accessions tax, based on the lifetime total 
of gifts and bequests received by beneficiaries . As compared with the 
capital-transfer tax, the accessions tax seems more compatible with 
the vertical-equity objective of taxing inherited wealth progressively, 
and it arguably provides a much stronger incentive for large wealth 
owners to disperse their fortunes to those with small wealth holdings. 
A major problem with the accessions tax, however, is that the amount 
of tax paid is directly related to the frequency with which property 
is transferred, with resulting incentives to avoidance through trusts 
and other generation-skipping transfers. As a method of taxing "extra 
benefits," the accessions tax suffers from the further significant de­
ficiency that the amount of tax levied is unrelated to the length of 
the period that wealth is held. 

It is accordingly of some interest to consider several ingenious var-
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iations on the accessions-tax principle developed by the Meade Report 
( 1978,  ch. 15), the so-called progressive annual wealth-accessions tax 
(PAWAT), the linear annual wealth accessions tax (LAWAT), and the 
age-gap annual wealth-accessions tax (AGAWAT), all of which could 
overcome these deficiencies. These taxes combine features of the 
accessions tax and the annual net-wealth tax without involving the 
need for annual valuations associated with a net-wealth tax. Under 
these schemes, the amount of tax on wealth transferred would vary 
directly with the period over which the wealth is held, as it should 
for the taxation of " extra benefits'; there would be little or no incentive 
to avoidance by limiting the frequency of wealth transfers as under 
a conventional accessions tax. The classic proposal for a bequeathing 
power successions tax by Vickrey ( 194 7, ch. 8) was based on essen­
tially the same general principles. Like any personal-wealth tax, these 
modified accessions taxes would still pose some difficult administra­
tive problems. These problems could be considerably reduced if rising 
marginal rates were abandoned, as under the LAWAT. There can be 
little doubt, however, that any of these proposals could provide the 
basis for an effective wealth-tax supplement. 

Although considerations such as vertical equity, equality of op­
portunity, and incentive effects suggest a strong case for differentially 
heavy taxation of inherited wealth, and hence of wealth transfers, 
there is also some case to be made for the annual net-wealth tax, or 
AWT (Meade Report 1 978, ch. 1 6). The fundamental argument that 
the holding of wealth yields non-monetary benefits applies equally 
to saved and inherited wealth. There may also be some case for extra 
taxation of all forms of wealth in order to compensate, under either 
an income or a consumption tax regime, for the failure to impute a 
value for leisure. The annual wealth tax, striking both inherited and 
saved wealth at the same rate, may therefore have a role in relation 
to basic tax-fairness objectives of horizontal equity and neutrality. In 
relation to vertical equity and equality of opportunity, a progressive­
rate AWT offers the further advantage of providing an incentive for 
the dispersal of large accumulations of saved as well as inherited 
wealth. As compared with wealth-transfer taxes, the AWT has the 
additional advantages of reduced discrimination as a result of rate 
structure changes and an easing of the problems associated with in­
flation, since indexation of the wealth-tax base would not be required. 

The major disadvantage of the AWT, as compared with wealth­
transfer taxation, is of course the problem of determining annual val­
uations for all the various types of assets, some of which have no 
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ready market. In the case of wealth-transfer taxes, valuations are 
required only when wealth is transferred, such as at death, when 
assets would normally be valued in any case to ensure a proper dis­
tribution of the property. Some of the most difficult items under the 
AWT would include the value of pension rights and the assets of pri­
vate businesses and closely held companies. A broad-based annual 
wealth-tax supplement therefore requires a comprehensive set of 
guidelines and standardized valuation formulas and could be admin­
istered only through a system of self-assessment. The resulting ele­
ments of arbitrariness and approximation could well rule out the use 
of the A WT as the sole or even the principal instrument of wealth 
taxation. In some appropriate combination with a wealth-transfer tax, 
however, the AWT might still serve as a useful supplementary instru­
ment. 

Recent Trends in Personal-Wealth Taxation 

Nowhere in the tax systems of industrialized countries is the gap 
between aspiration and achievement greater than in the area of per­
sonal-wealth taxation. Taxes on wealth transfers, in the traditional 
form of estate and inheritance taxes, were historically the first pro­
gressive taxes to be introduced in many Western democracies, sym­
bolizing the explicit recognition of fundamental tax-fairness principles 
of vertical equity and equality of opportunity. Respect for these taxes 
has, however, been considerably weakened over postwar decades by 
serious structural deficiencies and avoidance problems.  

In the case of the estate taxes traditionally imposed in the major 
anglophone countries, tax burdens on the wealthy were frequently 
reduced to minimal proportions through exploitation of the conces­
sional treatment of gifts and by the use of artificial trust devices, while, 
at the same time, increasing burdens were imposed on small estates 
as a result of inflation and outdated exemption levels. Some efforts 
at reform were made, but the achievement of satisfactory design stan­
dards was rare and generally short-lived, as in the case of the British 
capital-transfer tax of the 1970s or the integrated estate and gift tax 
introduced at the federal level in Canada in 1968 .  The federal estate 
and gift taxes were integrated in the United States in 1976, but the 
exemption level was raised dramatically during the 1980s to exclude 
all but the very largest estates by the end of the decade. 

In Australia and Canada, all taxes on wealth transfers have now 
been abolished. In Canada, the repeal of federal and provincial wealth-



Tax-Fairness Principles 53 

transfer taxes was precipitated by the abolition of the federal estate 
and gift taxes, and the new system of capital-gains taxation was in­
troduced in 1 9 72, with its characteristic Simons-Carter feature of the 
deemed realization at death and on gift. In Australia, the roles were 
reversed, with political competition at the state level serving as the 
immediate cause in the mid- 1970s and the federal government joining 
the resulting bandwagon towards the end of the decade, despite the 
recommendations of the Taxation Review Committee in 1 9 75 .  Al­
though these taxes still survive in the United States and the United 
Kingdom, they were much eroded under the Reagan and Thatcher 
governments during the 1980s, and a similar pattern has been fol­
lowed in New Zealand. 

Apart from the corrosive effects of the serious design deficiencies 
and the special subnational issues applying in Australia and Canada, 
the decline of wealth-transfer taxation no doubt also reflects reduced 
concern about vertical-equity issues at high income and wealth levels. 
Here again, the major redistributive public-expenditure programs of 
the welfare state in such areas as education and income support are 
widely seen as promoting vertical equity and equality of opportunity 
much more effectively by directly addressing the needs of the socially 
disadvantaged. Only personal direct taxes, however, whether im­
posed on wealth or income, can satisfy vertical-equity requirements 
at the top of the scale and address the threat to. political equality 
represented by large concentrations of family wealth and influence. 

Nor does postwar experience in the area of annual wealth taxation 
suggest that these traditional tax-fairness concerns could be more 
adequately met by switching to an AWT approach. The annual wealth 
taxes of the various European countries are mostly of venerable an­
tiquity and apply alongside traditional inheritance-tax systems es­
sentially as a very minor supplement to the income tax. The newer 
wealth taxes introduced in Spain in 1 977 and France in 1 982 do not 
depart from this traditional pattern. 

Particularly alarming in this regard, however, is the case of the Irish 
Republic, where a new wealth tax was introduced in 1 975 but sub­
sequently abolished in 1 9 78 (Sandford and Morissey 1 985). The same 
pattern has since been repeated in France, where the new wealth tax 
introduced in 1 982 was repealed in 1 987.  Effective introduction of 
wealth taxation in whatever form clearly requires a basic consensus 
or political understanding cutting across political parties and interest 
groups if it is to be successful . In the absence of a properly quasi­
constitutional approach, there is clearly a real danger under majori-
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tarian democracy of costly and disruptive policy reversals that simply 
increase inequity rather than reduce it. 

Although, as we have argued above, wealth taxation, if properly 
designed, can make a useful contribution to tax-fairness objectives, 
it is also extremely important to "hose down" totally unrealistic ex­
pectations. Under modern capitalism, the threat to political equality 
and the democratic ideal posed by large family fortunes is in most 
countries much less than that posed by the broader issue of corporate 
wealth and influence. Nor can this latter issue be addressed in any 
sensible or meaningful way by extending the wealth-tax base to cover 
corporate assets. Other policy instruments, such as limits on political 
advertising on television, limitations on election spending, public 
funding of elections, public disclosure of campaign contributions, must 
generally be relied upon. 

Concluding Reflections 

Majoritarian democracy, if it is to function efficiently, clearly requires 
much more than the mere pursuit of sectional or individual self­
interest and the holding of periodic parliamentary elections. A clear 
distinction must first be drawn, at all the relevant policy-making lev­
els, between issues that require no more than routine annual budg­
etary consideration and issues of institutional reform that require a 
broader approach. 

It is a fundamental contention of this paper that tax fairness can 
be achieved only if there is a willingness on the part of those with 
some significant involvement in the tax policy-making process to 
adopt and consistently apply an appropriately impartial and quasi­
constitutional perspective. Only in this way can the inherent divi­
siveness of decision making in the tax area be reduced to manageable 
proportions, and the potential gains in terms of equity, efficiency, and 
simplicity from the implementation of a fair-tax system be reliably 
achieved. 

No doubt these requirements are very demanding and may not 
easily be met. Leading participants in the tax debate naturally ap­
proach issues of tax reform from their well-defined positions in the 
status quo, and there is an almost irresistible temptation to pursue 
individual or sectional self-interest in preference to the abstract claims 
of tax fairness . 

The broader and more principled approach can more confidently 
be expected in the case of an independent tax reform committee or 
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commission. Even in this more promising context, however, problems 
arise, as sensible recommendations may not be found politically per­
suasive and can be ignored by government. Even if implemented, 
there can be little benefit from even the most sensible reform measures 
if they are likely to be soon reversed under a change of government. 
Agreement among impartial tax-policy makers on a government com­
mission is only one important part of a much wider consensus that 
must somehow be established, cutting across the major interest groups 
and political parties, if meaningful and durable tax reform is to be 
achieved. 

If the requirements of impartiality can pose problems, so also does 
the "general information" that should guide the policy maker in 
choosing among the various alternative tax systems. Strategic param­
eter values, such as savings and labour supply elasticities, remain 
largely unknown. On these and other important matters some infor­
mation exists, but it is highly uncertain. Problems of tax-policy making 
would be greatly simplified if we knew much more or if we knew 
much less. Given what we know- about the functioning of real-world 
political processes, there still seems much to be said for basing tax 
policy on the assumption of preponderant ignorance. 

Given the relevant "general information/' suitably processed and 
presented, the impartial decision maker may still face considerable 
difficulties. It is, for example, quite doubtfut given what we currently 
know, whether a clear preference could be established between the 
major personal direct-tax paradigms of the Haig-Simons and Fisher­
Kaldor variety. Within broad limits, the choice between flatter and 
more progressive rate schedules also remains unclear. Since the major 
policy alternatives may vary in terms of risk, even the most impartial 
decision makers may choose differently, and the prospects for agree­
ment can be much reduced. 

These problems would exist even if there were no established tax 
system and we were simply choosing among alternative tax ideals in 
a de novo tax-design setting. In the presence of an established tax 
system, however, the issue is one of tax reform rather than of tax 
design (Feldstein 1976). This renders the problem at once easier and 
more difficult. 

On the one hand, the prevailing tax system may be so unfair and 
inefficient that any of the competing tax paradigms or proximate 
ideals may represent a clear-cut and very substantial improvement, 
as compared with the status quo. On the other hand, serious tran­
sitional problems can arise in changing to a new tax system. Potential 
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gains may be greatly reduced when proper account is taken of the 
modifications and transitional provisions required to compensate los­
ers, ameliorate windfalls, and more generally buy off the opposition 
in order to achieve political acceptance. From a promising initial pros­
pect, the final result can be a reform package offering small and 
uncertain long-term benefits. It is little wonder, then, that leading 
participants in the tax-reform process may often rationally prefer to 
pursue selfish strategies, offering clear-cut, short-term redistributive 
benefits to themselves, rather than the more abstract and uncertain 
benefits of tax fairness. 

In general, however, the claims of tax fairness and of a properly 
impartial approach to institutional reform in a liberal democracy re­
main compelling. It is only in this way that the modern democratic 
state can be guaranteed to deliver substantial net gains to its citizens 
and to outperform on a consistent basis any arbitrarily chosen total­
itarian regime. 

Note 

The first draft of this paper was prepared for the Ontario Fair Tax Com­

mission and completed in February 1 992. 
1 Musgrave ( 1 990), in a response to Kaplow, reasserts the need for a clear 

distinction, but he does not come to grips with this conceptual difficulty 

emphasized by Kaplow. 
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2 What's Fair? 

The Problem of Equity in Taxation 

LARS O S BE R G  

Equity in taxation is important for both principled and practical rea­
sons. Citizens have, in general, the right to expect "fairness" in public 
policy, including taxation. As well, since tax systems perceived to be 
"unfair" tend to be resisted with special intensity, such tax systems 
tend to generate less revenue, and have higher administrative costs, 
than tax systems that are perceived to be "fair ." However, it is not 
immediately obvious what a "fair" tax system would look like. Section 
1 of this paper, therefore, begins with four real-world tax examples 
rationalized by differing concepts of "equity." Section 2 then discusses 
what is meant by taxation and the realism of considering fairness in 
taxation in isolation from transfer payments, regulation, and other 
government activities. Section 3 cautions readers against premature 
presumptions of "trade-offs ." 

Since society is continually changing, the passage of time �ffects 
the concept of equity in taxation, as well as its practical implemen­
tation, as section 4 discusses. Section 5 then considers how one might 
define the tax-paying unit and the m.easure of tax-paying capacity so 
that the ideal of "horizontal equity" - that "similar" taxpayers should 
be treated in a "similar" fashion - could be satisfied. Section 6 ex­
amines the issue of user fees, then section 7 turns to the idea that 
"vertical" equity implies that taxpayers with greater ability to pay 
should pay more tax. Section 8 argues that if one wants to maintain 
equity between generations, one cannot ignore the impact of taxation 
on growth, capital formation, and the natural and social environment. 
Section 9 notes that the criterion of "fairness" must be applied both 
to the process by which income is distributed and to the outcomes 



64 Lars Osberg 

of that process - "equality of opportunity" is an important dimension 
of fairness. Section 1 0  offers concluding remarks. 

1 Examples of Equity 

The following four examples illustrate different dimensions of the 
concept of equity: 

• The driver's licence renewal fee is the same for all motorists, and 
of course is zero for all non-drivers. It would be considered unfair 
to charge some drivers more than others for licence renewal - the 
principle of "horizontal equity" requires that individuals who are 
in a similar situation should be similarly taxed. However, it is also 
considered fair to charge motorists a fee for the right to use the 
roads, while exempting non-drivers - an example of a "user fee. '  

• Income tax rates increase as taxable income increases, because the 
principle of "vertical equity" implies that it is fair to require those 
with a greater capacity to pay tax to bear relatively more of the 
total tax burden. 

• A "carbon tax" would tax fossil fuels in proportion to the amount 
of carbon dioxide released to the atmosphere on combustion. The 
goal here is "intergenerational equity," since the accumulation of 
atmospheric carbon dioxide is believed to be responsible for the 
greenhouse effect and global warming. It is considered unfair for 
this generation to alter irrevocably the global climate in which fu-
ture generations will have to live. 

-

• School supplies are, in Nova Scotia, exempt from provincial sales 
tax. Reducing the tax barriers to education is seen as increasing 
"equality of opportunity," and thereby improving the equity of the 
process by which individuals gain income. 

2 Taxation and the Overall Impact of Government 

Canadians make their contributions to the financial health of gov­
ernment in a variety of ways. We pay sales tax on retail purchases, 
customs duties on imported goods, premiums to the Unemployment 
Insurance Commission, contributions to the Canada Pension Plan, 
and fees for licences and university tuition - as well as provincial and 
federal taxes on our income flows, and municipal taxes on our stock 
of real-estate wealth. The finances of the state benefit both from 
payments made directly to municipal, provincial, and federal gov-
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ernment departments and from payments made to agencies of gov­
ernment (such as school boards) and nominally private organizations 
(such as hospitals and universities), whose funding is largely derived 
from public sources. The ways in which these payments are labelled 
and routed is not the issue - a comprehensive concept of taxation 
would include all payments made to agencies of government, or to 
non-commerdal government-financed enterprises. 

Furthermore, the equity of the tax system really cannot be consid­
ered in isolation from other policy decisions of government. Explicit 
transfer payments to individuals or firms appear as expenditure items 
in the national accounts, and the visibility of such transactions is 
partly responsible for the growth of invisible "tax expenditures," or 
conditional exemptions from taxation, which achieve the same re­
distribution of resources. In the area of personal income taxation, 
some tax exemp�ions have been recently converted to tax credits (for 
example, the deduction from taxable income for dependent children 
has been converted into a tax credit). If tax credits were made fully 
refundable, taxpayers with very low income would receive net pay­
ments from government. Indeed, many advocates of social policy 
reform have argued for a "negative income tax" in which transfer 
payments would be consciously integrated into the income tax system, 
since the current system of implicit taxation (i.e., the reduction in 
social assistance payments as earnings increase) can impose very high 
financial disincentives to increased labour supply. 

In practice, the tax and transfer systems are inevitably closely linked 
- indeed, it can be argued that transfer payments are "negative taxes." 
The net impact of taxes and transfers on individuals is the difference 
between payments made to and payments received from government. 
This net impact is relevant for equity purposes. Although some tax 
sources (such as a value-added tax) may be regressive, taking a higher 
percentage of the income of the relatively poor, the tax/transfer sys­
tem as a whole may be progressive, if expenditures benefit primarily 
the less affluent (as in Sweden). In Canada, redistribution between 
income classes had historically come largely from government ex­
penditures, since aggregate taxation has often been found (e.g., see 
Gillespie 1980) to be roughly proportionate to income received over 
much of the income range. 

As well, governments often have to choose between the use of tax 
or transfer incentives and the use of regulation or other policies as a 
means of achieving desired social objectives. The fairness of a given 
tax system must be considered relative to the fairness of available 



66 Lars Osberg 

alternative policy decisions. One can cite many examples, from the 
taxation or regulation of polluters to the choice between tariffs or 
import controls, but anti-inflation policy is a particularly important 
instance. 

In the 1970s, proposals for a "tax-based incomes policy" (TIP) were 
based on the idea that taxing increases in money wages and profits 
in excess of a statutory norm would discourage inflationary price 
increases. By many criteria of equity, a TIP would have been an unfair 
tax. This fact was widely recognized, and may be part of the reason 
why the TIP was never adopted. However, inflation also produces a 
redistribution of real resources between individuals, which many be­
lieve to be unfair. In the 1980s, the restrictive monetary policy that 
has, in fact, been used to contain inflation has also produced record 
unemployment, whose burden is unfairly distributed in the popula­
tion. The fairness of a tax-based incomes policy has, therefore, to be 
considered relative to the fairness of alternative policy choices- either 
to let inflation continue to accelerate or to impose restrictive demand­
management policies, at the cost of increased unemployment. 

In short, taxation is an important part of the impact government 
has on society, but it is only a part. The equity (however conceived) 
of economic outcomes depends on all the deCisions of government: 
demand management, spending, regulation, and taxation. It would 
be a mistake to emphasize fairness in taxation in isolation from the 
fairness of other policy decisions, or at the expense of all other con­
siderations. However fair or unfair the tax system is, other policy 
decisions of government can either negate or accentuate its fairness. 

3 The "Sometimes" Existence of Trade-offs 

Since this paper has already discussed alternative policy instruments 
of government and will shortly consider alternative concepts of fair­
ness, a word of caution is in order. The opening chapter of most 
introductory economics textbooks presents a diagram, like figure 1 
here, in which a society is portrayed as being at a point, such as B, 
and the curved line is a "production possibility frontier," which is 
used to represent the idea that more of good X can be had only at 
the cost of consuming less of good Y. Like ducklings hatching from 
the egg, fledgling economists often imprint on the first thing they 
see, and continue throughout their professional lives to focus instinc­
tively on the idea of "trade-offs." 

However, despite the habitual reflex that leads some to speak of a 
trade-off between "equity" and "efficiency,"1 the very same individ-
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Figure 1 

good X 

uals can sometimes be heard complaining about the inefficiencies of 
economic life, perhaps induced by government activity, which implies 
necessarily that society is at a point, such as A, i.e., not on the pro­
duction possibility frontier. If there are inefficiencies in the utilization 
of economic resources, whether from the failure of markets or of 
governments, it is possible to obtain more of both desired goods. In 
the best of all possible worlds, there would be no such inefficiencies, 
and society would necessarily have to trade off more of good X for 
less of good Y, as at point B in figure 1. In the second-best world in 
which we actually live, however, there are many dimensions to eco­
nomic life, and many sources of productive inefficiency. 

It may be the case, for example, that sometimes there is a trade­
off to be made between "horizontal equity" and some other dimen­
sion of equity. But it may also be the case that countries with more 
uniform tax codes have more efficient capital markets (because the 
allocation of capital is determined by economic productivity, rather 
than by tax incentives). If so, the greater "horizontal equity" will 
promote greater efficiency in the allocation of capital, and a more 
productive bequest of capital to succeeding generations. The habitual 
reflex of economists is to talk of "policy trade-offs," but one should 
not allow this reflex to replace the hard work of careful analysis of 
inefficiencies in the real world. 

4 Time and Fairness 

Fairness in taxation has a time dimension, because social values and 
social realities change over time, because economic processes may 
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counteract inequities in taxation over time, and because the calcu­
lation and payment of taxes over time create significant practical and 
perceptual difficulties for the attainment of "fairness." 

If social values changed only in degree, and not in kind, the issue 
of tax equity would be simpler. If, for example, social preferences for 
equality of family income were weaker in the 1980s and stronger in 
the 1990s, it would be straightforward to change tax rates to achieve 
the desired degree of income redistribution. However, changes in 
social values can also be more profound, and the very concept of 
"family income" can become problematic. 

In 1966, the Royal Commission on Taxation argued that the in­
comes of all family members should be aggregated and taxed as a 
unit. The social context for this recommendation was a society dom­
inated by single-earner households, in which gender discrimination 
was quite acceptable. It was, for example, considered fair for mini­
mum-wage law in Ontario to specify different minimum wages for 
men and women (in 1964, $1.00 per hour for men, and $0.85 per 
hour for women). Over the past 25 years, the labour force partici­
pation rate of married women has increased dramatically and the 
social acceptability of discrimination has decreased even more dra­
matically. The adoption of a family income base for taxation implies 
that the tax paid on an additional $1.00 of female earnings will depend 
on the amount of male income. The current debate as to whether this 
is "fair," or not, is very different from that engaged in in the 1960s. 

The passage of time may also serve to counteract inequities in the 
current administration of taxation, because past inequities can become 
capitalized in current asset prices. It would be clearly unfair, for ex­
ample, for a municipality to decrease property taxes for houses on 
the south side of every street. However, if a municipality did so, it 
would not take long before southern houses sold for more than north­
ern houses in the real-estate market, The tax differential between 
southern and northern houses would become capitalized into housing 
prices (thereby benefiting the initial owners), but in equilibrium those 
who buy houses on either the north or the south side of a street will 
bear the same net total cost for housing. Once tax differentials are 
capitalized into asset prices, removing a tax break penalizes the cur­
rent owners of capitalized assets, because they paid a price that re­
flected the expectation of continued favourable tax treatment - and 
they are likely to see the loss of their tax break as "unfair." 

As the Meade Report (Institute for Fiscal Studies 1978, 14) argued: 
"From the point of view of 'horizontal equity' there is thus some truth 
to the view that 'an old tax is a good tax' but ... a committee which 
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is set up to consider possible improvements in a· tax structure can 
hardly take as a working rule that whatever exists, simply because it 
exists, necessarily constitutes the best of all possible worlds." How­
ever, it is essential to consider which inequities of the tax system may 
already have been capitalized into differential asset prices when con­
sidering the equity of reforms to the current tax system. 

Assessment of tax liabilities is one thing, but payment is another, 
and as the saying goes, "a tax deferred is a tax avoided." As well, 
although individuals may remain unchanged over time, the compo­
sition of families and of voluntary organizations is not necessarily 
stable. When the composition of tax-paying units changes, tax au­
thorities have to be able to attribute equitably the tax liability of the 
unit to its underlying membership, while also avoiding the estab­
lishment of tax incentives to the artificial creation or dissolution of 
families and organizations. 

There is always a time dimension to the administration of a tax 
system, since the taxation of a transaction (such as a retail sale) de­
pends on when it is deemed to occur, whereas the taxation of a flow 
(such as income) depends on the specification of a time period of 
measurement and the taxation of a stock (such as wealth) depends 
on the assessment of its value at a particular date. In an inflationary 
environment, the measuring-rod of money values changes over time, 
creating particular problems for the taxation of the real value of capital 
gains and the real return on interest payments. 

In an inflationary environment, money income received as interest 
payments is only in part a real return on capital owned - part is also 
compensation for the erosion by inflation of the real value of principal 
owned. If all interest received is taxed as income, inflation implies 
partial taxation of wealth, as well as of income. This may be seen as 
unfair, but it would also be very difficult to maintain the perception 
of equity in income taxation if part of interest income were exempt 
from tax, while all of labour income were subject to tax. Inflation 
implies, in general, that equal dollar values at the various times at 
which tax liabilities are calculated and then paid do not correspond 
to equal real values. The pursuit of both actual equity in flows of real 
resources and perceived equity in measured money values then be­
comes extremely difficult. 

5 Horizontal Equity 

The principle of "horizontal equity" requires that similar tax-paying 
units should pay similar taxes, but to make this principle operational 
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one must define the tax-paying unit and specify the criteria of sim­
ilarity. In personal income taxation, the tax-paying unit may be de­
fined as the individual or the family. Similarity of such units may be  
defined in terms of  similarity of ability to  pay (wealth or income or 
consumption), similarity of need, similar degree of use of public ser­
vices, or similar personal characteristics such as citizenship. All these 
definitional choices depend upon an underlying idea of fairness. 

Some taxes (such as the retail sales tax) are inherently taxes paid 
by the individual purchaser, but there has long been a debate on 
whether it should be families or individuals who pay income or wealth 
taxes. In 1 966, the Royal Commission on Taxation argued that "in 
most families incomes are pooled, consumption is collective and re­
sponsibilities are shared. It should be an objective of the tax system 
to reflect this fact by considering families as taxable units. The ability 
to pay of the family, as distinct from the individual members of the 
family, must be recognized" ( 1  0) .  Advocacy of family income taxation 
combines an ethical statement about "ability to pay" as a criterion of 
tax equity with an empirical statement about social reality, i .e., the 
actual degree of pooling of income and consumption within families . 

How much inequality is there within families? Is it any concern of 
the state? In the 1 960s, intrafamily inequality was presumed to be 
minimal, and there may have been, in addition, an attitude that state 
decision making should not intrude upon the sphere of family life. 
In the 1 990s there is a greatly increased consciousness of social and 
economic inequalities within families and a recognition that taxes and 
transfers typically do alter the intrafamily distribution of economic 
resources (see Apps and Rees 1988). Unfortunately, however, in both 
the 1 960s and the 1 990s there is very little reliable empirical evidence 
on the precise degree of inequality in the intrafamily allocation of 
resources (Gronau's 1 99 1  article is an example of recent literature). 

There is one model of family behaviour and one type of tax system 
in which the distinction between families and individuals does not 
matter. In Becker's ( 1981)  theory of the family, the altruistic/dicta­
torial family patriarch optimally allocates the total resources of the 
family among family members. Differing tax rates may affect the 
supply of paid labour of various family members, but not the final 
distribution of consumption. However, as a descriptive model of social 
reality, this picture has always been of questionable legitimacy - as 
well as being normatively offensive to many people. 

Alternatively, if income tax were a fixed percentage of all income, 
with no deductions or exemptions, it would make no difference to 
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families whether the family or the individual was defined as the tax­
paying unit, since the total tax bill would be identical. However, a 
purely proportional income tax would conflict with the ideal of "ver­
tical equity," i.e., progressive tax rates that increase with greater abil­
ity to pay. 

Despite increasing instability of the family unit, the social reality 
is that most Canadians continue to live in families that provide for 
many of their most important needs. In addition to their private com­
mand over market income and wealth, individuals do have claims on 
other family members, for both non-marketed goods and services 
(which are untaxed) and financial transfers. Currently, non-market 
cash transfers between family members are sometimes taxed and 
sometimes not. Gifts and inheritances are not taxed as income in the 
hands of recipients, but alimony and child-support payments are con­
sidered taxable income of the recipient (and are deductible from the 
taxable income of the paying spouse). The taxation of alimony and 
child-support payments is an illustration of the complexity of the 
interaction of taxation rules and social institutions since similar cash 
transfers made within an intact family would not be taxed as income 
of the recipient. Although the total tax payable by an intact family 
is greater than the tax payable by a split family (since support pay­
ments are deductible from the taxable income of the higher-income 
separated spouse), the lower-income separated spouse bears a larger 
share of the total tax burden. A fair-tax commission cannot ignore 
the complexities introduced by these social realities, or their fiscal 
implications. 

The argument for a purely individualistic tax system is partly ethical 
(that individuals should be treated as individuals) and partly empir­
ical. How large is intrafamily inequality compared with interfamily 
inequality? Real inequalities within the family will be measurable only 
by differences in personal money incomes if collective family con­
sumption (e.g., the amenities of housing) is relatively small and if 
intrafamily transfers of resources are minimal. However, family ex­
penditure data indicate that neither statement is particularly realistic. 
And one must remember that interfamily inequality in Canada is quite 
large - the average income of the top 20 per cent of families is ap­
proximately 6.5 times greater than the average income of the bottom 
20 per cent of families - hence the degree of interfamily inequality 
is considerably greater than any reasonable estimate of the degree of 
intrafamily inequality. For this reason, those who are primarily con­
cerned with greater equality of consumption tend to remain convinced 
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of the merits of family income as a base for income tax and for transfer 
policy. 

Given the definition of the tax-paying unit, one criterion for "hor­
izontal equity" is that those with an equal ability to pay should pay 
a similar amount of tax - but what is "ability to pay"? Some discus­
sions of taxation appear to be based, at least implicitly, on the idea 
that "ability to pay" is really about the utility taxpayers receive, after 
the payment of tax. Although economists typically assume that utility 
is non-comparable, there are some allowances made for "need" in 
tax administration. The Income Tax Act allows us to deduct medical 
expenses, and the Carter Report advocated that, in general, the tax 
system should recognize "special responsibilities and non-discretion­
ary expenditures."  The implicit idea is that people with these needs 
derive less utility from a given income and hence should pay less tax. 

However, economies of scale in household operation (such as the 
sharing of rent or other fixed expenses) also imply that individuals 
who cohabit with others derive greater utility from a given flow of 
money income, and are therefore "able" to pay more tax. Individuals 
who enjoy their work have more utility, after taxation, than do similar 
people who hate their jobs. Although some researchers (e.g., Kapetyn, 
van de Geer, and van de Stadt 1 985) have tried to use polling data 
to measure the subjective burden of taxation, "equal sacrifice" is not 
a practical ideal for the tax system. 

It is ultimately the subjective burden of taxation that matters, both 
for behaviour and for well-being, but it is neither feasible nor desirable 
to use "utility" as a measure of ability to pay. If taxpayers knew that 
their own reports of the pain of tax payments might affect their tax 
liabilities, one might reasonably expect their squeals of anguish to 
mount in volume, to dramatic heights. As well as being impractical, 
it is also unethical to use actual individual well-being as the criterion 
of "ability to pay." It is hard to argue that individuals with expensive 
tastes should be taxed more lightly because their personal-subsistence 
standards are more expensive or, equivalently, that those with low 
consumption expectations should pay more tax. 

However, if actual subjective individual well-being cannot be the 
basis for assessing tax-paying ability, what should be? Advocates of 
consumption taxation argue that those who withdraw more from the 
social stock of available goods and services have greater ability to pay 
tax. Critics note that taxation of consumption, rather than income, 
implies that savings are not taxed (at least, until they are spent). 
Individuals have control over whether income is saved or consumed; 
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hence, income is a better measure of the change over time in an 
individual's potential command over goods and services. By this cri­
terion, those with equal ability to pay are those with equal incomes. 
However, if income is defined as "the maximum value a person can 
consume during a period and still be as well off (as wealthy) at the 
end of the period as he was at the beginning" (Hicks 1946, 75), wealth 
still remains. An individual's wealth is his or her total potential stock 
of command over goods and services at a particular time - it can be 
argued that those with "equal ability to pay" should be thought of 
as those individuals with an equal stock of wealth. 

The social reality is that individuals and relatively low incomes 
consume most of it, while wealth and high income are positively 
correlated. As a result, arguments about "vertical equity" are the 
subtext for this debate on how to define "horizontal equity." More­
over, one should not think of any of these concepts of the tax base 
as easy to administer in practice. We have the most experience at 
trying to define "income" for tax purposes (which is, in itself, a good 
reason for keeping income as the tax base), but "consumption" is at 
least as ambiguous a concept, and "wealth" has a number of alter­
native definitions, in practice. 2 

Given the definition of tax-paying units and the tax base, one must 
also face the fact that, in Canada, government operates at several 
levels - municipal, provincial, and federal. In a purely unitary state, 
there would be a single tax schedule for all parts of the country and 
a single level of provision of all public services. However, when sub­
national and subprovincial jurisdictions provide public services and 
set their own tax rates, an equal rate of tax may not be horizontally 
equitable. If, for example, schools are financed from local property 
taxes, an equal rate of tax would imply that towns with greater total 
assessment could finance better schools than could towns with smaller 
local assessment. Families with rich neighbours, and those who live 
in towns with a substantial commercial real-estate base, would receive 
greater net benefits from government than those who live in poor 
areas - even if they paid the same rate of tax. 

Horizontal equity can be maintained if tax revenue is redistributed 
between jurisdictions - as in school financing within provinces and 
in federal-provincial equalization transfers between provinces. As sec­
tion 36 (2) of the Constitution Act, 1 982, puts it, the purpose of 
equalization payments is to ensure that individuals receive "reason­
ably comparable levels of public services at reasonably comparable 
levels of taxation."  The general point is that, in a non-unitary state, 
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"horizontal equity" requires financial transfers between jurisdictions 
to compensate for the differences between jurisdictions in taxable 
capacity. 

In thinking of the "similarity" of taxpayers, fairness implies that 
some characteristics can be considered, but not others. Canadians 
would consider it grossly unfair, for example, if assessed taxable ca­
pacity under income tax were reduced for the adherents of some 
religions, but not others. It is equally clear that gender or race dis­
crimination is considered unfair. However, it is considered fair for 
churches to escape property taxes, and Canadians do not appear to 
consider all ascriptive criteria to be irrelevant for tax purposes. At­
titudes vary as to whether it is legitimate to discriminate in the tax­
ation of non-resident foreigners, either directly as individuals or 
indirectly as shareholders in multinational corporations. As well, the 
Income Tax Act does now specify a tax deduction for those aged over 
65. The presence of such features of the current tax system forces us 
to ask ourselves on what non-economic grounds it is fair to distinguish 
between tax-paying units. 

6 User Fees 

Ability to pay may be measured by consumption, income, o:r wealth, 
but in all these instances, horizontal equity is thought of as the idea 
that individuals with similar "ability to pay" should pay a similar 
amount of tax. An alternative basis for the idea of tax fairness is the 
idea of "fair exchange." If individuals use services provided by gov­
ernment, equity might be construed as requiring similar payments 
from individuals making a similar degree of use of government-pro­
vided services. "User fees" are, in fact, very common in Ontario, in 
areas from motor-vehicle licensing to the paying of university tuition. 
Such fees are occasionally differentiated somewhat among users (as 
in lower tuition fees for senior citizens), perhaps based on the implicit 
idea that the favoured group has lower incomes, and a lower-dollar 
price for that user group may still reflect a similar degree of personal 
sacrifice. 

Nevertheless, it is more normal for user fees to be equal-dollar 
charges for all the consumers using a public service. Although there 
is a grey area of special fees for incremental services (e.g., the extra 
charge for a private hospital room), it is hard to make a general case 
that user fees are more "voluntary" than other forms of taxation. 

As always, the degree to which an action is "voluntary" depends 
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on the attractiveness of available alternative possible actions. Al­
though one can escape buying a driver's licence by not driving and 
one can avoid paying university tuition by not going to university, 
one could also escape customs duties by consuming only domestic 
goods and it is possible to avoid paying income tax by becoming a 
subsistence farmer. The attractiveness of not driving depends, in part, 
on the quality of available public transportation, and the attractiveness 
of buying only domestically produced goods depends on how close 
they are to imports in price and quality. The quality of one's options 
determines the "voluntariness" of a tax. User fees can discourage 
frivolous use andj or wastage of publicly provided services, but 
w.hether they can be typified as a "voluntary" tax depends on the 
facts of the issue. 

Moreover, fundamentally the fairness of the criterion of "fair ex­
change" as a general rule depends upon the fairness of the original 
distribution of income and wealth. After all, the fair exchange of a 
dollar's worth of commodity for a dollar in cash will leave both rich 
and poor where they initially were in total-wealth terms - the issue 
of vertical equity will remain unaddressed. 

In contemplating user charges for public services, it is also worth 
recalling why these services are publicly provided and subsidized. 
Bus fares are subsidized in Canada because it is cheaper and less 
polluting to subsidize public transit than to build vast networks of 
superhighways for the individual automobile commuter. Education 
is subsidized because a more educated citizenry is a productive re­
source for the economy as a whole. Public provision of services is 
often motivated by the externalities that consumption of these services 
entails - the whole point of public provision, and the efficiencies it 
generates for a society as a whole, are lost if user fees are required 
to cover the total cost of operation. 

7 Vertical Equity 

To put it plainly, the principle underlying "vertical equity" is that the 
rich should pay more tax than the poor, because they can afford to. 
By this criterion, one of the objectives of the tax system should be to 
progressively increase tax rates as ability to pay increases so that the 
distribution of after-tax income will become more equal. To this end, 
in the 1950s and 1 960s it was common to observe a very high rate 
of nominal taxation on upper-income groups - but some cynicism 
was also in order. As the Carter Report commented, "the top marginal 
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rate is now about 80%, and applies to income in excess of $400,000. 
In our opinion, rates as high as this are on the statute books only 
because they are readily avoided by most of the few people with 
incomes of this size" ( 1966, 2 1  ) .  Their own recommendation was for 
a reduction in the top marginal tax rate to something less than 50 per 
cent and a comprehensive reform of the myriad of tax-avoidance 
techniques, which implied that the average effective tax rate on the 
extremely wealthy was in fact no higher than for those with much 
lower incomes. Subsequently, this theme - of broadening the base of 
income tax while decreasing top marginal rates - has been picked up 
in a number of other countries (see Head, this volume), However, 
although it is clear that marginal tax rates of upper-income groups 
have been cut substantially, it is not so clear that a substantial number 
of tax-avoidance techniques do not remain. 

As had already been noted, the definition of the tax base and the 
tax-paying unit interact with the issue of vertical equity. In a pro­
gressive income tax system, the aggregation of two small individual 
incomes into a larger family income will imply an increase in tax 
liability. Similarly, if the objective is to tax consumption, taxes ad­
ministered at the point of sale (like the retail sales tax or the goods 
and services tax) will. constitute a constant percentage of all consumer 
expenditure, but since the savings of upper-income groups will escape 
taxation altogether, upper-income groups will pay a smaller per­
centage of their income in tax than will lower-income groups. 

However, the taxation of consumption could be made progressive 
if consumption were defined as income minus registered savings and 
if a progressive rate of taxation were applied to consumption, thus 
defined. Although the current tax treatment of Registered Retirement 
Savings Plans (RRSPs) goes part of the way to converting our income 
tax into a consumption tax of this type, the administration of a full­
fledged progressive consumption tax has all the administrative dif­
ficulties of an income tax, plus the capital-market distortions and 
administrative complexities of policing the flow of savings. 

Although it can be argued that the ultimate basis of individual well­
being is lifetime command over resources, it is not feasible to use 
lifetime income as the tax base. After all, by the time it is known 
what an individual's total lifetime income actually is, it is too late for 
taxation. Income flows must necessarily be taxed on a shorter-period 
basis, and our customary accounting period has been annual. One 
must recognize, however, that a progressive tax on annual income 
implies some redistribution in consumption over the life cycle (com-
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pared to a proportional tax) since the lower-income years of youth 
and retirement attract a relatively low rate of income taxation, com­
pared to the peak-earnings years of middle age. At any time, therefore, 
a progressive tax on annual income means that the middle-aged tend 
to pay more tax - a situation that might be seen as unfair in any given 
year, but is perfectly equitable from a life-cycle perspective. 

In addition to predictable changes in income over the life cycle, 
individuals face random, year-to-year variations in their income flows. 
The tax system enables individuals to smooth out such variability in 
income flows by income averaging, by allowing the offset of capital 
gains and losses, and by permitting the limited "parking" of income 
in RRSP's. More fundamentally, in the tax/transfer system as a whole, 
the stat·e is a "co-adventurer" in the fortunes of individual taxpayers. 
Governments share in the gains of individuals through progressive 
taxation, but the state also mitigates any losses that occur, through a 
declining tax rate in income tax and the possibility of social assistance. 
To some degree, therefore, one can justify a progressive annual in­
come tax and social assistance on efficiency grounds, since their ab­
sence would imply that risk-averse individuals would tend to "play 
it safe" even if, on average, there were a net gain from risk taking. 

However, the most important reason for progressive income tax­
ation is undoubtedly the moral value of greater equality - but this 
has never been seen as an absolute value. It has long been recognized 
that a tax system which aimed at absolute equality would produce 
equal poverty, since absolute equality can be produced only by con­
fiscating all above-average incomes. As Dalton ( 1935, 21 )  noted: "The 
rejection of crude egalitarianism does not take us far, though there 
are some who seem to think that, when they have disposed of the 
argument for absolute equality, they have disposed also of all ar­
guments for reducing existing inequalities ." 

However, what is  "greater equality"? Although it is  easy to say 
that more for the poor and less for the rich means more equality, the 
real world is not composed of only two income classes. Once one 
allows for the fact that the tax system may redistribute resources both 
between the rich and the middle class and between the middle class 
and the poor, the concept of "equality" becomes much more ambig­
uous.3 

Table 1 presents an illustrative calculation of tax choices in a society 
in which 20 per cent of the population is rich, 60 per cent is middle 
class, and 20 per cent is poor. It assumes that this society has to find 
some way of financing a total tax burden equal to 23 per cent of pre-
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tax income, and presents two stark alternatives.4 In Tax Regime 1 ,  
all tax revenue is raised by taxation on the middle class; in Tax Regime 
2, all individuals pay exactly the same proportion of their income in 
tax. Which tax regime produces a more equal distribution of after-tax 
income? Which tax regime is "fairer"? 

TABLE 1 
An Illustrative Tax Policy Choice 

Rich Middle Poor 

Number 20 60 20 
Pre-tax income 84,000 60,000 8,400 
Pre-tax income share 30.8% 66. 1 %  3 . 1 %  

Tax regime 1 
Tax rate 0 0.35 0 
After-tax income 84,000 39,000 8,400 
After-tax income share 40% 56% 4% 

Tax regime 2 
Tax rate 0.231 0.23 1 0.231 
After-tax income 6 4,580 46,120 6,460 
After-tax income share 30.8% 66. 1 %  3 . 1 %  

The numbers in  table 1 were picked so that the after-tax income 
shares of the population under Tax Regime 1 would roughly corre­
spond with the actual distribution of money income among Canadian 
families and unattached individuals in recent years. Under Tax Re­
gime 1, where the middle class pays all the taxes, the richest 20 per 
cent of the population is better off, but so is the poorest 20 per cent. 
If one judges fairness solely by what happens to the well-being of 
the poorest members of society (as advocated by Green [1992]), then 
Tax Regime 1 produces a fairer distribution of after-tax income. How­
ever, some might also regard as "fair" the · idea that all individuals 
pay the same percentage of their income in tax, as in Tax Regime 2, 
despite the fact that this implies that the poorest 20 per cent of the 
population gets less income, after tax. 

Table 1 is not intended to suggest that the tax system has only 
these two choices. Presumably, the job of a fair-tax commission is to 
design a tax system that is better than either a flat tax, or one that 
"soaks the middle class."  Table 1 is intended to suggest that there 
are fundamental ambiguities in the measurement of economic in­
equality, and in the concept of tax fairness, which revolve around the 
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relative importance placed on inequalities between each level of the 
income distribution - e.g., the inequalities between the very poorest 
and the middle class of society and between the middle class and the 
more affluent. 

The difficult issue is the degree of tax progressivity that best ex­
presses society's balancing of the values of personal liberty, greater 
social equality, and growth/capital accumulation for future genera­
tions. Economics cannot specify such values. Economic theory can 
provide abstract models of optimal-taxation regimes, although such 
models are often highly stylized. Econometric analysis can dispose 
of some myths about the impact of taxation (for example, it is not 
true that higher income taxes imply substantial declines in hours of 
paid labour supply). Economics can also emphasize the constraints 
that the migration of labour imposes on the feasible policies of sub­
national jurisdictions within a national labour market and the prob­
lems posed by capital mobility in global financial markets. It is, 
however, in the political arena that the problem of vertical equity is 
invariably "solved. "  

8 Intergenerational E quity 

Fairness and equity are central to the discussion of intergenerational 
issues because power is so unavoidably unequal. This generation can 
affect the welfare of future generations by running down the capital 
stock, or by despoiling the environment, but ther� is nothing future 
generations can do to us. Our decisions, individual and collective, are 
necessarily shaped by our norms of "fairness" in intergenerational 
distribution, and many of the decisions made by this generation will 
affect the welfare of future generations. Specific taxes (such as the 
proposed carbon tax) can help to shift consumption and production 
away from environmentally damaging processes. Specific features of 
the corporate tax system (such as accelerated depreciation) can im­
prove incentives for investment in plant and equipment, and specific 
changes in individual taxation may encourage saving (e.g., a shift to 
consumption taxation rather than income taxation). Specific transfers 
(such as family allowance or social assistance) will influence the health 
and skills of vulnerable members of the next generation. And not 
only will particular taxes affect capital formation, the aggregate tax 
burden will also affect the rate of economic growth and aggregate 
capital formation. Furthermore, if taxes are insufficient to cover gov-
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ernment expenditure, an increasing deficit will burden future gen­
erations of taxpayers with debt repayment. 

The bequest of the current generation to future generations is com­
posed of: 

• a physical capital stock of plant, equipment, and public works; 
• society's intangible stock of human capital in individual, productive 

skills, and its intellectual capital of research and technology; 
• the quality of the natural environment; 
• the social environment within which economic processes operate; 

and 
• net financial indebtedness to foreign residents. 

The physical capital stock accumulates over the generations as in­
dividuals decide to invest in housing and in directly productive cap­
ital, and as governments decide on the repair or renewal of public 
infrastructure. Human capital is accumulated as schools develop the 
skills of each new generation and as parents contribute to the edu­
cation of their children .  Both individually and collectively, we also 
make decisions with environmental implications for future genera­
tions - such as our decisions on the use of fossil or nuclear fuels. And 
all our economic decisions take place within, and depend upon, a 
framework of social institutions. The "social capital" of our society 
will erode over time to the extent that norms of social behaviour (e.g., 
of law-abidingness or of non-violent conflict resolution) break down 
or to the degree that the pressures on family life prevent the family 
from fulfilling its historic social functions of socialization, nurturance, 
and economic security.5 The tax system influences all these processes. 
How much weight should be placed on each of the different com­
ponents of intergenerational transfers? The aggregate value of inter­
generational bequest is affected by taxation decisions, both in their 
detail and in aggregate. What is a fair allocation of aggregate resources 
between this generation and future generations? 

There is one economic model in which government does not have 
to worry about intergenerational equity. Barra (1974) argued that, if 
individuals care altruistically about their descendants (who, in turn, 
cared about their own descendants), the issue of intergenerational 
equity is internalized, over generations, within families. If individuals 
recognize that a government deficit incurred today represents deferred 
taxation, these forward-looking, altruistic individuals will leave their 
descendants an increased bequest of private assets, in order to enable 
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them to pay their future tax liabilities. In this scenario, government 
decisions to decrease taxes and increase deficits are offset by increased 
private savings - the net bequest to future generations always remains 
optimal. 

If one does not accept this vision of reality (and most economists 
do not), intergenerational equity poses real problems. No longer can 
one divorce issues of equity and efficiency, since a tax structure that 
is inefficient in maximizing the rate of growth of aggregate output 
will bequeath a smaller capital stock to future generations. The total 
magnitude of taxation, relative to expenditure, becomes an equity 
issue, in the sense that deficits accumulate and become q debt burden 
on future generations. And since bequests to future generations come 
in a variety of forms, the effect of detailed aspects of taxation on the 
environment; on society's acquisition of human capital; on continued 
social cohesion; and on the continued accumulation of plant, equip­
ment, and public works become dimensions of the issue of fairness 
in taxation. 

9 Process Equity 

One concept of fairness holds that an outcome is "fair" if it has 
occurred as the result of a process that is "fair."6 Economic inequality, 
in this view, can occur only if economic processes are inequitable -
hence, a fair-tax system is one that acts so as to maintain the fairness 
of economic processes and/or eliminate any unfairness in economic 
processes. Should a fair-tax system, therefore, differentiate on the 
basis of how income was acquired? The Carter Report argued, on 
grounds of both equity and administrative efficiency, that "a dollar 
is a dollar," and that, if the primary basis for taxation is to be income, 
the origin of such income is irrelevant for taxation purposes. Implic­
itly, this argument says that all the processes by which a dollar is 
acquired are of equal fairness. As well, the commission emphasized 
that differential taxation of income sources creates incentives to re­
classify income flows (thereby increasing the administrative costs of 
the tax system) or to redirect economic resources to low-tax activities 
(thereby decreasing aggregate economic efficiency). 

The perspective of the Carter Report was influential in persuading 
Canadian tax authorities to begin taxation of realized capital gains in 
1 971  - although initially at only half the rate applied to income from 
other sources. The tradition of special favourable treatment for capital 
gains continued with the 1 985 introduction of a lifetime exemption 
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of $500,000 in capital-gains income (later reduced to $ 100,000). Since 
income earned from labour, or by other means, has no similar lifetime 
exemption, the treatment of capital gains is horizontally inequitable. 
Since one has to have capital in order to have the possibility of making 
capital gains, the special tax treatment of capital gains benefits pri­
marily the affluent, thereby contradicting the ideal of vertical equity. 

However, appeals for unequal taxation may also be made on the 
grounds of process equity. A speculation tax on property developers 
has been discussed, partly motivated by a desire to check the inflation 
of housing prices, but partly also driven by the moral argument that 
it is unfair for some to make so much more by flipping properties 
than most individuals can make by continuous toil. Underlying this 
proposal is the idea is that the tax system should tax the utility gain 
of individuals, in the name of greater equality of sacrifice of utility. 
Since the worker gave up time and energy to earn money income, 
while the speculator did not, by the criterion of "equal sacrifice" it 
would be seen as fair to tax the speculator more heavily than the 
worker. However, another underlying idea is that speculative prop­
erty gains are "illegitimately" acquired, in either or both of two senses. 
If land is in fixed supply, it can be argued that the activity of land 
speculation serves no legitimate public purpose. If real-estate profits 
are obtained by collusion andjor by manipulation of public officials 
(e.g., in zoning regulation), the market process may be seen as unfair. 
From either perspective, greater taxation of land-speculation profits 
may then be seen as improving the process equity of market forces. 

More fundamentally, the taxation of inheritances raises the issue 
of the equality of opportunity, which is essential for the perceived 
process equity of a market economy. In contrast to most other nations, 
Canada does not currently have any inheritance or estate taxes/ since 
this tax field was deserted by the federal government in 1 972 and 
thereafter destroyed by interprovincial tax competition. However, since 
the bequests received by an individual represent an increase in his 
or her command over economic resources, it would seem inconsistent 
with the principle of horizontal equity in income taxation that these 
bequests are not taxed as income. As well, the principle of equality 
of sacrifice would require higher taxes on bequests than on other 
income, since receipt of a bequest requires no exertion or risk from 
individuals. 

If a capitalist economic system is a race for individual success, a 
basic norm of equity is that all individuals should start from approx­
imately the same starting-line. Although it is well recognized that 
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families differ in the magnitude of their investment in the education 
and training of their children, such inequalities in endowment of 
childhood human capital are mitigated by a broad program of public 
investment in children, ranging from subsidized day care to free public 
schools and subsidized post-secondary training. Furthermore, in­
equalities in non-financial parental transfers to children are orders of 
magnitude smaller than differentials in financial inheritances - one 
must remember that at the top of the Canadian wealth distribution 
sit a few multi-billionaire families, but at the bottom are the approx­
imately 30 per cent of Canadian families with nil or negative assets 
(see Davies 1991) .  

10 Conclusion 

Both in principle and in practice, equity in taxation cannot be one­
dimensional. In principle, one cannot, as a philosophical matter, log­
ically derive all existing ideas of fairness from a common underlying 
root. The idea of equity as whatever a fair process produces starts 
from a very different philosophical basis than the idea that one should 
judge directly the fairness of outcomes. A desire for equity between 
generations cannot be logically derived from the idea of "fair ex­
change" or from ideas of horizontal equity. 

In practice, general philosophical premises must also be combined 
with a particular understanding of the nature of the real world if one 
is to draw practical · conclusions. Even if one believes, for example, 
that process equity is all that matters, one's view of profits taxation 
will depend on whether or not one believes that profits are typically 
obtained "fairly" in competitive markets or "unfairly," by price fixing 
in oligopolistic markets. 

In practice, individuals also typically believe simultaneously in a 
number of different concepts of fairness, and the tax systems of coun­
tries express a number of different dimensions of equity. One should 
not see this as irrational. Since each of these different ideas of equity 
is deep and complex, it is entirely reasonable for an individual to 
hold a number of views simultaneously, and work out their detailed 
interrelationship only as and when required. Of course, the members 
of a fair-tax commission are placed in a position where they are asked 
to work out all interactions (both equity and efficiency) of all taxes. 
However, they have the solace of knowing that, in the end, the 
weighting of the different dimensions of equity will inevitably be 
political, not logical. To some extent, political compromises within 
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the commission will produce a report that does not reflect exactly any 
one individual's view of fairness, but is a composite of the views of 
all members. The political pressure of the interest groups outside the 
Fair Tax Commission will ultimately determine which parts of the 
report governments will adopt. However, a fair-tax commission can 
also make a real contribution by identifying those inefficiencies in the 
existing tax system that prevent the attainment of more of several 
objectives. 

Moreover, in emphasizing one or another dimension of equity in 
taxation, one should not think of the tax system in isolation. The 
expenditure side of government is, for example, crucially important 
to "vertical equity."  Indeed, precisely because the poor have so little 
to tax, variations in their tax rates are less important to them than 
the flows of public services and financial transfers they receive from 
government. In part, the Carter Report's emphasis on horizontal eq­
uity in taxation was derived from the belief that a non-distortionary 
tax system is likely to imply a higher rate of economic growth and a 
greater taxable capacity, from which public services and transfer pay­
ments can be financed. Such a perspective is also consistent with 
intergenerational equity, in the sense that faster economic growth 
implies a larger capital stock for future generations and increased 
ability to pay for the social programs that maintain our social cohe­
sion, and the environmental programs that protect our natural heri­
tage. 

Notes 

The first draft of this study was prepared for the Ontario Fair Tax Com­

mission and was completed in February 1 992.  The comments of Allan 

Maslove, Shelley Phipps, and the participants in the workshop of the Fair 

Tax Commission, Toronto, 26 February 1 992, have greatly assisted the re­

vision process. Errors remaining are my own. 

1 Usually it is very unclear what is meant by "equity" and "efficiency" in 

this supposed trade-off. This paper discusses the ambiguities in the idea 

of "equity" - see section 7 for a discussion of the ambiguities in "equal­

ity ." 

2 Should "wealth" include the present value of future pension receipts? 

Should it include the capitalized value of future royalties or earnings? 

For a discussion see Wolff ( 1991) .  

3 I t  has long been recognized (see Atkinson 1970) that ambiguities in the 

comparison of income distributions are very common - and these ambi-
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guities are yet another reason for distrusting the cliche of an "equality 1 

efficiency" trade-off. In technical terms, one can compare income distri­

butions by plotting their "Lorenz curves" (which graph the total per­

centage of income received by the poorest X per cent of the population). 

If these curves never cross, then in one population the poorest X per 

cent always receives more of total income, whatever X is, and relative 

inequality is unambiguously clear. However, in the real world, it is com­

mon for Lorenz curves to cross,· frequently more than once, implying 

that the answer to the question of whether the poor receive more de" 

pends upon who the poor are defined to be. See Davies and Hoy 
( 1991 ) .  

4 To keep the calculation simple, table 1 assumes that raising and spend­

ing tax revenue does not imply any change in the pre-tax distribution of 

income. Allowing public expenditure to affect the pre-tax income distri­

bution or accounting for the influence of changing tax rates on individ­
ual behaviour (e.g., savings or labour supply) only increases the poten­

tial complexity, and ambiguity, of the situation. 

5 These ideas are developed further in Osberg ( 1 992). 

6 As Green (this volume, p. 95) points out, libertarian philosophers such 
as Nozick ( 1974) have used this argument as a defence of existing prop­

erty rights, but the argument also implies that the tainted past of wealth 

acquisition (e.g., the acquisition of land titles in North America) deprives 

the current distribution of property ownership of moral legitimacy. 
7 Some assets can be rolled over, untaxed, to other family members, but 

the capital gains on most assets are deemed to be realized on the asset 

holder's death. This is best seen as ending the deferral of taxation on 

unrealized capital gains. 
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3 Concepts of Equity in Taxation 

L E S LIE GRE E N  

I n  this paper, I explore, from the point of view of a moral and political 
philosopher, some general issues about the concept of equity or fair­
ness in taxation. I argue, first, that one familiar notion of "equity" as 
employed in traditional public-finance literature is unhelpful for the 
policy maker and, second, that among apparently divergent political 
philosophies there is none the less a surprising consensus about the 
legitimacy of redistributive taxation. 

The Primacy of Fairness 

A tax system can properly be expected to fulfil a number of economic 
goals: it should secure a sufficient level of revenue for the government; 
play a role in stabilization policy; make efficient use of resources; and 
be easily administrable. We may also have somewhat more abstract 
political expectations for it: we may want it to express a common 
citizenship and mutual regard for one another; we may want it to 
help unify the nation. And, of course, we want it to be fair, equitable, 
and just. 

Unfortunately, there is no good reason to think that all these goals 
can be maximized simultaneously. So how should we deal with con­
flicts among them? We might define thresholds of satisfaction. If the 
tax system cannot be completely efficient, we can at least require that 
it not be grossly inefficient; if it cannot maximize revenue, it should 
provide at least an adequate level; and so on. But having in this way 
made our expectations more modest, conflicts are none the less likely 
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to remain, so we have no option but to set our aims in some order 
of priority. 

With respect to tax reform, we should endorse the priority suggested 
by Canada's Royal Commission on Taxation ( 1 966, 4), namely, that 
"the first and most essential purpose of taxation is to share the burden 
of the state fairly among all individuals and families. Unless the al­
location of the burden is generally accepted as fair, the social and 
political fabric of a country is weakened and can be destroyed . . .  
scrupulous fairness in taxation must override all other objectives where 
there is a conflict among objectives." It is interesting that this view 
accords so closely with a more general thesis about the priority of 
justice, defended by one of the most influential English-speaking po­
litical philosophers. John Rawls ( 1971 ,  4) contends: "Justice is the first 
virtue of social institutions, as truth is of systems of thought. A theory 
however elegant and economical must be rejected or revised if it is 
untrue; like�ise laws and institutions no matter how efficient and 
well-arranged must be reformed or abolished if they are unjust . . .  
The only thing that permits us to  acquiesce in an  erroneous theory 
is the lack of a better one; analogously, an injustice is tolerable only 
when it is necessary to avoid an even greater injustice ." This crys­
tallizes a deep view about the role of justice in moral and political 
theory: it is the dominant and structuring virtue of social institutions. 
But there are also more humble reasons for giving priority to justice 
in tax reform. People will try to avoid and evade taxes they believe 
to be unfair, and no tax system can survive without a substantial 
measure of voluntary compliance. 

But if this is so, what can moral or political theory contribute to 
our understanding of tax fairness? After alt if we are concerned with 
voluntary compliance and the stability that results from it, it might 
seem that we should do sociology instead of philosophy. We should 
survey people to find out what they believe fairness in tax to be and 
then strive to make the system conform to that rather than to some 
abstract ideal that can only give rise to disagreement. 

One critic of the Carter Report (Robinson 1 967, 8) voiced such a 
view, writing that "equity in taxation is relative, and involves a sub­
jective judgement as to what is fair and just, which is in turn a judge­
ment about whether a particular state of affairs conforms to tacit but 
generally accepted rules of business and society."  But, whatever it 
means for a distribution of economic resources to be "fair and just/' 
it is not the generally accepted rules of business and society since 
they themselves may be unjust and may conflict with each other. 
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Moreover, there is a real question as to whether we could even 
uncover people's sincere views about fairness in this way. First and 
obviously, self-interest gives an incentive to misrepresent one's views 
about tax fairness . Deciding how to respond to such a survey question, 
like revealing one's level of demand for a public good, involves stra­
tegic reasoning. Second, one of the things we do believe about po­
litical ideals like fairness is that they are open to challenge by logic, 
evidence, and principle. We do not, in fact, want our views to become 
policy if we come to think they are mistaken. So there is just no way 
for the policy maker to avoid judgements about what fairness really 
requires. 

But what then are we to make of disagreements over the very 
meaning of such terms as "equity" and "fairness"? Conceptual dis­
putes in the social sciences arise in different ways. Some are attrib­
utable to equivocation or ambiguity, in the way "bank" is ambiguous, 
as meaning both the side of a river and a place to keep money. Others 
result from the irremediable vagueness of terms used, such as "bald" 
and "short," which are without bright boundaries. If this were all 
there was to the problem, then we could proceed by stipulating clear, 
if arbitrary, definitions. Too much writing in tax policy is marred by 
the assumption that such a solution will do. It will not, however, 
because there is a deeper issue. Some disputes arise, not from va­
gueness or ambiguity, but from the fact than many political concepts 
are value-charged. To call a tax system "fair" is not just to describe 
it; it is to praise and recommend it. And because the criteria by which 
we judge such a system are complex and competing, we are likely to 
end up with competing views about what fairness really is. Political 
theorists have called such notions "essentially contested concepts" 
(Connolly 1974). They have the feature that debates about what "eq­
uity" and "justice" really mean are political debates, not debates 
about grammar or evidence. So judgements about principles are un­
avoidable. 

Horizontal and Vertical Equity 

There is no real consistency with respect to the use of the terms 
"equity," "fairness," and "justice" in tax theory. Some writers drift 
from one to the other, using them as if they were interchangeable; 
others insist somewhat arbitrarily on making distinctions among them. 
But one usage has become entrenched. Drawing on a distinction pop­
ularized by R.A. Musgrave ( 1 959, 15), formulated by Pigou (1 928, 8, 
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60) but present all the way back to Aristotle, many writers distinguish 
between horizontal equity - the equal reatrnent of people who are 
equally situated - and vertical equity - the appropriately different 
treatment of people who are differently situated. 

The tradition regards these as distinct aspects or kinds of equity. 
It also holds that horizontal - equity is in some way clearer and more 
easily attained than is vertical equity. Charles M. Allan ( 1971 ,  37) is 
representative in this respect: 

Two classes of equity are distinguished. The first, horizontal equity, 

describes the equal treatment of equal people. This principle is unchal­

lengeable as an ideal and is not impracticable of operation. People of 

equal incomes, for example, might be required to pay the same income 

taxes. All people who smoke twenty cigarettes per day would be required 

to pay the same in specific tobacco taxes. The second class is vertical 

equity, which describes the treatment of taxpayers who are unequal with 

the appropriate degree of inequality. While vertical equity also has great 

merit as an ideal, it is very hard to achieve in practice. This is because 

there are so many views as to what is the appropriate degree of in­

equality. 

Similarly, Richard A. Musgrave ( 1987, 1 14) reports that most econ­
omists think that "the horizontal aspects of equity (or, at least, certain 
parts thereof) can be dealt with, while the vertical phase had better 
be left to the softer field of social ethics." 

I wish to explore this notion that horizontal equity is in some way 
firmer than vertical equity, for I think it  reveals something significant 
about one way the concept of equity is often used by tax theorists. 
Horizontal equity requires "the equal treatment of equal people." 
Now, "equal" is a grading or measuring concept; it is a matter of 
relative standing on some criterion. It does not make sense to talk 
about people just "being equal," unless that is only a rhetorical way 
of expressing their common moral standing as human beings . 1  So 
when Allan, for example, writes about the "equal treatment of equal 
people," he must have in mind some criterion of equality for "treat­
ment" and another for "people." Call these the criteria of relevance. 

Settling on criteria of relevance requires a choice, for no two people 
are equal in all respects. In Allan's example, the two smokers may 
have the same habit, but different incomes; the two people with the 
same income might have different demands on it. Two people who 
were equal on every imaginable criterion (for example, in their wealth, 
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income, education, weight, age, and location in space) would be the 
same person. Indeed, for any two different people there are infinitely 
many ways in which they are unequal. So when we enjoin policy 
makers to treat equal people equally with regard to taxation, we can 
really mean only this: treat equally those people who are equal in 
the relevant ways. 

But what is relevant? There are two different approaches to deter­
mining this, and they give rise to two conceptions of equity, which 
I am going to call "interstitial equity" and "distributive equity." 

Interstitial Equity 

We might take as our criteria of relevance those provided by the 
existing policy itself, and look only for anomalies and inconsistencies 
within it. Brian Barry ( 1965, 153) has called this the "interstitial" use 
of equity: we criticize as inequitable deviations from principle, without 
regard to the possible justifications for the principle itself: "We merely 
have to take our stand on the principle that whatever is to be done 
should be done equally to all who are alike in what the rule itself 
declares to be the relevant respects."  So, on the "interstitial" view of 
equity, all that is required is that a tax system treat people consistently 
and rationally. 

This view is latent in the following passage: "The Carter Com­
mission seems to have been confused between equity in the sense of 
fair and reasonable taxes which is a matter pretty well confined to the 
tax system itself, and equity in the sense of an equitable distribution 
of the national income, which is not limited to taxation but also in­
cludes government expenditures and government policies such as 
protection and regulation of industry and monetary policy" (Robinson 
1 967, 1 0; emphasis added). There are two points here: that overall 
social justice has to take into account both taxes and transfers, and 
that there is a sense of fair or equitable taxation that can be determined 
by just considering the tax system itself. If the latter means, as I think 
it must in this context, looking only to the rules themselves to de­
termine the relevant similarities and differences among taxpayers, 
then it invokes the interstitial sense of equity. 

Now, for some purposes, interstitial equity is a valuable concept. 
When we are considering the administration of justice, for example, 
we often appeal to a related standard (called "formal justice"). We 
do so because those who administer justice usually have little or no 
power unilaterally to change the rules they administer; their role 
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involves applying the rules as given. There are several reasons for 
doubting that this is very helpful in formulating tax policy. 

First, if one restricts oneself to questions of interstitial equity one 
fuses two properly independent questions: resource allocation and 
income distribution. As Barry (1 965, 156) puts it :  "If  it is supposed 
that there is some ' equitable' way of sharing out any given tax burden, 
the main determinant of post-tax income distribution will be the amount 
of money raised in taxes, so that if (for example) the tax system is 
progressive those who seek greater equality of post-tax incomes will 
have to favour greater state expenditures and vice versa." 

Second, it encourages policy makers to treat questions of substance 
as if they were questions of definition. For example, the Carter Report 
advocated that income tax be assessed on what it called the "discre­
tionary income" of the taxpayer, which was in turn defined as con­
sumption plus net change in savings for the taxable period, minus 
an amount necessary to maintain "the appropriate standard of living" 
for the taxpayer. But to derive progressive tax rates, it then defined 
the "appropriate" level of consumption as one that varies with in­
come. As critics quickly realized, however, there is no way to derive 
or defend progressivity just on the basis of a certain definition of 
income.2 Terms such as "income," "wealth," and "economic power" 
get defined only in the context of a more general theory about the 
nature and significance of the economic resources people ought to 
control. The substantive theory of justice has to come first. 

Third, it is not even certain that interstitial equity is always desir­
able. Sometimes the wrong target is better missed.3 Consider an un­
just regulation: for instance, one requiring that the property of Japanese 
Canadians be uniformly expropriated. Suppose that an official takes 
pity on an especially poor Japanese family and, contrary to the order, 
exempts them from expropriation. This is a violation of interstitial 
equity. The rule requires like treatment of likes, and here there is, by 
hypothesis, no distinction recognized as relevant by the regulation. 
But for there to be any injustice, it seems reasonable to suppose that 
there must be someone who is wronged. Yet who is that? Not the 
exempted family, since by hypothesis the treatment that the rule 
mandated is itself unjust. What about the other Japanese families? 
Are they entitled to the even-handed application of an unjust rule? 
That hardly seems more likely. But if no one has been wronged, how 
can this violation of interstitial equity be unjust? 

Finally, and most important, interstitial equity is a notion that can 
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be applied only to an existing tax system. If one considers setting up 
a system de novo it tells us nothing to say that it is to be consistently 
administered. If one considers how an existing system might be re­
formed, it is not helpful to think in terms of interstitial equity either. 
Indeed, this is not really a goal of tax policy at all; it is a constraint 
on its other goals, requiring that they be pursued consistently. 

For those reasons, interstitial equity is not very useful to the policy 
maker. Its prominence in the literature results, I suspect from an 
inappropriate extension of the requirement of consistency in admin­
istering some policy to the very different context of formulating or 
defending a policy. Its overall effect is to distract attention from fun­
damental questions of distributive principle and to focus it instead, 
on supposed problems of definition. That is why, to some, horizontal 
equity seems a more tractable notion than vertical equity; vertical 
equity makes explicit reference to evaluative judgements in its idea 
of "appropriately different" treatment. None the less, this is illusory, 
for the very criteria of relevant difference themselves make implicit 
appeal to those judgements. Moreover, when criteria of relevance are 
at issue, the distinction between vertical and horizontal equity be­
comes less important. Consider, for example, the position of two tax­
payers, one of whom has an at-home spouse doing housework, 
whereas the other has to pay market rates for the same housekeeping 
services. When we try to evaluate their relative economic positions, 
are we studying a problem of horizontal or vertical equity? That will 
depend on the answer we give to the question of whether such 
housework ought to count among the resources that the taxpayer 
is held to controt and that will in turn depend on general considera­
tions of distributive justice. 

Distributive Equity 

I am going to call conceptions of equity that incorporate independent 
criteria of relevance "distributive" to emphasize their relation to . con­
siderations of distributive justice. As the report of the Meade Com­
mittee (Institute for Fiscal Studies 1978, 12) rightly put it: "The final 
choice of redistributional aims for a tax system involves basic value 
judgements about the nature of a good society, which are matters for 
political decision."  It is arguable that it is better to address these 
without invoking the term "equity" at all .4 That may be right; its 
rhetorical attraction is that "equity" sounds less demanding than "jus-
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tice" or "fairness."  (Compare: "pay equity" and "a fair wage.") And 
the use of equity in this second, extended sense, is too entrenched to 
be easily dislodged. 

From this viewpoint, the "relevant ways" in which people are equal 
depend on general considerations of distributive justice, not on the 
definition of terms. Consider, for example, the Carter Report's ( 1966, 
1 4) recommendation of a broadening of the concept of income to 
provide a comprehensive tax base: "A dollar gained through the sale 
of a share, bond or piece of real property bestows exactly the same 
economic power as a dollar gained through employment or operating 
a business. The equity principles we hold dictate that both should be 
taxed in exactly the same way. To tax the gain on the disposal of  
property more lightly than other kinds of  gains or not at all would 
be grossly unfair." The claim is that the source of economic power 
is not a relevant difference among individuals, though the quantity 
of it is. Whether this is a thesis we should endorse is not a matter of 
the "definition" of income; nor is it a problem of technical economic 
argument. It is not a thesis than can even be tested within the inter­
stitial model of equity judgements. That it is "grossly unfair" to treat 
different sources of economic power differently can be only because 
to do so offends the animating principle of the report, that taxation 
should be based on ability to pay. 

For all its vision and rigour, it is striking that so much of the ar­
gument of the Carter Report is packaged in the language of interstitial 
equity and so little is said in explicit defence of ability-to-pay prin­
ciples. And the commission was not alone in this reticence. Even the 
federal New Democratic Party's 1987  report on personal income tax­
ation said nothing to the point, apart from reference to the Carter 
Report on progressivity. One can understand the political reasons for 

. avoiding substantive argument, particularly in an environment that 
is unfriendly to steeply progressive taxation. But this can wrongly 
encourage the view that there just is not much in the way of principled 
argument for progressivity. 

Now, it is true that on its own no philosophical theory of distrib­
utive justice is going to spell out answers to questions about marginal 
tax rates, the appropriate base, and so on. That is because those 
answers turn on empirical questions (including, for example, the role 
of incentive effects and capital mobility) as well as matters of principle. 
But the principles are important none the less, for it is only by ap­
pealing to them that one can approach a firm justification for any tax 
policy. So we are inevitably driven back to the large questions of 
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principle that we are so tempted to avoid. In the remainder of this 
paper, I want to canvass three theories of distributive justice in order 
to see what distributive equity might amount to. Though they rep­
resent a range of political opinion and method in moral theory, these 
are not the only possible theories, nor do I claim that any one of 
them should be endorsed without qualification. They are chosen solely 
for their level of theoretical development and their apparently per­
suasive power. What is so surprising, I think, is that they converge 
on the tacit principle underlying the Carter Report. 

Libertarian Views 

Libertarian philosophers take as their primary value the freedom to 
dispose of one's private property. That is one right-wing conception 
of what freedom amounts to . This view is normally thought to be, 
and is advertised as, an enemy of redistributive taxation and a friend 
of the unfettered market and minimal state. There are many strands 
of libertarian thought; here, I can explore only a few implications of 
one. 

According to Robert Nozick ( 1 9 74), the justice of any distribution 
of economic resources depends solely on how that distribution came 
about. Whether it is fair that some people languish in poverty while 
others live in luxury depends not on what life is really like for those 
people, or on what needs go unmet, but on how things got that way. 
If the poor took fair but foolish risks, for example, the rich need not 
now compensate them for it. If they lost out in a free market that put 
a low value on their resources, they need not be supported either, 
provided only that they do no worse under the market system than 
they would without one at all. By contrast, if the rich literally stole 
resources from the poor, or coerced them in the bargaining process, 
then the distribution would be unjust. It all depends on history. 

That is the intuitive idea of libertarianism. As a theory, it has three 
parts. First, there is an account of justice in original acquisitions: before 
property can be traded on the market it has to be owned, so ownership 
is primary. Next, the theory specifies what counts as a just transfer 
of property: roughly speaking, uncoerced exchange, gifts, and be­
quests. In a perfect world, that would be the end of things. But in 
the real world, where injustice can arise in either acquisition or trans­
fer, we also need a third part - the theory of just rectification. 

It may seem that, on such a theory, redistribution cannot even arise 
in principle .  Sometimes Nozick ( 1 9 74, 1 49-50) himself writes that 
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way. He says, for instance, that redistribution assumes that things are 
available for distribution, but in fact they are not, for everything is 
already someone's property. 

Yet this is deceiving. Consider the first step. We need to ask what 
form property rights should take before we can tell whether redistri­
butive taxation violates them. Nozick tries to answer a somewhat 
different question - Which allocation of absolute rights to exclusive 
property would be best? - and he concludes: one that allows no 
redistribution. But we should resist that very question. There are ways 
to allocate control over economic resources other than through ab­
solute, exclusive rights. For example, our actual regime is a mixture 
of exclusive private-property rights, non-exclusive use rights, collec­
tive property rights, and so on. Nozkk does not show that only a 
system of absolute, exclusive property rights is justifiable. If property 
comes with initial, built-in limitations, then one of the arguments 
against redistribution is blocked. 

Nozick sometimes suggests that a regime of justice in acquisition 
as he envisages it is justified because it meets the following test: it 
leaves people no worse off than they otherwise would have been. 
Had there been no private property or free market but merely anarchy, 
things would be no better. Those who fare badly in the market - for 
instance, those with disabilities or few skills - would have been badly 
off anyway, so they have no ground in justice for complaint now. 
Clearly, that baseline of comparison is arbitrary and indefensible. We 
need to compare a libertarian scheme of ownership, not to anarchy, 
but to alternative, feasible systems of ownership, such as our own 
mix. 

In any case, whatever the correct theory of property rights, it is 
certain that many things that most of us now own, including our 
incomes, were obtained through a series of transactions that, at least 
somewhere, had a tainted past. There has been just too much unfair 
expropriation, theft, and coercion throughout history for each to have 
a secure pedigree to his or her holdings. And, in a market system, 
that fact will affect the relative prices of everything. So some people 
are now undoubtedly poorer and others richer than they would be 
if there had been no injustice along the way.5 There is, of course, no 
secure way of telling just who these people are, nor any accurate 
estimate of just how much they have wrongfully gained. But that is 
my point. A stringent form of libertarianism has to rest on an im­
plausible view about the determinacy and inviolability of rights to 
private property. Whatever the truth about property holdings, they 
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do not represent an untainted, neutral baseline. In the real world, 
therefore, the principle of justice in rectification will be important. 

Perhaps, not surprisingly, this is the least developed part of Noz­
ick's theory. Yet, conceding its importance, he draws a significant 
conclusion for our purposes: "These issues are very complex and are 
best left to a full treatment of the principle of rectification. In the 
absence of such a treatment applied to a particular society, one cannot 
use the analysis and theory presented here to condemn any particular 
scheme of transfer payments, unless it is clear that no considerations· 
of rectification of injustice could apply to justify it" (231) .  But that is 
our actual position. It is certain that the history of our holdings is not 
fully just, and uncertain that progressive taxation is not a justifiable 
form of rectification in the circumstances. Notice that this is not a 
direct argument from libertarianism to redistribution. It is an indirect 
argument, showing that one apparently potent case against redistri­
bution fails, and thus opens the door to an argument based on the 
view that progressive taxation is a reasonable second-best remedy to 
the ideal of exact rectification. In a realistic Nozickian view, redistri­
butive taxation is justifiable in the real world as a rough system of 
reparative justice. 

Utilitarianism 

Despite its obvious affinities to the free-market model, libertarian 
theory is not in fact the most influential moral view among neoclass­
ical economists. Here, some version of utilitarianism still holds sway. 
According to utilitarians, the fundamental goal of social policy is to 
maximize the total (or, sometimes, the average) amount of preference 
satisfaction in society. Things go well when people get what they 
want; they go best when that is maximized. 

Often, a utilitarian framework is simply assumed without argument. 
In Musgrave's work ( 1987, 1 14), for instance, it is assumed that the 
fundamental value of justice is welfare maximization; that problems 
arise only from differing tastes and preferences, such as the choice 
between work and leisure: "Matters are simple if we are prepared to 
assume that people have similar tastes . . .  If this were the case, any 
tax, be it on peanuts or on income, would meet the test of equal 
treatment." Again, the Meade Report ( 1978, 14)  thought that the 
grounding of tax principles on some notion of welfare needed no 
argument: "Any distributional principles involve some measurement 
of how well off a taxpayer is. But it is not always easy to determine 
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what the relevant aspects of welfare for tax purposes are ."  Thus the 
debates are often about how to understand and measure welfare, and 
how best to maximize it. Little notice is taken of the intense criticism 
to which this general view has been subjected in contemporary ethical 
theory.6 

Still, utilitarians are normally friendly to redistribution. From 
Edgeworth and Pigou down to contemporary writers, the belief in 
the diminishing marginal utility of economic resources has been one 
of the main supports for a redistributive scheme of taxation. Among 
philosophers, R .M.  Hare ( 1 992, 1 93-4) has been a consistent defender 
of utilitarianism. He says: "Diminishing marginal utility is the firmest 
support for policies of progressive taxation of the rich and other egal­
itarian measures." Of course, like all utilitarian arguments, this one 
is heavily dependent on the facts, and there are other consequences 
that compete, including the effect of disincentives and backlash from 
the well-off. But against those negative upshots of redistribution, Hare 
thinks we should also set the benefits that flow from satisfying the 
general desire for equality that results because "inequality itself has 
a tendency to produce envy, which is a disagreeable state of mind 
and leads people to do disagreeable things." 

One of the difficulties (at  least, in the opinion of its critics) is that 
utilitarianism is very vulnerable to factual assumptions. It recom­
mends that we weigh the benefits of a redistributive scheme against 
all of its costs, and since all preferences count in principle, these costs 
include strategic bluffing that passes for incentive effects, ill-moti­
vated backlash, and so on. Some theories of justice would refuse to 
give weight to such preferences, just as most would refuse to count 
the satisfaction of racist preferences as an argument against non­
discrimination. In contrast, the utilitarian does not go behind tastes 
and preferences to ask whether they are themselves just; rather, jus­
tice is defined in terms of maximizing the satisfaction of any and all 
preferences. 

Utilitarian theory can give, therefore, a contingent case for redis­
tributive taxation of the ability-to-pay sort. But the case is sometimes 
plagued with indeterminacy. The classic papers on optimal-tax theory, 
for example, are very dependent on the factual assumptions made. 
Without apparent irony, J.A. Mirrlees ( 1971 ,  1 86) writes: "The opti­
mum tax schedule depends upon the distribution of skills within the 
population, in such a complicated way that it is not possible to say 
in general whether marginal tax rates should be higher for high­
income, low-income, or intermediate-income groups." Only under 



Concepts of Equity in Taxation 99 

special assumptions does he derive his famous result that an optimal 
income tax is approximately linear with a negative tax for the worst 
off. But another rigorous treatment (Sheshinski 1971,  409), using the 
same model and some general assumptions about the individuals' 
utility functions, proves that "among all linear income-tax functions, 
the optimal tax is always progressive, i.e., it provides a positive lump­
sum at zero income and has a positive marginal tax rate." So the 
general thrust of standard forms of utilitarianism is also favourable 
to redistributive taxation, though subject to certain factual assump­
tions. 

Egalitarian Justice 

The contingent character of the utilitarian case for redistribution has 
been noticed and criticized by many. H .C .  Simon ( 1938, 1 4) voiced 
the worry, writing, "the case for equality (for less inequality) is enor­
mously stronger than any utility foundation on which it can be rested." 
One contemporary, and very influential attempt to provide a non­
utilitarian case for equality has been developed by John Rawls. 

Rawls's general idea ( 1971 ,  303) is that "all social primary goods 
- liberty and opportunity, income and wealth, and the bases of self­
respect - are to be distributed equally unless an unequal distribution 
of any or all of these goods is to the advantage of the least favoured." 
This general specification needs to be made more precise, for there 
may be conflicts. What should we do if an unequal distribution of 
liberty increases everyone's income? Or if an unequal distribution of 
income raises everyone's income but lessens the opportunity for ad­
vancement for those at the bottom? Rawls's reply (302) is to set up 
a priority system: 

First principle - Each person is to have an equal right to the most ex­
tensive total system of equal basic liberties compatible with a similar 

system of liberty for all. 

Second principle - Social and economic inequalities are to be arranged 

so that they are both: 

a) to the greatest benefit of the least advantaged, and 

b) attached to offices and positions open to all under conditions of 

fair equality of opportunity. 

These principles are ranked in order: the first takes priority over 
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the second (so that liberty can be restricted only for the sake of liberty, 
and not for economic advantages); the second takes priority over 
securing economic efficiency; and equality of opportunity itself takes 
priority over the "difference principle (2a)." 

The priority rules mark this as a liberal kind of egalitarianism: one 
that prohibits restricting basic liberties (such as freedom of expression 
or association) even if to do so would make a society wealthier. And 
it is not the most stringent form of egalitarianism that we might 
imagine, for it does not rule out every inequality in income. It rules 
out only those inequalities that do not benefit the worst off. If a certain 
inequality does benefit them (say, by providing fair incentives to greater 
productivity), then it must be permitted, for to eliminate it would 
make the badly off even worse off. 

Because of the limits on its egalitarianism, this is sometimes, wrongly, 
described as a "trickle-down" theory of justice, one that endorses any 
sort of disparities in economic resources provided that they result 
only in some sort of benefits for the badly off. Nothing could be 
farther from the truth. Rawls's theory does not permit an inequality 
merely on the ground that it has some, however slight, benefit to the 
poor. It requires the much more stringent condition that the inequality 
maximizes the position of the badly off. An equality that produces a 
slight benefit to the poor and enormous advantages to the well-off 
would be prohibited if a feasible arrangement without that inequality 
makes the poor even better off, notwithstanding that it comes at the 
expense of the enormous advantages to the well-off. Modest though 
it may seem to the radical egalitarian, the Rawlsian view is, in our 
circumstances, a fairly demanding one. 

Rawls's argument for these principles is complex and controversial. 
It has two thrusts. First, it appeals to our intuitive notion that it is 
unfair for individuals to be disadvantaged by social circumstances or 
natural talents for which they are not responsible. Second, Rawls 
thinks that these principles are such that people who were deciding 
in advance about the rules of justice to govern their society would 
agree to them if they wanted to do well for themselves but did not 
know where they would end up on the social ladder. The difference 
principle, in particular, may be seen as a kind of insurance against 
ending up at the bottom, for it guarantees that the b6ttom is as high 
as it can be. 

This gives a more direct and robus\ justification of redistributive 
taxation than do the other theories considered here. In the libertarian 
view, redistribution is permissible as a matter of rectification; for the 
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utilitarian, it is a means to maximizing the general welfare; but for 
the liberal egalitarian, it is a direct requirement of justice itself. 

It is not possible to scrutinize these principles further here, nor is 
doing so necessary for our present purposes. For we have seen enough 
to establish one, perhaps surprising, conclusion. I began by noticing 
that such terms as "equity," "fairness," and "justice" are essentially 
contested concepts subject to deep disagreement about values. Al­
though we have found no reason to revise that view, it is also inter­
esting that prominent theories from the right to the left of the political 
spectrum can all give principled reasons for endorsing a system of 
redistributive taxation. As accounts of distributive equity, they pro­
vide what was missing from the interstitial approach. They suggest 
that policy makers who endorse an ability-to-pay approach to taxation 
should be able to communicate to the public plausible justifications 
for the policy rather than providing them with arbitrary definitions. 
On a variety of grounds, it can be argued that fairly sharing the bur­
den of the state is a matter of justice and not socially organized 
charity. 

Conclusion 

Fair taxation, I have suggested, is a tax regime that is substantively 
just. This cannot be understood through the "interstitial" model of 
equity, according to which tax fairness is about consistent treatment 
of likes, and appropriately different treatment of unlikes. We need 
criteria of relevance that can be derived only from principles of dis­
tributive justice. The power of the interstitial model is great, however, 
and often leads policy makers to try to reason as if they were adju­
dicators, attempting fairly to apply rules someone else had laid down. 
But when one's task is to lay down or reform the rules themselves, 
this cannot work. 

What is needed is an open and direct assessment of the justice of 
redistribution. This is a difficult and value-charged matter, and there 
are competing theories. But I think it significant that influential con­
temporary theories of justice, whether of the right, centre, or left, 
endorse significant redistribution of economic resources. Indeed, I 
think it very likely, though I will not argue the point here, that they 
all endorse more redistribution than our tax system actually provides. 
It is true that they differ in nature and in rationale. But there is a 
quite astonishing degree of practical consensus from what are oth­
erwise competing, abstract theories. 
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Notes 

The first draft of this paper was prepared for the Ontario Fair Tax Com­

mission and completed in February 1992. I have profited from the com­

ments of Allan Maslove and Leo Panitch on an earlier draft of this paper. 

1 See, for example, Williams ( 1 962) and Vlastos ( 1 984). 

2 Cf. Mcintyre ( 1 988). 

3 See Lyons ( 1 973). 
4 Westen ( 1 982) has criticized certain notions of "equality" in law along 

these lines. Cf. Barry ( 1 965, 1 52): "The principle of equity is that equals 

should be treated equally, and unequals unequally. If the principle is 

taken to include within itself criteria for determining what makes people 

"equal" and what makes them "unequal,'' then it swallows all other 

comparative distributive principles." 

5 See Lyons (1981) .  

6 See, especially, Smart and Williams (1973). 
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4 Equitable and Fair 

Widening the Circle 1 

A .  M A R GU ERITE C A S S I N  

This paper explores how to think about fairness in relation to taxation. 
It seeks to make a paradigm shift, moving away from assuming the 
rationality and neutrality of the disciplines involved in creating the 
theory and practice of tax. Instead it argues for investigating tax prac­
tices and associated discourse as a social organization. I use feminist 
method and scholarship to problematize rationality and neutrality and 
argue that we need to seek fairness in relation to the everyday realities 
of people's lives . 

Tax: The Technical Is Political 

As an everyday matter tax is viewed as political, inevitable, and a 
matter beyond the control of ordinary people. Rather than accept this 
observation as self-explanatory, I want to explore how tax is, at the 
same time, both political - that is, within the domain of social action 
- and objectified - that is, beyond the control of everyday life. In this 
section of the paper I explore two ways of seeing tax as political. First, 
I review the argument offered by Murray Dobbin as an example of 
how tax is analysed as a site of political struggle in which individuals 
and groups forward their interests. Second, I introduce a discussion 
of how the technical and professional practices of creating tax are 
also a matter of social practice. 

In certain contexts, tax is understood as a political matter. Murray 
Dobbin, in a program for CBC "Ideas" titled "Tax: The Second Cer­
tainty" (April 1 992), makes explicit the political and power-based 
character of taxation.2 He documents the opposition of wealthy in-
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dividuals and business corporations to progressive or fair-tax reform 
in the cases of the Carter Commission and the Benson and Mac­
Eachern budgets. This opposition has included capital and investment 
strikes. The major consequence of these forms of political opposition 
has been that tax changes are now proposed publicly only after they 
have been vetted and given support by the tax community. Dobbin 
and others point out that the tax community is largely composed of 
lawyers, accountants, and economists whose practices and positions 
are founded in work for wealthy individuals and business corpora­
tions. This situates the technical professional domain of tax within a 
circle of influence in which professionals who earn their living by 
representing wealthy individuals and business corporations vet and 
sanction tax changes. 

As it turns out, when the tax community calls for tax reform, which 
it has done for more than two decades in Canada, it is not asking for 
more progressive taxation, which would take the form of closing loop­
holes, abandoning regressive tax incentives, and focusing tax on per­
sonal and corporate income. Dobbin argues that this is true in spite 
of a general acknowledgement that it has been evident for three dec­
ades that the unfairness of the tax system is one of the most pressing 
issues affecting economic activity. Instead, the tax community (and 
the business community, led by the Business Council on National 
Issues) supports and has been lobbying for reform that creates a "level 
playing-field" for business in relation to the United States. This tax 
reform, Dobbin argues, which is now well under way with the Mul­
roney government, involves increasing the rate and magnitude of the 
shift of the tax burden onto middle- and low-income Canadians, re­
ducing tax on wealthy individuals and creating a tax climate that 
supports and enhances free trade with the United States. The overall 
consequence is that capital becomes more mobile and less accessible 
to existing forms of taxation. 

Dobbin argues that the politics of taxation in Canada is organized 
to favour wealthy individuals and business corporations who, essen­
tially, have shown themselves unwilling to pay taxes and who have 
the power to set the agenda in terms of tax. This, Dobbin argues, is 
the basis of the unfairness of the tax system. Panitch broadens this 
view as he explores the general nature of the politics of taxation in 
his paper in this volume. He begins by recognizing that unfair taxes 
have persisted transnationally in the face of knowledge, ideology, 
and government commitment. 

These discussions of tax and economic and social interests are im-
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portant. They demonstrate that tax issues are vital to all citizens. 
However, beyond objecting to the amount of tax they pay, it appears 
that ordinary citizens have little to say about tax questions and are 
powerless and often inactive in the face of tax changes.3  In this con­
text, tax appears to be a matter of fact, entirely self-evident. So we 
come to an interesting disjuncture. On the one hand, tax is obviously 
political and a matter subject to competing interests; on the other 
hand, it seems that tax is a self-evident factual matter that is difficult 
to debate. 

How can these two "hands" be part of the same social world? How 
can tax be both political and "factual" at the same time? I believe 
that investigating this question leads us to examine the social practices 
that create the factual properties of tax. These are the creation of the 
professional and technical organization of tax, the foundations for 
which are found within the disciplines of accounting, law, and eco­
nomics. 

Law, accounting, and economics in the area of tax are concerned 
with two basic questions: Who will pay? How and on what basis will 
they pay? These are matters which within these disciplines are seen 
as separate from politics. In her outstanding study of women and tax, 
Kathleen Lahey ( 1 988b, i) cites a tax specialist who commented on 
his own experience of receiving his training in tax: "I could not un­
derstand how people could ignore the politics of the tax system. It 
was difficult for me to sit through my classes knowing that off campus, 
people were eating garbage." The account identifies a key dimension 
of how tax is constructed as a specialization and as a practice. Tax is 
separated from politics and power, and ultimately from people, by 
creating the study and practice of tax as a technical activity, engaged 
in largely by accountants, lawyers, and economists . 

We are habituated to technical practices both as forms of knowledge 
and as modes of organization in our society (Hacker 1 990; Franklin 
1 991 ;  Smith 1 990a; Cassin 1 990). Technical matters are exhibited as 
science, technology, and management/ administration . Technical 
matters appear to be factual and commonsensical, and at the same 
time require highly specialized knowledge to create, explain, and de­
sign. Technical matters may use commonsense language, but at the 
same time the lexicon is technical and specialized. 

Tax is technical in keeping with the general pattern. It is a legal, 
professional, and administrative matter that is the purview of ac­
countants, lawyers, and economists. Our forms of tax rely upon mon­
etary social organization, that is, upon organizing relationships among 
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people through quantitative and ultimately money-based equiva­
lence. The objects of tax are wealth, income, and consumption. Tax 
is primarily thought about in terms of units of taxation, quantity, and 
effects on economic activity. 

The technical character of tax makes people disappear; they are not 
present in the institutional domain of tax . The messiness of people's 
lives and interests do not exist within tax in its technical form. The 
realities of everyday /night life appear as idiosyncratic in the face of 
tax technology. Instead tax is "grounded" by behavioural assumptions 
about people, formulated primarily within economics. Ordinary cit­
izens can participate in discussion only on the grounds established 
through tax categories; any other basis seems· externalized - off the 
wall. 

Feminist scholarship has problematized and investigated this sep­
aration between everyday life and the forms of institutional organi­
zation. Women have faced inequality in their everyday lives, and at 
the same time it has seemed that this had nothing to do with the 
public world of politics, economy, and civil society. Feminist schol­
arship has developed methods with which to investigate the technical, 
professional, managerial, legal, and rational practices through which 
our society is ruled. 

Beginning from women's silence, demoralization, and low self­
esteem; our absence (as women) from politics, professions, business, 
art, literature, and the sites where knowledge is created; our con­
tainment in "female" occupations and professions; the lack of rec­
ognition for women's non-waged contributions to family and public 
life; and the psychological, psychiatric, medical, philosophical, and 
political characterizations of women as separate from and intellec­
tually and rationally inadequate in comparison with men, feminist 
scholars have discovered, formulated, and analysed women's social 
inequality. This scholarship has offered a contribution to social 
action. 

These discoveries about the relation of everyday realities and the 
associated research epistemology and method help us understand the 
properties of contemporary institutional organization. These discov­
eries suggest that both the absence of people within the categories 
and constructs of tax and the professional ground as the basis for the 
discussion of tax are political expressions of how tax is organized. 
There is an intimate connection between tax and people eating gar­
bage. However, this connection is expressed politically in a separation 
between tax and poverty. 
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Women and Tax: The Everyday World as Problematic4 

In this section, I show how feminist methods and discoveries are being 
used to investigate the relation of women and tax and to illuminate 
tax practices themselves. The purpose of the discussion is method­
ological. It is not intended to review all the arguments and discussions 
about women and tax. Rather, it shows how feminists have worked 
from everyday experience to raise questions about apparently neutral 
scholarly concepts and institutional practices. 

Women are poor and dependent. The work women do for pay earns 
them only a portion of what men earn for the work they do for pay. 
Much of the work women do is not paid. Women's work does not 
give them access to holding positions of authority and power in our 
society. Women do not create the knowledge that is used to organize 
and govern our society. These are everyday realities for women. Given 
women's circumstance in the economy, one might expect that women 
would pay less tax than men and have more services available through 
government expenditures. 

Lahey ( 1988b) conducted a review of the 1 9 85 tax year in which 
she assembles a review of the facts. She summarizes the tax situation 
for women: "Women in Canada are overtaxed, relative to men. There 
are several ways to express this over taxation. One way is to express 
all taxes paid by women and men as a percentage of their shares of 
money incomes: on this measure, women pay 45.6 percent of their 
incomes as taxes, while men pay only 30 percent. Another way is to 
calculate women's and men's shares of all after tax incomes: even 
though they started out with only 32 percent of all incomes, women 
receive only 26.8 percent of all after tax money incomes, while men's 
share is 73.2 percent (2-3; cf. tables on 1 95, 1 98, and 200).5 

Feminists are showing that tax is a problem for women. Using 
discoveries from feminist method and analysis, scholars have ap­
proached tax in relation to women's realities. We are seeing the for­
mulation of a three-dimensional examination: a gathering of facts6 
about women and tax, an investigation of the concepts and practices 
of tax in view of the everyday realities of women's lives, and a con­
sideration of how the facts represent and are part of the concepts and 
practices that concert and order social relations among men and 
women. 

A preliminary examination of the orthodox tax literature displays 
an absence of consideration of the topic in relation to women. This 
absence is an expression of how both the literature and tax practices 
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themselves are put together. Feminists began considering the relation 
of women to tax in Canada under the Royal Commission on the Status 
of Women (1970) through a report that used an orthodox framework. 

Since then, women's organizations have brought a number of tax 
issues forward for consideration. In various ways, the issues raised 
by women have tried to introduce the realities of women's lives into 
tax theories and practices. They have focused on issues of children, 
marital relations, and family. This focus is the consequence of both 
the importance of these relationships to women and the issues created 
by the tax system itself. Lahey (1 988a, 6) points out that "A number 
of specific provisions of the Income Tax Act apply such blatantly sexist 
stereotypes or have such obviously disparate impact on women that 
they can be considered to discriminate against women. These are the 
structure of the spousal credit, the transferable credits for dependent 
spouses, the alimony and child support provisions and the provisions 
relating to children, including the childcare expense deduction."  

A key issue in feminist scholarship has been the discovery that 
women are uniformly absent as the subject of scholarly investigation? 
This absence can be attributed, presumably, to the assumption that 
investigation of the species has included women. As research has 
variously tried to include women, a "peculiar eclipsing"8 has been 
encountered; women and their realities disappear in the face of gen­
eral theoretical frameworks, methodological practices, and orthodox­
ies of objectivity in the disciplines. Further investigation has led to 
the discovery that men, in making the scholarly disciplines, have 
taken up their interests, realities, and social location. Men have sit­
uated themselves in and occupy the general, the neutral, objective 
ground (of science). 

The implication of men's dominance over scientific topic and in­
vestigation is that women are silenced by scientific objectivity. The 
knowledge of sciencejsocial science central to the creation of our 
social order is and has been created by and for men. Where women 
have participated, it has been within the strict boundaries of the or­
thodoxies of topic and tenets of objectivity. These discoveries about 
orthodox science and social science have opened the epistemological 
horizons, methods of investigation, and foundation of objectivity itself 
to investigation. In this way, objectivity has become a subject for 
investigation in feminist scholarship.9 The result has been the begin­
ning of the making of feminist method, pedagogy, epistemology, on­
tology, and knowledge in its own right in relation to many disciplines. 

The tax practices identified by Lahey have been and are being 
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challenged by the picture of women's inequality that has been built 
up through feminist scholarship on the family. Sociology and an­
thropology have been leading disciplines in which family has been 
researched and theorized. The central tenet of orthodox sociological 
thinking has been the assumption of a nuclear, hierarchical, patriar­
chal family as the universal form of family at the core of civilized 
society (Goode 1 982; Hale 1 990). This view of the family is made 
from the position of the male head of household and contemporary 
patriarchy. It is ahistorical and has always stood in opposition to 
empirical anthropological findings. Nevertheless, this view has an­
chored assumptions about procreation, socialization, residence pat­
terns, and the economic order of families (Hale 1 990) and has heavily 
influenced social policy. Examination of tax practices in relation to 
the family reveals that just such assumptions about the family are at 
the heart of income tax provisions (Lahey 1 988b). 

Feminist sociology has addressed itself to the character and practical 
and social organization of family. In particular, Margrit Eichler ( 1 988) 
has shown the orthodoxy of family sociology to have no empirical 
ground in the everyday organization and conduct of families. On the 
basis of an ongoing examination of family organization, she critiques 
the dominant sociological paradigm and creates a study of the social 
organization of families. She has identified and described the various 
arrangements in which families are constituted. Eichler's work shows 
that nuclear family-based assumptions of residence, socialization, and 
economic cooperation do not empirically specify and therefore do not 
adequately generalize contemporary Canadian families. 

By examining the situation of children, men, and women, Eichler 
has made an important contribution that has the capacity both to 
critique existing policy and programs and to offer direction for revision 
in social, economic, and tax policy and practices. When the tax prac­
tices of the transferable credits of dependent spouses; alimony and 
child-support provisions; and the provisions relating to children, in­
cluding the child care-expense deduction are examined in light of the 
realities of family organization provided by Eichler's work, we can 
see that these practices do not address the realities of the lives of 
men, women, and children. 1 0 Instead, tax categories, which create 
the "terrain for tax," begin in male-based assumptions about the struc­
ture of the family, the power relations in families, and the character 
of family organization and men's need for protection from "gold­
bricking" wives. 1 1  The tax categories create an apparently neutral 
domain since they apply the same criteria to all families. At the same 
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time, the tax practices created intensify the inequality of women and 
the privilege of men, which is already structured by low pay, sex 
segregation in the labour force, and household and child work. 

The problems in the tax system for women should not be seen to 
be confined to salaried income. Beth Symes has brought an action in 
response to the denial of allowance of the expenses of a nanny for 
her children as a tax-deductible business expense by Revenue Can­
ada. 1 2 The case makes use of scholarship on women and entrepre­
neurship, which finds that women are starting their own businesses 
to seek independence, advancement, and recognition, and to accom­
modate work and family responsibilities . 13  It is obvious to women 
that they cannot undertake demanding careers (with long and un­
predictable hours) and have children, without the work of additional 
people (normally women) and institutions (child-care facilities). In 
view of what counts as business expenses, the denial of these expenses 
seems anomalous. It also offers insight into the assumptions that 
underpin the allowance of business expenses. 14  

The discussions of tax in the feminist movement and in feminist 
scholarship have opened important debates on issues of women and 
tax. For example, there is a debate about whether a child care-expense 
deduction is the proper mode in which to provide for the care of 
children whose parents work in the labour force. Many feminist or­
ganizations advocate a publicly funded nati�mal child-care program 
that would ensure adequate care for children from all economic and 
social backgrounds and would be paid for by all Canadians. Questions 
are being raised about the propriety of the tax arrangements for

. 
child 

support, which treat the funds as income to the adult - normally a 
woman - in receipt of the payments. An alternative view suggests 
that this offers an income-splitting benefit to separated or divorced 
couples. 

Important advances in the critique of tax policy in relation to women 
have been made by presenting the everyday family lives of women 
as the basis of a critique of tax policy. These considerations of women 
and tax are characterized by the way in which they note defects in 
or problems for women in tax policy and propose alterations in tax 
practices. At the same time, they offer a window into the social as­
sumptions that underlie the tax practices. 

Kathleen Lahey ( 1988b) has begun the process of making a sys­
tematic critique of tax that incorporates the thinking in the emerging 
body of feminist scholarship on work, family, law, and political econ­
omy. She offers a remarkable examination of women and tax in a 
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study that develops a "feminist approach to tax law and economic 
policy" ( 1 988b, 1 ) .  Her study offers an examination of women and 
tax that takes into consideration both feminist theory and analysis, 
and economic, social, and tax policy and practices. It explores women 
and tax in relation to poverty, work, tax types, and tax reform. Lahey 
( 1 988b, iv) reflects upon how she began her work and the first con­
siderations: "Like most women who specialize in income taxation, I 
first became interested in the topic while thinking about the grand 
sweeping tax policy controversies of this century, such as the proper 
definition of the tax base (should housewives' "imputed income" be 
included in their taxable income?), the tax unit (should husbands and 
wives be treated as a marital unit or as individuals?), the rate structure 
(are the inequities that result from a progressive rate structure which 
is riddled with exemptions and deductions justified?) ."  As she ex­
plored tax, she began to consider it in relation to her own experience 
and the general condition of women. This offered her insight into 
orthodox analysis of tax policy and women: "I  . . .  realized ·that when 
tax policy analysts focus their inquiries on 'goldbricking' wives and 
the economic advantages of cohabitation for women, they are not 
talking about the world that most women live in" (ibid). Her work 
is situated quite differently: "it is out of the struggle to explain why 
women who live in Toronto might ever have to think about eating 
garbage - let alone actually do it - that I have approached this project 
in the way I have: an approach that is grounded in the realities of 
women's poverty and dispossession, articulated as a critique of both 
political economy and income tax theory, and aimed at integrating 
women's concerns into the income tax policy formation process" (iii) .  

As  feminist scholars in  sociology and anthropology have explored 
their disciplines, the relation of women's poverty to paid work has 
been uncovered. Orthodox sociological conceptions of work have been 
rooted in male relations to paid work. Until recently, therefore, work 
has been studied as paid work. As long as this orthodoxy was main­
tained, the family was treated as an institution of socialization, and 
gender was not seen as relevant to work. 

From the social location of women, work is a continuum from paid 
work in the economy to unpaid work undertaken for children and 
husbands. The phenomenon of women working both in the labour 
force and in the home has been formulated as a double day of labour 
(Benston 1974). This brings the family into view as a workplace for 
women. The work involves an extended work organization of phys­
ical, emotional, psychological, spiritual, and managerial work (Luxton 
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1 980; Oakley 1974; Smith 1 987). Moreover, the restricted locations 
of women in paid work and the minimized value of their work are 
illuminated by examining the relation of house-based work and paid 
work (Armstrong 1 9 74; Armstrong and Armstrong 1 984). So we can 
see a pattern of inequality organized in relation to the valuation of 
the labour of love women do in families and the oppression displayed 
by their situation in the labour force. 

The observation of women's work as being both paid and unpaid 
offers a window into the conception and social organization of the 
economy. The work women do for their families, while unpaid, is 
relied upon by both men and children. Women's work in the home 
is relied upon by the school (Manicom 1 988; Griffith 1 984; Griffith 
and Smith 1 985, Smith 1 987), and, more generally, the practices of 
child-rearing are relied upon to socialize a new generation of workers 
(Burstyn and Smith 1 985). For men, women's work in the home and 
in personal relationships provides the base from which they do paid 
work. When this line of thinking is pursued, it becomes clear that 
employers, and indeed .the relations of capital itself, rely upon the 
work of women as a basis for the conduct of commercial relations. 

The unpaid work of women should not be seen to be confined to 
domesticity. Waring ( 1 988) documents the wide array of work women 
do (in growing food and making goods) that is unacknowledged in 
national income accounting but, provides real and necessary contri­
butions to the lives of their husbands, children, and countries. We 
might test this by asking: If women's unpaid work did not exist, would 
the economy - indeed, the species - exist? The answer is, of course, 
they would not. These observations bring us to the inescapable con­
clusion that the "market" economy depends upon unpaid work of 
women; moreover, women's unpaid work is appropriated to the econ­
omy, and ultimately to men. 

Lahey recognizes that our existing economic organization presup­
poses men's appropriation of women's unpaid labour. She shows that 
the tax system contributes to, supports, and enforces this appropri­
ation of women's paid labour to men ( 1 988b, 3): 

The difference in women's shares of pretax and aftertax incomes is due 

to the impact of the total tax structure. This measure shows that while 

the total tax structure adds to women's poverty, it actually increases 

men's total share of incomes. On a third measure, women are overtaxed 

by 20 percent in the indirect tax system (sales, property, gasoline and 

excise taxes) and by 4 percent in the income tax system. Although the 
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income tax structure is said to moderate the admittedly regressive in­

cidence of indirect taxation, both systems actually tax women regres­

sively and both systems add to the overtaxation of women. 

She goes on to illustrate the way in which women come to pay 52 
per cent of all indirect taxes and are overtaxed, as compared with 
men, within the income categories of the income tax. Moreover, Lahey 
contends that "recent tax reforms intensify the overtaxation and re­
gressive taxation of women" (5-7). 

The organization of tax supports and enhances a .property relation 
in which men own and dispose of the vast majority of property (Lahey 
1 988b, 45-52) .  In a society where social will is embedded in property, 
this issue is critical. Lahey raises questions about the assumptions of 
family and individual on which tax practices are based, and on which 
new proposals are being developed (53-71) .  She reviews and recon­
siders critiques of tax-policy analysis: "Women's critiques of main­
stream tax policy analysis have challenged it on three levels: the 
assumptions that shape the conceptual terrain of tax policy analysis; 
the ways those assumptions have affected 'scientific' inquiries into 
the effects of taxation; the importance that is attached to women and 
women's concerns in the policy formation process" ( 1 988b, 289). Here 
we see that the conceptions of both tax and the social organization 
being taxed are askew in relation to the realities of women's lives. 
Tax reform has been based upon both poor analysis and inadequate 
grasp of the relation of tax and everyday realities. 

What, then, can we make of these considerations of tax and wom­
en's everyday realities? The conceptions of tax are not neutral for 
women. Women's inequality is visible in relation to access to jobs 
and the pay they receive for the work they do in the economy. This 
inequality is intensified when the disproportionate financial and 
unpaid-work responsibility women bear in relation to household and 
children is considered. Tax policies take into consideration the social 
world from the location of men. As such, tax is part of constructing 
the patriarchal relations of inequality. 

Women, Tax, and the Regime of Rationality 

The focus on wealth, income, and consumption as the objects for tax 
theory and practice appears to create a neutral domain, external to 
people and therefore to the inequalities of gender, race, class and 
disability, environmental considerations, and other lived realities. Tax 
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theory and its objects are the product of rational theorizing that sit­
uates tax within the domain of science and rational administration 
rather than within the domain of speculation or subjectivity. In this 
section I review the current feminist discussions of rationality and 
neutrality. These discussions investigate both rationality and neu­
trality as a social construction. The point of the section is to introduce 
the idea that rational constructs are gendered and have had a part in 
subordinating women to men in society. This idea raises the need for 
the investigation of social-organization tax theory and practices. This 
discussion does not suggest that there cannot be rational constructs 
that promote equality. It simply points out that existing practices have 
been found to be part of creating women's inequality. 

Seen as a social organization, rationality has been a central construct 
in ordering and forming our knowledge, including, of course, the 
formulations on which tax policy is based. As feminist scholarship 
has shown us, women have been excluded from participating in cre­
ating rational knowledge. Our silence as women is a consequence of 
this exclusion. 

At the most general level, feminist scholars have addressed wom­
en's externalization from making knowledge and the bifurcated at­
tribution of characteristics to men and women so that women seem 
unsuited to and incapable of sustained participation in the creation 
of intellectual work (Smith 1 992). Women an<:! things feminine are 
seen to threaten rational knowledge itself (Hacker 1 990). Feminists 
have examined the making of knowledge and, in particular, the mak­
ing of sciencejsocial science. Women's absence from making knowl­
edge has many dimensions. Historical work has shown that women 
have created and contributed to the creation of knowledge, and these 
contributions have been appropriated by and attributed to men (Hard­
ing 1986; Keller 1985; Smith 1987, 1 990b). We have also learned that 
women's "traditional" knowledge has been actively repressed. When 
women have attempted to participate in the creation of rational/ 
scientific knowledge, they have been subject to an extended practice 
of externalization and marginalization that continues in the present 
(Harding 1 986; Keller 1 985; Smith 1 987, 1 990b) . 

Women's exclusion and silence have been explored in relation to 
the foundational precepts - the individual, equality, and community 
- that underpin the state, civil society, and the rule of law in our 
society, as theorized by the British empiricists. Investigations by fem­
inist legal scholars have shown that women were not included in this 
historical conception of the individual (MacKinnon 1 987; Lahey 1 987, 
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1 988b). Moreover, the individual (man) envisaged by Hobbes, Locke, 
Kant et al. was a man of comm erce - if you will, a commercial man . 
In practical terms, the rule of law and the accompanying body of legal 
precedent have been created without consideration for or knowledge 
of the circumstances of women. In this respect, it stands as partial. 

The universality and inclusiveness characteristic of the liberal dem­
ocratic state have been fashioned on the basis of men's experience 
and knowledge of themselves, women, and the social and physical 
world. This universality and inclusiveness of law and the state are 
created by and for men, but of course women are and have been 
subject to it. Lahey ( 1988b, 3-4) formulates the consequences of these 
conceptions and the project of women's legal theory: "Law cannot 
be said to be the sole cause of women's disadvantaged status. None­
theless, laws and legal processes operate powerfully to define the 
terms of women's oppression and therefore to form part of the ma­
terial base of that oppression. A feminist theory of women and the 
law is thus about the ways in which law reflects and reinforces the 
social economic and political structures that surround subject women 
in patriarchal cultures ." 

The existence of man-made law has broad consequences. Mary 
Eberts ( 1 986, 1 99 1 )  has discussed how, in her legal practice, she dis­
covered that facts about women's lives are not warrantable, and there­
fore not easily entered into legal evidence. She points to how this 
problem of acceptable evidence displays the practice of the exclusion 
of women's realities from the body of law, and, at the same time, 
opens a strategy for change. Feminist lawyers and legal theorists have 
been using the work of feminist scholars from other fields and their 
own research and legal practice to discover and introduce women's 
realities to legal theory and the courts (cf. Berger 1980; Boyle and 
Noonan 1986; Eberts 1985a, 1 985b; Gallighar 1987; Gavigan 1986; 
Mossman 1 986; O'Brien and Mcintyre 1986; Sheehy 1987; Symes 
1 987). 15 

The most systematic effort to bring women's realities before the 
courts and into the body of law has been undertaken by the Women's 
Legal Education and Action Fund (LEAF). Razack ( 1 990) has charac­
terized LEAF as working with the rights framework .to introduce a wide 
range of issues of women's inequality with the hope of opening up 
and broadening legal concepts themselves. The point is to create and 
expand legal concepts that take into account the realities of men's 
and women's lives and that can consider the inequality of women, 
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and, in contrast, the relative privilege of men. 16  The interpretation 
and definition of equality are the focus of LEAF's work. 17 

The interrogation of women's silence and exclusion has opened a 
feminist critique of law and legal practice. It has begun the creation 
of a feminist jurisprudence and body of legal knowledge that seek to 
"widen the circle" of legal concepts to include the realities of women's 
lives. Similar developments are taking place in other disciplines and 
sites where knowledge is made in our society, as feminists explore 
the realities of women's lives. As this is developed, we can question 
the sex-typing of forms of social behaviour and therefore the forms 
of exclusion on the basis of it. 

Dorothy Smith ( 1992), in an important breakthrough, takes up the 
issue of sex-bifurcated characterizations in relation to rationality and 
ruling. She observes: "Ascribing characteristic types of behaviour to 
one sex or the other is the effect of a regime and not of nature" (21 1 ) .  
In  interrogating this issue, she offers a companion line of  analysis in 
the discussion of women's exclusion from the creation of knowledge. 
Smith examines women's exclusion as an active social process that 
is the product of ordering men's and women's relations through the 
regime of rationality: "The notion of a regime is that of an order 
imposed and regulated. Using the notion of a regime of rationality 
takes us beyond rationality as a mode of thinking and discourse or 
as a paradigm for ordering the relation of thought and action. The 
regime of rationality shifts attention from rationality as ideas, con­
cepts, methods in general to rationality as a social order, as social 
organization concerting the activities of actual individuals. And hence 
among other matters as ordering relations among men and women" 
(208) . 

She argues that women's exclusion from making knowledge, 
through the regime of rationality, has, at its base, irrationality. Rather 
than working to admit men and women to the realm of ideas on the 
basis of logic, it secures the privilege of masculinity and the subor­
dination of femininity. 

If we see rationality as an active process of ordering relations be­
tween men and women, we can then see how to examine further the 
technical practices involved in tax. In this respect, tax is a regime in 
the same sense that rationality is. To paraphrase Smith: tax is a social 
order; a social organization concerting the activities of actual indi­
viduals. It orders, among other things, the relations among men and 
women. An examination of tax as a regime would yield an analysis 
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of how it orders such relations, with the resulting tax effects described 
by Lahey. 

The briefest examination of the accounting and economics literature 
displays that gender relations are assumed. Indeed, tax is focused 
upon ordering (legal) individuals within and in relation to commer­
cial/ economic relations. The rational technical categories of wealth, 
income, and consumption define the domain of tax. These locate the 
issues of concern in tax research, conceptualization, and organization. 

In ·seeing tax as a regime for ordering the relations of individuals 
in view of commercial/economic relations, it becomes clear that social 
considerations are taken up within this context and not as matters 
with their own integrity. This situation is displayed by taking �p 
·everyday matters and exploring them in relation to tax. Everyday 
realities, in all their particularities, appear anomalous in the context 
of tax; they appear to introduce irrational externalities. 

As we raise questions about tax from the everyday realities of women 
and from the analysis of inequality, we can see that gender relations 
are critical in tax policy, and more generally in our social order. Wom­
en's inequality both depends upon and is organized in the regime of 
tax. Moreover, by opening up tax to these questions we raise more 
than gender issues. We raise the issue of the reality the regime of tax 
is part of constructing and organizing, and dependent upon. The an­
swer lies, in part, in an examination of how power and authority are 
organized and practised in society. 

· 

We learn from feminist analysis to examine foundational institu­
tional principles from the realities of women's lives. We discover that 
the knowledge we have of our social and physical world has been 
developed and organized by and for men and is constituted as the 
domain of the objective, general, and neutral. Finally, the· relations 
among individuals are expressed in ideas. We can then examine dis­
ciplines not only for their concepts and methods, but for how their 
ideas are active in creating the existing social order. In this respect, 
rationality can be seen to be a regime and can be examined to de­
termine how it is used to organize relations between men and women. 
Tax, embedded as it is in the technical domain of rationality, can be 
examined to determine how it orders relations among people. 

Conceptual Practices of Power 18 

In this section, I introduce a discussion of how the neutrality and 
rationality of tax is organized practically and empirically. I point to 
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how practices o f  textual communication are organized to construct a 
reality that forms the basis for administration. This reality is the basis 
for the exercise of power. 

The technical character of tax is a barrier to empirical investigation 
of the contribution of the tax discourse to the relation of tax, politics, 
and power when it is treated as neutral and factual. In our society, 
we have generally embedded technical practices into bureaucratic and 
organizational forms. The institutional and organizational ground for 
tax laid down by legal, economic, and accounting discourse is embed­
ded in rationality, logic, and routine managerial practices. These ere­
ate a seamless technical practice - a tax technology . 1 9  The notion of 
a tax technology formulates the way tax is conducted in an admin­
istrative terrain. The topics of tax are transpersonal and extralocal. 
They are not formed in or held by the contexts of the loca_l, particular 
places in which we live out our lives, although, of course, they reach 
into and order those realities. Tax and tax administration appear to 
be equally applied and neutrally conceived. This conception is equated 
with political and social neutrality and equality. These aspects of 
organization are constructed in particular ways. 

From an initial examination of women and tax we encounter an 
anomaly. From the social location of women, tax contributes to wom­
en's inequality. At the same time, tax is authoritatively conceptual­
ized, constructed, ordered, and administered as neutral and uniform. 
How can these matters be true at the same time? 

The regime of tax operates to organize relations among people 
through the routine practices in which power is organized in our 
society. Power is organized through concepts that stand as reality 
(Smith 1 990b). We can see this clearly in the previous discussion of 
feminist explorations of the concepts of the individual and equality. 
Here, although the concepts of the individual and equality can be 
shown to be concerned with men only, they are treated as a universal 
truth and reality in both law and organization. 

In our world, the conceptually ordered exercise of power depends 
upon text-based practices of communication and organization. Smith 
( 1 992) puts it this way: 

Contemporary society is marked by its dependence on a certain class of 

communicative acts that are accorded the social capacity of standing in 

for, or functioning as, an actuality. They may or may not be "represen­

tational" in the sense of claiming to reproduce or picture in some way 

an original state of affairs.· But whether they are representational or 
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otherwise, they constitute a "virtual reality", that is a form of works, or 

images or numbers that can be treated as if it were the reality it stands 

in for - that is (a) as independent of the subjectivity /consciousness of 

any particular individual and (b) as a field or arena that is shared by 

members or participants as a basis for action, referenced by them as 

known in common for all practical purposes. (1 ;  emphasis added) 

Both the neutrality of the tax system and the way in which it con­
certs relations among people to create a social order (operates as a 
regime) depend upon and are constituted in practices that document 
a world authorized and known in common. 

This world known in common is not a representation of everyday 
realities. It is a world constructed through and in the concepts of 
economics, accounting, law, and business practices. The bases for the 
world known in common are to be found in the technical/rational 
foundations of tax: the definition of tax base, the tax unit, and the 
rate structure. These create a domain that is objectified. The practices 
of administration and management that implement tax are similarly 
ordered to create, in text, a uniform display of what has taken place. 

The text-based practices of organization and administration, known 
as management, are part of constituting the relations of tax, as are 
the professional practices of accountants, economists, and lawyers, 
including discussions like the one taking place in relation to fair tax 
in Ontario . The ubiquity of text-based practices of organization is 
rapidly being globalized and hence the creation of transpersonal, 
translocal, and transnational contexts for the exercise of power.20 

The neutrality and uniformity of tax practices are created intertex­
tually and aim at articulating individuals to the inherent necessities, 
realities, and laws of commercial relations. In tax, these relations are 
represented at the most general level by the conceptions of wealth, 
income, and consumption .  These conceptions themselves have their 
realities and are stabilized in extended institutional text-based prac­
tices of accounting, measurement, estimation, legal definition, and 
professional categorization. The regime of tax, at its core, constructs 
a virtual reality that is not tuned to experience, but to ideological 
structuring that will articulate tax to the actions and consequences, 
at the most general level, of capital and financial markets. It is here 
that the power nexus is located in rational, professional, and legal 
terms. The work before us is to pick apart these processes to recover 
the way they produce the social order we live as our reality. 
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I n  this section, I argue that equity and fairness are not the same thing. 
Equity is a notion that depends upon the orthodoxies of tax theory 
and the conceptual practices of rationality and neutrality that under­
pin tax administration. It does not address inequality, however much 
it may appear to be an improvement upon existing tax practices. 

Within the discourse on tax, equity can be seen to be an attempt 
to address the political character of tax. The conception of equity in 
relation to tax formulates and attempts to implement principles of 
uniformity and neutrality. It seeks to ensure that similar circumstances 
of wealth, income, and consumption are consistently and uniformly 
taxed. Equity is equated with fairness. 

When I was invited to prepare this paper for the Fair Tax Corn­
mission, several papers that considered equity in taxation were offered 
to us for consideration (Canada, Royal Commission on Taxation 1 966; 
Meade 1978; Musgrave 1987). These reveal that two general dimen­
sions of equity have been theorized in the public-finance literature. 
These dimensions are horizontal and vertical equity. The Fair Tax 
Commission (1992) has provided a useful summary of the positions 
in these papers. It formulates equity in the following manner: "Hor­
izontal equity requires that taxpayers in similar circumstances bear 
the same taxes; and vertical equity requires that those taxpayers in 
different circumstances bear appropriately different taxes" (1) .  

On first consideration, these statements appear quite straightfor­
ward and commonsensical. But they are not a description that con­
forms or connects directly to a lived reality. Instead, they formulate 
two principles intended to be made into or to become a reality. Within 
the tax disciplines, such a formulation is a technical task. It is assumed 
that the task involves translating principles into categories and def­
initions and, finally, into forms of administration that reach into peo­
ple's everyday lives so that equity is created. 

There are several dimensions in the process of creating equity. First, 
there are theoretical assumptions about the relation between the prin­
ciple, the creation of administrative forms (virtual reality), and peo­
ple's lives. Second, there are the assumptions about neutrality and 
equality. Finally, there are the social relations among people that are 
organized by this process. These are the issues I want to begin to 
address here. 

While the notions "taxpayers" and "similar circumstances" have 
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an apparent ordinary meaning, the matter is put to the test if we go 
out into the world to find the lived reality that corresponds to these 
terms. We might expect to find that taxpayers are people and com­
panies who pay taxes and that their similar circumstances would be 
self-evident. Such is not the case. These terms are, in fact, located 
within the technical realm of the tax disciplines. So, for example, 
three issues are raised in relation to creating horizontal equity: the 
discovery or definition of equal position, taxable units, and equal 
treatment (Ontario, Fair Tax Commission 1 992) and one issue in re­
lation to vertical equity, the rate structure. When we examine these 
issues, we find they involve making assumptions about individuals 
and how they behave in relation to commercial circumstances (earn­
ing/receiving and spending money) and family. The efficacy of equity 
in taxation is assumed to be founded on the veracity of these as­
sumptions. 

But "individuals" is a technical category. It includes those who are 
involved in commercial transactions - men and women who are in­
volved in selling their labour for money, owning property, and as­
sociated activities. Mor�over, individuals are not necessarily people; 
individuals are also business corporations in law. Tax is concerned 
with the commercial dimensions of individuals (how they get money 
and how much they get) and makes assumptions about the character 
of commercial relations (how they spend money). A number of be­
havioural assumptions from the discipline of economics underpin the 
creation of these categories, which are treated as a matter of fact within 
the theory of tax. 

Feminist scholars, including Marjorie Cohen, Lousie Dullude, Mar­
tha MacDonald, and Monica Townson, have been building up a body 
of work that considers women in relation to and within economic 
analysis. With this work the examination of the conceptions of eco­
nomics in relation to women is beginning to be developed. Marilyn 
Waring, in her book If Women Counted: A New Feminist Economics 
( 1988), explores the creation of international practices of national 
income accounting. She notes the way in which women's work is 
omitted from the creation of the accounts that value the world's wealth. 
This brings the practices and conceptions of economics, at the most 
general level, into view from the perspective of women. What is 
evident is that the behavioural assu�ptions at the root of economics 
are not founded in the real activities of real people. 

· 

Feminist and aligned environmental critiques point to the relation 
to the natural world that is assumed within economic theory and 
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business practices (Bookchin 1 99 1 ;  Carson 1 987; Gordon 1 990; Gor­
don and Suzuki 1 990; Plant 1 989). Such a relation is evident, for 
example, in the way the consequences of industrial activity have been 
and continue to be treated in business costs and in tax. More generally, 
environmentalists point to the exploitation, growth, efficiency, con­
sumption, and valuation relation as central to both waste and de­
struction of the very world on which our physical lives depend (Hinds 
1 990). Both women's and environmental realities raise questions about 
the universe of economic relations themselves. What is treated as 
within and outside these relations? Why and how are relations treated 
in this way? How do they form everyday realities, and with what 
consequences? It is becoming clear that the practices ofcreating wealth 
and the definitions of wealth itself are increasingly problematic for 
everyday realities. They are expressed in many ways, including the 
tensions among state, business, and people. 

We need to raise questions about the propriety of treating as fact, 
orthodox economic assumptions about behaviour, and about the re­
lation of behaviour to social practices. In relation to tax, this means 
questioning the assumption that the definitions and categories, bear 
a real relation to material existence. It is my contention that, when 
they are based upon economic assumptions about behaviour, they 
are not based in everyday realities, but are concerned to make every­
day realities conform to the assumptions. 

Horizontal equity in tax focuses upon treating taxpayers as the 
same, based upon dimensions of quantity, category, and measure­
ments of results. The practice of treating taxpayers as the same along 
these dimensions depends not only on definitions and assumptions 
discussed here, but also on administrative practices. Administrative 
practices begin within a virtual reality. In the context of tax, they 
depend upon a documentary work-up of taxpayers, and they aim at 
consistent and predictable treatment of the documentary work-up. In 
administrative terms, this is what constitutes neutrality and equal 
treatment. These are the aspects of the technical character of tax that 
create its appearance of being outside people. This "outsideness" is 
the product of the work activities of people. . 

If economics is the discipline that theorizes about and analyses 
economic relations, then the business/management disciplines study 
and contribute to the conduct of economic organization. The ·prin­
ciples at the core of these disciplines are most generally expressed as 
the translocal, transpersonal character of organization (Smith 1 987, 
1 990b; Cassin 1 990, 1 991 ) . This character of organization is achieved 
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through the creation of uniform administrative practices, which are 
believed to result in equitable and fair treatmentjpractice.21 Feminists 
have been exploring the relation of organization and women's ine­
quality. Moss Kanter ( 1 977) displayed the location of men and women 
in corporations and began posing surrounding questions. Bureaucracy 
has been examined for how it is problematic for women. The question 
is being posed: Is a feminist organizational theory possible? 

As women seek redress of inequality it becomes clear that practices 
of organization and, indeed, the apparent uniformity /neutrality of 
management conceptions and practices are barriers to addressing 
everyday realities and creating equality (Cassin 1991,  1 992). Indeed 
the uniformity /neutrality constructed by management in organiza­
tions routinely produces (gender) inequality that is accepted as a nor­
mal dimension of our social order (Cassin 1 990). 

Accounting forms one of the most technical, apparently uniform, 
and unproblematic domains of organization. However, Elizabeth 
Evans ( 1 985), in a preliminary examination of auditing, has drawn 
attention to the relation among auditing principles, management ac­
counting, and the creation of women's everyday realities of inequality. 
Indeed, critical work in accounting is raising questions about the re­
lation of accounting to experienced realities (Bursai 1986; Kirkham 
1 992; Burchell, Chubb, and Hopwood 1985; Chua 1991 ;  Tinker, Mer­
ino, and Neimark 1 982). 

The routine practices of organization that treat people as the same, 
and are at the foundation of tax concepts of equity, have until recently 
been treated as both authoritative and unproblematic. Indeed, they 
have been seen as models for organizing equality. However, as we 
examine management as technologies of organization, we discover 
that these practices begin in men's (commercial) realities. These cri­
tiques open further the debates about the social construction of equal­
ity, how to redress inequality, and how and what constitutes gender 
neutrality. 

We see, then, that fair or equal treatment, as formulated by equity, 
depends upon a work-up based on assumptions about people and 
their lives and administrative practices that, together, form a virtual 
reality. This is treated as equivalent to fairness in everyday life. For 
this sort of practice to work in relation to the lives of people, the 
assumptions must be embedded in everyday realities, and the ad­
ministrative practice needs to be designed to attend to those realities. 
A simple examination of notions about the tax base offers further 
illustration. 
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In the case of individual persons, salary income as a basis for tax 
is quite straightforward and easily accessible by government. Tax is 
deducted at source by employers. People in this situation have no 
need of tax specialists or accountants, since they are not in a position 
to negotiate matters of tax. 

The income of business is not similarly direct. Determining cor­
porate tax is the product of an elaborate organizational process that 
includes accounting; auditing; and conceptions and definitions of costs, 
revenue, profits, tax law, and accounting theory. Business income is 
generally less accessible to tax than salary income, as is apparent in 
the different contributions to government income - individuals pay 
a larger share than do businesses. 

Corporate tax practices and tax accounting can be usefully examined 
using methods of inquiry from feminism and, in particular, new ma­
terialism. The presentation of the affairs of a corporation for the pur­
pose of tax is a different matter from the presentation of salary income. 
The resources and efforts expended to place an organization in the 
most advantageous tax positions are considerable. Similarly, individ­
uals with substantial resources arrange their affairs to gain tax ad­
vantage. Indeed, this goal and activity provide work for the accounting 
divisions of accounting and management consulting firms. 

Tax specialists have long recognized that taxes have effects upon 
people and businesses. Taxes are based upon assumptions about peo­
ple and businesses. They organize our relations with one another. 
Tax is a social relation; that is, our relations with one another are not 
organized directly, but through the extended practice of determining, 
organizing, and collecting tax. Although tax is seen to provide for 
common needs, being taxpayers seems to organize a common antag­
onism to state and politics. Moreover, as taxpayers, it seems we have 
interests in common.  But when we look more closely, all taxpayers 
do not share a common interest. 

Feminist critique shows us that conceptions of the individual and 
equality are matters of social organization theorized in knowledge 
and practised in definite ways in the institutional organization of our 
society. In general, these concepts and practices rule women and set 
the conditions of our lives, but do not include us in their making. 
The feminine is characterized as different· and apart from, and in 
opposition to rationality. 

There are problems with treating people the same when that "same­
ness" is created by virtual realities (bureaucratic administration, 
professional categorization, managerial technology, and so on). There 
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are also problems with equating this "same" treatment with fairness 
and equality. Although the view of the Canadian courts is not yet 
clear, the exploration of equality and inequality in relation to women 
has brought into view the restrictive character of conventional con­
ceptions of equality. The practices of treating people the same when 
their circumstances are different has come to be recognized in schol­
arship as a contribution to the organization of inequality. 

I take a similar view of equity. In relation to women's pay, equity 
is seen by management to be achie.ved by treating jobs as the same 
through job evaluation. In this context, equity is a management-based 
concept. However, j ob evaluation is based upon sex-based categori­
zations of occupations, gendered practices of creating job documen­
tation, an ideological creation of "measurement," and a spurious 
minimizing objectification of women's work (Armstrong 1 984; Cassin 
1 988, 1 990, 1 991) .  Feminists are currently at work picking job eval­
uation apart to find a way in which to reorder the basis of pay and 
the relations of men's and women's work. An equally rigorous ex­
amination of the economics- and accounting-based concept and prac­
tice of equity i� tax must be undertaken. Tax practices are not currently 
rooted in a science connected to everyday life. Instead, they are 
embedded in a virtual reality that seeks to rule everyday life. Fairness 
cannot be gained through such practices. 

Widening the Circle 

So what of fairness in relation to tax? In the first place, equity, as it 
is currently thought of and defined, does not constitute fairness from 
the location of everyday social realities. We need to pursue the de­
velopment of a conception of fairness and associated practice by open­
ing tax and equity to an interrogation from everyday social realities. 
We need to widen the scope of what it might mean to have fairness 
in tax. 

This process involves the ongoing investigation, debate, and design 
of tax measures and tax monitoring. We need to take seriously the 
requirement for empirical interrogation of the conceptions of the cat­
egories of tax in relation to the categories and operation of business/ 
commercial practices and the everyday realities of men and women, 
including matters of race, sexual preference, conscience, disability, 
and environment. We need to use the innovative methods of inves­
tigation being developed in the social and managerial sciences and 
in feminism. In particular, the advent of critical work in accounting 
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that examines the social organization of accounting, which I have 
already mentioned, has much to teach us about business and tax from 
the location of lived realities. Persons other than economists and 
accountants need to study these matters to broaden the scope of the 
discussion beyond business/commerce. 

These are ways of learning about and coming to address the re­
lations of power inherent in and organized by tax. We need to make 
tax open to public debate. This work gives us the ground to articulate 
the social values and principles and practices that need to be at the 
foundation of our tax, as they need to be at the foundation of our 
social order. 

Notes 

The first draft of this study was prepared for the Ontario Fair Tax Com­

mission and completed in February 1 992 .  

1 This notion is  borrowed from feminist lawyers who work in the Wom­

en's Legal Education and Action Fund (LEAF). In that context, it formu­

lates the need to broaden the scope of existing institutional knowledge 

to include the realities of women's lives as a basis for institutional ac­

tion and decision making. 

2 Dobbin bases his work on research published by Canadian academics 

(including economists, political scientists, accountants, and lawyers), 

and interviews with journalists, politicians, businessmen, academics, 

and tax specialists. The reading lists and transcript are available 

through CBC "Ideas," Box 500, Station "A," Toronto, Ontario, M5W 

1 E6. 

3 Dobbin points out that even when there has been broad-based popular 

opposition, as in the case of the introduction of the GST in Canada, this 

opposition has been ignored in favour of the interests represented by 

the tax community. 

4 This approach and argument in this section is informed by the work of 

Dorothy E. Smith, in particular, her work in developing a sociology for 

women entitled The Everyday World as Pro blema tic: A Feminist Sociology. 
The title of the section is taken from the title of her book. 

5 It is expected that the recent changes to the tax system organized by 

the current government will intensify this distribution of the tax bur­

den so that women will bear increasingly more tax. This is ironic in 

view of the interest in poverty, particularly child poverty. It needs to 
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be noted that child poverty is, of course, a direct expression of the eco­

nomic circumstances (including tax burden) of women. 
6 By the facts, I mean the institutional data about women and tax. 

7 The following exposition of the critical and epistemological develop­

ments in feminist scholarship are drawn from the work of Simone de 

Beau voir. 

8 The reference is to Dorothy Smith (1 987) who uses the term to focus 

upon the way in which women disappear from both science and places 

of authority in the social order. 

9 Objectivity has become a subject of investigation in more than femin­

ism. Indeed, in feminist sociology, we are deeply indebted to ethno­

methodology (in particular, the work of Garfinkel [ 1 967]), a field in 

sociology that makes problematic everyday, professional, and scientific 

practices of organization, reasoning, and knowledge. 

1 0  During the seminar (Fair Tax Commission, 26 February, 1 992) that was 

held to discuss these papers, Margrit Eichler and a number of tax spe­

cialists had a fascinating exchange. These exchanges are essential (in 

both face-to-face and textual forms) to begin to inform tax specialists of 

social realities and explore tax changes. 

1 1  The term comes from Lahey's work and will be discussed further in 

this section. 

1 2  The Supreme Court of Canada has recently granted leave to appeal the 

decision of the Federal Court of Appeal (A-290-89). The Respondent's 

Memorandum of Fact and Law prepared for the Federal Court of Ap­

peal and the Applicant's Memorandum of Argument for the Supreme 

Court of Canada provide important insights into both corporations and 

tax, and the situation of women in business. I am indebted to Mary 

Eberts, counsel for Ms Symes, for providing me with the documents 

and for her discussions with me of her views on the issues surrounding 

women and corporate tax. 

13 Stevenson 1 986. 

14 This case has given rise to a debate about gender and class among 

feminist legal scholars. Some feminist legal scholars have raised ques­
tions about the propriety of allowing business expenses of any kind as 

a deduction. 

15 This has been accompanied by initiatives both to offer education for 

judges and to encourage' the appointment of women to the bench. It is 

generally felt that the decisions and legal reflections of Madam Justice 

Bertha Wilson are exemplary in relation to bringing women's perspec­

tive to bear in a broad range of legal thinking ( 1 99 1  Symposium, Dal­

housie University Law School). 
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1 6  It should be noted that there is, of course, a debate about whether or 

not this is a workable strategy, which is discussed admirably by Sher­

ene Razack ( 1 990) in her book. 

1 7  A similar process, although not as well theorized, can be seen to be at 

work in the consideration of equity and gender neutrality in relation to 

pay currently being adjudicated through administrative tribunal and 

negotiated in labour relations. 

1 8  This section draws upon Smith's work in specifying the practice of in­

stitutional organizations in our society and, in particular, on her work 

on textual analysis ( 1 990a, 1 990b). The title of the section is taken 

from the title of her book, The Conceptual Practices of Power: A Feminist 
Sociology of Knowledge ( 1 990a). 

19 I use the term "technology" in the way formulated by Ursula Franklin 

in her book The Real World of Technology ( 1990). She formulates tech­

nology as more than technical capacities. She sees technology as ways 

of doing things that order and organize the relations of people with 

one another. 

20 This poses the practical problems of trying to implement new ideas 

and practices in single jurisdictions. 

21 The study of organizations is now spread through a number of disci­
plines, including so�iology and management, but the practitioner rela­

tion is organized through the management disciplines. 
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5 Beyond the Crisis of the 
Tax State? 

From Fair Taxation to Structural 
Reform 

LEO P AN I T C H  

Taxes not only helped to create the state. They helped to form i t  . . .  The 

kind and level of taxes are determined by the social structure, but once 

taxes exist they become a handle, as it were, which social powers can 

grip in order to change this structure. (Schumpeter 1 9 9 1 ,  1 08). 

Introduction: States and Taxes 

Historically speaking, death and taxes really do go together, at least 
in the form of the couplet of war and income tax. The first introduction 
of income tax under Pitt in England at the very end of the 1 8th century 
was occasioned by the Napoleonic Wars. (Notably, Pitt tried to justify 
this tax in terms that tax experts today would call "horizontal equity" 
- a  shilling is a shilling? - by arguing that it was in order "to prevent 
all evasion and fraud" that "a general tax shall be imposed on the 
leading branches of income.")1 The modern system of income tax 
traces its roots in Britain, Canada, and the United States to the First 
World War, and its contemporary structure emerges in the Second 
World War, during which time it moved from being a tax mainly on 
the upper classes and became a graduated tax on the mass of incomes. 
The relationship is by no means circumstantial: it evolves in a dialectic 
between the massive expansion of state expenditure during war, on 
the one hand, and the plausibility of an appeal to the value of social 
commitment rather than mere egoism at a time of national mobili­
zation for war, on the other. 

But there is a third element at play at each of these historical mo­
ments: democracy. This took the form of the ra�ical ideas of the 
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French Revolution in Pitt's time, the emergence of mass working 
parties and unions, and the accelerating demands for extension of the 
suffrage around the start of the First World War, and the struggle for 
mass unionization and collective bargaining around that of the Second 
World War. In ·each case, the class compromises struck through the 
state, in the context of dominant class fear of these challeges from 
below and a strategy to contain them, together with the need for 
mobilization of mass support at moments of national crisis, provided 
the political conditions for extensive reforms in state finance. The 
lesson this teaches is this: "Taxation, while intrinsically a matter of 
social and economic policy, is best understood politically, as some� 
thing that is first and foremost a matter of setting agendas and build­
ing coalitions and only secondarily a matter of finding the best way 
to finance expenditure . . .  Understanding the shifting politics of tax­
ation, then, is essential to understanding the social character of the 
state and the possibilities for social and economic policy in the pol­
' t  " 2  1 y. 

The Crisis of Progressive Taxation 

An unmistakable general trend in the structure of public finance 
emerged right across the advanced capitalist countries during the 1 980s. 
In the words of a leading Organization for Economic Cooperation 
and Development (oECD) public-finance expert: "vertical equity has 
been thrown out of the tax policy door."3 If not exactly thrown out 
the door, then at least made to feel distinctly unwelcome has been 
the advocate of "progressive" taxation who argues that taxes should 
rest on a graduated ability-to-pay basis; and, relatedly, that this tax 
regime should contribute to promoting a significant measure of in­
come andjor wealth redistribution. As for the traditional tax policy 
trade-off between the promotion of social goals and the promotion 
of the idea of tax neutrality vis-a-vis the economy, the same observer 
has noted that tax neutrality is "now predominating except in certain 
sensitive areas ." In this context, even horizontal equity is no longer 
defined in tax policy discourse as it once was (most famously in 
Canada by the Carter Report, 1 966) as a means of fashioning a com­
prehensive income concept that would justify bringing capital gains 
and wealth transfers within the purview of progressive taxation. Rather, 
it is now defined more as a means of guaranteeing minimum public 
interference: both with the investment and distributional outcomes 
of uncontrolled markets, and with the decisional prerogatives of the 
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hierarchically structured private corporations that are the main actors 
in them. An old historic truth has once again become clear: bound 
up with the issue of equity in taxation is the broader issue of the 
proper relationship between capitalism and democracy. 

The recent changes in the structure of tax regimes is commonly 
seen as part and parcel of a coherent neoliberal strategy of disengaging 
markets from state intervention. This was epitomized by the tax re­
forms of the Thatcher and Reagan administrations - into which ide­
ological mould may also be fitted the Mulroney government's major 
tax reforms along the lines outlined by Allan Maslove (1 989, esp. 
24-5) in his account of tax reform and the Tory agenda. Of course, 
one must not overemphasize the actual degree of change such gov­
er:nments have wrought. They took hold in tax regimes that, once all 
forms of taxation were aggregated, were never very progressive or 
much more than proportional in their effects, in any case; and which, 
not least through a pot-pourri of special allowances for investors over 
the previous decade, already had become (depending on your fa­
voured definition of tax incidence) either less progressive or more 
regressive. 4 Although the main thrust of the 1980s reforms was to 
simplify and broaden the tax base by trading off some specific tax 
incentives for lower marginal rates of income tax and a further ac­
celerated shift to consumption taxes, many tax allowances were still 
permitted to continue. To some extent, the revolution wrought by 
neoconservatism was primarily ideological: throwing vertical equity 
out the door was a gesture that entailed making a virtue of what 
previous regimes had hidden away or had treated as a regretted ne­
cessity. And to the extent that we may properly say that neoconser­
vatism had actual material as well as ideological effects, explanations 
in terms of a coherent philosophy of government on the political right 
should not blind us to the importance of the cruder concerns that 
always motivate parties of business, whose "historical role has been 
not simply to revitalize . . .  capitalism, but to tilt power, wealth and 
income towards the richest portions of the population."5 

Yet it would be a serious misunderstanding to see recent changes 
in tax regimes only in terms of the politics of the right. What is 
particularly striking and important about the trend towards throwing 
vertical equity out the tax-policy window is its generality, the very 
fact that it is not confined to governments of neoconservative ideo­
logical persuasion based on parties organically rooted in the world 
of business. Even in countries where parties of the labourist and 
social-democratic left have occupied or shared office in the 1980s, 
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including Australia, New Zealand, France, Germany, the Nether­
lands, Denmark, and, most notably, Sweden, governments have in­
troduced tax changes that reflected the same trend. What this suggests 
is that something more structural, more profoundly historical, has 
been happening. 

If the recognition of this more fundamental problem makes the task 
set before the Ontario Fair Tax Commission - to determine how to 
design and implement a more equitable tax system - seem all the 
more enormous, it also suggests at the same time that the commis­
sion's findings and effects, if they are positive, may well have ex­
emplary significance not only beyond the province and Canada but 
also beyond the era of neoconservatism. In May 1 989, when Floyd 
Laughren, at the time the opposition Treasury and Finance critic, 
issued his Made in Ontario: A Fairer Tax System, a document that called 
for a separate personal income tax system in Ontario along the lines 
of that in Quebec, a wealth tax, and a minimum corporate tax, his 
prime motivation was, to borrow a phrase from the accompanying 
press release, "a much more progressive tax structure."6 Although he 
invited the government of Ontario to get on the "bandwagon" of the 
22 of 2 4  OECD countries that administered an annual net-wealth tax 
or estate tax at death, it was in fact the New Democratic Party (NDP) 
that was then, consciously or not, getting off the bandwagon of most 
OECD countries, including those governed at the time by its sister 
social-democratic parties, who were showing vertical-tax-equity ad­
vocacy the door at this very time. 

The issue of taxation as cast by the NDP, alongside a broad popular 
demand for a more honest, open, and democratic form of government 
(the two issues may indeed be closely related), figured prominently 
in the campaign that brought the NDP to office in the first major 
electoral victory by a party of the left in an advanced capitalist country 
in almost a decade. Most notable of all, perhaps, was the fact that 
the first major public speech of the new Treasurer of Ontario involved 
his going into the den of the Canadian Tax Foundation's annual con­
ference and avowing that he had always been "impressed with the 
clarity" of the Carter Report's view on tax fairness (Laughren 1991) .  
Whatever one may think of  the actual clarity of  the Carter Report in 
this respect, its courageous ranking of equity over all other competing 
tax goals, and its substantive reach towards greater taxation of the 
most wealthy and powerful, could not stand in more explicit contrast 
with the international trend of the 1980s in tax policy. 
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If the Fair Tax Comission is to fulfil its mandate, it will need to go 
beyond the Carter Report by devising a viable new strategy for ac­
tually achieving a substantive measure of vertical equity. Doing so 
will entail establishing the case for values alternative to neoconser­
vative and neoliberal ones. This need not prove too difficult to do. 
As the OECD's Kenneth Messere ( 1988, 281)  put it: "Though by def­
inition equity issues involve value judgements, they seem to me more 
clearly defined than issues relating to economic efficiency and sim­
plicity, which are systematically ambiguous and change over time." 
But it will not be enough to reassert traditional egalitarian values of 
distributive justice in an era when social-democratic governments 
have recently retreated from them. It will be necessary to investigate 
and arrive at an understanding of the structural factors that underlay 
the generality of the trend away from vertical equity. This under­
standing will have to be a historical one, one that reveals the way 
changes in capitalism itself - above all, the re-emergence of tendencies 
to crisis over the past quarter-century - have forced this emphasis on 
efficiency to the detriment of equity.  Although this still allowed for 
some real scope for manoeuvre, depending on the ideological col­
ouration and social base of the parties in governmental office, there 
may have been little alternative to the general trend within the limits 
of the traditional relationship between the liberal democratic state 
and the private market economy. In other words, to achieve an eq­
uitable structural reform in a tax regime today is very likely going to 
mean structural reforms in the state as well as in the economy, and 
in the relationship between them. 

It is important to begin by trying to arrive at an understanding of 
what meaning might be attributed to the rather ambiguous notion of 
fair taxation. It is to help the commission clarify this notion that this 
paper has been commissioned, and it shall accordingly concern itself 
mainly with that question. But this paper is written with the under­
standing that values are only a guide to the action that makes them 
effective. The next step should be to turn to history as seen through 
the eyes of political economy and political sociology to appreciate 
why the scope for implementing such values was opened up in an 
earlier era and then contracted again so considerably in our time. 
Only then can we begin to see the outlines of what is needed today 
by way of a viable political strategy for democratic-egalitarian struc­
tural reform. We will briefly address these historical and strategic 
issues in the concluding section of this paper. 
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"Fair Taxation": Getting beyond Appearances 

Marx ( 1 959, m: 797-8) once referred to certain concepts as being "just 
as irrational as a yellow logarithm." He had in mind concepts (such 
as the "price of labour") that might be commonly used in everyday 
life, but that reflected only life's outward appearances while actually 
concealing the social, economic, and political relations that structure 
our lives. Since "all science would be superfluous if the outward 
appearance and the essence of things directly coincided," those econ­
omists who did no more than "interpret, systematize and defend in 
doctrinaire fashion" the conceptions conventionally employed in the 
economy were engaged in a vulgarization of social-scientific practice. 

There is a certain sense in which "fair taxation" may qualify con­
ceptually as a "yellow logarithm." Although the notion might be 
thought to have various rather problematic aspects, 6 the main one is 
that the concept of "fair taxes" may obscure the essential point that 
the standard of what is fair inheres not in the system of taxation itself, 
but only in that system's relation to the system of distribution of 
income and wealth in the society. Musgrave appropriately quotes 
Wicksell in this respect: "It is clear that justice in taxation presupposes 
justice in the existing distribution of property and income."7 But it is 
precisely the latter that we may not "presuppose" to be just - so we 
must address this issue before the concept of fair taxes can make 
sense. Moroever, it will not be possible to assess fair-taxes proposals 
and strategies themselves and what they might actually accomplish 
so long as we avoid the question of the nature and significance of 
the power relations which lie behind the existing distribution of in­
come and wealth . It is only to the extent that a conception of fair 
taxes can be outfitted with a theory of justice and a theory of power 
that we can be confident that it may be made serviceable for analytic 
and strategic purposes rather than mystifying ones. 

Since the relevant referent must be the existing distribution of prop­
erty and income, let us start there. We are invited by various statistical 
techniques to apprehend this distribution in linear and graduated 
terms, whether expressed in quintile distributions, Gini coefficients, 
or Lorenz curves. These means of representation are not the stuff of 
pot-boilers, but they can be quite arresting as regards the degree of 
inequality in our society. (Such as those that reveal that, in 1 989, 
before transfers and taxes, the lowest quintile of families and unat­
tached individuals received only 1 . 2  per cent of total income, the 
second quintile only 8 . 7  per cent, and the third only 16 .9 per cent; 
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in contrast with the share of just under 27 per cent thereby accounted 
for by the bottom 60 per cent, the top quintile alone were the recip­
ients of no less than 47.2 per cent of total income.)8 

A most revealing mode of representation of income inequality is 
the Dutch economist Jan Pen's brilliantly conceived "Parade of Dwarfs 
(and a few Giants)." Pen organized for the readers of his book, Income 
Distribution. ( 1971 ,  48-53), a parade of all individual income recipients 
in Britain. He produced a spectacular effect by imitating the Greek 
god Procrustes, who was capable of stretching or contracting his house 
guests to fit the size of his bed. For his own purposes, Pen adjusted 
the height of the marchers to match their respective incomes (relative 
to the average income recipient who is given the average height). The 
parade moves at a uniform speed so that it passes in one hour. I have 
described this parade in my introductory lectures for 20 years to excite 
students' interest in the subject of inequality; it may be worth while 
to offer a glimpse of it here for the reader's edification. 

The parade begins tragi-comically with people of negative height. 
("On closer inspection they prove to be businessmen who have suf­
fered losses and whose capital is reduced. They are not necessarily 
short people. In fact right in front we spot a few very tall men, with 
their feet on the ground and their heads deep in the earth. The first 
one may be as tall as ten yards - he must be rich to indulge in that 
kind of thing. It's an unhealthy thing and most of them don't keep 
it up for long.") It quickly moves on to people the size of matchsticks 
(boys with paper rounds, housewives who have worked a short time 
for some money). After five minutes, it suddenly jumps to those who 
look more like real people, a heterogenous group of dwarfs about 
three feet high: some young women who work in factories, but mostly 
people not in paid work, like pensioners, divorced women without 
alimony, people with a physical handicap, shopkeepers doing a poor 
trade, artists whose genius has not yet been recognized by the gallery 
owners. Only after ten minutes do we see mainly full-time workers, 
but all of them are still very short since they are in low-paid occu­
pations defined as unskilled; a great many of these people are women 
("precisely among these lower-paid categories each group applies the 
principle of ladies first") . Even after fifteen minutes, "we keep on 
seeing dwarfs. Of course they gradually become a little taller, but it 
is a slow process. They include masses of workers, just ordinary peo­
ple with not inconsiderable technical knowledge, but shorties." 

If  we were expecting to see people of average height after half an 
hour, we were mistaken: they do not appear before us until only 1 2  
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minutes are left. In the six minutes it takes for people of average 
height to pass, we see teachers, executive-class civil servants, insur­
ance agents, foremen, superintendents, and technicians. Only after 
this, with six minutes left in the parade, come the top 10 per cent, 
wherein we see passing before us people who start at six feet six 
inches high, but many have quite modest jobs: headmasters; small 
contractors; seamen; some farmers - people who never really thought 
of themselves in the top 10 per cent. I will let Pen ( 1971 ,  48-53) take 
it from here: 

In the last few minutes, giants suddenly loom up. A lawyer, not partic­

ularly successful: eighteen feet tall. A colonel, also of much the same 

height. Engineers who work for nationalized industries. The first doctors 

come into sight, seven to eight yards, the first accountants. There is still 

one minute to go, and we now see towering fellows. University pro­

fessors, nine yards, senior officers of large concerns, ten yards, a Per­

manent Secretary thirteen yards tall, and an even taller High Court 

j udge; a few accountants . . .  and surgeons of twenty yards or more. This 

category also includes managers of nationalized concerns: the Chairman 

of the National Coal Board is likewise a good twenty yards. During the 

last few seconds the scene is dominated by colossal figures: people like 

tower flats. Most of them prove to be businessmen, managers of large 

firms and holders of many directorships, and also film stars and a few 

members of the Royal Family . . .  But the rear of the parade is brought 

up by a few participants who are measured in miles . . .  Most of them 

are men of venerable age, but they also include women; these are as a 

rule younger and we even think that we can see a few babies and 
adolescents. These super-rich people are almost all heirs, and the tallest 

of them have managed to multiply their inheritance. The last man, whose 

back we can still see long after the parade had passed by, is John Paul 

Getty ... His height is inconceivable: at least ten miles, and perhaps twice 

as much. 

If we tried to replicate the parade for Canada today, it would cer­
tainly look different, but how different? Perhaps the commission will 
try it for Ontario: it would serve to present the income distibution to 
which fair taxes are supposed to address themselves in a manner that 
really says something. Of course, no matter how impressive the means 
of representation, what would still be required is an explanation of 
the pattern of the distribution. Pen presents his parade at the start of 
a chapter entitled "Some Facts to Be Explained." 
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Such an explanation would have to be complex and nuanced. At 
its core would have to be access to management and ultimately own­
ership of capital, although it is apparent that there must be much else 
going on (including age and gender) that distinguishes the order in 
which below-average incomes appear in the parade. Access to capital 
may be broadly enough understood so that it encompasses those who 
get the opportunity to work as distinguished from those marginalized 
in the labour market. But certainly as regards the "shattering impres­
sion" made by the inequalities represented at the end of the parade; 
those whose incomes are so great as to shift most other people into 
dwarf-like income status, we are dealing primarily with the fruits of 
accumulation: "the source is always profits" avers Pen (who is little 
given to exaggerating the significance of capital for the general picture 
of inequality). Although those with some capital and income from 
profits can be found anywhere along the parade, there can be' no 
understanding of the distribution at the top that does not dwell on 
how capital comes to be managed and owned by some people, and 
what it entails in terms of power over others. 

What all linear representations of income inequality obscure, even 
Pen's wonderful parade, is that real people are not arranged in society 
on a ladder or marching on a linear path: there is a set of determining 
relationships among the income recipients; their incomes are not 
earned in isolation from one another. We do not see our marchers in 
exchange with one another, nor do we see them at work, taking or 
giving orders. Yet those at the top tend to be the ones with the 
decisional prerogative to determine who works on what, where, and 
how. Most important, the wealth of those with these prerogatives is 
augmented not only by buying cheap and selling dear, and not only 
by the temporary monopoly of entrepreneurial innovation, but also 
by what C. B. Macpherson ( 1973) properly called "a net transfer of 
powers" from those who work with nature and technology to produce 
goods and services but who can lay no claim, by virtue of property 
rights and the conditions of the labour contract, to the capital values 
they thereby augment through their creative powers. 

What Is Fair in Public Finance? 

Discussions of equity in traditional public-finance literature unfor­
tunately bother themselves little with either explanations of or jus­
tifications for "the existing distribution of property and income." That 
is not to say they are unaware of the power that inheres in capital. 
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Both the Meade Report ( 1 9 8 1 )  and Musgrave ( 1981  and 1 987) offer 
clear insights into this power in their discussion of how tax inequities 
are capitalized. Both are perhaps a bit too ready to identify the ef­
ficiency constraint on tax policy with a broad incentive that capitalists 
must have to risk investment. At the very least it may be said that 
they fail to recognize what such a constraint really tells us about 
undemocratic economic and political power in so far as the state, 
communities, workers, and citizens depend so abjectly on what cap­
italists do with their ownership or control of most of the society's 
productive capacity. Their concentration on horizontal equity, while 
opening the door to a broad-based tax system that includes taxes on 
capital, really rests on one of the oldest of capitalists" requirements 
of the state: that it treat all capitals equally so as to maintain the 
conditions of competition. It is unfortunate that their discussions of 
efficiency ignore that well-documented tendency for overinvestment, 
which tax incentives (except those which are explicitly counter­
cyclical) presumably encourage: can a theory, which cannot account 
for the causes of economic crises, provide a sound account of the 
proper role of public finance? 

The horizontal- and vertical-equity yardsticks employed by the 
Carter Report, much influenced by Musgrave's writings on public 
finance,9 remain admirable in their insistence that people in similar 
drcumstances - regardless of whether their income derives from prop­
erty or wages - bear the same tax burden; and that people in different 
circumstances bear an "appropriately different burden" based on abil­
ity to pay. An understanding that economic power resides in having 
discretionary income to command resources after the necessities of 
life of the immediate members of a family are provided for reveals 
by no means an unsophisticated understanding of a certain dimension 
of power in society. As for the well-being of those with little discre­
tionary income, no less admirable was the Carter Report's insistence 
that the necessities of life be defined not as mere physical subsistance, 
but in terms of appropriate living standards relative to others in one's 
place and time. 

But relations of power are not the same thing as gradations of 
power. Nor does economic power just command more resources, as 
conventionally understood in terms of goods and services: it com­
mands other people's capacities. However useful an argument that 
"a buck is a buck" may be from the point of view of making a case 
of who is really able and justified to be called on to pay state taxes, 
the argument that the source of the income is immaterial does not 



From Fair Taxation to Structural Reform 1 4 5  

help to clarify how our system works. For the source of certain "bucks" 
lies in the immense power that some people and corporations have 
in the economic system, power that the state itself - and, above all, 
state finance - is dependent upon. By putting its thematic emphasis 
on horizontal equity in the expectation that it might most easily achieve 
greater vertical equity under the symbolic cover of a "buck is a buck," 
the Carter Report made a gamble, which it lost when the inevitable 
attack was mounted by business and its tax professionals. The tax 
professionals make the money they do (see where the lawyers and 
accountants were placed in Pen's parade?) because they are not likely 
to miss noticing that, under the rubric of horizontal equity, vertical­
equity motivations were very much at play in the report (not least 
Carter's incursions against the hallowed, but never justifiable on pure 
capitalism's own terms, intergenerational legacies) . 

Certainly, it is paradoxical that the Carter Report's offer of com­
promise with capital, entailing a lower overall marginal tax rate in 
exchange for greater horizontal equity, should have been reincarnated 
for very different purposes in the 1980s. (And with very different 
effects: whereas the Mulroney reforms benefited the very richest 1 
per cent, the Carter Report's recommendations, if implemented, would 
have cost the top 1 per cent of income recipients a great deal of money, 
indeed no less than $67,000 per year for each of those 663 people 
earning over $300,000 in 1 968 .) But it reflects a weakness in the Carter 
Report's approach that the discourse used to justify the 1 988 exercise 
looked similar to their own of 20 years earlier. 

It is extremely unfortunate that the theoretical literature on public 
finance continues to offer so little that might help guide a major 
project for egalitarian structural reform today. Indeed, the traditional 
"softness" of this literature in terms of vertical equity, 10 despite its 
orientation in favour of progressive taxation, may indeed have con­
tributed to the eclipse of vertical equity from theoretical economics 
in the past few decades, as the ending of the long postwar boom 
made the trade-off between equity and efficiency more and more 
difficult to sustain in the real world. As a recent European text (Streis­
sler 1 989, 44-5) put it: 

For at least a century before the 1970s economists had regarded pro­

gressive taxation mainly from the angle of interpersonal equity and con­

sequently mainly as a question of the redistribution of given incomes . . .  

[But] since the 1970s more and more theoretical authors have questioned 

the concentration on tax equity as altogether one-sided . . .  The case for 



less progressive taxation of wage income . . .  has been taken up vigorously 

from different angles by a number of authors. The theoretical case for 

less progressive taxation of capital formation is already quite traditional. 

But it has gained renewed practical importance with the decline in the 

growth performance of the industrial world during the last fifteen to 

twenty years. 

Distributive Justice in Political Philosophy 

Given this development in theoretical economics, the commtsston 
may want to turn to political philosophy where discussions of dis­
tributive justice have flourished in the last 20 or so years. While it is 
not possible to take this up here in any properly substantive manner, 
we may at least draw some pertinent conclusions from the relevant 
literature. 

It is unlikely that the commission will be much tempted by the 
libertarian defence of the capitalist system of distribution of property 
and income as inherently and unproblematically just, to the point 
that no redistribution is itself regarded as just. As Philip Green ( 1985, 
64) puts it in his critique of Robert Nozick: "What is really in question 
is the extent of the special rewards, if any, deserved by 'economic 
genius'; and the extent of the special incentives, if any, required by 
it. We do not reward talented musicians or intellectuals with far­
reaching rights of ownership over the activities of thousands or mil­
lions of other people, nor do we think that the promise of such re­
wards is necessary to encourage them to develop those talents." 

Nor is the commission likely to be content with returning to the 
utilitarianism that was the very basis of the "softness" in public­
finance theory on vertical equity to begin with. It is difficult to grant 
that only individual subjective definitions of satisfaction ought to be 
the basis for moral claims, at least without asking how these pref­
erences are formed and inquiring into what the needs allegedly being 
satisfied are. In any case, the assumption that marginal utility di­
minishes with greater economic resources rather than actually grow­
ing with income is empirically dubious. Why should society indulge 
any appetite, no matter how large as long as it continues to remain 
gargantuan, no matter how much it may be fed? (Shel Silverstein's 
[ 1974, 1 60-1] marvellous children's poem "Hungry Mungry" comes 
to mind: "He ate the Egypt pyramids and every church in Rome, I 
And all the grass in Africa and all the ice in Nome. I He ate each 
hill in green Brazil and then to make things worse I He decided for 
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dessert he'd eat the universe . ") Above all, as Amartya Sen (1 980, 
201-2) puts it: "Insofar as one is concerned with the distributioll of 
utilities, it follows immediately that utilitarianism would give one little 
comfort. Even the minutest gain in total utility sum would be taken 
to outweigh distributional inequalities of the most blatant kind. " 1 1  

Rather more attractive to the commission is likely to be John Rawls's 
general theory of distributive justice. 1 2  Rawls turns utilitarianism on 
its head by justifying inequality only to the extent that it yields ef­
ficiency gains, which redound to everyone's advantage (not just en­
hancing the total sum), with distributional priority given, moreover, 
to the well-being of the worst off. This well-being is defined not in 
terms of marginal utilities but in terms of a package of "primary 
goods" composed of "rights, liberties and opportunities, income and 
wealth, and the social basis of self-respect," with liberties and rights 
given priority. However, there is a clear problem with Rawls's ap­
proach, which is, in fact, the social-democratic variant of "trickle 
down" theory ("pour-down" theory?). His justification for incentives 
in so far as they benefit the worst off may, in fact, not be very different 
in practical terms from conventional "supply-side" arguments for tax 
breaks to capitalists which are so often presented in the name of job 
security or better wages for the workers dependent upon those cap­
italists. As Macpherson ( 1985, 1 2-13) noted: 

[Rawls's] ethical distributive principle does not permit an increase of 

welfare state redistribution to a point at which "greater taxes interfere 

so much with economic efficiency that the prospects of the least ad­

vantaged in the present generation are no longer improved but begin 

to decline". The test of economic efficiency is to be applied explicitly in 

"the competitive economy" and it logically must be a completely market 
dominated one in which the negative response of entrepreneurs to in­

creases in taxation reduces the productivity of the whole economy. It is 

the classical model of the competitive capitalist market economy, in 

which impersonal market forces determine investment and productivity . 
Thus Rawls's ethical distributive principle does not prevail over, but is 

overidden by, the capitalist market relations of production. 13 

A growing school of political philosophy has indeed insisted that 
an egalitarian must want to equalize the resources available to people 
rather than equalize their welfares. This radical version of equal­
opportunity theory, as developed by Dworkin, has been carried fur­
ther by Roemer (1985) who attempts to show that "the distinction is 
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misconceived, and that the only coherent conception of resource 
equality implies welfare equality ."14  Sen ( 1 977) goes farther still and 
invites us to equalize not resources but capacities (thus giving pref­
erence to the handicapped in distribution so they can enhance their 
otherwise more limited satisfactions) . He conceives this as possible 
because, like Macpherson, he insists that egalitarian theory must 
abandon the norm of the "rational fool": the individual self-interested 
maximizer. ("The purely economic man is indeed close to being a 
social moron.") He makes a strong case that rational behaviour is 
social commitment and that people are capable of it, even if its em­
pirical importance may vary. 

All these discussions effectively presuppose an egalitarian-demo­
cratic alternative to capitalist society, with the kind of behaviour con­
ducive to establishing that alternative being rather different from what 
we are accustomed to. As Macpherson ( 1 985,  16-1 7) put it: 

Such a transformed society is unlikely to be achieved by pressures which 

rely, as trade unions and social democratic parties traditionally have 
done, mainly on making their case on grounds of distributive justice. 

By the time such a transformed society was reached, the main concern 

of the movements which had brought it into being, and which presum­

ably would give it its direction, would no longer be distributive justice. 

Priority would have been given to other values, which may be summed 

up as the quality of life: not merely the quality of the physical environ­

ment . . .  but also the quality of the social and economic institutions which 

would be seen as determining (and hampering) the chances of the full 

use and development of human capacities. 

Iris Young's ( 1 990, 21-3) recent feminist critique of "the distributive 
paradigm" in contemporary political philosophy has similarly stressed 
the importance of focusing on transforming the institutional frame­
work within which power relations are constituted and reproduced: 

Discussions of economic justice . . .  often de-emphasize the decision­

making structures which are crucial determinants of economic relations. 

Economic domination in our society occurs not simply or primarily be­

cause some persons have more wealth and income than others, as im­

portant as this is. Economic domination derives at least as much from 

the corporate and legal structures and procedures that give some persons 

the power to make decisions about investment, employment, interest 

rates, and wages that affect millions of other people. Not all who make 
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these decisions are wealthy or even privileged, but the decisionmaking 

structure operates to reproduce distributive inequality and the unjust 

constraints on people's lives . . .  Rarely do theories of justice take such 

structures as an explicit focus. 

From Fair Taxation to Structural Reform 

The conclusion this leads us to is clear: it is one thing to come up 
with a set of proposals for a "fairer" tax system, but quite another to 
expect that such proposals will be implemented, much less even touch 
the root causes of economic injustice in our society, given the struc­
tures of power and authority within which both the tax system and 
the existing distribution of income and wealth are embedded. Any 
serious program for reform has to address this dimension of the prob­
lem. 

The ignominious defeat of the Carter Report's proposals brought 
precisely these kinds of questions to the fore for my generation of 
political scientists and sociologists. It raised a series of questions about 
whether the state is best conceived (as it always has been in the public­
finance literature) as an embodiment of a general interest that tran­
scends the particular interests of capitalist society. Without succumb­
ing to a left-wing variant of vulgar social science, we asked whether 
the state, even the liberal democratic. state, is better conceived as 
structured by its own history, mode of organization, and financial 
base to reproduce capitalism's fundamental inequalities. Such a the­
ory of the state may put less emphasis than is common in public­
choice or pluralist theory on the direct external influence of business 
(e.g., wielding its immense and concentrated lobbying resources to 
defeating the Carter Report plan); it often puts rather more emphasis 
on the internal goals, assumptions, and organization of key state ap­
paratuses (e.g., the role of the Department of Finance in pushing the 
Carter Report off the agenda) . 15 

To emphasize how the state is structured so as to reinforce ine­
galitarian social relations is not to say that progressive reforms are 
impossible. Since power needs to be conceived as relational, albeit 
asymmetric, this means that there are always non-capitalist social 
forces capable of mobilizing to try to shift the balance of the "net 
transfer of powers." Many historical examples of structural reforms 
achieved in this way may be noted: the right to vote for the non­
propertied (workers, women, Natives); freedom of association, the 
collective-bargaining regime and the right to strike; many facets of 
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the welfare state; recently, equal-pay reform for women. All these 
involved the coalition of some elements within the state and social 
forces outside before such changes could be effected. But such re­
forms, unless they can generate further and more fundamental struc­
tural reforms, not least a further democratization of state institutions 
themselves, are likely to be negated eventually in the face of the 
continuing logic and dynamic of capitalism. This is what appears to 
have happenned with progressive taxation. 

The generality of the retreat from vertical equity in recent years, 
extending even to social-democratic governments, suggests that se­
rious investigations of limits and possibilities of fair taxation today 
need to begin, not by assuming that the cause of the decline in pro­
gressive taxation in this country rests only with the ideology and 
narrow interests of neoconservative politicians in Canada, but rather 
by searching for more fundamental causes. The most plausible . 
hypothesis to guide such an inquiry would appear to be one that 
associates this general retreat with the passage from an era of un­
precedented economic boom in the first quarter-century after the Sec­
ond World wa; to an era of renewed and accelerating economic crisis 
in the · quarter-century that has followed. The guiding principles of 
the tax regimes that were established by political coalitions in the 
wake of the Second World War were sustained by the quite excep­
tional conditions of the immediate postwar decades: i .e., a massive 
renewal of capital stock after so much capital had been destroyed in 
the historically unique circumstance of a Great Depression followed 
by a World War; large pools of cheap labour and raw materials; and 
clusters of technological innovation bearing fruit in terms of produc­
tivity growth and consumer demand. 

But these conditions could not last forever. The "golden age" of 
Western capitalism came to an end in the late 1 960s and early 1 970s 
as the special conditions that fuelled it ran their course amid the 
interrelated contradictions the great boom had generated. Signs of 
overaccumulation, uneven productivity growth and, above all, a gen­
eral trend towards declining profitability could increasingly be dis­
cerned. 1 6  We had entered a new era, marked by conditions of increased 
competition among the advanced capitalist economies and challenges 
to the stability of the u.s. dollar and fixed exchange rates, on the one 
hand, and, on the other, by inflationary pressures from trade-union 
militancy generated under conditions of full employment, and rising 
commodity prices for Third World resources (dramatized by the 1 973 
"oil shock"). Neither the political compromises that established the 
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Keynesian welfare state nor those that established the Bretton Woods 
system of fixed exchange rates could be sustained in this new context. 
Macro-economic policies proved incapable of extricating national 
economies from "stagflation" in these circumstances, while their vul­
nerability to international financial markets once again became in­
creasingly manifest . In terms of its recognition of the severe 
contradictions which had come to beset public finance, O'Connor 
( 1973) proved remarkably insightful. 

What has been clearly revealed in this context is not only the con­
tinued dependence of communities, citizens, and workers on private­
investment decisions, but the continued organization of the state in 
a manner which reinforces that dependence. The structural reforms 
around welfare and taxation regimes of the postwar era had been 
constructed through a politics of class compromise which left this 
fundamental problem for democratic-egalitarian values unresolved. 
The return of crisis conditions momentarily brought back onto the 
agenda of a number of social-democratic parties the issue of effective 
control over private investment, the most famous example of this 
being the trade-union movement's Wage Earner Fund scheme in Swe­
den. But neither the ideological nor the institutional ground had been 
prepared for this by the politics of compromise of the earlier era. As 
they contemplated possible directions out of the crisis, policy makers 
took the kinds of readings of the economy that were premised pri­
marily on the need to accommodate to the pattern of investment set 
in the private sector. The attempt to bribe private capital to invest 
via regressive tax changes stemmed as much from this as it did from 
big business seizing the economic policy agenda just by virtue of its 
rhetorical reassertion of faith in free trade and free markets as the 
sine qua non for renewed economic dynamism. 

To be sure, such ideological bravado was not unimportant and had 
its material underpinnings in the technogical revolution in commu­
nication introduced by the microchip; by the space which vast flows 
of international trade and finance opened up for capital mobility; and 
by the restructuring of conditions of production that simultaneously 
made it more integrated internationally and more flexible locally in 
terms of labour and material inputs. Combined with increasingly se­
vere recessionary bouts, the restructuring of industry as a result of 
the developments noted above resulted in the re-emergence of mass 
unemployment and a sharp redistribution of power and income away 
from labour. This has been seen most graphically in the United States 
where the ratio of the salary of a CEO for one of the hundred largest 
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corporations to the average factory wage, which had stood at 40 to 
1 in 1 960 (but only 1 2  to 1 after taxes) stood at 93 to 1 in 1 988 (and 
no less than 70 to 1 after taxes) . 1 7  Where a stronger labour movement 
had achieved greater weight in relation to the state in the previous 
era, there were more protracted defences of earlier reforms, but through 
the course of the 1 980s no advanced capitalist state remained immune 
from quite severe measures of fiscal austerity and regressive changes 
in taxation. 

The irony of this is that it has not led to a new era of stable and 
sustained capitalist growth. As Clarence Barber (199 1 ,  206) recently 
pointed out: "During the twenty-five years from 1 948 to 1973, world 
economic output grew in real terms at an annual rate of about 5 per 
cent, and real capital spending in the OECD group of developed coun­
tries grew fairly steadily at a rate of 6 per cent a year. But since 1 9 75 
the world growth rate of output has fallen to about 2 .5  per cent and 
there has been almost no growth in the level of capital spending." 
After the artificial boom of the rnid-1980s, the 1 990s opened with a 
severe recession that, unlike the one that greeted the 1 980s, was not 
strategically planned. The current recession has proven to be as gen­
eral in its spatial and industrial reach (from California to Germany 
to Japan, from automobiles to computers to financial services) as was 
the shift towards regressive taxation itself. The alleged "efficiency" 
grounds for broad tax incentives to private capitalist investment, the 
alleged economic "rationality" of such private-investment decisions, 
stand in the shadow of today's empty office towers. Hard on the heels 
of the banks' unwise loans to Latin American military dictators abroad 
followed their equally unwise loans to fuel the speculative property 
and merger boom at horne. Meanwhile, the interest on the public 
debt that weighs so heavily as a component of fiscal deficits is being 
paid out today to many of those very people and institutions whose 
taxes had been reduced in the general shift away from vertical tax 
equity and who then lent some of the money saved in taxes to gov­
ernments. Governments are now paying interest for having had to 
borrow the very money they used to tax in the first place! 

This is where the Fair Tax Commission comes in today. It is faced 
with the difficult task of outlining a path to a new era of reform that 
transcends the structural limits the era of progressive taxation ran up 
against. The old framework of progressive tax reform, marked by its 
search for the ever-elusive balance between market efficiency and 
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distributive justice, has been cast aside, but it is already clear that the 
path adopted over the past decade is hardly the best way to move 
forward. The shift to a more unjust tax structure has already proved 
not to be efficient: the increased inequality of the last decade was 
accompanied by a great many unwise and unaccountable economic 
decisions, and the consequences of these are being visited upon us 
today in terms of declining growth and productivity rates; in terms 
of unemployment, hunger, and homelessness; as well as in terms of 
public-expenditure restraints on social and physical infrastructure, 
precisely at the moment when such expenditures are most needed. 

If there is a lesson to be learned from this it is that new models 
for tax reform ought not to assume that the unequal system of dis­
tribution of market capitalism is the sine qua non of economic effi­
ciency. Indeed, the kind of structural reforms that are needed will be 
those that seek to establish new criteria of efficiency which not only 
are more socially substantive but offer longer-term measures than 
was the case in the earlier era of reform, let alone in the reactionary 
era that has succeeded it. Two sharply contrasting models of reform 
may be offered to make the distinction clear. University of Toronto 
political philosopher Joe Carens ( 1 981 )  advanced a model whereby 
everyone would be encouraged to earn as much pre-tax income as 
possible in order to achieve the optimum market allocation of skills 
and resources, but, at the same time, everyone would be socialized 
from childhood to accept a tax system so progressive as to distribute 
annual after-tax income for consumption equally. Such a model not 
only puts inordinate stress on the power of socialization but also 
grants far too much to the alleged efficiency of pure market distri­
butions. A rather more useful model, which employs the tax system 
actually to establish rational social criteria of efficiency and to provide 
incentives to meet them, has been advanced by Philip Green (1 985, 
243 ff. ) . He calls for a system of "social cost accounting" whereby all 
the external and internal public costs of each business enterprise (from 
the costs of toxified environmental clean up to the costs to the health 
budget in treating job-related illness to the welfare costs of main­
taining laid-off employees) would have to be accounted for on the 
company books. This would lay the basis for a more accurate measure 
of the real cost of commodities than currently is revealed in market 
prices, with the tax system being reorganized to provide incentives 
to firms to minimize the social costs of production and of unem-
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ployment. In so far as Green would require the company books to 
be "completely open to the representatives either of interested groups 
from among the public or of the workers themselves," this structural 
reform is designed to enhance democratic capacities as well as socio­
economic justice and efficiency. 

These examples are merely illustrative. It does not fall within the 
scope of this paper to advance specific tax proposals. Nor could such 
proposals be seriously advanced unless they strategically addressed 
the question of how to change power relations, domestically and 
internationally, whether those are located in the capacity to mobilize 
and move capital on Bay Street (and on Wall Street), or in the decision­
making structure of the Ontario Treasury (and of the u.s.  Treasury). 
One thing is perfectly clear - the viability of whatever specific rec­
ommendations for tax reform are advanced by the commission can 
be gauged only in relation to its capacity to transcend the limits that 
earlier stages of reform encountered, here and elsewhere. 

In so far as the key asset that human beings have to effect change 
is their capacity for understanding their life world, the commission 
should see its role not only as offering policy advice to the govern­
ment, but as educating the public and. thereby enhancing the capacity 
of popular forces to mobilize for progressive structural change, bear­
ing in mind that, even if such change cannot come today, it may yet 
come tomorrow. The commission can play this role as long as it does 
not obfuscate the inefficiency as well as the injustice of the retreat 
from vertical equity, and produces a report that actually explains in 
popular terms (to recall the quote from Schumpeter at the beginning 
of this paper) how "the kind and level" of inegalitarian tax structure 
we have arrived at today was indeed "determined by the- social struc­
ture''  of inegalitarian class relations that was left in place by the earlier 
era of reform. This would lay the basis for the identification of those 
structural reforms in the tax system - including reforms in the struc­
ture of the state and in its relation to the economy - which are nec­
essary if we want to contribute, not just to greater post-tax distributive 
justice, but to transcending those inegalitarian class relations. Such a 
report by the commission would stand as a vital expression of those 
social forces in Canada and elsewhere that are oriented towards re­
alizing democratic egalitarian values. The real challenge before the 
Fair Tax Commission, in other words, is to prove that it can be, in 
Schumpeter's words, "a handle . . .  which social powers can grip in 
order to change the structure."  
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The first draft of this study was prepared for the Ontario Fair Tax Com­

mission and completed in February 1992. 

1 Quoted in Webley et al. ( 1991 ,  1) 

2 Cronin and Radtke ( 1987, 291-2). Cf. Therborn (1977); Bates ( 1991); 

and Krever (1981)  

3 Messere (1988, 287). All the articles in this volume (covering 11  of  the 

1 8  OECD countries) provide a useful guide to the generality of the trend 

identified here. 

4 For evidence on proportionality at best in Canada, see Gillespie (1980). 

For the United States, see Pechman (1 985). 

5 Phillips (1990, 1) writes here of the Republican Party, but similar ob­

servations, no less astute as regards the parties of business in Canada 

and the United Kingdom, could have been drawn from McQuaig 

(1987) and Rentoul (1987). These excellent books, each by popular 

writers who make their living in the media, eclipse most studies pro­

duced in the halls of academe on recent tax policy, especially by dem­

onstrating venal concerns in decision making and their inegalitarian 

effects with a degree of clarity uncapturable by Gini coefficients and 

Lorenz curves. 

6 In so far as the concept of fair taxes might be used to refer to some 

standard internal to the state that makes the imposition of taxes proce­

durally correct in the sense of non-arbitrary action under the rule of 

law, then we are in the juridical realm where legal or constitutional 
usage is more common and appropriate. When the Carter Report de­

fended the decision to give the principle of fair taxes greatest weight in 

its report partly because the state might otherwise be considered justi­

fied in arbitrarily commandeering resources from those who "happened 

to be in easy reach of the state," the report may have been hinting at a 

very important point about the distribution of power in society in rela­

tion to who is more or less capable of resisting the state, but it was 

being somewhat disingenuous in not distinguishing between juridical 

and equity dimensions of the issue. In so far as we want to contem­

plate whether it is legitimate for a state to levy taxes at all, or in what 

quantity in relation to the nature of its activities, we are more properly 

in the realm of "no taxation without representation." That is, we re­

quire some means of assessing the role and nature of the state in rela­

tion to society, a matter which goes far beyond the scope of the 
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distributional realm intended by the notion of fair taxation. Indeed, a 
concern often expressed in public-finance literature, to the effect that 

the state might suffer delegitimation if the burden of taxation is not 
fairly shared, always begs the question of whether the social and polit­

ical system deserves to be, as the Carter Report put it, "strong and en­
during." For the relevant passages, see ·Canada, Royal Commission on 

Taxation ( 1 966, 1 :  4 and 2: 1 7) .  

7 Quoted in Musgrave ( 1 987, 1 20) 

8 Even though the tax reform of 1988 certainly benefited the top 1 per 

cent of income recipients (see Maslove 1 989), we may nevertheless be 

appreciative of the measure of redistribution that remains in a system 

of public finance that, after transfers and taxes, increased in 1989 the 

share of the bottom two quintiles by over 7 per cent and reduced that 

of top quintile by almost the same amount. Statistics Canada (1989, 
Text Table III, 1 6) 

9 See the most comprehensive study of the Carter Report (most un­

deservedly still not published as a book) by Leslie T. MacDonald 
(1985), esp. chapter 4 .  

1 0  See Musgrave ( 1987, 1 1 4) 

11 Nor does so-called "fairness theory" seem to resolve the problem: it 

defines egalitarianism as a set of distributions in which there is no 

envy, and then squares the circle with efficiency by designating fair­

ness as the condition which combines Pareto optimality with egalitari­

anism (no envy). See Varian ( 1974, 9: 63-91) .  

1 2  Leslie Green's paper for the commission, "Concepts of Equity in Taxa­

tion," (this volume) commends Rawls to the commission for offering a 
"more direct and robust justification of redistributive taxation," indeed 

for making it a "direct requirement of justice itself" (this volume, pp. 

100-1) .  But Green fails to probe just how far Rawls's acceptance of 

capitalism's social relations and "efficiency criteria" takes him towards 

leaving society, and especially the working poor, dependent on incen­

tives to investors. Since the income of workers is significantly deter­

mined by the profitability of the firm or industry in which they are 

employed, Rawls's argument could be used to justify skewing the taxa­
tion system to the benefit, for instance, of Spadina A venue clothing 

manufacturers rather than to the immigrant women who work for 

them, on the premiss that working in a higher-profit industry rather 

than in one with such low profit rates would allow room for wage in­

creases that would outstrip government income supplements to the 

working poor or equal-pay legislation. 
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13 For a recent defence of  Rawls against Macpherson's critique, see Man­

dle ( 1 99 1 ). 

1 4  Cf. Roemer ( 1 986, 751-83). 

15  See Maslove ( 1989) and MacDonald ( 1985) for such a contrast of inter­

pretation. 

1 6  The most comprehensive study of the transition is Armstrong, Glyn, 

and Harrison (1991); d. Marglin and Schor (1 990). 

17 Reich (1991 ,  204-5); d. Bowles et al. ( 1 990) . 
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