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ABSTRACT

PUBLIC EXPENDITURE INCIDENCE IN MICHIGAN, 1970:
AN ORTHODOX AND A RADICAL APPROACH

By
Donald Moore Peppard, Jr.

This dissertation has been designed to yield esti-
mates of the incidence of public expenditures in Michigan
by using two different analytical models. One model, the
conventional or orthodox approach, uses techniques similar
to those used in other expenditure incidence studies.]
The second mode!, a radical analysis, is based on a neo-
Marxist theory of the role of the State in a capitalist
socioeconomic system. The purpose of undertaking two
analyses in the study is to compare the incidence results
of the two models to determine the effect of changing the
basic assumptions of the role of the State.

Conventional expenditure incidence studies usually
use the costs-incurred-on-behalf-of concept of expenditure
allocation. The costs-incurred concept assumes that the
government undertakes expenditure programs to benefit either
specific groups in society or to benefit society in general.
The benefits of guvernment expenditure programs are also
assumed to be equal to the costs of the programs. For
example, expenditures for education are assumed to benefit
the families of students enrolled in school and also to

provide benefits to society in general. Educational benefits
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are valued at the cost of government spending for educa-
tional purposes.

In this conventional analysis, government policies
are assumed to be the results of a pluralistic democratic
process. Therefore, government programs which benefit
specific groups of people, such as transfer payments, and
programs which benefit society as a whole are assumed to
be consistent with the desires of the majority of the mem-
bers in the society.

The radical view of the State, on the other hand,
rejects the pluralistic assumptioh and sees the State as
directly or indirectly controlled by a single class in
society, the capitalists. Because it is dominated by only
one class among many, the State must act in the interests of
that class, but also disguise its class bias. These often
contradictory requirements result in the accumulation and
legitimization functions of the State.

The radical assumption about the State leads to
different assumptions about the distribution of the benefits
of expenditure programs under the costs-incurred concept.
For example, in addition to the benefits of educational
expenditures which accrue to families of students (called
specific goods benefits) and the benefits to society as a
whole (called general goods benefits)., there are class goods
benefits which accrue to capitalists. lass goods benefits
from educational programs arise because the educational
system provides capitalists with a trained work force which

is inculcated with the values of the capitalist system.
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The amount of class goods benefits is determined by
the difference between the actual cost of the expenditure
program and the socially necessary costs of the program.
Socially necessary costs are those costs which are necessary
to maintain the productive capacity and labor force of the
economic system in a given state of productivity or
efficiency. These costs are independent of the nature of
the economic system, so the difference between socially
necessary costs and total costs is assumed to be the result
of the capitalist socioeconomic system.

In both of the models used, benefits are allocated
to recipients who are identified as members of income
classes. The total amount of benefits accruing to any
income class, as a percentage of the total income in that
bracket, is a measure of the incidence of the publiic sector
in Michigan. The conventional analysis yields incidence
estimates which are consistently more regressive (pro-poor)
than the results of the radical analysis. For example,
under one assumption, the distribution of post-public sector
income is 8.3 percent more equal, in terms of Gini coeffi-~
cients, than the distribution of pre-public sector income.
On the other hand, the radical analysis yields a post-public
sector income distribution which is only 3.2 percent more
equal than the pre-public sector distribution of income.
Thus, the different assumptions about the role of the State
lead to significantly different public sector incidence

estimates. The radicai assumptions lead to the conclusion
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that public sector spending does much less to redistribute
income from rich to poor than previous studies have found.
But expenditure incidence is only one side of the
fiscal coin, and this study has been designed to be
compatible with a Michigan tax incidence study also done
for fiscal 1970.2 By combining the results of this dis-
sertation with those of Roberts', estimates of the total
impact of the public sector in Michigan in 1970 can be
generated. Some examples of the net fiscal incidence of
the Michigan public sector are contained in an addendum

to this dissertation.

]See, for example, the following studies: 0. H.
Brownlee, Estimated Distribution of Minnesota Taxes and
Public Expenditure Benefits (Minneapolis: University of
Minnesota Press, 1960); Ann Eapen and A. Thomas Eapen,
"Incidence of Taxes and Expenditures of Connecticut State
and Local Governments, Fiscal Year 1967" (a study prepared
for the Connecticut State Revenue Task Force, 1970); and
Charles Ross, "The Effects of State and Local Government
Expenditures on the Distribution of Income in Oklahoma,"
(unpgb]ished Ph.D. dissertation, Oklahoma State University,
1972

2Doug1as Roberts, "Incidence of State and Local
Taxes: A Case Study for Michigan, 1970" (unpublished
Ph.D. dissertation, Michigan State University, 1975).
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CHAPTER I

RATIONALE AND SCOPE OF THE STUDY

The Purpose of the Study

This study is an attempt to measure the distribu-
tional effects of state and local government expenditures
in Michigan in fiscal 1970. Redistribution of income is
only one possible impact that a public sector can have on
an economy; Richard Musgrave has developed a multiple budget
theory of the public sector which includes the allocation
and stabilization functions, as well as the distributive
function.] Analyses of the effects of government budgets
typically separate these three functional roles to isolate
their impacts, even though, in practice, governments do not
budget separately for the various functions they perform.

It is important to recognize that in carrying out
the allocation and stabilization functions, governments also

have distributional effects. As Weisbrod notes, "The

]Richard A. Musgrave, The Theory of Public Finance
(New York: McGraw-Hill, 1959), Chapter 1.
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income-redistributional effects of governmental actions
pervade most, if not all, aspects of governmental economic

w2 But, the redistributional effects, as opposed

activity.
to the allocative and stabilization effects, have received
relatively 1ittle attention from economists. The exten-
sive cost-benefit lTiterature is an example of studies which
have dealt, for the most part, with analyses of the alloca-
tion function. Until recently, studies of the effects of
taxation dominated the literature of the distribution func-
tion. Analyses of the distributional incidence of public
sector expenditures are relatively recent evidence that the
distributive effects, as well as the level of the costs

and benefits, deserve increased attention.

The need for studies of this type, i.e., studies in
which concern for the distributional impact of public sector
budgets is paramount, is articulated well by John Weeks: |

The overriding reality of the American economy is
inequality . . . inequality of income, inequality
of power, inequality with regard to the inability
to determine one's life. Inequality is what
economics should be all about. But, in fact,

economics as it is taught and practiced gy econo-
mists deals very little with inequality.

zBurton A. Weisbrod, "Collective Action and the Dis~
tribution of Income: A Conceptual Approach," in Public
Expenditure and Policy Analysis, ed. by Robert Haveman and
Julius MargoTis (Chicago: Markham, 1970), p. 137.

3John Weeks, "Political Economy and the Politics of
_Economists," Review of Radical Political Economics, Vol. 1
(May, 1969), p. 1.




This study., therefore, is part of a recent trend in
the study of public finance toward an analysis of the rela-
tively neglected equity aspects of the expenditure side of
public budgets. Neg1e¢t of the distributional impact of
public expenditures, however, is only part of the reason
for this study. A more important reason for this study is
the existence of pervasive inequalities in income, wealth,
social mobility and political power. These inequalities
exist in Michigan as well as in the U.S., but the data which
exist for Michigan substantiate only the ineguality in the
distribution of income.4 The inequality in the distribution
of wealth is undoubtedly greater than that of income95 but
this dissertation deals only with the impact of the public
sector on the distribution of income.

The persistence of inequalities in the distribution
of income implies that governmental policies to alter the
distribution are either ineffective, non-existent or that
things would be even worse in the absence of these policies.
One means by which these inequalities can be reduced is
expenditure programs designed to benefit the relatively
disadvantaged groups in our society. Therefore, one purpose
of this study is to examine the distributional impact of

spending by state and Tocal governments in Michigan to

4See the income distribution data in Chapter IV for
more particulars.

5Lester Thurow, The Impact of Taxes on the American
Economy (Newport: Praeger, 1971), p. 11.




determine whether these expenditures tend to moderate or
exacerbate income inequalities in the state.

Analysis of public sector expenditures has taken
many forms. Some studies, as mentioned above, isolate
specific programs to determine their costs and benefits
and occasionally the incidence of the costs and benefits;s
another study examined the incidence of expenditures within
a metropolitan area;7 many studies have measured the
incidence on income of the combined expenditures of the
federal, state and local governments; and finally, a few

studies have analyzed the incidence of state and local

government expenditures within a single state.a This study

6See the extensive cost-henefit literature as an
example of the first case; in the second case, see W. Lee
Hansen and Burton Weisbrod, "The Distribution of Cost and
Direct Benefits of Public Highevr Education: The Case of
Ca]igornia," Journal of Human Resources, Vol. 24 (December,
1971).

7wi]1iam B. Neenan, "Suburban-Central City Exploita-
tion Thesis: One City's Tale," in Transfers in an Urbanized
Economy, ed. by Kenneth Boulding, Martin Pfaff and Anita
Pfaff %Be]mont: Wadsworth, 1973), pp. 10-39.

8The following studies include the principal expendi-
ture incidence studies which examine federal and state and
local expenditures in the U.S.: John Adler, "The Fiscal
System, the Distribution of Income and Public Welfare," in
Fiscal Policies in the American Economy, ed. by Kenyon Poole
(New York: Prentice-Hall, 1959), pp. 359-409; Robert Allison,
"The Effect of Taxes and Transfer Payments on the Distribu-
tion of Income" (unpublished Ph.D. dissertation, University
of Colorado, 1966); Tibor Barna, Redistribution of Incomes
Through Public Finance in 1937 (Oxford: Clarendon Press,
1945); 0. H. Brownlee, Estimated Distribution of Minnesota
Taxes and Public Expenditure Benefits (Minneapolis: Univers
sity of Minnesota Press, 1960); Alfred Conrad, "Redistribution
Through Government Budgets in the United States, 1950," in
Income Redistribution and Social Policy, ed. by Alan T,
Peacock (London: Johnathan Cape, 1954), pp. 178-267; Ann




takes the latter approach. In order to analyze all public
sector expenditures in Michigan, local government expendi-
tures are lumped together with the state government's
expenditures and the total is analyzed as though it were
spent entirely by the state government.

This procedure is analogous to that used in studies
which aggregate federal, state and local levels of spending.
The diversity of local units of government is not recognized
by this procedure, but conducting separate analyses Tor each
of the 83 counties, 260 cities and 1247 townships in Michigan
would be an unwieldly undertaking. Thus, while some accuracy
is sacrificed by aggregating all levels of government, there

seems to be no realistic alternative.

Eapen and A. Thomas Eapen, "Incidence of Taxes and Expendi-
tures of Connecticut State and Local Governments, Fiscal

Year 1967" (a paper prepaved for the Connecticut State
Revenue Task Force, 1970); W. Irwin Gillespie, "Effects of
Public Expenditure on the Distribution of Income,”" in

Essays in Fiscal Federalism, ed. by Richard Musgrave (Wash-
ington: The Brookings Institution, 1965), pp. 122-186;
Richard Musgrave, Karl Case, and Herman Leonard, The Dis-
tribution of Fiscal Burdens and Benefits (Cambridge: Harvard
Institute of Economic Research, 1973); Richard Musgrave and
Darwin Daicoff, "Who Pays the Michigan Taxes?", Michigan Tax
Study Staff Papers (Lansing, 1958); Morgan Reynolds and
tugene Smolensky, The Post Fisc Distribution: 1961 and 1970
Compared (Madison: Institute for Research on Poverty, 1974),
hereinafter referred to as Reynolds and Smolensky, (1);
Morgan Reynolds and Eugene Smolensky, The Post Fisc Distri-
bution: 1961 and 1970 Compared, National Tax Journal, Vol.
27 (December T977), pp. 515-530; Charles Ross, "The Effects
of State and Local Government Expenditures on the Distribu-
tion of Income in Oklahoma" (unpublished Ph.D. dissertation
OkTahoma State University, 1972); Neil Singer, "Income
Redistribution and Fiscal Policy" (unpublished Ph.D. disser-
tation, Stanford University, 1965); Tax Foundation, Inc.,

Tax Burdens and Benefits of Government Expenditures by Income
Class (New York: Tax Foundation, Inc., 1967}; Rufus Tucker,
"The Distribution of Government Burdens and Benefits,"




There is considerable evidence to suggest that the
redistributional impact of the total spending of all levels
of government is significant. The smaller number of state-
level studies also demonstrates that public sector expendi-
tures within a single state are redistributive (see footnote
8). Since fiscal 1956, when total expenditures of state and
local governments in Michigan were less than §$2 bil]ionsg
no study has been undertaken to estimate the impact of
these expenditures on Michigan residents. Thus, it is impor-
tant to determine the impact of the approximately $4.8

billion spent by all levels of Michigan government in fiscal

1970.

Procedures Used in the Study

There are three types of fiscal incidence studies:
The first is an analysis of the incidence of taxes; the
second examines the incidence of expenditures; and the third
analyzes the combined incidence of taxes and expenditures.
These studies begin by defining income, which is the inci-
dence base usually used. Once the definition of income is

established, the distribution of that income among families

American Economic Review, Papers and Proceedings (May, 1953).
There is also an extensive literature of studies of this

type for other countries; for a review, critique and biblio-
graphy, see R. M. Bird and L. DeWulf, Fiscal Incidence
Studies in Developing Countries: Survey and Critique
(Washington: International Monetary Fund, 1974).

9Musgrave and Daicoff, op. cit., p. 152.



and unrelated individuals is determined. This information
is necessary because the studies attempt to measure how the
taxing and/or spending policies of the public sector affect
the way income is distributed.

In order to measure the impact of taxing or spending
by the public sector one, or both, of two methods is used.
One technique assumes that the definition and distribution
of income are before taxes and expenditures, i.e., the
definition and distribution of income are those which would
exist in the absence of a public sector. This definition of
income would inciude money used to pay taxes, but would not
include government transfer payments received as income.
Introducing a public actor into this situation would mean
reducing incomes by the amount of taxes and raising them by
the amounts of transfers and expenditure benefits. Distri-
butional incidence, using this method, is measured by the
changes in the distribution of income which result from the
introduction of taxes and expenditures by the public
sector.]o

A second method used to examine public sector inci-
dence takes as its incidence base the definition and distri-

bution of income which include the impact of taxes and

expenditures on incomes. In other words, income used to pay

taxes is not included in either the definition or

10The shortcomings associated with the concept of
adding or removing a public sector are discussed in Chapter
II.



distribution of income, but transfer payments and the bene-
fits of government expenditures are inlcuded in income. In
this case, distributional incidence is measured by the
changes in incomes which would result if taxes and spending
were discounted.

Studies which use the first of these methods must
begin by devising an income distribution which excludes
transfer payments. The most common starting point for
developing an income distribution is the Bureau of the
Census definition and distribution of money income. Census
money income, however, includes most money transfers and
also includes money which will be used to pay taxes. In
order to get a pre-public sector definition and distribution
of income, therefore, money transfer payments must be sub=~
tracted from the distribution of money income.

By the same reasoning, a study which uses the second
method of measuring incidence must determine the incidence
of both taxes and expenditures--excluding money transfer
payments~-and adjust the base distribution of income to
reflect these subtractions and additions. Again, the reason
for these adjustments is that Census money income includes
money used to pay taxes and money transfer payments. If the
study is designed to measure the impact of eliminating the
public sector, the amounts of taxes must be subtracted from,
and the amounts of expenditure benefits, except transfers,

added to the basic definition of income. This procedure



yields the distribution of income which includes the distri-
butional impact of the public sector. Essentially, the
difference between the two methods is an index number
problem, i.e., the only difference is in the income base
upon which incidence percentages are calculated.

This study uses the first of the techniques dis-
cussed above: the initial income distribution is adjusted
by estimating the distribution of transfer payments and
subtracting them, leaving a pre-public sector income dis-
tribution for Michigan.

Information about either taxes or expenditures alone
is insufficient to characterize properiy the impact of a
public sector; a thorough analysis requires knowledge of
both taxes and expenditures. Thus, the attractiveness of
this study is enhanced because Douglas Roberts is currently
undertaking a tax incidence study for the same time period

1 This dissertation on expenditures has been

in Michigan.
designed to be complementary to Roberts' dissertation by
using the definition and distribution of income he developed
for his study (Roberts' income definition and distribution
are explained in Chapter IV). By combining the results of
these studies, a measure of the total fiscal impact of the

Michigan governments will be available.

1]Doug1as Roberts, "Incidence of State and Local
Taxes: A Case Study for Michigan, 1970" (unpubiished Ph.D.
dissertation, Michigan State University, 1975).
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In addition to an analysis of expenditure incidence
similar to those cited in footnote 8, a radical analysis of
expenditure incidence is also undertaken in this study. The
purpose of doing two types of analyses is to demonstrate
that the results of an expenditure incidence study are
sensitive to basic assumptions about the role of the State
in an advanced capitalist society. The comparison of results
is facilitated by using procedures similar to those used 1in
previous studies in each of the two analyses. The results
will differ principally because of the different assumpiions
about the role of the State.

The conventional analysis is similar to previous
studies of this type and allocates expenditures by procedures
similar to those used in previous studies. The radical
analysis, on the other hand, relies on a Marxist analysis of
the role of the State in a capitalist society and uses
incidence assumptions which follow from socialist premises

about the state.

The Scope of the Study

The five expenditure categories discussed in later
chapters are (1) transfer payments (including debt interest,
welfare, unemployment insurance, workman's compensation and
government retirement programs), (2) education, (3) highways,
(4) health and hospitals, and (5) all other general expendi-
tures. This classification is based on definitions used in

the Bureau of the Census publication Governmental Finances
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12

in 1969-70. Fiscal 1970 was chosen because it coincides

with the period analyzed by Roberts and because data are
more readily available for this period than for more recent
years. Census data were chosen because of their consistent
and well-defined expenditure categories and because they
are the only sources that include all local-level expendi-
tures.

The analysis of each of the five expenditure cate-
gories is discussed in two separate chapters; for each
expenditure category there is a chapter which contains the
conventional analysis and another chapter which contains the
radical analysis. Transfers, education, highways and health
and hospitals comprise approximately 77 percent of public
sector expenditures in 1970. For the purpose of this
study, these first four categories are called "specific
goods expenditures." The final category, which includes
items such as police, fire and sanitation expenditures, is
called "general goods expenditure."

The rationale for this distinction is that expendi-
tures for education and highways, for example, are assumed,
in the conventional analysis, to be undertaken principally
to benefit specific groups of people, e,g., students and
highway users. These groups of people are identifiable

and the benefits of public sector spending on their behalf

]ZU.S. Department of Commerce, Bureau of the Census,
Governmental Finances in 1969-70 (Washington: U.S. Govern-
ment Printing Office, 1971).
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can be allocated to them. Expenditures for police protec-
tion and sanitation, on the other hand, are assumed to
benefit everyone in the society and particular beneficiaries
are not identifiable.

The next two chapters are devoted to discussions of
the conventional and radical analyses. Both types of
analysis are examined with respect to the literature con;
cerning each and the criticisms to which they may be sub-
ject. 1In each case, the analytical model for the expendi-
ture incidence calculations which follow is developed in

these ch

ters,

[+}]
I

Chapters IV and V deal with the distribution of
income and transfer payments from the conventional and
radical approaches, respectively. The remaining chapters
contain the analyses of the other four expenditure cate-
gories, a summary of the incidence of all expenditures and

a conclusion.



CHAPTER 11

THE CONVENTIONAL ANALYSIS

Before beginning the discussion of the methodology
employed in this dissertation, an examination of previous
studies of this type is appropriate. In all cases, these
studies rest on two major premises: (1) that the impact of
governmental tax and expenditure policies is measurable and
that this impact is not the same for all income groups, and
(2) that the benefits of government expenditures are
ultimately conferred on individuals and that these individuals
can be identified.

Underlying the first premise is the idea of intro-
ducing into a private economy a public sector which provides
social goods. The individuals in the private economy have
measurable incomes, or collections of assets, which define
their economic positions. Introducing a public sector which
supplies social wants diverts resources from the private
sector and influences the previously existing economic
positions of the individuals. The ultimate adjustment to

those changes in economic positions is the result of the

13
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taxes an individual pays and the benefits a person receives

from government expenditures.]

The change in economic
position is what is commonly used to define incidence.
Tibor Barna expresses the rationale which supports

the second premise:

The central idea, in the conception of the redis-

tribution of incomes, is that the entire national

output is allocable to the factors of production,

the entire national income accrues to individuals,

and the entire national expenditure benefits

individuals.
Two alternative methods of attributing the benefits of
government expenditure to individual recipients, identified
as members of an income class, have been advanced in the
conventional studies. The alternatives are called the money-
flow concept and the benefits-received concept. (The latter
is also known as the costs-incurred-on-behalf-~of concept.)
Both concepts assume that transfer payments accrue to the
recipients, but the money-flow concept would assume that,
for example, government subsidies for education accrue to
educators, while the benefits-received approach would assign
the benefits of the subsidies to those who receive the
educational advantages. The benefits-received approach

considers money flows as intermediate products and the output

of services as the final products. As Adler points out, the

‘w. Irwin Gillespie, The Incidence of Taxes and
Expenditures in the Canadian Economy., Report No. 6.1, a study

prepared for the Royal Commission on Taxation (Ottawa:
Queen's Printer, 1965), pp. 1-2, cited in Ross, op. cit.,
pp. 11-12.

2Barna, op. cit., p. 15.
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implication of the money~flow concept is that the incomes
of those who actually receive the government payments (in
this example, the educators) would be zero in the absencé
of the government program.3 Thus, in Adler‘®s opinion, and
apparently in the opinions of the authors of other expendi-
ture incidence studies, the money-flow concept is inappro-
priate, except in the case of transfers.

The inappropriateness of the money-flow concept
derives from the assumption that expenditures are not undere
taken to benefit educators but are made to benefit the
students who receive the education. The benefits-received
concept is derived directly from conventional assumptions
about the role of the State. Essentially, the neoclassical
theory limits the State to interferences in the private
market system for three purposes: to stabhilize the economic
system, to allocate economic resources efficiently, and to
adjust the distribution of dincome and wealth which results
from the interplay of market forces.4

These functions are justified, in the conventional

ideology. by the assumption that the State represents

individual wishes and acts in the interests of the society
as a wnole. Thus, when the government, acting for the
State, undertakes expenditure programs to change the market

allocation of resources or the distribution of income, it

3Ad1er, op. cit., pp. 360-361.

4Musgrave, op. cit., p. 5.
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is acting in the interests of all segments of society when
it provides general goods, or in the interests of specific

groups in the society when it provides specific goods.

The General Equilibrium Problem

There are several implications which arise from the
benefits-received approach which could make it of doubtful
value as well. The first is that in the absence of a public
sector, the underlying income distribution would be unchanged.
For example, most of the studies using income as a measure
of economic position use either one or both of two income
definitions: the first definition is before-tax and does
not include transfer payments and benefits of expenditures,
i.e., this approach excliudes the impact of the public sec-
tor; the second definition is after taxes and includes
transfer payments and expenditure benefits.

The incidence, by income class, of expenditures and
taxes is then applied to these income definitions and dis-
tributions. None of the authors of these studies, however,
explicitly accounts for the influences that the introduction
of government has on the income distribution beyond that
reflected solely in taxing and spending. Aaron and McGuire
summarize this problem succinctly:

The distributional studies noted do not attempt to
solve the general equilibrium problem of closing
governments down and reallocating their resources
to the private economy. As an approximation, they

attempt to estimate for each income class its
income before taxes at the existing equilibrium
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and its expenditure equivalent after government
disbursement, at the same existing equilibrium.

The general equilibrium problem is serious, but
equally important is the idea that the no-government or
pre-public sector situation is realistic. In other words,
is the government/no-government comparison either useful
or relevant, especially as regards the notion that incomes
are unchanged in the absence of government? If the analysis'
were concerned with a single expenditure. or even a group of
expenditures, rather than with all government spending, it
would be more reasonable to assume that the underlying dis-
tribution of income would be unchanged in the absence of
these programs; government policies to promote full employ-
ment and the marginal impact of these programs would tend
toward this result. But, when government spending in toto
is discussed, the assumption is tenuous and even nonsensical.

In the case of a specific expenditure or tax it is
possibie to use as a comparison for incidence purposes the
incidence of another program which was not enacted or the
most efficient alternative to the existing program. The
no-government assumption is, of course, unrealistic, but
it might be possible to hypothesize what the no-government
labor force participation and savings rates would be, and

use these estimates to derive a no-government income

5Henry Aaron and Martin McGuire, Public Goods and
Income Distribution, Reprint 202 (Washington: The Brookings

Institution, 1971), p. 907.
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distribution.®

This latter alternative would avoid the
tenuous assumption that the income distribution is unchanged
in the absence of government. Computing the pre-government
income distribution, however, would involve conjecture and
assumptions which could be at least as quarrelsome as those
of the original government/no-government assumption.

For the purposes of this study it should be kept
in mind that these criticisms have been levied against
fiscal incidence studies in general, but primarily apply
to federal-level studies. In the case of state-level
studies, the general equilibrium issues are not as signifi-
cant. This is because federally-determined economic, legal
and political policies are more important variables in the
determination of a state's income distribution than are
state~-Tevel policies. This results from at least two
principles: (1) State-level economies are deeply inter-
twined with the national economy and therefore are heavily
influenced by and dependent on federally-determined economic
policy. A good example of the dependence of the economic
health of Michigan on the national economy is given by a
comparison of unemployment rates in Michigan and the U.S.
Since 1967 Michigan's unempioyment rate has always been

higher than the national rate and has varied directly with

6Eugene Smolensky, unpublished memorandum, Univer-
sity of Wisconsin, courtesy of Leanna Stiefel.
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changes in the national rate.7

The automotive industry in
Michigan also reacts to changes in national economic condi-
tions and is an important barometer of economic conditions
within the saate. Further, at a level of approximately §5
billion, the public sector budgets in Michigan amount to
less than 3 percent of the level of federal spending in
fiscal 1970. (2) Similarly, the legal and political poli-
cies imposed by state-level governments are also Timited
and guided by federal laws and policy. Constitutional
arrangements and political organizations are, of course, the
most important examples of these constraints.

The conceptual exercise of inserting or removing a
state-level public sector is more acceptable (although no
more realistic) in this context because the underlying
income distribution would be less subject to change as a
result of this relatively marginal influence. At the very
least, the bias introduced by this no-government assumption
is small compared to that present in national-Tevel studies.
In some ways a state~level study is analogous to the analysis
of a single expenditure item in a national budget; f.e.a the
impact of the program is relatively small compared with the
magnitude of the major determinants of the distribution of

income.

7"Labor Force and Unemployment Characteristics," a
draft paper prepared by the Mayor's Office of Manpower for
the Labor Market -Advisory Council, Detroit, Michigan, May
3, 1974.
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Distributing General Goods Expenditures

Another criticism of previous studies of this type has
been levied against the methods used to distribute the bene-
fits from government éxpenditures. This problem arises
primarily in the distribution of benefits from general goods
and also the benefits of expenditures which can be assigned
partially to specific individuals but which also generate
major externalities.

There is considerable uncertainty among the authors
of previous studies about the proper method of distributing
general expenditure benefits. General expenditures typi-
cally have been allocated either by the distribution of
income, on a per family basis, or by a combination of the
two. Aaron and McGuire have shown that allocation of
general expenditures is particularly sensitive to assumptions
about the nature of the utility function of the benefit
recipients. Their analysis recognizes that the knowledge
of household utility functions which is necessary to assign
values to consumption of public goods is lacking. But, they
also state a need to generate estimates of the influence of
assumed utility functions on the distribution of general
expenditures. Therefore, Aaron and McGuire arbitrarily
assume two general utility functions and compare the results
derived from these functions with those of the functions

implicit in previous studies.8

8Aaron and McGuire, op. cit., p. 910.
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The basis on which they assume these functions is
that it is possible to hypothesize the shapes of utility
functions, on the average, which will yield estimates of
individuals' marginal rates of substitution between private
income and general goods, To use this method, one assumes
that taxes have been levied for the provision of redistri-
butive transfers and gpecific goods and that the pre-public
sector income distvribution has been adjusted by allocating
taxes, transfers and specific goods income to each income
class. This calculaticn will yield the average amount of
"private" income in each income bracket. The marginal rate
of substitution between this private income and general
goods determines the value of general goods benefit allocated
to individuals in each income brack@t.g

Previous studies have made no mention of the utility
functions implicit in the distributional techniques employed:
that assigning benefits on a per-family basis implies a
constant marginal utility of income. The utility functions
used by Aaron and McGuire assume, in the first case, that
marginal utility of income is always positive, declines with
income, and that the total utility rises without Timit as
income rises; the second function implies that marginal
utility is always positive but tends to zero as income rises
and that total utility converges to an arbitrary constant.

The functions are MU(Y) = Constant/Y and MU(Y) = C0ﬂstant/Y2,
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Where Y is the sum of disposable income and specific goods
income. Essentially, the result of using both functions is
to allocate benefits inversely to the marginal utility of
income because the functions imply that willingness to pay
for public goods rises with income. The results show signi-
ficantiy different distributions of general expenditure bene-
fits from those calculated in the Tax Foundation studyalo

Specifically, the Tax Foundation study found signi-
ficant income redistribution from income ciasses over $6,000
to lower income classes. Aaron and McGuire, depending on
which function they applied, found that the redistribution
was less than that shown by the Tax Foundation, although in
the same direction (MU = Constant/V), and that in the case
of the function MU = Cons%an%/Ygg positive amounts of redis-
tributed income were received by both the lowest and highest
two income classes, while the middie groups received nega-
tive amounts.

Aaron and McGuire were unable to be specific about

111 claims to

the most appropriate vtility function. Maita
have resolved this uncertainty by citing the results of
three empivrical studies designed to estimate the marginal

rate of substitution between general goods and private

TOTax Foundation, Inc., op. cit.

sh1omo Maital, "Public Goods and Income Distribu-
tion: Some Further Results," Econometrica, Vol. 41 (May,
1973), pp. 561-568,
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income. The proper utility function, according to Maital,
is Mu(y) = ¢/v1-5.12

In spite of Maital's claim that his utility function
will yield ". . . believable and unambiguous estimates of
the net incidence (taxes less benefits) of the entire fiscal

u]3

system, this study uses five aliocative methods: (1) on

a per family basis, (2) by the distribution of adjusted
broad income, (3) one-half by income and one-half per family,

(4) using MU(Y) = ¢/v 9

where ¥ 1is determined by using
Robert's least progressive tax incidence data, and (5) using

MU(Y) = C/Yi‘5 under Robert's most progressive tax incidence

assumpt‘ions.m

By not relying on a single means of valuing
and distributing the benefits of expenditures for general
goods, a range of assumptions about individual utility
functions is retained. These five assumptions about the
allocation of general goods benefits also yield a range of

incidence estimates: Assumption 1 yields the most regres-

sive (pro-poor) results, and Assumption 4 yields the least

regressive results.

Ibid., p. 561.

74Roberts, op. cit. The calculations are made by
assuming that the product of the marginal utility of private
income times the family's share of general goods benefits is
equal for all families. Thus, MUi%Y.) x E. = MU;{Y.) x
E., where E_i is the share of genera]1goods1benef1t53which
atcrues to each family in the ith income bracket, and Yy 1is
the mean disposable income in the ith income bracket; Aaron
and McGuire, op. cit., p. 914.

A simple arithmetic example will «<demonstrate the
use of the Maital function: assume there are two income
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The Problem of Benefits in Kind

The problem of the choice of utility functions is
partially resolved by use of the function specified by

Maital, but this leads directly to another problem of

valuing benefits. At issue is the value to beneficiaries
; of in-kind transfer payments. The conventional approach
to expenditure incidence has been to assume that the costs
incurred by the government were eqgual to the benefits

; received by the recipients. Generally speaking, however,
equal dollar amounts of cash and in-kind benefits will not
be valued equally by recipients because in-kind benefits

remove the element of choice invoived in the use of cash

e gt - g ¢ o =i £

payments. Thus, there could be a need to weight in-kind
; benefits in such a way as to make them comparable to cash
E receiptsqig The need for weightingto calculate welfare~
equivalent cash transfers would arise if benefit weights,
i.e., the ratio of the subjective benefits of in-kind pro-

grams to taxpayer cost, were not equal to unity.

brackets with two families in the first bracket and three
families in the second bracket. The mean income in the first
bracket is $4 and the mean income _in the second bracket is

| $9. Then, (1) €/4V-5 x Ey= ¢/91-5 x Ep; if the total amount
i of general goods benefits is 10, then (2) 2Ey + 3Ep = 10.

: Therefore ¢ro7 - %?—and Ep = 3.75 Eq E, = 10-2E,, from (2).
E Solving for E,; and E, yields E .825 and E, = 2.783; the

| amounts of %erai goods bene}nts accruing to each income

; bracket are 1 65 and 8.349.
}

)

15Leanna Stiefel, M. Schmundt, and Eugene Smolensky,
“When Do Re01p1ents Value Transfers at Their Costs to Tax-
payers?" in Integrating Income Maintenance Programs, ed. by
Iren§ Lurie (Madison: Institute for Research on Poverty,
1974).
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The difficulty in measuring benefit weights is con-
siderable, as evidenced by the preliminary work of Stiefel,
et al., and the value of weights in a study such as this is
doubtful. The relative magnitude of expenditure programs
for which benefit weights might be useful in this study is
small. The focus of this study is on five major categories
of spending, only one of which (public welfare) includes a
significant amount (53 percent) of one of the in-kind bene-
fits (medicaid expenditure) discussed by Stiefel, et al.

The redistributive impact of using welfare equivalent amounts
for this single category, which comprises less than 4 percent
of total expenditures, would be minimal. Thus, it seems that
the work by Stiefel, et al., is particularly important in
national studies where the impact of in-kind programs is
relatively greater. Until (and unless) reliable benefit
weights can be calculated it is sufficient to note that the
assumption of costs equal to benefits may impart a small

bias toward more redistribution than may actually occur.

The Problem of Lifetime Income

Another criticism of conventional incidence studies
is more far-reaching than those discussed thus far. A1l of
these studies have been undertaken on a cross-sectional
basis and examined a one-year period and arrived at results

for that period. The question that has been raised by
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16 is whether a one-year slice is the relevant

Polinsky
period over which to measure fiscal incidence. This problem
arises because current income is not always a good indicator
of lifetime income and because of the distinction between
the inequality of annual and lifetime income.17
Polinsky points out that there are three redistribu-
tional effects of a fiscal structure. One redistributes
current income among individuals, another redistributes
lifetime income among individuals, and the third redistri-
butes income among different periods of an individual's

18 Conventional studies have dealt with the first type

life.
of redistributional effect and therefore may be misleading
with respect to the long-term effects of the fiscal system.

Because the distribution of income depends, in part,
on the age of the individuals, a study which finds, for
example, that a given fiscal system is redistributive to
Tow-income families may mistakenly be interpreted as meaning
that the fiscal system also is redistributive to poor people
over the long term. The mistake could arise if many of

those who are poor in the one-year time period have lifetime

income streams which rise after this period. Thus, the

1GA,Mitche‘H Polinsky, "A Note on the Measurement of
Incidence,” Pubiic Finance Quarterly, Vol. 1 (April, 1973).

7 1hid.

]BA. Mitchell Polinsky, "Imperfect Capital Markets,
Intertemporal Redistribution and Progressive Taxation"
(unpublished manuscript, May, 1973), p. 2.
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result would be that the fiscal system redistributes income
to them in one period only to redistribute income away from
them in later periods when their incomes rise relative to

others.

Data about the impact of government programs on cross-
? sectional distributions of income may not be relevant if

income profiles of individuals change dramatically over time,

resulting in changes of relative positions in the tincome

19 Rather, it would seem that the distribution

distribution.
of 1ifetime income should be the measure against which the

incidence of a fTiscal system should be measured. The perva-
siveness and persistence of income inequality make it desir-

able to know how the fiscal system redistributes lifetime

incomes. The biggest problem in satisfying this desire is
the almost complete lack of data for lifetime incomes for a
large sample of people over a long period of time. In the
meantime, it is important to recognize that cross-sectional
studies provide only part of the data needed to analyze the
impact of a fiscal system on the distribution of income.
They cannot show, on the basis of existing evidence, that

when a fiscal system is found to be regressiveszo this

]9Po1insky, “A Note," ap. cit., p. 227. He cites
evidence which supports the hypothesis of considerable
movement between income classes.

2OAs they are used in the literature, the terms
regressive and progressive can be confusing. To avoid con-
fusion in this study, their usage will be consistent with
that of tax incidence studies, i.e., regressive implies
that the incidence of expenditures as a proportion of
income declines as income rises.
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implies a fundamental redistribution of income. Quite to

the contrary: although redistribution has occurred, it may
have been from those temporarily wealthy to those temporarily
poor, and this does not tell us what is happening to concen-

trations of either poverty or income.

The Identity of Benefits and Costs

In addition to the problems of valuing in-kind bene-
fits, there are other considerations which make the assump-
tion of the identity of costs and benefits tenuous. The

fivst is that, as Bivrd and DewulfzZ

point out, benefits may
pbe weighted by the degree of involvement in the decision-
making procoess by recipient groups. Those most involved
wiil vatue the outputs more highly because the services are

¥
i

ave likely to coincide witn the preferences of this group;

those not involved in decision-making will be less inter-
ested in the package of public expenditures.zz Secondly,
it the poltitical process is Pareto-efficient, so that no one
toses as a result of the programs, benefits will be no less
than costs, and probably will exceed costs.

By sasuming interdependence of individual utility
functions, Hocnman and Rodgers found that redistributive
programs may not invoilve losses of utility ¥rom people who

Toae income. This result is possible if the utility of

Z]Bird and DeWulf, Fiscal Incidence Studies,
op. cit.
22

Ibid., p. 47.
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income is replaced by the utility of giving or of feeling
better off because those who received redistribution of
ihcome are better off.23
These considerations cast doubt on the identity of
the costs and benefits, or the accounting approach. None
of the conventional expenditure incidence studies has used
anything other than the accounting approach, but Neenan has
used a model in which benefits exceeded costs in his work
on intra~-metropolitan fiscal incidence.24
To account for the possibility that benefits may
axceed costs is a difficult task, especially in the 1ight
of the Yack of agreement on beneficiary identification and
the allocation of general goods expenditures. Neenan's
method adjusted benefits to suburbanites by the ratio of
median income in the suburbs to median income in the city.
The basic assumption underliying this method is that the value
of benefits initially measured by cost can be adjusted by a

:125

"willingness to pay multiplier. Thus, Neenan assumes
that a3 incomes rise people are more willing to pay for pub-
Tic services, and this willingness to pay can be used to

va lue bonefits,

"oy

“Yllave1d Hochwan and James Rodgers, "Pareto-Optimal
Redistribution,” American Economic Review, Vol. 59 (September,
196%), pp. 542-557.

24 .
*Neenar, op. cit.

251pid., p. 25.
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Neenan cites the evidence of three empirical studies
of voting behavior to support his willingness to pay assump-
tion. The general conclusion of the three studies was that,
above some minimum income threshold, willingness to pay for
public services is a rising function of income.26

In Neenan's study median income in Detroit is used
as the base and the multipliers for suburbs are calculated
on the basis of the difference between median income in a

27 Using Neenan's pro-

suburb and median income in Detvroit.
cedure in this study would require a reference income group,
the choice of which would be arvpitrary. Further, Neenan's
technique is based on assumptions about local tax incidence,
and the wiiiingness %o pay assumption is based largely on

the assumpticn of regressivity in the local tax system.

There is no basis, in this study, for an analogous assump-
tion about the state and local tax system. Finally, Neenan's
use of the wiliingness to pay multiplier to adjust the value
of benefits initially valued at their costs means that the
value of benefits exceeds their costs. It would be inconsis-
tent, 0 this study, to value general goods benefits differ-
ently than spectfic goods bhenefits which may also be valued
difterently than their costs. Since Aaron and McGuire and

Maital have examined the assumption of willingness to pay

i

and specified a utility function, it seems preferable to

adopt their methodology rather than Neenan's.

261hid., p. 22.

T1bid., p. 25.
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Summary and Methodoloqy

Taken as a group, the criticisms discussed thus far
delineate the most serious limitations inherent in conven-
tional fiscal incidence studies. The proper response to
this evidence is to make such modifications of conventional
studies as are possible in attempts to eliminate the short-
comings. To the degree that this is not possible, the
remaining shortcomings should be made explicit and, as Bird
and DeWulf advise, ". . . the assumptions . . . [should] be
stated more explicitly and argued more convincingly and the
results displayed with more caution and humility, as befits
the present state of the art.“zs

The present state of the art of fiscal incidence is
not such that all shortcomings can be removed. Data do not
exist, and cannot be generated for the purpose of this
study, which shad 1ight on lifetime incomes of Michigan resi-
dents. The general equilibrium problem remains, although a
state-Tevel study reduces sufficiently the bias this problem
introduces. v

The choice of utility functions also remains to be
resolved, but demonstrating the sensitivity of results to
various assumptions about these variables should be adequate
for the purposes of this study. Lack of reliable benefit
weights precludes a resolution of the problem of in-kind
benefits, although the magnitude of this type of benefit is

so small as to introduce only a minimal bias.
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In spite of the limitations of previous studies and
those which remain in this study, there is a need in
Michigan for information about the incidence of the public
sector. The companion tax incidence study now under way
(the Roberts research), in combination with this study, will
provide this information. But the existence of the tax
incidence study has been an influence on the limits and
direction of this study because of the need to arrive at
compatible estimates of incidence. In order to achieve this
objective, the definition and the distribution of income in
Michigan in 1970 developed and used by Roberts in his study

29 has been adopted for use in this study.

of tax incidence
A discussion of this income distribution and the distribution
of transfer payments is the subject of Chapter IV.

Because a part of the importance of this dissertation
iies in its relationship to and compatibility with the
Roberts study, it is necessary to dichotomize the analyses
of the various expenditures. The impact of each expenditure
progyam is evaluated using both conventional and radical
assumptions.

The conventional techniques include five assumptions
regarding the distribution of genevral goods expenditures.
Allocation of the benefits of general goods expenditures is
made in five ways: on an equal per family basis,

by adjusted bvroad income, one-half by adjusted broad income

29Robewts, op. cit.
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and one-half by families, and using the utility function
recommended by Maital (MU(Y) = C/Y1'5) under the two tax
incidence results from Roberts' study. Using these five
methods will demonstrate the sensitivity of the results to
the various assumptions; previous studies typically used
only one or more of the first three methods. 1In addition,
various proportions of the general goods component of
expenditures for specific gocds are allocated using the
same five allocative procedures listed above.

Many of the limitations of the conventional approach
are either unresolvable in this study or unlikely to result
in markedly biased results, as the discussion in previous
sections indicates. Further, since there are other state-
ieve] studies, it is useful to employ the conventional
methodoiogy in this study for the purpose of comparing the

results of similar studies.



CHAPTER III

THE RADICAL CRITIQUE AND A PROPOSED
RADICAL ANALYSIS

The criticisms of studies of fiscal incidence dis-
cussed in the previous chapter have been levied by
economists working in the neoclassicai economic tradition.
It is important to realize, however, that there are econo-
mists who reject the neoclassical paradigm and who elaborate
on and extend the analysis and criticism of capitalism by
Karl Marx. Modern radicals are critical not only of
advanced capitalism but also of conventional neoclassical
analyses. A fundamental, although tacit assumption in con-
ventional incidence studies is that the State acts within
certain limits to perform functions which benefit either
specific groups within society or benefit all members of
society. The neoclassical theory of the role of the State
has never been questioned in any conventional fiscal inci-
dence study. The implication of this procedure for conven-
tional studies is that even if the analytical procedures in

the studies are correct, the studies themselves may be

34
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flawed because their assumption about the role of the State
is open to serious cm’cism.1
The purpose of this chapter is to propose an alter-
native to the conventional analysis of expenditure incidence.
This alternative is based on a radical, neo-Marxist theory
of the role of the State. Unlike conventional studies,
however, the radical framework developed in this chapter,
and used in later chapters to distribute expenditure bene-
fits, includes an explicit discussion of the role of the
State in a capitalist society.
This chapter begins with an analysis of the role
of the State and develops a model for expenditure incidence
based on a radical theory about the State. The nature of
benefits and benefit recipients receives a careful analysis

because of the significant departure from the conventional

assumptions. The importance of James 0'Connor's The Fiscal

Crisis of the Statez for the identification of benefits and

benefit recipients is also discussed in a separate section
of this chapter. A methodological summary is included to
bring together the structure of the radical analysis as

it is used 1n later chapters.

?Pau? Sweezy, The Theory of Capitalist Development
(New York: Modern Reader, 1942), Chapter 13, especially

pp. 240-244.

2James 3'Connor, The Fiscal Crisis of the State
(New York: St. Martin's Press, 1973).
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The Role of the State

The assumption in conventional expenditure incidence
studies which is most subject to criticism involves the
procedure by which the beneficiaries of government expendi-
tures are identified. The benefits-received concept as it
is used in conventional studies rests solidly upon the
unquestioned assumption of the l1iberal theory of the role
of the State in a capitalist economic system. This theory
essentially limits the government to interferences in the
private market economy for three purposes: (1) to allocate
resources efficiently among private markets; (2) to alter
the distribution of income which results from the forces of
private markets; and (3) to stabilize the private market
system,3

These functions are justified, in the liberal
ideology., by the assumption that the State, through the

action of a representative democracy, represents individual

wishes and acts "to advance the interests of all individuals.

Individuals enter into collective relationships because they

wish Le eccompiish goals which would otherwise be unattain-

5

able or wmore costly than acting individually. Buchanan and

2
“Musgrave, op. cit., p. 5.

aDavid Gordon, ed., Problems in Political Economy:
An _Urban Perspective (Lexington, Mass.: D. C. Heath, 1971),
p. 10.

Sjames M. Buchanan and Gordon Tullock, The Calculus
of Consent (Ann Arbor: The University of Michigan Press,
1962), p. 13.

q
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Tullock view collective action as ". . . a genuinely

co-operative endeavor in which all parties, conceptually,
ll6

This model is analogous to the model of
competitive markets in which each individual pursues his

or her own self-interest. If office holders, in this

model, seek to maximize their support among voters they

will propose programs which satisfy a majority of their
constituency°7 The budgetary results of this process should
reflect the attitudes of the citizenry.

In the conventional analysis, the State is mediator
among various interests and classes, and does not repre-
sent any single interest or class in the society. Thus,
the assumption underlying the conventional benefits-received
approach is that although some government expenditures are
undertaken for ad hoc purposes to benefit specific groups
of peoplie, e.g., transfer payments, many expenditures are
undertaken for the benefit of all segments of society. Even
transfer payments yield redistributive effects which are in
accord with the social welfare function of the society.

Radicals on the other hand, content that the plural-
istic assumption is erroneous and that the State and the
whoie of society are in fact directly or indirectly con-
trolled by a ruling class comprised primarily of capitalists.

While there is no single radical theory of the role of the

Ibid., p. 266.

et o

6
“1bid., p. 241.
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State in a capitalist system, there is agreement among
Marxist theorists that the role of the State is more com-
plex than it was described by Marx and Engels in the

Communist Manifesto: "The executive of the modern state

is but a committee for managing the common affairs of the

whole bourgeoisie,“B
It is not important, for this study, to analyze

and explain each of the many theories about the State

which have arisen from the general characteristics formu-

lated by Marx,g What is important, however, is the agree-~

ment among modern Marxists about the role of the State.

The essential points of agreement center around two related

functions which the State performs: (1) The State must

breoadly serve the needs of the dominant class in the

society {(capitalists) and (2) it must seem to be

8Kar1 Marx and Fredrick Engels, "The Communist Mani-
festo," in The Capitalist System, ed. by Richard C. Edwards,
Michael Reich and Thomas E. Weisskopf (Englewood Cliffs,
New Jersey: Prentice-Hall, 1972), p. 68.

9See, for example, David Gold, Clarence Lo and John
Mollenkopf, "Some Recent Developments in the Marxist Theory
of the State" (a paper presented at the winter conference
of the Union for Radical Pclitical Economy, December 30,
1974}: Ralph Miliband, The State in Capitalist Society (New
York: Basic Books, 1969); see also the debate between
Miiiband and Nicos Peoulantzas in Ideology in Social Science,
ed. by Robin Blackburn {New York: Vintage Books, 1973),
pp. ¢38-262; and Miliband, "Poulantzas and the Capitalist
State,” New Left Review, No. 82 (November/December 1973);
other articles of interest are Amy Beth Bridges. "Nicos
Poulantzas and the Marxist Theory of the State," Politics
and Society, Vol. 4 (Winter 1974), pp. 161-190; and Alan
Wolfe, "New Directions in the Marxist Theory of Politics,"
in the same issue of Politics and Society.
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representative of all classes in the society because the
society is ostensibly democratically organized.

As Wolfe and Bridges make clear, the idea of the
State as simply the instrument of the dominant class is
too simplistic because it ignores the historical develop-

10

ment of the State and the origins of its power. The

origin of State power, according to Bridges, is twofold:
popular support and its commitment to capitalist interests.H
Thus, the development of the State has been a result of the
struggle among class interests, and the continued existencé
of the capitalist State depends on its ability to meet the
accumulative demands of capitalists while at the same time
disguising this role by seeming to be universally repre-
sentative. This latter need gives rise to the legitimiza-
tion (or legitimation) function of the State without which
it could not command support from the majority of the
populace. The State seems to be legitimate because it
performs certain functions to stabilize the economy and to
benefit classes other than capitalists, thereby ensuring
its legitimacy. Wolfe describes this contradiction of
roles as the practice, by the State, of "alienated politics,"
i.e., the State derives its power from the dominated majority

and exercises this power on behalf of the dominant c]ass.:]2

]OWO1fe5 op. cit., p. 148 ff; Bridges, op. cit.,
pp. 177-178.
llBridges, op., cit., p. 178.

]Zwolfe, op. cit., p. 148.
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the State "must simultaneously be a class state and a

universal state, which it can only do by claiming the
n]3

latter in some false way.

A capitalist State depends for its power to perform
its functions on generating revenue from wages and profits, so
it must serve the accumulation needs of capitalists. The
State serves the interests of the capitalist class in two
ways: It directly aids that class "by providing services
only to members of the class," and it indirectly supports
capitalists "by helping to preserve the system of institu-
tions which support and maintain the power of that c1ass."14
But it must also be aware of and responsive to the demands
of dominated classes, without whose support the State
would lose its Tegitimacy. The organization of production
under capitalism is such that not only are workers alienated
from their work énd the products of their labor, but they
are also subject to economic insecurities, such as unemploy-
ment, which are not typically visited upon members of the
capitaiist class. The State must, therefore, insure that
its policies seem balanced among classes.

The preceding discussion admittedly ignores impor-
tant aspects of the various theories of the State. It is
sufficient for the purposes of this study, however, because

the basic elements of the theory demonstrate the departure

V31bid., p. 149,

3
14 .
Gordon, op. cit., p. 6.
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from the conventional theory of the State and provide an
analytical framework in which to reconsider the incidence
effects on income of State actions. The discussion of
0'Connor's work will lend additional insight into the two
basic functions of the State.

There are "insidious political imp11cations“15 in
using the conventional benefits-received,or costs-incurred-
on-behalf-of, concept of expenditure distribution because
it denies that the State plays an important role in the
class conflict between workers and capitalists in a
capitalist economy. The State acts to defuse political
threats against the system by workers and the surplus
population and to ameliorate conflict between classes which
might endanger the system.16 For example, welfare expendi-
tures are commonly considered to benefit poor people. On
its face, this seems to be a reasonable proposition. But,
if some people are poor because of the sociceconomic system,
and if welfare payments act to co-opt their anger against
the system, can the welfare system be said to benefit only

the poor?

’SThis phrase was used by Mitchell Stengel and the
auther is indebted to him for the suggestion.

15R"ichard Edwards and Arthur MacEwan, "A Radical
Approach to Economics," in Gordon, op. cit., pp. 20-21.



42

Stephan Michelson has specifically applied a radical
view to fiscal incidence s;’cudies.]7 Essentially, Michelson
has said that there is much more to the impact of govern-
ments than their tax and expenditure policies. Researchers,
Michelson advises, also should examine the impact of other
government policies and actions. The 1liberal view of the
State, however, is unsatisfactory for this purpose because,
according to Michelson,

What good is an analysis of government action in

a capitalist system which ignores how capitalist

governments act? If, in fact people attain an

income class through government action, and the

government maintains them in that relative if not

absolute class, shouldn't the measurement of the

effect of the government on income distribution

count that fact?18
Michelson goes on to suggest that the distribution of
income that results from government policies should be com-
pared not to the same underlying distribution but to a dis-
tribution which would obtain either in the absence of these
policies, or under different policies, or, preferably,
under a different socioeconomic system entirely.

There would seem to be two ways to correct this

pessible fault of conventional studies. One is to hypothe-

size a distribution of income that would exist under what

a person considers "the good society," to borrow Michelson's
g

phrase, and compare the hypothesized distribution with the

]7Stephan Michelson, "The Economics of Real Income
Distribution," Review of Radical Political Economics, Vol.
2 (Spring, 1970), pp. 75-86.

18

Ibid., p. 77.
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existing income distribution. However, there is probably

a broad spectrum of income distributions desired by differ-
ent people. The result of such an inquiry, therefore,
would be several studies of fiscal incidence, the conclu-
sions of which would not be compatible because of the
varying original, "ideal," income distributions.

The choice of a basic income distribution to meet
Michelson's “"good society" criterion is difficult in a
study such as this. It has already been suggested that
state and local levels of government are less influential
than the federal government in determining the distribution
of income within a single state. It would be inappropriate,
therefore, to assume an income distribution within Michigan
vastly different from that which exists.

Another alternative is to attempt to quantify the
impact of various government policies on the distribution of
income. Of course, this raises very difficult conceptual
guestions, such as attempting to measure the effect of the
existence of the Department of Defense on its present scale
or the impact of the pervasive influence of large-scale
monopoly corporations. Further, what are the effects of
legal protections of private property, especially as they
pertain to the rights of corporations? It seems that this
type of analysis involves so many debatable issues that it
is unlikely to answer the criticism of fiscal incidence
studies. What is important, however, is the recognition

that fiscal incidence in a narvow sense is not the sole
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impact of governments on the distribution of income; in
fact, it may not be even the primary influence.

The proposed radical analysis, however, is designed
to meet, in part, Michelson's first criticism of conventional
studies: that they ignore how the government acts to main-
tain the existing income distribution by supporting the
class system and institutions of capitalism. This question
is precisely what the radical analysis attempts to answer
by examining the role of the State in expenditure incidence.

Thus, from a radical perspective it is necessary
to identify those who actually receive the benefits of
government expenditures. It is incorrect, for example, to
assume that transfer payments benefit only the direct
recipients of the payments if the real purpose of these
payments is to suppress or diminish class conflict. Rather,
the ulitimate beneficiary of at least part of expenditures
undertaken for this purpose is the capitalist class. Another
example of the difference between a radical analysis and
the conventional technique is the treatment of education
expenditures. The most widely used conventional incidence
assumpiion is that the families of students are those on
whose behalf the expenditures are undertaken. On the other
hand, a radical analysis would allocate some fraction of
these expenditures to capitalists because of the extent to
which the educational system is designed to meet the needs
of monopoly capital for workers with specific knowledge and
the socialization necessary to function in the capitalist

society.
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The Fiscal Crisis of the State

It is appropriate at this point to discuss the
impiications for this study of the pioneering work of

19 0'Connor has made more specific the

James 0'Connor,
radical theory of the State by developing a theory of the
budgetary process of the capitalist State in the U.S. His
study is designed to identify the determinants of the
level and composition of government budgets in this country.
O0'Connor identifies three distinct divisions in the economy:
the monopoly, competitive and State sectors. In addition
he discusses five client groups of the State: monopoly
capital, monopoly labor, competitive capital, competitive
Tabor and State labor. 1In addition, although the surplus
population is not a client group (because its composition
is principally former members of competitive labor), its
existence is also an influence upon the actions of the
State. The State serves the interests of capital in general,
and monopoly capital in particular, by enacting expenditure
and tax programs which benefit capital while at the same
time seeming to meet the needs of the other client groups
as well.

The State, according to 0'Connor, has ". . . two
basic and often mutually contradictory functions--

20

accumulation and legitimization." In other words, the

]90'Connor, op. cit.
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State must establish and maintain conditions under which

private capital can be accumulated, and at the same time it

21 One means of

must create and maintain social harmony.
achieving these ends is for the State to undertake expendi-
ture programs. The following diagram shows 0'Connor's

classification of expenditures.

Socia?WCapita] Social, Expenses

Social_Consumption We]f:::A\;:>fare

T

- \ L)
Physical Human Goods “and Social
Capital Capital Services for Insurance

Working Class

Social Investment

As the diagram shows, O'Connor categorizes expendi-
tures into two broad groups: social capital and social
expenses. Under the heading of social capital are two sub-
groups of expenditures, social investment and social con-
sumption. Social investment expenditures are classified
into physical and human capital and serve two purposes:

(1) they increase private sector profit rates by undertaking
projects without which the private investments would be
unprofitable; and (2) they provide incentives for new

private investment which otherwise might not have been under-

taken,’ Highway expenditures, for example, contain elements
of both of these purposes because highways offer access to

profitable places for new businesses to locate and act to
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increase the viability of existing private investments along
the highway route.

Expenditures for social investment are made in
response to the needs of monopoly capital for more and
better physical and human capital. These needs are the
results of the increasing complexity of production in the
monopoly capital sector and the large scale of physical
investment projects.23 At the state and Tocal Tlevels,
these types of expenditure, particulariy those which are
incentives for new investment, are important as methods of
cttracting industry and a tax base to states and communities.

Social consumption expenditures can also be sub-
grouped into two classifications: "goods and services con-
sumed collectively by the working class and social insurance

w24

against economic insecurity. These expenditures, accord-

ing to O0'Connor, allow money wages to be lower because the

costs of the programs are socialized. Thus, monopoly
capital supports these expenditures as we11,25

in 0'Connor's analysis, social expenses are best
characterized as "welfare and warfare" expenditures. Wel-
fare expenditures are not productive in the sense that they
yieid surplus value, or profits, and they are undertaken
primarily for legitimization purposes. MWarfare expenditures
are also principally for legitimization purposes. The need

for expenditures of this type arises because of the

23 24

Ibid., pp. 103-104. Ibid., p. 124,

Ibid., p. 124.
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relationships of production in the monopoly sector. The
needs of monopoly capital are met by these expenditures
because they serve to control the surplus population (those
unemployed or redundant as a result of production in the
monopoly sector) and to gain and control foreign markets
which help to absorb the surplus production of the monopoly
sector.,26
It should be emphasized that the three types of
expenditures discussed above (social investment, social
consumption, and social expenses) are increasing not only
bacause of pressure from monopoly capital, but also from
monopoly sector Tabor. These two groups, in general,
according to 0'Connor, support the growth of these types
of expenditures because it is in their interests to do so.
Monopoly capital supports these programs because they tend
to increase profit rates, reduce costs to monopoly capital
of pension and health programs won by unions in bargaining,
and because social expenses increase the tractability of
the surplus population. Monopoly unions, on the other hand,
support the expenditures becasue they increase productivity
and real wages, meet member demands for better health and
pension programs, and like capital, because the unions fear
the wrath of the surplus popu1at1‘on.27

These relationships between the monopoly sector and

the State also hold true at the state and local levels of

Ibid., p. 41.
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government. The major difference in the relationships at
the two levels of government is the composition of pressure
groups at the state level. At this level, monopoly capital
is joined by competitive capital to pressure state-level
governments.28 Nevertheless, 0'Connor concludes that
"[Tlhe fiscal function of state governments and agencies
thus is chiefly to provide social capital and social invest-
ment.“zg
Thus, it appears that in terms of the nature of the
role of the State per se, 0'Connor has not broken new ground

from other modern radicals except to give the State a more

autonomous vrole. The value of The Fiscal Crisis of the

gives to the radical theory of the State. By defining the
cltient groups of the State, 0'Connor's analysis is an aid

in identifying both the benefits and beneficiaries of govern-
ment expenditures.

The Nature of Benefits and
Benefit Recipients

The problem of identifying beneficiaries of govern-
ment expenditures is made somewhat easier as a result of
O0'Connor's analysis because he has been specific in defining
the client groups of the State. It is, however, possible to
0'Connor's analysis incorrectly in a study such as this.

For example, one could contend that because monopoly Tabor

Ibid., p. 83. Ibid., p. 86.
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often supports, and directly benefits from, specific pro-
grams at the expense of the competitive labor sector, it
would be reasonable to assign the benefits of these programs
to monopoly labor. This, of course, is exactly the |
procedure used in conventional studies. If one accepts
the radical theory of the role of the State and the nature
of class conflict inherent in a capitalist society, it is
inconsistent and erroneous to assume that the only benefi-
ciaries of govevnment programs are the monopoly workers.
The adoption of the assumption that monopoly sector
workers do benefit is, of course, also consistent with the
conventional assumption regarding transfer payments. But
the conventional analysis assumes a theory of the role of
the State which permits governments to act in an ad hoc
fashion to serve any group in the spectrum of its pluralis-
tic support. The radical theory, with its emphasis on the
class bias of a capitalist State, does not permit the
assumption that merely because a person or group receives
direct benefits (as in the case of transfers) these hene-
fits are limited to the recipients. Rather, it is
immaterial who receives direct monetary benefits, or on
whose behalf the government says it is acting, when the
purpose of the expenditure is fo maintain the system hy
suppressing class conflict (social expenses) or to enhance
the abilities of the system to serve capitalist interests.

There can be 1ittle doubt that capitalists do, in fact,
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benefit from expenditures ostensibly undertaken for the
benefit of others or to maintain the existing system of
institutions.

It is also possible to argue that the historical
development of capitalism has been such as to force
capitalists involuntarily to undertake and cooperate in
the increased socialization of the costs of many programs.
The best examples of programs which might fall into this
category are social expenses such as welfare. The argu-
ment contends that government incursions into the private
sector to aid workers and the surplus population, in par-
ticular, are a type of ransom paid by capitalists for con-
tinued stability in a system which is becoming increasingly
hard to hold together,30 Thus, it might be possible to
argue that cepitalists are not truly the beneficiaries of
some publiic sector programs. This argument would rest on
a contention that capitalists have been reluctant to accept
some actions of the State as it plays an increasingly larger
role in the economy because capitalists have not been aware
of the reasons for State action.

This argument may well be true. Bridges argues
that some State programs are not merely concessions on the
part of capitalists to protect their interests, but are the
results of strugglies by the classes against State action

because of an awareness of the class bias of the State.3]

30
31

Miliband, The State, op. cit., p. 73.

Bridges, op. cit., p. 188.
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Only history will be able to judge whether the expendithre
programs extant are stop~gap measures in the struggle by the
State against the breakdown of the system. But even if the
avgument is true, any prolongation of the existing system
through legitimization programs and any program that
increases profits or biases institutions toward private
accumulation, benefits capitalists. In addition, although
some programs may have seemed like ransom at their incep-
tion, O0'Connor convincingly argues that capital supports
these programs now. Capitalists need or desire public
secicr projects because the State plays a crucial role in

a variety of ways to enable the socioeconomic system to
function.

In a sense, any crisis of the State is at the same
time a crisis for capitalism because the State is a capital-
ist State. But it is obvious also that the crisis itself
is caused by the capitalist system and the cause of the
crisis is primarily the private accumulation of profits and
the socialization of costs. So, while the State suffers
fiscaily, the capitalists continue to enjoy profits and
continved legitimacy.

0'Connor's analysis is particularly useful in dis-
tinguishing between expenditures that directly benefit
capitalists and those which indirectly benefit capitalists
by virtue of their system-sustaining quaiitieso In the
first category are social investment expenditures because

they either increase profit rates of existing projects or
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they provide incentives for new accumulative endeavors.
Profit rates are higher in both cases because the costs of
these programs are socialized, i.e., not borne privately.

Social consumption expenditures, on the other hand,
indirectly benefit capitalists by providing services to the
working class which tend to promote and insure the workers'
cooperation with the system. Social consumption also
provides insurance against the economic insecurity engen-
dered by the system which helps to make workers more tract-
able and lowers the level of money wages, which indirectly
raises profits. Finally, social expenses also partially
alleviate the problems of people made redundant by the
economic system and help to forestall a revolt against the
system by the surplus population.

Even though 0'Connor's analysis is predominately
devoted to the federal level of government, there is no
reascon to assume that the functions of state and local
government programs differ markedly from those undertaken
at the Tederal level. Rather, it is necessary to define as
accurately asg possible the beneficiaries of the expenditures
of stete and local governments. The capitalist class at the
state level 1is somewhat differently composed than that at
the national level because the state-Tevel class includes
not only monopoly capital but alsc competitive capital.

It would be erroneous to assume that capitalists are
the sole beneficiaries of any expenditure program. There

are two criteria used in this study to determine the
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proportion of expenditures which accrue to capita1i$ts.

The first is based on the concept of "socially necessary
costs." Socially necessary costs, generally, are those
which are needed to maintain an economy's productive capa-
city and labor force in a given state of productivity or
efficiency. To examine specific outputs, however, socially

necessary costs could be unambiguously defined

as those outlays indispensable to the production and

32

delivery of a useful output." These costs are indepen-

dent of the nature of any given economic system and aid in

making a comparison between the costs incurred in

producing the actual output and those that would be {ncurred
in producing a more rational outputu"33
Baran and Sweezy are referring, in the previous
guotes, to the output of commodities in a capitalist system.
They (probably erroneous1y)34 include all government spending
in their concept of surplus ignoring any criterion of social
necessity.35 It seems appropriate, however, to evaluate both

the outputs of government (for usefulness) and the costs of

32Pau1 Baran and Paul Sweezy, Monopoly Capital

{New York: Modern Reader, 1966), p. 132.
33

Ibid., p. 138.

3lzRon Stanfield, "A Revision of the Economic Surplus
Concept," Review of Radical Political Economics, Vol. 6

(Fall, 1974), p. 69.
35

Baran and Sweezy, op. cit., p. 370.
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the output to determine the social necessity of the costs
of these programs. Thus, this study assumes that there
are socially necessary costs incurred by the government;
the problem is to determine what proportion these costs
are of total costs.

Socially necessary costs, in the context of this
study, are those proportions of the costs of expenditure
praograms which would be incurred under a hypothetical
socialist economic system. The difference between the
total cost of any program and the socially necessary cost

n36 and is

of that program is considered "“class goods
assigned as the measure of the benefit from the program
which accrues to the capitalist class. The relevance of
this type of comparison of costs between economic systems
is supported by Baran and Sweezy in the case of privately
produced commodities.37
The second criterion used to assign benefits to
capitalists is the degree to which capitalists benefit
froem the distortion of institutions to their ends. For
exampie, the full costs of educational programs., especially
elementary and secondary, can be considered socially neces-
sary and thus contain no benefiﬁ to capitalists under the

first criterion. However, there is agreement even among

necciassical economists that students are not the only

36Edwards and MacEwan, op. cit., p. 19.

37Baran and Sweezy, op. cit., pp. 131-138,
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beneficiaries of education expenditures. The following
quote from Bird and DeWulf states this position:
A better public education system, for instance,
can be viewed as a substitute for private train-
ing facilities by business men . . . Also, the
elimination of poverty may promotec a stable social
climate, the benefits of which go not only to the
direct beneficiaries of public hospitals and trans-
fer payments.38
Aaron and McGuireSg also acknowledge that there are more
widespread benefits from certain expenditures than those
that are attributable to direct beneficiaries. The con-
ventional procedure in cases of externalities of this type
iz to consider those proportions of the expenditures as
geneval goods and distribute them accordingly. Thus, the
assumption that capitalists--rather than the general public--
receive part of the benefits of these expenditures is more

a cnange of form than of substance, except in case of

transfers. Conventional studies typically do not recognize

the existence of externalities from transfer payments.

Identifying Benefits and Benefit Recipients

There 1is, of course, an arbitrary element in any
attempt fo define those proportions of total expenditures
which would constitute socially necessary costs in a
sociaiiszt economy or the amount of benefit received by

capitalists from education or public health expenditures.

384 pd and DeWulf, Fiscal Incidence Studies, op.
cit., p. 47.

39Aaron and McGuire, op. cit., p. 916.
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There also seems to be no way to avoid these judgmental
problems because there is no a priori method of determining
either the characteristics of a hypothetical socialist
budget in Michigan or the benefits received by capitalists
from what are considered socially necessary programs. How-
ever, with reference to the second criterion, previous
studies have assumed various proportions of specific goods
expenditures which are allocable as general goods benefits.
This study often uses these proportions as guidelines for
the allocation of class goods benefits. In the case of
socially necessary costs, however, rather than advance the
position that the proportions used in this study are in any
way definitive, i1t is preferable to use them merely as
indicators of the direction in which departures from conven-
tional assumptions lead.

It is necessary aiso to define the capitalists who
are the recipients of the benefits of class goods. As noted
above, the strongest class at the state level is composed of
monopely and competitive capitalists. Identifying these
groups and the individuals who comprise them is difficult
because of the various problems inherent in defining a
capitalisti, The most basic definition is that a capitalist
ewns the means of production and receives the profit
generated by the workers that he hires. Miliband also con-
curs with 0'Connor by recognizing the influence over govern-

ment wielded by businessmen.40 This rather simplistic

“OMiliband, The State, op. cit., pp. 15-16.
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definition ignores other persons and groups that may pro-
perly belong in the dominant class. Howard Wachtel has used
a definition of working class that by elimination yields a
definition of capitalists similar to that used in this

study:  ". . . [I]Jt will suffice, as an abstraction, to

include in the working class all blue-collar workers and
salaried white-collar workers, excluding managers and
officers of corporations and professional emp10yees."4]
Wachtel's definition includes many of the members
of what some writers have called the "new working class."
This new working class is composed of educated workers whose
jobs are quaiitatively different from those of the blue
collar workers who are the "old" working c]ass.42 As
Aronowitz and others make clear, however, the nature of the
jobs performed by the majority of educated workers does not
offer those wovrkers any greater control over the productive
process than the jobs of the blue collar workers. Thus,
most white collar workers also belong to the working class.
The probliem for this study, therefore, is to define the
capitalist class as members of income groups.

For the purpose of this study capitalists are

defined by their receipts of six kinds of income: non-farm

Q]Howard Wachtel, "Class Consciousness and Stratifi-
cation in the Labor Process," Review of Radical Political

423ee5 for example, Stanley Aronowitz, "Does the
United States Have a New Working Class?" in The Worker in
"Post-Industrial" Society, ed. by Bertram Silverman and
Turray Yanowitch (New York: The Free Press, 1974), pp.
95-208.
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net self-employment income, dividends, undistributed cor-
porate profits, realized and unrealized capital gains and
interest from general debt. It is obvious that not all
persons who receive these types of income fall into the
definition of capitalists. However, to the extent that
these items of income reduce the necessity for a person to
sell his or her labor services, they should be considered
capitalist income. Further, the distribution of these kinds
of income is close to what one would expect the distribution
of income of the state-level capitalist class to Took like:
Approximately 73 percent of capitalist income accrues to
members of the top two income brackets, where it is expected
that the preponderance of capitalists are also located,43
A more precise method of identifying capitalists by income
might be to establish a threshold level of capitalist
income, e.g., 30 percent or 50 percent of total income,
which would be the criterion for inclusion in the capitalist
class. Unfortunately, data for Michigan do not exist to
enabie cone to identify those individuals or families which
receive these items of income above threshold levels.
Impiicit in the discussion in preceding sections is
the assumption thai the benefits received by capitalists
differ both quantitatively and qualitatively from those

received by other identifiable recipients. Another purpose

4"5See the income distribution data in Chapter V.
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of this section is to discuss the qualitative differences in
these benefits.
The qualitative difference between the benefits
received by capitalists and direct recipients is greatest
in the case of transfer payments. There is no doubt that
those who receive transfer payments receive actual purchas~
ing power, while the benefits to capitalists~-the benefits
of stabilizing the economy and maintaining harmony within
the surplus population-~do not lend themselves to measure-
ment in money terms. These benefits arise principally
from the legitimization function served by transfer payments,
although social insurance transfers serve primarily the
accumulation function. Equating benefits to costs and
aliocating part of the benefits to capitalists would seem
to be inconsistent with the fact that all of the money
payments accrue to the recipients of transfer payments.
Since the procedure used in this study is to equate
the benefits of expenditure programs with the costs of those
programs, it is necessary to divide the money amounts of
transfers between transfer recipients, who receive money
benefits, and capitalists who receive less tangible, but
no iess important, benefits from the same expenditures.
Thus, this study assumes that externalities, in the form of
class goods, arise from the provision of transfer programs.
The value of the class goods benefits is assumed to be the
difference between the socially necessary costs of the

program and the actual costs of the progranm.
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A Methodological Summary

It is desirable at this point to restate the assump-
tions which are used in the radical analysis and also to
summarize in advance the methods used to allocate expendi-
tures with this approach. The primary purpose of conducting
the radical analysis is to demonstrate that assumptions
about the role of the State in a capitalist society that
are different from those used in conventional neoclassical
studies will Tead to markedly different expenditure incidence
resulis even though other important assumptions are the same
in both analyses.

The assumptions common to the conventional and
radical approaches used in this study are that studies at
the state level are relatively free of the problem of
general equilibrium income distributions because of the
vastly greater influence of the national economy on the
distribution of income within the state. Further, the
assumption of the identity of costs and benefits, common
to aimost all previous expenditure incidence studies, is
retained in this study.

The principal departure from the conventional assump-
tions is the use of radical assumptions about the role of the
State in a capitalist society. Instead of the usual assump-
tion that the State reflects the needs of all its people and
acts for the benefit of widely differing groups of people,

the assumption in the radical part of this study is that the
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government in many cases, and ultimately in all cases, acts
primarily in the interests of a single class of people,
that is, the capitalists. Thus, while it is admitted in
the radical analysis that the beneficiaries identified in
conventional studies do receive some benefit from the
expenditures, it is assumed that each expenditure includes
some element of class good benefit which accrues solely to
capitalists. The counterpart, in conventional studies, of
the class goods benefit is the proportion of general goods

benefit contained in many expenditures.
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CHAPTER 1V

THE DISTRIBUTION OF INCOME AND TRANSFERS:
CONVENTIONAL ANALYSIS

The distribution of income used in this study is
derived from one developed by Douglas Roberts.1 Roberts
develops his final income definition and distribution by
starting with the Bureau of the Census definition of money
income, adjusted for unshifted business taxes. Since the
Census income data used are for 1969 and the tax incidence
study covers fiscal 1970, the distribution is adjusted for
a small increase in population, although it is assumed that
these additional families have an income distribution
identical to that reported for 1969.

The initial distribution of income, called adjusted
moriey income, is presented in Table 1. To this income,
the following items were added by Roberts to arrive at a
broad definition of income: (1) undistributed corporate
profits, (2) inputed rent of owner-occupied dwellings (non-

farm), (3) room and board furnished employees, (4) employer

1Roberts, op. cit.
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TABLE 1

Distribution of Money Income for Michigan, 1970

(1) (2) (3) (4) (5) (6)

Income Families Unrelated Distribution Percent Adjustment Adjusted

Bracket (Units 1in Individuals of Units of for Distribution

($000) Hundreds) (Units 1in (Hundreds) Total Population of Units

Hundreds) Units Increase (Hundreds)
(Hundreds)

Under 1 395 1,421 1,816 6.27 21 1,837
1-2 523 1,553 2,076 7.17 24 2,100
2-3 718 847 1,565 5.41 18 1,583
3-4 766 590 1,356 4.68 15 1,371
4-5 799 432 1,231 4,25 14 1,245
5-6 887 388 1,275 4.40 15 1,290
6-7 1,014 355 1,369 4,73 16 1,385
7-8 1,257 356 1,613 5.57 18 1,631
8-9 1,492 290 1,782 6.16 20 1,802
9-10 1,527 202 1,729 5.97 20 1,749

10-12 3,051 263 3,314 11.45 38 3,352
12-15 3,632 182 3,814 13.18 44 3,858
15-25 4,676 126 4,802 16.59 55 4,857

Over 25 1,166 39 1,205 4,16 14 1,219

TOTALS 21,903 7,044 28,947 99.99 332 29,279

9



TABLE 1 {cont'd.)

(7) (8) (9)
Income Mean Total Percentage
Bracket Income Money Distribution
($000) Income of Money
(Millions) Income
Under 1 $ 346 $ 63.56 .21
1-2 1,453 305.13 1.01
2-3 2,444 386.89 1.28
3-4 3,412 467.79 1.55
4-5 4,431 551.66 1.83
5-6 5,398 696.34 2.31
6-7 6,404 886.95 2.94
7-8 7,415 1,209.39 4.01
8-9 8,395 1,512.78 5.02
9-10 9,397 1,643.54 5.46
10-12 10,838 3,632.90 12.06
12-15 13,270 5,119.57 16.99
15-25 18,326 8,900.94 29.55
Over 25 38,943 4,747.15 15.76
TOTALS 30,124.59 99.98

Source: Douglas Roberts, "Incidence of
State and Local Taxes: A Case
Study for Michigan, 1970"
(unpublished Ph.D. dissertation,
" Michigan State University, 1975),
Table 2.
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contributions to social security and private health and
pension plans, (5) services furnished without charge by
financial intermediaries, (6) realized and unrealized
capital gains, and (7) imputed farm income, including the
imputed rent and the imputed value of food and fuel con-
sumed on the farm.

It is obvious that some income items have been
excluded from this definition of income. Some of the
excluded items are "income generated through services
rendered to oneself, imputed interest on mutual Tife insur-
ance policies, imputed income from durable goods, gifts,
and bequests, fringe benefits such as employee discounts
on expense accounts, as well as certain public assistance
programs such as food stamps and medicare."2

By way of comparison, it is useful to examine the
income definitions used in the two most recent state-level
studies of expenditures and net fiscal ‘incidence,3 Ross
uses an income concept he calls "family money income."

This definition subtracts from the Office of Business
Economics personal income definition the follewing items:
"personal" income of institutions, personal income of the
institutional popuiation, and non-money income such as non-
money wages and salaries, imputed interest on government

bonds, imputed rent from owner-occupied homes, and food and

21bid., Chapter 2.

3Ross, op. cit., and Eapen and Eapen, op. cit.
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fuel consumed on the farm. It is Ross' feeling that this
income definition is inclusive of enough items to warrant
its use. The benefits of expanding the definition fall
short, in Ross' opinion, of the costs of inaccurate esti-
mates associated with the expansion.4
On the other hand, Eapen and Eapen begin with
Census money income, add food and lodging furnished to
émpioyees, realized capital gains, retained earnings of
corporations and imputed rent from owner-occupied homes.5
Thus, Roberts' definition of income is more compre-
nensive than either of the definitions used in two other
recent state-level fiscal incidence studies, and is almost

identical to that used in the 1956 Michigan study.,6

The
distribution and derivation of broad income is shown in
Table 3. The income distribution data in Table 3 are ample
evidence of the degree of income inequality in Michigan in
1970. For example, the lowest 27.8 percent of families
received only 5.7 percent of total broad income, while the
highest 4.2 percent of families received 20.8 percent of
broad income. It is important to remember that many of the
items excluded from the definition of broad income would
accrue to upper income groups, making the disparity in

income shares even worse.

“Ross, op. cit., pp. 24-25.
5Eapen and Eapen, op. cit., p. 16.

6Musgrave and Daicoff, op. cit., pp. 161-164.



TABLE 2

Source of Income by Income Class for
Families and Unrelated Individuals
(Mean Income Values in Dollars)

Income Total Wages and Non-Farm Farm
Bracket Mean Salaries Self- Self- Social Public
($000) Employment Employment Security Assistance Other
Under 1 § 346 $ 102 $ 6 $ 3 $176 $ 27 $ 32
1-2 1,453 375 17 5 727 159 169
2-3 2,444 829 50 29 g24 203 409
3-4 3,412 1,525 80 36 893 200 679
4-5 4,431 2,501 123 58 829 - 213 798
5-6 5,398 3,614 166 92 617 114 795
6-7 6,404 4,848 296 70 429 57 704
7-8 7,415 6,150 283 105 320 43 514
8-9 8,395 7,333 284 86 219 37 437
9-10 9,397 8,295 342 56 211 25 468
10-12 10,838 9,779 388 62 158 21 429
12-15 13,270 12,018 499 87 162 16 487
15-25 18,326 16,340 938 96 146 11 795
Over 25 38,943 26,585 7,691 235 180 8 4,243

Source: Douglas Roberts, "Incidence of State and Local Taxes: A Case Study for
Michigan, 1970" (unpublished Ph.D. dissertation, Michigan State University,
1975), Table 3.
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TABLE 3

Determination of the Broad Definition of Income for Michigan, 1970
(Millions of Dollars)

(1) (2) (3) (4) (5) (6)
Income Money Undistributed Imputed Room and Employer Services of
Bracket Income Corporate Rent Board for  Contributions Financial
($000) Profits (Non-Farm) Employees to Social Institutions

Security and
Health Plans

Under 1 63.56 0 12.43 .10 2.83 2.37
1-2 305.13 1.99 18.74 .39 11.34 8.98
2-3 386.89 4.55 16.15 .64 18.78 8.10 o
3-4 467.79 12.08 17.13 1.01 29.76 10.45 o
4-5 551.66 15.07 16.29 1.52 44.64 12.92
5-6 696.34 16.38 16.50 2.26 66.60 6.72
6-7 886.95 19.12 20.15 3.26 96.00 14.79
7-8 1,209.39 15.32 23.52 4.88 143.47 11.27
8-9 1,512.78 15.01 32.43 6.43 189.1 13.13
9-10 1,643.54 14.01 35.31 7.06 207.59 17.25
10-12 3,632.90 24.72 85.85 15.95 469.03 31.65
12-15 5,119.57 36.87 121.80 22.56 663.51 37.15
15-25 8,900.94 99.20 204.35 38.63 1,136.08 76.39
Over 25 4,747.15 348.42 81.29 15.77 463.71 68.04
TOTALS 30,124.59 622.74 701.94 120.46 3,542.51 319.21




TABLE 3 (cont'd.)

(7) (8) (9) (10) (11) (12)
Income Realized and Imputed Total Percentage Broad Income Percentage
Bracket Unrealized Farm Additional of Total (Money Income Distribution
($000) Capital Income Income Additional Plus Additional of Broad Income
Gains Income Components)

Under 1 0 1.96 19.69 .21 83.25 .21

1-2 13.96 2.10 57.50 .62 362.63 .92

2-3 34.89 1.93 85.04 .92 471.93 1.20

3-4 53.11 1.95 125.49 1.36 593.28 1.51

4-5 69.01 1.82 161.27 1.75 712.93 1.81

5-6 88.78 2.06 199.30 2.16 895.64 2.28

6-7 99.64 2.17 255.13 2.77 1,142.08 2.90

7-8 89.17 2.46 290.09 3.14 1,499.48 3.81

8-9 68.92 2.63 327.42 3.55 1,840.20 4.68

9-10 88.01 2.54 371.77 4.03 2,015.31 5.12
10-12 131.82 5.06 764.08 8.28 4,396.98 11.17
12-15 203.93 5.85 1,091.67 11.83 6,211.24 15.78
15-25 479.97 7.60 2,042.22 22.13 10,943.16 27.81
Over 25 2,456.05 3.10 3,436.38 37.24 8,183.53 20.80
TOTALS 3,876.96 43.23 9,227.05 99.99 39,351.64 100.00

Source: Douglas Roberts, "Incidence of State and Local Taxes: A Case Study for

Michigan, 1970" (unpublished Ph.D. dissertation, Michigan State University,
1975), Table 4.
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For the purpose of an expenditure incidence study,
however, it is necessary to modify this income definition
in order to treat taxes and transfers (negative taxes) con-
sistently. The definition of income in Table 3 is before-
tax, i.e., it includes income used to pay state and local
taxes. But it also includes transfer payments from federal,
state and Tocal governments. Therefore, to avoid double-
counting of the transfers to be distributed in this study,
it is necessary to remove state and local transfer payments
from the income distribution. This procedure yields the
pre-public sector income distribution which is used as the
incidence base in this study.

The Distribution of Transfer Payments
Under Conventional Assumptions

The transfers to be removed are interest on general
debt, public welfare payments, unemployment compensation
benefits, workman's compensation payments, and state employee
retirement benefits. Table 4 shows the amount of transfer
payments and other expenditures to be distributed in this
study. As noted, the sources of the data in this table are
Census Bureau publiications., These were chosen, rather than
governmental budgets, because they provide consistent cate-
gorical classifications of expenditures and also because
these are the only data that provide information about
spending by all levels of local gevernment. The amounts in

Table 4 do not include either federally-shared revenues to



TABLE 4

Net Expenditures of Michigan State and Local Governments
Fiscal 1970
($ Millions)

Total Federal Net
Item Expenditure Revenue Charges Expenditure

Transfer Payments

Public Welfare 593.7 261.3 --- 332.4

Interest on General Debt 179.6 --- --- 179.6

Unemployment 178.1 -—-- -—— 178.1

Workman's Compensation 10.8 --- --- 10.8

Retirement 164.8 --- -—— 164.8
Education

Local 2043.4 21.3 132.4 1889.7

Higher 789.6 207 .4 250.6 331.6
Highways 560.1 170.5 9.8 379.8
Health and Hospitals 461.7 32.5 191.2 238.0
A11 Other General Expenditures 1382.3 87.0 177.1 1118.2
TOTALS 6364.1 780.0 761.1 4823.0

Source: U.S. Department of Commerce, Bureau of the Census, Governmental Finances

A

in 1969-70, Table 17, p. 32 and Table 18, pp. 36-37; State Government
Finances in 1970, Table 7, pp. 21-24, Table 16, p. 46, Tablie 17, p. 47
and Table 18, p. 48; 1967 Census of Governments, Vol. 7, State Report
No. 22, Michigan, Table 18, p. 26 and Table 19, p. 27. :
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both state and local levels or revenues received from
charges by state and local levels of government.

Census Bureau data for 1970 do not give the detail
of the distribution by expenditure category of federal-to-
Tocal shared revenues. The 1967 Census of Governments’
gives amounts by the type of unit of local government, so
the percentage of total locally shared revenues which went
to school districts in 1967 (21.4 percent) is assumed to
apply in 1970. The remainder of shared revenues is dis-
tributed to each expenditure category according to the
percentage of tetal local spending comprised by each
category.

Charges are defined as "amountis received from the
public for performance of specific services benefiting
the person charged and from sales of commodities and ser-
vices . . ." They include fees, toll charges, tuition and
revenue from the performance of commercial«type activities
such as parking 1ots.8

These amounts have been subtracted from gross
expenditures because one purpose of the study is to combine
with a tax incidence study to measure net fiscal incidence

in Michigan. Charges reduce total benefits and subtracting

in this way assumes that charges equal benefits and are

7U.S- Department of Commerce, Bureau of the Census,
1967 Census of Governments, Vol. 7, State Report No. 22,
Michggan (Washingtoin: U.S. Government Printing Office,
1970).

8Bureau of the Census, Governmental Finances in
1969-70, op. cit., p. 53.




74

distributed in the same way, i.e., the assumption about
charges is similar to the benefit principle of taxation.

To allocate charges levied at the local levels,
1967 Census data were used again. The percentage of total
charges levied for each expenditure category in 1967 was
assumed to be the same in 1970, as was the proportion of
charges to total "charges and miscellaneous general
revenue." These assumptions are necessary because only
total amounts, rather than detailed distributions, are
available for the lccal levels.

The first four expenditure categories (education,
highways, health and hospitals, and transfer payments)
constitute approximately 77 percent of total expenditures
and are those typically which are considered specific goods
expenditures. The remaining 23 percent, "all other general"
expenditures, is made up of police, fire, sewer, sanitation,
general control, local parks, financial administration and
another "all other general"” category.9

General debt interest will be distributed on the
basis of holdings of municipal debt by individuals and
financial intermediaries. The distribution of individual
interest earnings is made only to the upper three income
brackets (over $12,000) on the assumption that tax-free

municipal bonds are rational investments only for upper

91bid., p. 37.
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income taxpayers.]o The share of government debt held by

commercial banks is assumed to benefit equally both bank
users, in the way of subsidized services, and bank share-
holders. Interest accruing to other financial institutions
is assumed to benefit their shareholders. These allocative
methods are similar to those used by Eapen and Eapen in

11

their study of expenditure incidence in Connecticut, and

by Musgrave, et al., in their national study.,vl2
A distribution among holders of Michigan state and
locel debt is not available, but data are available for the
distribution of the debt of all state and local governments
in the United States in 1967. According to Moody's Municipal

3

and Government Manua1,1 37 percent of privately held debt

is held by individuals, partnerships and personal trust
accounts, 42 percent is held by commercial banks, and the
remainder 1is held by other financial and non-financial
institutions. In addition, it is necessary to estimate the
amount of debt held by out-of-state residents. One study
has estimated that 93 percent of the increase in Michigan

state and Tocal debt between 1857 and 1962 was held by

EOSee Stanley Surrey, "Federal Income Taxation of
State and Local Government Obligations," in Readings in
tFederal Taxation, ed. by Frank Sander and David Westfall
(New York: Foundation Press, 1970), p. 282.

]Eapen and Eapen, op. cit., pp. 98-102.

]ZMusgrave, et alt., op. cit., p. 34.

13Moody's Investors Service, Inc. (New York, 1969),
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14 Aside from Lees' study, which was

Michigan residents.
used by Eapen and Eapen, there is little precedent for

distributing debt interest payments in state-level studies:
neither Brownlee, Musgrave and Daicoff, or Ross distributed

15 Thevrefore, this

state and local debt interest payments.
study assumes that 90 percent of debt interest accrues to
Michigan residents held in the same proportions that Moody's
described for the United States.

The proportions of general debt held by Michigan
commercial banks and other institutional holders and assumed
te penefit bank shareholders is also subject to out-of-state
shifting because not a11 owners of these firms are Michigan
residents. In 1970, 4.5 percent of all individual share-
holdevrs of publicly held stock were Michigan residents.}6
This percentage is assumed to hold for the purposes of dis-
tributing interest payments to commercial banks and other
financial and non-financial institutions.

Implicit in the decision to distribute interest pay-
ments is the assumption that interest expenditures are
transfer payments which redistribute income while state and

Tocal governments provide services financed by the debt.

14Francis A. Lees, "Interregional Flows of Funds
Through State and Local Govevnment Securities (1957-62),"
Jeurnal of Regional Science, Vol. 9, No. 1 (1969), p. 82.

15A11 national Tevel studies, however, distribute
interest payments.

16New York Stock Exchange Fact Book (New York: NYSE,
Inc., 1971), pp. 47-48.
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Ross arques strongly, but apparently inaccurately, that
interest payments are "fundamentally different from other

wt7 He argues that both

kinds of government expenditures,
taxpayers and bond purchasers benefit, in that taxpayers
forego current taxes for future taxes and bond purchasers
forego liquidity for eavrnings. Therefore, he argues,
interest recipients make a qualitatively different sacri-
fice, i.e., liquidity, than, say, a recipient of educational
benefits who sacrifices only time. The latter part of this
argument is tenuous.

The basic assumption of expenditure incidence

studies is that public expenditures are productive of bene-

yanefits are typically valued at their cost.
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This is the assumption used in this study. It follows that
interest payments are an additional cost incurvred to pro-
vide government programs and therefore should be included
in expenditures to be distributed,

Furtner, an attempt to measure net fiscal incidence,
of which this study is a pavt, must consider that current
taxes ave in part used to pay for expenditures incurred in
eerlier years end Tinanced through the issuance of public
debi.  This otudy alsu will distribute, in the current year,
all of capital vutlay expenditures, on the grounds that the

purpese is to measure expenditure and net fiscal incidence

éiRogsﬂ op. cit., p. 83.
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in money terms as it actually was in 1970. Interest on
general debt is distributed as shown in Table 5.

Public welfare payments are also included in the
definition of income as developed by Roberts and therefore
must be excluded. The distribution of cash public welfare
benefits is the same as the distribution of the public
assistance payments included in the definition of money
income. Public welfare payments in the amount of $158.4
million are net of federally shared revenues to both state
and local governments for the purpose of public welfare and
also do not include medicaid payments. The distribution by
income class of public welfare payments (less medicaid) is
shown in Table 5.

Medicaid payments, which amount to $174 million, are
not included in the definition and distribution of income.
Medicaid is thus not included with the other welfare pay-
ments which ave subtracted from the distribution of income.
However, when tne incidence of all public welfare payments
is computed medicaid payments are included, and their dis-
tribution is assumed to be the same as the distribution of
pubiic assistance payments (Table 2).

Unemployment compensation payments, amounting to
$178 miilion, are disiributed by the distribution of unemploy-

18

ment benefits nationally in 1968. The data in Musgrave,

et al., are derived from the Brookings MERGE file and the

18Musgrave, et al., op. cit.. Table 2, p. 5.




TABLE 5

Distribution of Transfer Payments -- Conventional Assumptions
($000)
Income (1 (2) (3) (4)
Bracket Interest an buem loyment Workman's Public
($000) Gareral! Debt Compensation Compensation Welfare

Amount Percent Amount Percent Amount Percent Amount Percent
Under 1 251 .26 5,684 3.19 344 3.19 4,277 2.70
1-2 SE4 .99 6,496 3.65 393 3.€5 28,666 18.10
2-3 384 .91 4,915 2.76 297 2.76 27,558 17 .40
3-4 1,173 1.21 4,274 2.40 259 2.40 23,440 14.80
4-5 1.449 i.50 12.591 7.07 761 7.07 22,806 14.40
5-¢ 793 .82 13,052 7.33 789 7.33 12,670 8.00
6-7 1,665 1.72 14,546 8.17 880 8.17 6,810 4.30
7-8 1,274 1,31 12,343 6.93 746 6.93 6,018 3.80
8-9 1,468 1.52 14,194 7.97 858 7.97 5,702 3.60
g-10 1,904 1.97 14,655 8.23 886 8.23 3,801 2.40
70—12 3,485 3.60 24,219 13.60 1,465 13.60 6,018 3.80
12-15 8,347 8.62 17,719 9.85 1,071 9.95 5,227 3.30
?5 25 19,150 19.78 28,711 16.12 1,736 16.12 4,593 2.90
Over 25 54,008 55.79 4,680 2.63 283 2.63 792 .50
TOTALS 9€.,810 100.00 178,079 100.00 10,768 100.00 158,378 100.00
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TABLE 5 (cont'd.)

Bracket Retirement A1l Transfer
Benefits Payments

Amount Percent Amount Percent
Under 1 5,108 3.10 15,664 2.57
1-2 24,389 14.80 60,908 10.00
2-3 23,400 14.20 57,054 9.37
3-4 19,610 11.90 48,756 8.01
4-5 16,479 10.00 54,086 8.88
5-6 12,689 7.70 39,993 6.57
6-7 9,393 5.70 33,294 5.47
7-8 8,404 5.10 28,785 4.73
8-9 6,262 3.80 28,485 4.68
-1 5,932 3.60 27,178 4.46
0-1 8,404 5.10 43,591 7.16
! 9,887 6.00 42,245 6.94
11,371 6.90 65,561 10.77
Over 25 3,461 2.10 63,224 10.38
164,789 100.00 608,824 99.99

08
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TABLE 5 (cont'd.)

Moody's Municipal and Government Manual, 1969, p. 15; Table 3,
columns 3 and 8; New York Stock Exchange Fact Book, 1971,

pp. 47-48.

Richard Musgrave, et. al., The Distribution of Fiscal Burdens
and Benefits, Table 2, p. 5.

Distributed the same as column 2.

Distributed by the distribution of public assistance income
from Table 2.

Distributed by the distribution of social security payments
from Table 2.

Sum of columns 1-5.
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definition of income used is comparable to, although some-
what more complete than, that developed by Roberts. O0f the
recent state-level studies, only Ross distributes unemploy-
ment benefits, but his data are not usable for this study.
The Census income data shown in Table 2 include unemploy~
ment benefits in the "Other" category, Tumped with 1items
such as interest and dividends, which make this distribution
unsuitable for the purpose of allocating unemployment com-
pensation payments.

Workman's compensation benefits also are included
in the Census definition of income in the "Other" category,
while employer contributions to the fund are also included
in the income distribution and distributed by wages and
salaries. Because of the similarity between the unemploy-
ment and wovkman's compensation systems, and the lack of
usable data to distribute benefits from workman's compensa-
tion, it is reasonable to distribute these benefits on the
same basis as unemployment benefits. This basis if prefer-
able to the wages and salaries distribution because it is
likeiy that wage earners, as opposed to salaried workers,
receive the bulk of both types of cash payments,

The final transfer considered in this study is bene-
fits from state and local employees retirement systems.
Benefits paid and employer contributions to the systems
have alveady been included in the definition and distribution
of income. Thus, the retirement system is similar to the

other social insurance expenditures discussed above and will
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be treated in the same way. Benefits paid are removed from
the income distribution by the distribution of social security

19

payments as they have been by both Musgrave, et al., and

Ross.20

The distribution of all transfer payments (less
medicaid) is shown in Table 5. These amounts and the
distributions of these amounts are subtracted from the
distribution of income in Table 3 to arrive at the distri-
bution of adjusted broad income, the incidence base for the
study. The distribution of adjusted broad income is shown
in Table 6.

Table 7 shows the impact of all transfer payments
on the distribution of income. It is obvious, under con-
ventional assumptions, that the incidence of transer pay-
ments as percentages of adjusted broad income is regressive
(pro-poor). This conclusion is also supported by the data
in Table 6 which show that the distribution of adjusted

broad income is less equal than the distribution of income

before transfers were removed.

"O1pid., Table 12, p. 34.

20Ross, op. cit., p. 39.



TABLE 6

Distribution of Adjusted Broad Income -- Conventional Assumptions

($000)
Income
Bracket Broad Percent of Percent of Adjusted Percent of
($000) Income Broad Income Families* Broad Income Income
Under 1 83,250 21 6.27 67,586 7
1-2 362,630 .92 7.17 301,722 .78
2-3 471,930 1.20 5.41 414,876 1.07
3-4 593,280 1.51 4.68 544,524 1.40
4-5 712,930 1.81 4.25 658,844 1.70
5-6 895,640 2.28 4.40 855,647 2.21
6-7 1,142,080 2.90 4.73 1,108,786 2.86
7-8 1,499,480 3.81 5.57 1,470,695 3.80
8-9 1,840,200 4,68 6.16 1,811,715 4.68
9-10 2,015,310 5.12 5.97 1,988,132 5.13
10-12 4,396,980 11.17 11.45 4,353,389 11.24
12-15 6,211,240 15.78 13.18 6,168,995 15.92
15-25 10,943,160 27 .81 16.59 10,877,599 28.08
Over 25 8,183,530 20.80 4.16 8,120,306 20.96
TOTALS 39,351,640 100.00 99.99 38,742,816 100.00

*Families and unrelated individuals.

Source: Tables 1, 3 and 5.
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Transfer Payments as Percentages of

TABLE 7

Adjusted Broad Income -- Conventional Assumptions

Income

Bracket Interest on Unemployment Workman's Public] Retirement A1l Transfer

($000) General Debt Compensation Compensation Weltare Benefits Payments

Under 1 .37 8.41 .51 13.28 7.56 30.13
1-2 .32 2.15 .13 19.94 8.08 30.63
2-3 .21 1.18 .07 13.94 5.64 21.05
3-4 .22 .78 .05 9.03 3.60 13.68
4-5 .22 1.91 A2 7.26 2.50 12.01
5-6 .09 1.53 .09 3.1 1.48 6.30
6-7 .15 1.31 .08 1.29 .85 3.68
7-8 .09 .84 .05 .86 .57 2.41
8-9 .08 .78 .05 .66 .35 1.92
9-10 .10 .74 .04 .40 .30 1.58
10-12 .08 .56 .03 .29 .19 1.15
12-15 .14 .29 .02 .18 .16 .78
15-25 .18 .26 .02 .09 .10 .65

Over 25 .67 .06 * .02 .04 79

1

Includes Medicaid payments.

*Less than .01.

Source: Tables 3, 5 and 6.
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CHAPTER V

THE DISTRIBUTION OF INCOME AND TRANSFERS:
A RADICAL ANALYSIS

The radical analysis uses essentially the same
basic principle as the conventional analysis to modify
Roberts' income distribution (Table 3, Chapter IV). This
principle is that to establish the pre-government distribu-~
tion of income transfer payments must be subtracted from
the distribution of income developed by Roberts. Transfer
payments must be excluded from the pre-~government income
distribution in the conventional analysis because the
benefits of transfer payments accrue to the recipients of
the money payments. Transfers are assumed to be negative
taxes and because the impact of positive taxes is not
included in the pre-government income distribution, transfer
payments must also be excluded.

The basic difference between the radical and conven-
tional analyses is the assumption in the radical analysis
that there are qualitative and quantitative differences
between the money amounts of transfer payments and the
benefits which accrue from transfer spending by the govern-

ment. The radical analysis partially rejects the money-flow

86
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concept of benefit incidence in the case of transfers and
uses instead the benefits-received, or costs-incurred-on-
behalf-of concept. Thus, the general assumption about
transfer payments in the radical analysis is that these
expenditures are incurred on behalf of two groups: (1)

the direct recipients of money payments and (2) capitalists
who benefit from the legitimization purposes of transfer
payments.

To the extent that transfer payments yield class
goods benefits they are similar to the other expenditures
discussed in this study. The money flows of other expendi-
tures are assumed to be intermediate products, and the
basic income distribution is assumed to be unchanged in the
absence of government spending for these purposes. There-
fore, to be consistent with the conventional analysis, only
the proportions of transfer payments which yield money bene-
fits to direct recipients are subtracted from Roberts'
broad income distribution. These subtractions are made by
using the same assumptions about the incidence of transfer

. o .1
payments as were used in the conventional analysis.

TAn alternative method of analyzing transfer payments
in the radical analysis would be to subtract transfers from
broad income i1n the same way they are subtracted in the con-
ventional analysis. This procedure would yield identical
pre-government income distributions for both analyses.

Rather than use this method, however, it seems preferable

to be conceptually consistent between the two analyses and
subtract only those amounts of transfers which yield money
benefits to direct recipients.
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In the discussion which follows, it is important to
recoghize that the proportions used are not offered as
precise estimates of amounts of benefits which may actually
accrue to capitaiists. Rather, these figures are used to
give indications of the direction of the flow of benefits
from specific expenditures. The discussion of each expendi-
ture is based on the general principles of the radical
analysis outlined in Chapter III, which provides a rationaie
for the allocative proportions used.

For the purposes of this study, capitalists will be
defined as recipients of the following income items: non-
farm self-employment income, dividends, undistributed
corporate profits, realized and unrealized capital gains
and interest on general debt. Amounts accruing to capitalists
will be distributed on the basis of the combined distribution
of these six income items (see Table 8).

Debt interest has been distributed conventionally to
individual recipients, commercial banks and other financial
institutions. These benefits are allocated by retained
corporate profits and reaiized capital gains (individuals),
by demand deposits and dividends (commercial banks) and by
dividends (other financial). These distributions are still
tenable in the radical analysis because the purposes for
which debt was incurred are varied, and to assign praopor-
tions which would accrue to capitalists and direct recipients
would entail an historical analysis of debt issuance. The

distributions of capitalist and direct recipients' income
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TABLE 8
The Distribution of Capitalist Income
($000)
Income
Bracket Capitalist
($000) Income Percent
Under 1 1,353 .02
1-2 23,556 .31
2-3 55,236 .73
3-4 95,936 1.27
4-5 124,052 1.65
5-6 152,574 2.03
6-7 190,851 2.53
7-8 175,537 2.33
8-9 159,385 2.12
9-10 185,285 2.46
10-12 328,161 4.36
12-15 498,404 6.62
15-25 1,206,734 16.03
Over 25 4,332,341 57.54
TOTALS 7,529,405 100.00

Source: Tables 2, 3 and Douglas Roberts,
"Incidence of State and Local
Taxes: A Case Study for Michigan,
1970" (unpublished Ph.D.
dissertation, Michigan State
University, 1975).
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are quite similar because most of the interest payments
accrue to upper-income groups, and the additional complexity
of a debt analysis would probably yield T1ittle in the way

of different results.

Social insurance payments, in contrast to general
debt service, are paid to different people for different
reasons. Unemployment compensation payments are made to
workers who are unemplioyed and actively seeking work. The
need for a system of unemployment compensation arises
because of the nature of the capitalist system. The group
of unemployed persons acts as a force to keep wages down and
to discipline labor generally, but their acceptance of the
system and their cooperation in it are increased by the
unemployment compensation program. People who are employed
are aiso more tractable and cooperative with the system
because they know that unemployment compensation exists to
help them if they become unemployed.

Capitalists benefit from the unemployment system
because ¢f the favorable effects of the system on workers,
both employed and unemployed. Without a program to support
unempicved workers, capitalists and workers would both he
worse off under the capitalist economic system. But
unempioyed workers would be even better off in a hypotheti-
cal socialist economy in which unemployment would be reduced
to the minimal level of frictional unemployment. Thus the

radical analysis assumes that the part of the benefits of
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cash unemployment payments accrue to capitalists as well
as the direct recipients of the transfers.

Frictional unemployment is defined as unemployment
which results from adjustments to the normal process of
changing job demands in a dynamic economy.2 For the pur-
pose of this study, frictional unemployment is that propor-
tion of total unemployment characterized by relatively
short duration of the period of unemployment. In 1970 the
average duration of unemployment in the U.S. was slightly
over 8 weeks, but 61.9 percent of all unemployed persons
were unempioyed for 6 weeks or 1ess.3 This criterion for
defining frictional unemplioyment compares favorably with
the ecstimate of the National Planning Commission which sets
the +rictional rate of unemployment at 2 percent of the
work Torce, or approximately 50 percent of the full employ-
ment level of unemp?gyment.4

Under a more rational economic system unemployment
could conceivably be reduced to frictional Tevels. There-
fore, the socially necessary cost of unemployment is
assuined to be 62 percent of the total cost of unemployment.

hus, 38 percent of unemployment benefits are attributable

“Witbur Thompsorn, A Preface to Urban Economics
(Baitimore: The Johns Hopkins Press, 1967), p. 217.

3Manpower Report of the President, 1974 (Washington:
U.S. Government Printing Office, 1974), pp. 24 and 278.

4
EThompson, op. cit., p. 209, note 3.
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to the irrationality of the capitalist system and accrue
to capitalists as class goods benefits.

The benefits (62 percent) which accrue to recipients
of unemployment benefits are distributed in the same way as
in the conventional analysis: by the distribution of
unemployment benefits nationally (see Chapter IV). The
proportion of benefits (38 percent) accruing to capitalists
is allocated by the distribution of capitalist income from
Table 8.

Similar reasoning can be applied to allocate the
benefits of the workman's compensation system. The nature
of the work process in manufacturing industries is such
that concern for job safety is secondary to the need for
profits and the productivity of workers. Thus, the capit-
alist system is in part responsible for the need for
workman's compensation.

The rationale of allocating part of these henefits
to capitalists arises because of the purpose that they
serve: workers are more willing to undertake risky occupa-
tions and duties and to labor in substandard conditions.
Without the workman's compensation system, capitalists and
workers would be worse off than they currently are, but
again workers could be better off in a factory system with
safer working conditions.

Michigan's industrial safety record is considerahly
better than the national average: 10.6 injuries per

miliion employee hours, compared to the national rate of
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5 In the public

15.2 injuries per million employee hours.
sector, which operates without the profit motive, injury
rates are much higher than the private sector, with the
exception of the federal government: 1In 1968, federal
employees averaged 6.9 disabling injuries per million
hours, while state governments averaged 12.1 and municipal-
ities had an average rate of 24.9 injuries per million
hours.6

Member firms of the National Safety Council averaged
70 percent lower injury frequency rates than the non-NSC
firms in 1968¢7 The national and state averages reflected
in the BLS data include both NSC members and non-members.
Since Michigan's injury rate is already weil below the
national rate and is also lower than in other northern indus-
trial states such as New York, it would probably be unrea-
sonable to reduce the Michigan injury rate by 70 percent to
arrive at a rate which would represent a minimal level of
injuries. And the injury rate in the non-profit public
sector is of no value as a goal for the private sector. It
seems preferable to assume that Michigan's already relatively

tow injury rate might be reduced by 25 percent in an economic

5U.S. Department of Labor, Bureau of Labor Statis-
tics, Injury Rates by Industry, 1970, BLS Report No. 406

(Washington: U.S. Government Printing Office, 1972), pp.
2 and 25.

6Nationa1 Safety Council, Accident Facts 1970
(Chicago: National Safety Council, 1970), p. 36.

7

Ibid., p. 27.
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system which would not exploit its workers. Thus, 25
percent of workman's compensation payments are assumed to
be socially unnecessary and accrue to the benefit of
capitalists. The share of direct recipients is distributed
by the distribution of unemployment benefits by the same
reasoning used in the conventional analysis in Chapter 1IV.
Rather than use the wage/salary distribution, it is prefer-
able to use the unemployment benefits distribution because
wage earners, as opposed to salaried employees, are more
likely to be subject to on-the-job injuries.

To the extent that public welfare recipients are
unable to work or care for themselves, i.e., to the extent
that they are children, blind, disabled or elderly, some
sort of support would be necessary under a hypothetical
socialist economy. Therefore, the proportion of welfare
payments which are distributed to these people is considered
a socially necessary cost.

The distribution of welfare payments, minus medicaid,
by Michigan state and local governments in 1970 was as
follows: 10.9 percent for old age assistance, 52.6 percent
aid to families with dependent children (AFDC), .5 percent
aid to the blind, 9.5 percent aid to the disabled, and 26.5
percent for general assistance.8 However, 44 percent of

AFDC and 47.6 percent of general assistance payments weve for

8Michigan Department of Social Services, Annual
Report Fiscal 1970,
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eligibility by reason of unemployment or for lack of a wage
earner (father).g These payments would not be necessary
except for the capitalist system which generates unemploy-
ment and provides almost no facilities (day-care centers)
to enable mothers of pre-school age children to work.
Therefore, 38 percent of these proportions of AFDC and
general assistance payments is assigned to the benefit of
capitalists. The rationale for this division is the same
as that for the allocation of unemployment benefits.

Thus, it is assumed that 13.6 percent of the hene-
fits of cash welfare payments accrues to capitalists. The
remaining 86.4 percent is allocated to the recipients and
distributed by the distribution of public welfare payments
shown in Table 2, Chapter IV. Medicaid payments are not
subtvacted from the distribution of income to arrive at
adjusted broad income because they are not included in the
definition of broad income, but they are included in total
welfare payments and distributed similarly for incidence
purpcses.

Government retirement systems are a means of
encouraging a loyal work force because benefits depend not
only on the level of wages and salaries but also on the
length of an employee's service. The government is assumed,

in the radical analysis, to exist primarily to support and

ngiQ., p. 8 and p. 42.
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legitimize the capitalist socioeconomic system'and, there-
fore, public empioyees also work to these ends.

The benefits of payments for public retirement are
alsc assumed to benefit both direct recipients and
capitalists. Because public employees are rewarded for
their services in government, the proportion of benefits
from retirement payments which accrues to direct recipients
is determined by the proportion of total spending for
specific goods, other than public retirement, which accrues
to recipients other than capitalists. The rationale for
this approach is that to the extent that the costs of
services provided by governments are socially unnecessary,
so also are the costs of the rewards for the civil servants
who helped provide the services. The proportion of specific
geods expenditures which accrues to capitalists is 44.49
percent.

As with the other proportions used in this chapter,
these proportions are not intended to be precise; they are
intended, rather, to indicate the direction in which depar-
tures from conventional assumptions lead. Benefits which
accrue to direct recipients are distributed by the distri-
bution of social security benefits from Table 2, Chapter
Iv.

The distribution of transfer payments by amount is
shown in Table 9, while Table 10 shows the distribution of
adjusted broad income that results from the radical analysis.

Table 11 shows the distribution of transfers as percentages



TABLE 9

Distribution of Transfer Payments -- Radical Assumptions

L6

($000)
Income (M) (2) (3) (4)
Bracket Interest on Unemployment Workman's Public
($000) General Debt Compensation Compensation Welfare
Amount Percent Amount Percent Amount Percent Amount Percent
Under 1 251 .26 3,547 1.99 259 2.40 3,699 2.34
1-2 964 .99 4,184 2.35 299 2.78 24,835 15.68
2-3 884 .91 3,585 2.01 246 2.28 23,967 15.13
3-4 1,173 1.21 3,509 1.97 228 2.12 20,526 12.96
4-5 1,449 1.50 8,956 5.03 618 5.74 20,060 12.66
5-6 793 .82 9,434 5.30 645 5.99 11,384 7.19
6-7 1,665 1.72 10,765 6.04 730 6.78 6,429 4.06
7-8 1,274 1.31 9,195 5.16 620 5.76 5,702 3.60
8-9 1,469 1.52 10,268 5.77 703 6.53 5,383 3.40
9-10 1,904 1.97 10,718 6.02 728 6.76 3,814 2.41
10-12 3,485 3.60 17,966 10.09 1,215 11.28 6,139 3.88
12-15 8,341 8.62 15,521 8.72 986 9.16 5,942 3.75
15-25 19,150 19.78 28,623 16.07 1,732 16.08 7,420 4.68
Over 25 54,008 55.79 41,808 23.48 1,759 16.34 13,078 8.26
TOTALS 96,810 100.00 178,079 100.00 10,768 100.00 58,378 100.00




TABLE 9 {(cont'd.)

Income

Bracket Retirement A1l Transfer

($000) Benefits Payments

Amount Percent Amount Percent

Under 1 2,851 1.73 10,607 1.74
1-2 13,765 8.35 44,047 7.23
2-3 13,525 8.21 42,207 6.93
3-4 11,816 7.17 37,252 6.12
4-5 10,357 6.29 41,440 6.81
5-6 8,532 5.18 30,788 5.06
6-7 7,069 4,29 26,658 4.38
7-8 6,373 3.87 23,164 3.80
8-9 5,030 3.05 22,853 3.75
9-10 5,097 3.09 22,261 3.66
10-12 7,862 4,77 36,667 6.02
12-15 10,342 6.28 41,132 6.76
15-25 18,064 10.96 74,989 12.32

Over 25 44,106 26.76 154,759 25.42

TOTALS 164,789 100.00 608,824 100.00
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Notes:

Column (1)
Column (2)

Column (3)
Column (4)

Column (5)
Column (6)

TABLE 9 (cont'd.)

Distributed same as Column 1 of Table 5.

38 percent distributed by the distribution of capitalist income, 62 percent
by the distribution of unemployment benefits from Musgrave, et. al.,

Table 2, p. 5.

Distributed 25 percent by capitalist income and 75 percent by the distribution
of unemployment benefits, Musgrave, et. al., Table 2, p. 5.

13.6 percent distributed by capitalist income, 86.4 percent by the distribu-
tion of public assistance income from Table 2 (see text for explanation).
Does not include medicaid expenditures.

44.49 percent distributed by capitalist income, 55.51 percent by the dis-
tribution of social security income from Table 2.

Sum of columns 1-5.
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Distribution of Adjusted Broad Income -- Radical Assumptions

TABLE 10

1

($000)
Income Percent of
Bracket Percent of Adjusted Adjusted
($000) Broad Income Broad Income Broad Income Broad Income
Under 1 83,250 21 72,677 .19
1-2 362,630 .92 319,095 .82
2-3 471,930 - 1.20 430,930 1.11
3-4 593,280 1.51 558,126 1.43
4-5 712,930 1.81 674,216 1.73
5-6 895,640 2.28 868,206 2.23
6-7 1,142,080 2.90 1,119,602 2.88
7-8 1,499,480 3.81 1,480,166 3.80
8-9 1,840,200 4.68 1,820,850 4.68
9-10 2,015,310 5.12 1,997,114 5.13
10-12 4,396,980 11.17 4,367,516 11.23
12-15 6,211,240 15.78 6,181,045 15.89
15-25 10,943,160 27.81 10,894,654 28.00
Over 25 8,183,530 20.80 8,123,836 20.88
TOTALS 39,351,640 00.00 38,908,033 100.00

1

As explained in the text, only transfer payments which yield direct monetary

benefits under the radical assumptions are subtracted from broad income to

get adjusted broad income.

Source:

Tables 1, 3 and 9.
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TABLE 11

Transfer Payments as Percentages of Adjusted Broad Income -- Radical Assumptions

Income
Bracket Interest on Unemployment Workman's Pub]ic] Retirement A1l Transfer
($000) General Debt Compensation Compensation Welfare Benefits Payments
Under 1 .35 4.88 .36 11.56 3.92 21.06
1-2 .30 1.31 .09 17.65 4.31 23.67
2-3 .21 .83 .06 12.59 3.14 16.82
3-4 .21 .63 .04 8.29 2.12 11.29
4-5 .21 1.33 .09 6.69 1.54 9.86
5-6 .09 1.09 .07 2.91 .98 5.15
6-7 .15 .96 .07 1.24 .63 3.05
7-8 .09 .62 .04 .83 .43 2.01
8-9 .08 .56 .04 .64 .28 1.60
9-10 .10 .54 .04 .40 .26 1.32
10-12 .08 41 .03 .29 .18 .99
12-15 .13 .25 .02 .19 7 .76
15-25 .18 .26 .02 1 A7 .73
Over 25 .66 .51 .02 A7 .54 1.92

]Includes medical assistance payments.
Note: Totals may not add due to rounding.

Source: Tables 9 and 10.

Lol
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of adjusted broad income. It is clear from these tables
that transfer payments are less regressive (pro-poor) and
more progressive in the radical analysis than under con-
ventional assumptions. The distribution of adjusted broad
income is slightiy more equal under the radical assumptions
because of the radical assumptions about the incidence of
transfer payments. These assumptions are more progressive
than the conventional assumptions, so one would expect the
radical distribution of adjusted broad income to be
slightly more equal.

In spite of the increased progressivity and the
reduced share of transfers of Tow-income groups in the
radical analysis, middle~income groups fare relatively worse
in terms of increments to income from transfers. This
phenomenon is the result of the allocation to capitalists
of relatively large amounts of transfers and the under-
representation of persons with middle~incomes in the
capitalist class.

Thus, the importance of different assumptions about
the role of the State is already apparent. The conventional
assumptions imply that transfer payments act to raise the
income shares of low-income groups to make the distribution
of income more equal. The radical assumptions about the
role of the State, on the other hand, imply that the State
acts to redistribute income in favor of the upper-income
groups while only marginally aiding persons with very low

incomes.



CHAPTER VI

EDUCATION: A CONVENTIONAL ANALYSIS

Distributing the benefits from governmental expen-
ditures for education is perhaps the most complex part of
this study. The reasons for this complexity arise from the
problems of identifying the benefits of education as well
as identifying those who receive these benefits. It is
alsc important to discuss the assumptions on which the
public provision of education is based. These assumptions
should be made explicit because they are the foundation
upon which the analysis of benefits and benefit recipients

is based.

Conventional Assumptions About Education

Richavd Gordon]

lists and describes four assumptions
about education in the liberal (neoclassical) tradition. The
first assumption is that education produces or enhances

the production of human capital. MNeoclassical economists

nave developed the idea of human capital as the counterpart

Yeordon, op. cit., pp. 165-167.
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of physical capital and typically use similar terminology

in discussions of human and non-human capital, e.g., invest~
‘ment, returns from investment, and marginal productivity.
Education is one way of investing in, or increasing the
stock of, human capital. Thus, investing in human capital

should, ceteris parijbus, increase the productivity, and

therefore the income of the recipient of this investment.

A second assumption about education is that it is
the improvement of skills which results in productivity
increases and that the achievement of these skills is
measurable by cognitive achievement testing. Thus, con-
ventional analyses of education often analyze the inputs
to the educational process (teachers, curricula, etc.) and
attempt to allocate these resources efficiently to achieve
better outputs from education. The outputs of the education
process are the scores of students on standardized achieve-
ment tests.

Third, these analyses assume that the historical
role of education "has been and can be that of guaranteeing

we This is the reaﬁoning

equality of economic opportunity.
behind efforts to upgrade the quality of ghetto schools
through enrichment programs and busing. The assumption is
that even though the rest of society acts to keep groups
relatively disadvantaged, economically or socially, the

schools can be a principal means of righting the wrongs.
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A fourth assumption is that education has played a
role in increasing economic and social mobility over time.
As Gordon points out, this involves three related assump-
tions: first, that the distribution of income has become
more equal; second, that inter-generational mobility between
income groups has increased; and third, that the first two
phenomena are causally related to increasing intergenera-
tional mobility in the acquisition of education.3

These assumptions add up to a beiief in the impor-
tance of education because of its efficacy in achieving an
interrelataed series of objectives. It should be obvious
that the public provision of education follows from the
conventional and normative theory of the role of the State:
the State should interfere with the market system to pro-
vide services characterized by externalities and indivisi-
bilities or to redistribute incomes. With respect to
education, the State should act to guarantee the equality
of opportunity to receive a good education, although liberals
and conservatives differ about the role which the government
should play in providing equality of opportunity.4 In spite
of the disagreement over the role of the State in the educa-
tional system, both liberals and conservatives agree on the
importance of education. The human capital orientation and

terminology are thus no accident. The conventional framework

Ibid., p. 166.

3
%1bid., p. 166.
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of a private market system requires this Togic to justify
the importance attached to education and the need for

socialization of the costs.

The Benefits of Education

A comprehensive list of the benefits from education
has been made by Burton WeisbrodeS In a definitive arti-
cle, Weisbrod describes both the benefits which accrue
solely to the student and those which are external to the
student. Among the privately captured benefits are the
direct financial return, the financial option return, the
non-financial options and the non-market returns. Of these,
the direct financial vreturn is the most important to the
student and has also received the most attention from
researchers who have analyzed the benefits from education.
The financial return is measured by the increment in dis-
counted future income atiributable to additional years of
schooiing. Although Weisbrod concedes the difficulty of
isolating the impact of additional schooling, he argues
that this return is an indicator of the marginal productivity
of invastment in education.

The financial option return is the value of the
option to obtain additional years of schooling which arises

because of the amount of previocus education. Non-financial

5Burton Weisbrod, "External Effects of Investment
in Education," in Ecdonomics o¢f Education 1, ed. by M. Blaug
(Middlesex, England: Penguin, 1968), pp. 156-182.
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options include the opportunity of an educated person to
receive non-monetary job rewards, and the hedging option
which comes from being able to adjust to changing job
requirements. Non-market returns are best exemplified by
the return to literacy and the resulting independence this
confers on people.

Weisbrod discusses three types of external benefits
from education: vresidence-related, employment-related,
and benefits to society in general. Residence-related
beneficiaries include the families of students who benefit
from the child care services provided by schools, the
future families of students who will benefit from education
provided in the home, the neighbors of students because of
better behavior norms learned in schools, and taxpayers in
the area of the scihools because of tax savings due to
reduced crime levels.

Employment~related benefits accrue to fellow
workers whose productivity, in cooperative efforts, will
be improved, and to employers because of the increased pro-
ductivity of educated workers. Society in general benefits
because a literate populace can be better-informed voters,
because education will tend to increase equality of oppor-
tunities for members of society and because education will
tend to reduce crime and raise tax revenues, among other
benefits.

The extent and variety of educational benefits

raises difficult questions about assigning values to them.
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For example, even if one disregards the considerable diffi-
culties in valuing external benefits, the valuation of
private benefits is still a major problem. The direct
financial return, i.e., the discounted present value of
the income received due to additional years of schooling,
is one possible measure because it is probably the most
important. But controlling for other factors such as
ability, health, ambition, and the socioeconomic position
of the students' Tamilies in order to isolate the effects
of schooling is very difficult, even supposing the Tabor
market is 30 competitive that income reflects marginal
productivity. And even if these items are quantifiable,
the fact that education is essentially an in-kind program
raises the probliem of weighing the benefits to recipients

as discussed in Chapter II.

The Problem of Valuing Benefits

Rather than attempt to resolve these issues, it
seems preferable to discuss the pitfalls and drawbacks of
continuing to use the assumption that the costs and benefits
of education are identicel. Although all of the previous
studies of fiscal incidence have used this assumption, and

Hansen and weisbrod,6 in their study of higher education in

5w. Lee Hansen and Burton Weisbvod, "The Distribution
of Costs and Direct Benefits of Public Higher Education: The
Case of California," in Redistribution to the Rich and the
Poor, ed. by K. E. Boulding and Martin Pfaff (Belmont, Cal.:
Wadsworth, 1972), pp. 77-88.
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California, distributed the subsidies rather than the
benefits of education to recipients, there can be little
doubt that the assumption of the identity of benefits and
costs is tenuous at best.

One difficulty in measuring benefits as costs lies
with the assumption that costs are a good measure of the
resource inputs to education. It seems far-fetched, at
least in Michigan, to assume that equal dollars spent per
pupil implies an equal allocation of resources per pupil,
especially if one accepts, for example, the idea that the
ability of teachers (or the quality of other equally priced
resources) is variable.

But even if equal dollars implied equal resources,
there is not necessarily any causal relationship between
expenditures for education and the outputs of the educational
system. And if people reap different benefits from identical
inputs to schooling, both costs and resources are poor
measures of the benefits of education.7

Another related problem in valuing benefits is that
the direct financial return accrues over a period of post-
school years. The standard procedure in studies of this
type is to allocate benefits in the current year, in spite
cf the fact that benefits constitute a flow over time. On
its face, allocating all benefits in one year is an improper

procedure, but the concept of current year allocation is

'Michelson, op. cit., p. 80.
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merely saying that benefits can be distributed at the
time the asset (human capital) is created, rather than
waiting for the flow of benefits to begin.

Thus, it would seem that not only is there a variety
of benefits, causing serious problems in quantifying their
value to recipients, but there are the added problems of
equating costs and benefits because of the nature of the
costs and the tenuous link between costs, resources. and
outputs of education.

Identifying Benefit Recipients--
Previous Studies

Most of the fiscal incidence studies have identifed
the families of students as the principal recipients of the

benefits from educational expenditures, including higher

8 Eapen and Eapen,9 Musgrave, et a1.510

1 Reynolds and Smo1ensky912,

14 15

education. Ross,

Musgrave and Daicoff,

13

Gillespie, the Tax Foundation, and Tucker distribute

8Ross, op. c¢it., p. 58.

9Eapen and Eapen, op. cit., p. 77.

,
’OMusgrave9 et al., op. cit., p. 34.

]]Musgrave and Daicoff, op. cit., p. 156.

]zReyno1ds and Smolensky, (1), op. cit., p. 31.

136i11espie, op. cit., p. 147.
14

15

Tax Foundation, op. cit., p. 12.
Tucker, op. cit., p. 532.
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the benefits of spending tTor elementary and secondavry
education to the families of students enrolled in school
or to families with children under 18 years of age.

16 17 on the other hand, distribute one-

Brownlee and Singer,
half of the benefits of elementary education to families of
students and one-~half as general goods, on a per family
basis. Singer also distributes secondary education expen-
ditures in the same way as elementary, but Brownlee allo-
cates 25 percent as a general good and 75 percent to the

18 .nd conrad'? distribute all

famiiies of students. Adler
education expenditures on a per family basis, arguing that
education is available to everyone and that there is no
evidence to suggest a concentration of benefits by income
class.

With respect to expenditures for higher education,
the allocative techniques are similar to those used for
other levels of education. The typical method assigns
benefits to the families of students enrolled in college.
Reynolds and Smolensky and the Tax Foundation do not use

the same assumption for higher education as for elementary

and secondary: in their studies, spending for higher

]ﬁBrownieea op. cit., p. 31.

Singer, op. cit., p. 88.
"8pd1er, op. cit., p. 386.

17

]QConrad, op. cit., pp. 218-219,
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education is allocated by the distribution of spending for

higher education by income c]dss.zo

Criticisms of Previocus Studies

These methods of distributing the benefits of
expenditures for education ignore important considerations
which, in most studies, were not explicitly discussed.

Only Ross,21 Gi11espie,22 23

and Musgrave, et al., for
examplie, acknowledge that educational benefits may not be
equally received by all children. Gillespie deals with

this problem by allocating benefits on the basis of esti-
mates of completion rates for various levels of education
and the total costs (not limited to a single year) asso-
ciated with providing education at the elementary, secondary,
and college 1eve1sa24 Thus, Gillespie implicitly recognizes
the first two types of private benefits identified by
Weisbold: direct financial return from additional years of
schooling and the value of the option to continue education.

Ross, on the other hand, questions the assumption

that all students receive education alike in either quantity

20Reyno1ds and Smolensky, (1), op. cit., p. 31,
and the Tax Foundation, op. cit., p. 12.

2TRoss, op. cit., pp. 55-56.

226111espie, op. cit., p. 147.

23Musgrave9 et al., op. cit., p. 36.

24Gi1lespie, op. cit., p. 147.
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or quality. Students from low-income families, compared

to students from uppevr-income families, receive a poorer
quality education, receive fewer years of schooling and also
receive lower flows of earnings from comparable amounts of
education. For these reasons, Ross uses a second allocative
method which he feels is more accurate than assigning bene-
fits to families by the distribution of students by family
income. The second method allocates one-half of the bene-
fits to the families of students and one-half to families

. s . 25
in proportion to income.

By allocating benefits in
proportion to income, Ross assigns some benefits to families
without students even though his expressed concern is to
account for the lower return received by students from low~
income families. Therefore, his procedure defines a
proportion of expenditures as a general good and allocates

26 27

that proportion by income. Singer and Brownlee use

similar methods, which only partially resolve the problem

of low=income students.

28 29

Reynold's and Smolensky's and the Tax Foundation's
allocation of higher education expenditures in proportion to

famiiy spending for higher education deserves discussion.

25Ross, op. cit., p. 58.

26$inger, op. cit., p. 88.
Brownlee, op. cit., p. 31.

Reynolds and Smolensky, (1), op. cit,

27
28

29Tax Foundation, op. cit.
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This technique would seem to yield quite progressive
results for two related reasons: (1) Families sending
children to private schools would spend considerably more
on education than those with children in public colleges,
and the formeyr families are likely to have higher incomes;
and (2) spending for higher education is likely to be more
concentrated in upper-income groups because the types of
public educational institutions attended by children of
wealthy families are likely to be more expensive (though
not necessarily provide a better education) than those
attended by children from poorer families. The progressive
bias generated by these factors may in part be because
children from upper-income families are more likely to
attend ﬂoiiege.3o To the extent that this element accounts
for the progressive bias of using the distribution of
expenditures for higher education, Reynolds and Smolensky's
method is made more acceptable. On balance, however, it
is preferable to avoid using allocative techniques which
might allocate benefits to those students attending private
colleges and which could include the assumption that more
expensive education provides greater benefits than less
expensive education.

Many studies, as previously indicated, do not
allocate any part of expenditures for education as general

goods expenditures. This should be considered a shortcoming

30Hansen and Weisbrod, op. cit., p. 81.
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of these studies which may also tend to bias their results.
The direction of the bias is unclear, however, because

this depends on the distribution of students by income and
the choice of allocative methods for general goods. For
example, the national distribution of children by family
income is such that distributing benefits in proportion to
the distribution of children by family income will yield
progressive results because over 50 percent of children
belong to families with incomes in excess of $10,000; for
higher education the benefits will also be progressive for
the same reason.S] If only part of elementary and secondary
expenditures were allocated as general goods and distributed
in proportion tec income, the results would be more progres-
sive than either assigning all benefits to families of
students or assigning part as general goods on a per family
basis,

In addition to the problem of bias, there are good
arguments to be made for assigning a large fraction of
expenditure for elementary and secondary education as
general goods expenditures. Most economists agree that
education provides public benefits in addition to benefits

which accrue to students and their families. Weisbrod calls

3]Bureau of the Census, CPR, Series P-20, Numbers
222 and 231, p. 40 and p. 21, respectively.
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these "external benefits," some part of which accrues to
society in-genera1.32

It is not clear what proportion of expenditures
should be assigned as general benefits, although there
are indications from previous studies. For example,
Brownlee allocated 50 percent of elementary education
spending and 25 percent of spending for secondary educa-

33

tion on a per family basis. In one method, Ross allo-

cates 50 percent of both elementary and secondary spending

34

to all families proportion to their incomes, while

Singer also allocates 50 percent, but on a per family

basis,35

Aaron and McGuire take an approach similar to
Brownlee's: 70 percent of elementary and secondary spend-
ing and 50 percent of higher educationcosts are assigned

36 The rationale which underlies

as generai goods benefits.
both Brownlee's and Aaron's and McGuire's methods seems to
be that expressed by Milton Friedman: "The social gain

presumably is greatest for the lowest levels of schooling,

where there is the nearest approach to unanimity about

BZWeisbrod, op. cit., p. 177.

33Brown1ee, op. cit., p. 31.

34Ross, op. cit., p. 58.
358inger, op. cit., p. 88.

36Aaron and McGuire, op. cit., p. 916.
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content, and declines continuously as the level of schooling
rises,"37
Thus, it seems there is ample justificatiocn for
allocating at least some part of spending for elementary
§ and secondary education as general goods benefits. It is
also reasonable to assume, since education is mandatory
until age 16 in Michigan, that these expenditures are
undertaken on behalf of both students and the public.
There is another more serious shortcoming in most
previous studies which has already been noted. This is the
assumption, implicit in all studies which allocate educa-

tion expenditures by the distribution of students among

families, that all students receive equal benefits. The

impiications of this problem are serious for any attempt
to analyze the distributional effects of educational
expenditures. Although the data are not precise about the
effects of education on the earnings of students from dif-
ferant racial and socioceconomic backgrounds, there is no
deubt that there are clear indications of the divection of
these effects: students from non-white families receive
lower yeturns than white students from equal amounts of

education, and students from low socioeconomic groups

37Mi1ton Friedman, Capitalism and Freedom, p. 88,
quoted in Ross, op. cit., p. 54,
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receive lower returns from education than students of
higher socioeconomic status,38

These conclusions are strongly supported by a
study of the public education system in Michigan by

9 The study was designed to test three

Guthrie, et al.>
hypotheses about education in Michigan: (1) the quality

of school services provided to pupils is directly associated
with the socioeconomic status of the students; (2) the
higher the quality of services, the higher the level of
achievement attained by a student; and (3) post-school
achievement is related to achievement in school, and

higher achievement in school is associated with "success"

40 The Guthrie study tested

in post-school opportunities.
these hypotheses for Michigan for the period 1967-68 and
found positive support for all three hypotheses.

Guthrie, et al., define socioceccnomic status (SES)

using a number of variables: occupation, income, education

388ee, for examplie, the studies by Stanley H.
Masters, “"The Effects of Family Income on Children's
Education: Some Findings on Inequality of Opportunity,"
Journal of Human Resources, Vol. IV (Spring 1969), pp.
158-175; Walter Fogel, "The Effect of Low Educational
Attainment on Incomes: A Comparative Study of Selective
Ethnic Groups," Journal of Human Resources, Yol. I (Spring
1966); Randall Weiss, "The Effects of Education on the
Earnings of Blacks and Whites," Review of Economics and
Statistics, Vol. 52 (May 1970), pp. 150-159.

39James Guthrie, George Kleindorfer, Henry Levin
and Robert Stout, Schools and Inequality (Washington:
The Urban Coalition, 1969).

40

1bid., p. 10.
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41 They found

and material possessions in the home.
evidence that not only do high SES districts provide better
inputs (building age, teacher qualifications and salaries,
special programs, etc.) than Tow SES districts, but they
also found that within districts the same kinds of dis-
parities of input quality existed among schools and among
pupi]s,42
They also cite evidence to support the hypothesis
that post-school earnings are related to achievement in
school, even after controlling for non-school variab?es.43
The implication of the Guthrie study and others previously
cited is that the methods used in conventional fiscal
incidence studies to allocate benefits of spending for
education have biased the results of those studies in favor
of regressivity and redistribution from rich to poor. The
principal cause of this bias is the common assumption of

equal per student benefits within the various levels of

schooling (elementary, secondary, higher education).

1bid., pp. 32-34.

alblg - pp. 83-89; "Our most significant finding
is that the ralationship betwpen SES and the provision of
school services holds for entire school districts
Similariy., we discovered that individual schools wh1ch
enrclt Jarge numbers of poor children tend to provide fewer
and lower quality services than schools which enroll small
numbers of poor children. Finally, inequities among
individual students exist to the effect that poor children
are provided with lower quality services than wealthy
children, almost regardless of the school district in

which they live, or the school building which they attend."
Ibid., p. 90.

43

Ibid., pp. 154-158.
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It is possible, of course, that the assumption of
equal per student benefits was used simply because it was
convenient. However, the data which refute it have been
availabie to all of the authors of the more recent studies.

The Conventional Allocation of
Benefits in This Study

This study will attempt to account for at least
part of the problem caused by the disparity of benefits
received by students from different racial and socio-
econpomic backgrounds. The procedure used in this study
consists of four steps: (1) Total benefits of spending for
elementary and secondary education are divided between
general benefits and benefits which accrue to famiiies of
students. Fifty percent of total benefits is assumed to
be general goods benefits, because this is a common propbrw
tion used in other studies which have allocated part of
education spending as general goods benefit.44 (2) The
remaining 50 percent of total benefits is divided between
high school and non-high school graduates by the ratio of
the discounted lifetime incomes of high school and non-high
school graduates. Regardless of the discount rate, non-

high schogl graduates (those with 1-3 years of high school)

44Five allocative techniques are used to distribute
the general goods benefits: (1) Equal per family, (2) In
proportion to adjusted broad income, (3) One-half by income
and one-haif equal per family, (4) Using the Maital utility
function with the least progressive tax data, and (5)
Using the Maital function with the most progressive tax
data.
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can expect to receive only 85 percent of the lifetime

income of a high school graduate,45

Thus, benefits to
students are divided between high school and non-high
school graduates so that non-high school graduates receive
85 percent of the benefits allocated to high school
graduates. Since 93 percent of high school seniors
graduate from high school, 93 percent of the benefits
accrue to high school graduates; but the 7 percent which
accrues to non-high school graduates is worth only 85 per-
cant as much as the benefits which graduates receive.
Tharefore, graduates receive 94.05 percent of the benefits,
and non-graduates receive 5.95 percent of the benefits.
{3} The distributions by family income of high school and
non~-high school graduates are the result of appliying the
graduation rates of high school seniors by family income
in 1965 to the distribution by family income of children

3-17 vears old envolled in school in 1970.46

The percen-
tage high schoel completion rate in each income bracket
muttipiied by the number of students in each income bracket
yields the distributions of high school and non-high school

gradiuyztes by income. (4) Benefits accruing to families of

students are allocated according to the two distributions

4SBureau of the Census, Current Population Reports,

series P-60, Number 74, p. 77.

QﬁBureau of the Census, CPR, p~20, Number 222, p.
40, for the distribution of students; CPR, P-20, Number
185, p. 4, for the graduation rates by family income.
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(high school and non-high school graduates) of students by
family income.

There are obvious problems with this method of
distributing benefits. One difficulty is that not all
students who begin elementary school reach high school or
high school senior status. Students whc drop out are
likely to be concentrated in Tow-income families thereby
creating a regressive bias in the results. Another problem
is that this method of allocation does not fully account
for the lower veturns to education received by black stu-
dents as compared to white students. Since blacks are more
Tikely thar whites to have dropped out of school before
graduat50n94? this method overstates the benefit accruing
to black students.

Other shortcomings are the use of national data and
data for years other than 1970. What the procedures does
achieve, however, is the distribution of benefits which
more fully accounts for the effects of family income (and
indivectly, socioeconomic status) on school achievement
and post-school success.

The use ¢of national data, as opposed ® Michigan
data, is necessary because of the lack of relevant data
for Michigan. The direction of the bias introduced by this

data is unknown, but it should be recognized that this

47Masters, op. cit., pp. 65-66.
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problem has occurred in another state-level study,48 and
that many of the studies used the distribution of children
by family income, rather than the distribution of enrolled

49 Using the distribution of children, rather

children.
than enrolled children, tends to make the distribution of
benefits more progressive than it would be if the distribu-
tion of enrolled children were used. Further, the 1965

data for graduation rates of high school seniors uses much
broader income brackets than those used in this study and
therefore will introduce a small bias in the results.

In sum, the proceduvre used in this study is con-
sidered to be superior to that used in previous studies, 1in
snite of data Timitations, because it explicitly recognizes
the impact of socioeconomic status on the receipt of educa-
tional benefits. A more sophisticated procedure would not
tump elementary and secondary spending and would achieve
better results by dropping the assumption that all students
reach high school senior status. However, the lack of data
precludes these refinements and, therefore, the results of
this study will tend to overstate the extent of regressi-
vity in the incidence of the benefits from spending for
education. Relative to other studies, however, the incidence

in this study of educationai benefits accruing to the

48

-

Eapen and Eapen, op. cit., p. 75.

49Eapen and Eapen, op. cit., Brownlee, op. cit.,
Musgrave and Daicoff, op. cit., and Reynolds and Smolensky,

op. cijt.
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families of students is more accurate for two reasons:

(1) the benefits are distributed by the number of children
enrolled in school, rather than by the total number of
children in the family; and (2) students from low-income
families are less likely to graduate from high school and,
therefore, receive fewer benefits from education. The
allocation of benefits partially accounts for this
fact.

In the case of the benefits from spending for
higher educaticn, the allocation procedure used in this
study differs from those used in previous expenditure inci-
dence studies. Only SingerSO allocated part of higher
education benevits as general goods, but Aaron and McGuive
also assumed that 50 percent of the benefits of spending
for higher education could be considered general goods

benefitsu51

The assumption in this study is that only 30
percent of higher education benefits accrue as general
goods benefits. This assumption is based on Friedman's
position that as the level of education rises, so also
does the level of privately captured benefits. Since the
assumption for the general goods benefits proportion of
elemertcary and secondary education spending is 50 percent,
it is reasonable to assign 30 percent in the case of

higher education.

5OSinger, op. cit., p. 80.

5]Aaron and McGuire, op. cit., p. 916.
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The assumption, common to most previous studies, of
equal per student benefits in higher education is retained
in this study because of the lack of data to support an
alternative hypothesis. The problem of benefits which
accrue to out-~of-~state students in Michigan schools 1is
dealt with by assigning 9 percent of the benefits to out-
of-state students. Nine percent is a compromise estimate
which reflects what appears to be a trend, between 1968
and 1973, of relatively lower out-of-state student enroll-

A

ments. " Thus 83.7 percent of total benefits is allocated

to the vemilies of students by the national distribution
by familty income of children 18-24 years old enrolied at

, ) 53
the undergraduate level,””

and the remaining 27.3 percent
is allocated as general goods benefits.

Again, there is a problem in the use of national
¢ata for the digtribution by income of dependent children,
but comparable data for Michigan do not exist. It would
be desivrable to modify the assumption of equal per student
benetity if data existed for college graduation rates by

famity income or if data existed for the proportion of

[
"CMichigsn Department of Education, Report on Non-
resident Enroliment Policies, Student Migration and Recip-
rocity hareements (Lensing: 1871), pp. 27-28. This report
is for 1968 when the proportion of out-of-state students
in public dnstitutions was 9.6 percent. Data for 1973 for
major institutions show a proportion of 8.08 percent:
1973-74 institutional budget requests, furnished by James
F. Weber, Director, Higher Education Management Services,
Michigan Department of Education, November 20, 1974.

L

“JBureau of the Census, CPR, P-20, Number 231,

e e

p. 21.
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students by family income who attend two-year colleges but
do not continue their education. It seems probable that
retaining the assumption of equal per student benefits
biases the results in favor of more regressivity than may

actually occur.

Summary

The procedures used in this study for allocating
the benefits of spending for elementary and secondary educa-
tion differ from those used in previous studies in order to
account tor the fact that the benefits of education do not
acoyue equaltly to all students. Specifically, this study
assumes that all students do not graduate from high school
and that students from Jow-income families are less likely
to do so theo students from high-income families. The
allocation procedures, therefore, recognize, as most previous
studies have not, that the benefits from education depend in
part on the sociceconomic status of the students’' fFamilies.

Benefits of spending for elementary and secondary
education ave assumed to accrue equally to both society in
general and to the families of students. The benefits of
spending for higher education are assumed to accrue primarily
to the families of students (70 percent) and are distri-
buted by assumptions similtar to those used in previous
studies of this type.

The general goods proportions of spending for

education are allocated using five methods: (1) on an
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equal per family basis, (2) by the distribution of adjusted
broad income, (3) one-half by the distribution of adjusted
broad income and one-half equally to families, (4) by the
use of the Maital utility function (MU(Y)=C/Y'*®) under
Roberts' Teast progressive tax incidence assumptions, and

(5) using MU(Y)=C/y' -

with Roberts' most progressive tax
incidence results.

Table 12 shows the distributions of the specific
benefits of local education expenditures and the total
benefits (specific and general) of these expenditures. As
expected from the results of two previous state-level
stud:ifes;g55i the incidence pattern of specific goods benefits
and total bawnefits under the first three assumptions is
basically regressive. Assumptions 4 and 5, however, yield
progressivity in the top income bracket because of the
Maital utiiiity function used to allocate general goods
benefits. {(7The mixed pattern in the lower income brackets
is a consequence of adjusting the national data, which use
larger income brackets, to the income brackets used in this
study.) Thus, under Assumptions 1-3 which are most commonly
used in previcus studies, Tocal education expenditures tend
to equelize the distribution of Fncome. Using the Maital
function, however, results in a much less favorable pattern
of distribution to low~income families and even progressi-

vity for the families with the highest incomes,

54Ross, ogp. cit., pp. 89-91, and Eapen and Eapen,
op. cit., p. 107.
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In the case of higher education, Table 13 shows
that specific benefits are again basically regressive,
and, under all five general goods assumptions, the incidence
of total higher education benefits is also essentially
regressive. The relatively large amounts of benefits
accruing to the upper-income brackets are not sufficient

to change the pattern of incidence in those brackets.
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TABLE 12 {cont'd.)

]Figures in parentheses are percentages of adjusted broad income from Table 6;
other figures are percentages of the money amounts shown at the bottom of the
table.

§See text for explanation of the distribution of specific goods benefits.

See Chapter II for explanation of Assumptions 1-5.
source: Bureau of the Census, Current Population Reports, Series P-20, Numbers
185 and 222, p. 4 and p. 40; CPR, P-60, No. 74, p. 77.
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TABLE 13

Conventional Analysisl

The Distribution of Higher Education Expenditures --

Income Total Higher Education Benefits3

Bracket Specific Goods

($000) Benefits< Assumption 1 Assumption 2

Under 1 1.07 ( 3.35) 2.63 (11.75) .80 ( 3.58)
1-2 1.22 ( .86) 3.01 ( 3.01) 1.09 ( 1.09)
2-3 .82 ( .47) 2.27 ( 1.65) .97 (1 .70)
3-4 2.98 ( 1.16) 3.49 ( 1.93) 2.51 ( 1.39)
4-5 2.71 ( .87) 3.17 ( 1.45) 2.41 ( 1.10)
5-6 4.88 ( 1.21) 4.74 ( 1.67) 4.08 ( 1.44)
6-7 5.24 ( 1.00) 5.09 ( 1.38) 4.53 ( 1.23)
7-8 €.25 { .90) 6.04 ( 1.24) 5.51 ( 1.13)
8-9 6.9 ( .81) 6.74 ( 1.12) 6.29 ( 1.05)
9-10 6.78 ( .72) 6.54 ( .99) 6.29 { .95)
10-12 14.79 ( .72) 13.79 ( .96) 13.73 ( .95)
12-15 17.03 ( .58) 15.87 ( .78) 16.69 ( .82)
15-25 23.29 ( .45) 21.28 ( .59) 24.72 ( .69)

Over 25 5.84 ( .15) 5.34 ( .20) 10.38 ( .39

TOTALS 99.99 ( .55) 100.00 ( 78) 100.00 ( .78
MONEY

AMOUNTS

($000) 211,229 301,756

el



TABLE 13 (cont'd.)

€el

Income Total Higher tducation Benefits3

Bracket

($000) Assumption 3 Assumption 4 Assumption §

Under 1 1.71 ( 7.66) .77 ( 3.43) .77 ( 3.44)
1-2 2.05 ( 2.05) .94 ( .94) .95 ( .95)
2-3 1.62 ( 1.18) .78 ( .57) 79 (0 .57)
3-4 3.00 ( 1.66) 2.31 ( 1.28) 2.31 ( 1.28)
4-5 2.79 ( 1.28) 2.20 ( 1.01) 2.20 ( 1.01)
5-6 4,41 ( 1.56) 3.83 { 1.35) 3.83 ( 1.35)
6-7 4.81 ( 1.31) 4.22 ( 1.15) 4.22 ( 1.15)
7-8 5.78 { 1.19) 5.12 ( 1.05) 5.13 ( 1.05)
8-9 6.52 ( 1.09) 5.85 ( .97) 5.86 ( .98)
9-10 6.41 ( .97) 5.86 ( .89) 5.86 ( .89)
10-12 13.76 ( .95) 12.88 { .89) 12.89 ( .89)
12-15 16.28 ( .80) 15.86 ( .78) 15.88 ( .78)
15-25 23.00 ( .64) 24.45 (  .68) 24.48 ( .68)

Over 25 7.86 ( .29) 14.93 ( .55) 14.83 ( 55)

TOTALS 100.00 ( .78) 100.00 ( .78) 100.00 ( .78)




TABLE 13 (cont'd.)

1Fw'gures in parentheses are percentages of adjusted broad income from Table 6:

other figures are percentages of the money amounts shown at the bottom of the
table.

2See text for explanation of the distribution of specific goods benefits.

3See Chapter 11 for explanation of Assumptions 1-5,
Source: Bureau of the Census, Current Population Reports, Series P-20, No. 231,
p. 21.
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CHAPTER VII

A RADICAL ANALYSIS OF
EDUCATIONAL EXPENDITURES

The previous chapter represented a neoclassical
analysis of educational expenditures, and included a dis-
cussion of four assumptions about education. From a
neoclassical perspective toward education, these assumptionS
have not been met by the educational system in this country.
Thus, the educafiona1 structure can be severely faulted when
it is evaluated by its ability to satisfy those assumptions.
But it also could be considered a success when it is
evaluated by its contributions toward the maintenance and
reinforcement of the existing socioeconomic system.

This chapter begins with a radical critique of the
lTiberal assumptions about education and presents an alter-
native analysis of the role education plays in our society.
The differences and similarities between the conventional
and radical analyses ave discussed and an alternative
method of identifying benefits and benefit recipients is

suggested.
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The Radical Critique1

The first conventional assumption about education
is that education improves skills and, hence, the economic
opportunities of the poor and the underskilled. One basis
upon which this assumption rests is that increased educa-
tion implies increased income. To some extent this is
true, as the discussion in the previous chapter indicates.
More important, however, is the evidence for certain groups
which refutes the assumption. For blacks and persons from
low sociosconomic groups, the evidence indicates that earn-
ings do not vary with educational attainment unless the

student has completed co11ege.2

But it is precisely to
these groups (non-whites and Tower-class whites) that the
assumption of increased opportunities is directed. Since
blacks and lower-class whites either do not graduate from
high school or enter college at the same rates as middle-
and upper-ciass whites, it is fair to say that this assump-
ticn is not met by our educational system.3
The second assumption is that achievement tests
measuve skills which will tend to increase the productivity

of students. Productivity increases are assumed to result

from improved abilities to "read and reason." Radical

]This section draws heavily from the discussion by
Gordon, op. cit., pp. 167-171, and 178-180.

1bid., p. 180; Weiss, op. cit.

3Gordon, op. cit., p. 179,
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critics, on the other hand, contend that it is not the
reading and reasoning skills that improve productivity.
Rather, it is the behavior and motivational traits with
which schools inculcate students that lead to post-school
productivity. Schools, therefore, perform a training and
screening function for the market system, a function which
relies on the ability to instill in students good work
habits, responsiveness tc monetary incentives and accep-
tance of the prevailing economic system,

For many, particularly whites, this process is a
success because these traits are necessary to do well
in the world of work. For many others, however, these
traits ave not only difficult to Tearn and accept-~-because
they ask non-whites, for example, to cooperate in a system
which discriminates against them--but they are also not
sufficient for these groups to achieve success comparable
to middle- and upper-class whites.

The third assumption is that schools have histori-
cally helped to equalize opportunities and they continue to
do so5 now. The radical contention is that schools have
nevey played this role; rather, the function of schools has
been and is now to solidify the structure of class stratifi-
cation while allowing a few "gifted" exceptions to succeed.4

The evidence cited in the previous chapter, primarily the

4This point was suggested by Mitchell Stengel.
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. 5 . -
Guthrie, et al., study,” supports the radical position on
this issue. Better education accrues to students on the
basis of sociceconomic status and, for students from high
socioeconomic status groups, results in greater post-~school
success. Thus, this assumption, too, is not met by the
system of education 1in the U.S. and in Michigan.

The fourth assumption is that schools are increas-
ingly better able to fulfill the equalizing function because
society is becoming more educationally mobile, Radicals
argue that, in fact, the educational system is becoming
move important in determining class structure and is there-
fore becoming a more impevrtant force against social mobility.
Ivan [1lich supports this contention by comparing the role
of education with the historical role of religion:

Schocl has becowme the world religion of a
modernized proletariat, and makes futile promises
of salvation to the poor of the technoloagical age,
The nation-state has adopted it, drafting all
citizens into a graded curriculum leading to
sequential diplomas not unlike the initiation
rituals and hieratic promotions of former times.
The modern state has assumed the duty to enforce
the judgment of its educators through well-meant
truant officers and job requivements, much as did
the Spanish kings who enforced the judgments of

their theologians through the conquistadors and
inguisition.®

]

‘he assumption that technoliogical requirements have

led to increased demand for a more educated work force is

EGuthrieg et al., op. cit.

G"Why We Must Abolish Schooling," New York Review
?f Books (July 7, 1970), quoted in Gordon, op. cit., pp.
68-169.
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probably valid in an historical context which includes the
changes in technology and methods of production which
occurred in the 19th century and the first half of the 20th
century. However, radical critics have challenged the
assumption that technological requirements are the princi-
pal reason for the rise of mass education and the increased
demand for educational credentials. Rather, radicals con-
tend that the need for mass education arose because of the

a mechanism to insure social
7

need of capitalists for
conty-1 and political stability." Education was percefved
as an effective institution which could perform the sociali-
zation functions that had previously been the responsibility
gf the family and the church,g

fvar Bergg has criticized the human capital assump~
tion that the changing technology in the economy requires
an increasingly educated work force. Berg's study, cover-
ing the ten-year peviod of 1950 to 1960, finds that .
educational achievements were changing much more rapidly
than jobs, however much concession is made to technological

u]o

and other influences on work Berg is saying that

. jSamue? Bowles, "Unequal Education and the Reproduc-
tion of the Social Division of Labor," Review of Radical
Political Fconomics, Yol. 3 (Fall, 1971), p. 4.

8
Ibid., p. 4.

9Education and Jobs: The Great Training Robbery
(Boston: Beacon Press, 1071).

10

Ibid., p. 80.
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educational requirements for job performance are lower than
the levels of education being attained by new workers.
Berg's data and analyses also lend support to the
position that educational achievement is used by employers
as a screening device to find employees who meet non-job-
functional requirements rather than job-related needs. In
his analysis of 1950 and 1960 data on educational attainment
and the requirements of specific jobs, Berg found that, as
a general rule, the education of job holders exceeded the
educational requirements needed to perform the jobsg]]
Furthev, in interviews of personnel managers, Berg found
that employers were explicit in their admissions that:
diplomas and degrees were a good thing. that
thay wpve used as screening devices by which
undesirable employment applicants could be identi-
fied, and that the credentials sought were indica-
tors ¢f personal commitment to 'good middlie-class
values,' industriousness, and seriousness of

gy_ggcpﬁfas well as salutory personal habits and
styles,

et T

The implication of increasing educational require-
ments for jobs which do not demand as large an amount of
education is that employment and social mobility will be
increasingly liwited, Berg discovered that “middle-level"
Jobs wave being filled by “"better-educated" people, and
that thers was a reduction in the number of "less-educated"

workers advancing into middie-level jobs.]3

"1pid., chapter I171.

Ibid., p. 78, emphasis added.

Ibid., p. 59.
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It is clear that continuation of this trend means
that blacks and other relatively disadvantaged groups in
society will continue to find limited opportunities for
upward mobility. These groups are precisely those least
able to afford scheoling necessary to meet employer require-
ments, and they are the groups which have typically achieved
both Tower levels of school performance and fewer years of
schooling than middle- and upper-class whites. Thus, the
importance of schooling in the economy will exacerbate,
rather than alleviate, inequalities in income and social
class mobitity.

The preceding discussion dealt with one important
effect of education, but there is another related aspect of
the educational system that also acts to preserve and
reinforce patterns of class differentiation. As Bowles
and other radical critics of educationM have noted,
anocther essential function of education is to teach accept-

ance of the status quo, i.e., degitimization, in Miliband's

words, . . . of thne prevailing economic and social order,
and o its wmain institutions and vah.ses,“]b

One means of achieving acceptance of the status quo

is to tailor the internal sivuctural arrangements in

schools %o parallel the social relations of the work process

14See5 for example, Bowles, op. cit., Miliband, The
Statgééopézci%,, p. 244, and Baranh and Sweezy, op. cit.,
pp. ~322.

15

Miliband, The State, op. cit., p. 244,
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which students from different classes are likely to enter‘.]6

Bowles points out that differences in the interior struc-
tures of schools and the content of schooling are readily
apparent and that these differences correspond to the

social classes of the students who attend the schools.17
It is not surprising, therefore, that the Guthrie, et _al.

18 found that children from high socioeconomic status

study
backgrounds had better educational inputs and achieved
better success than students from families of Tow socio-

economic status.

Benefits and Benefit Recipients

It is possible to consider the costs incurred in
the provision of education as socially necessary costs, as
these were defined in Chapter 1II1. 1In any advanced society,
education is important to provide literacy, skills, train-
ing, knowledge and socialization to members of society. It
is important, however, to recognize that the goals and out-
puts of the educational system in this country (and Michi-
gan) are not necessarily those which would obtain in a
different socioeconomic system.

[t is apparent from the preceding discussion that

the skills and training aspects of education in this country

]GBowies, op. cit., p. 14,

7ibid., p. 16.

]BGuthrie, et al., op. cit.
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are frequently less important to employers than less
tangible traits such as acceptance of prevailing values,
authoritarian social relations and "proper" work habits.
These types of personality traints and behavior modes are
necessary for success in, and the smooth functioning of,
the modern bureaucracies of corporations and government.
As Bowles notes, ". . . positions of control in the pro-
ductive hierarchy tend to be associated with positions of

w19 Since the upper class exerts the

political influence.
preponderance of power in determining the public interest
and accepted behavior patterns, it is not surprising that
not only the rigid structure of education, but aiso the
outnuts of the educational institutions, coincide so neatly
with the needs and desires of corporate capital and the
State.

it is necessary, therefore, to evaluate the benefits
of education in the light of this framework. If students
do not need, for job perfo%mance purposes, the amounts and
Linds of education required by employers, it would be
erronceous to assume that the public provision of education
in this society is intended to yield benefits solely, or
even largely, to students. The principal benefit of
education is5 & work force inculcated with the values of
the capitalist class and a work force which accepts the

existing social relations of production in our capitalist

]gBowles, op. cit., p. 26.
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system. In part, the needs of capitalists, rather than
students, are met by the system of educational institu-
tions.

It could be argued, of course, that students bene-
fit by virtue of their employability and the increments
to income associated with additional years of schooling.
But this argument ignores the contention that education
does not encourage creativity, spontaneity or individual
freedom except as these factors reinforce existing class
differences. For the most part, conformity of thought and
behavior and acceptance of rigid behavior modes are rewarded
instead. The social relations of schooling parallel those
of the corporate bureaucracy and are alienating rather

20 When the needs of students

than 1iberating or fulfilling.
are molded to the needs of the State and capitalism, rather
than vice versa, it is difficult to see how students can
be judged the primary recipients of the benefits of educa=-
tion.

Thus, it is assumed that the primary benefits of
educational spending are a cooperative and disciplined
work force and a populace which accepts and supports the
existence and maintenance of the capitalist system in the
U.S. The principal recipients of the benefits of education

are capitalists, as capitalists are defined in Chapter III.

Some benefits must, however, be assigned to students and

20See Herbert Gintis, "Repressive Schooling as
Productive Schooling," in Gordon, op. cit., pp. 208-213.
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their families to account for the receipt of such basic
skills as reading and arithmetic., These skills could be
learned in other environments which would encourage
individuality rather than repress it, as the school system
currently does. Therefore, the proportion of benefits
accruing to students and their families is limited to 40
percent. (These benefits amounted to 50 percent of total
benefits in the conventional analysis.) The rationale for
assigning the preponderance of benefits to capitalists (60
percent) was developed in the preceding discussion of the
radical analysis of education. It has been emphasized
earltier in this study that some of the proportions used

in the radical analysis are avbitrarily assigned to show

the direction in which the analysis differs from the con-
ventional approach. However, in the case of education,

there is some precedent for the assignment of various propor-
tions of spending for education as general goods benefits

(see Chapter VI). The most common proportion of spending

for elementary and secondary education assigned as general
goods benefits is 50 percent, although Aaron and McGuire
asstume 70 pm*ce@'ri:.zi The radical analysis leads to the
conclusion that more than 50 percent of the benefits of
elementary and secondary educational spending accrue to

capitalists. It is reasonable to use 60 percent as a com-

promise estimate of these benefits.

2]Aar‘om and McGuire, op. cit., p. 916.
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In the case of spending for higher education, the
proportions used are the same as those used in the conven-
tional analysis: 70 percent of the benefits accrue to the
famiiies of students and 30 percent to capitalists. Public
higher education is less directly repressive and offers
more freedom for individual choices about programs, etc..,
but the needs of capital for suitable products of the
educational system are also met by higher education. The
implication of sequential degrees and rising educational
requirements 1s that the higher education system performs

essentially the same functions as lower levels of education.

Allocation of Benefits

Allocation of the benefits of spending for education
proceeds directly from the preceding discussion. Elementary
and secondary school benefits are distributed by the 60-40
ratio previousiy proposed, with 60 percent of the benefits
accruing to capitalists by the distribution of capitalist
income and 40 percent to the families of students. Bene-
fits accruing to families of students, adjusted by the
difference in 1ifetime incomes of high school and non-high
school graduates, arve allocated to the distributions of
envolled children by family income22 derived from the high

23

school graduation rates by income. This is the same

2zBureau of the Census, CPR, P-20, No. 222, op. cit.,

23Bureau of the Census, CPR. P-20, No. 185, op.cit.,
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procedure used in the previous chapter to allocate specific
goods benefits.

The benefits of spending for higher education are
allocated using the 30-70 ratio proposed above. The
benefits accruing to capitalists (30 percent) are distri-
buted by the distribution of capitalist income, and the
specific goods benefits (70 percent) are distributed by
the distribution by family income of children 18-24 years

24 Total benefits

0old enrolled at the undergraduate level.
are reduced by 9 percent to account for benefits which
accrue to out-of~-state recipients. Again, the allocative
techniques for specific goods benefits are identical to

those used in the conventional analysis.

Summary

The aralysis of the benefits of spending for public
education follows the procedures ocutlined in Chapter IIIL:
Two separate analyses were conductad fto generate incidence
estimates which differ only as a result of the disparate
nature of the underlying assumptions about the role of the
State "n an advanced capitalist system. Chapter VI contains
the conventional analysis, modified to reflect better the
data on the relative returns and access to education among
different income classes. This chapter, on the other hand,

uses a radical anaiysis of the role of the education system

2%Bureau of the Census, CPR, P-20, No. 231, op. cit.,

Pt
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in our society. The two analyses differ on two essential
points: specifying the benefits from education and the
recipients of those benefits. The conventional analysis
assumes that there is a variety of benefits from education,
some of which accrue to students and their families, and
others which are shared by all members of socfety. The
radical analysis leads to the conclusion that the principal
benefit of education is individuals inculcated with the
values of the capitalist society. Since these values arve
determined by the capitalist class, and the products of
education are workers who are employed by capitalists, it
follows that the preponderance of benefits from spending
for elementary and secondary education accrues to capitalists.
Table 14 shows the distribution of benefits from
expenditures for education which results from the radical
analysis. Specific goods benefits are allocated in the
same way as in the conventional analysis of the preceding
chapter and, therefore, show the same regressive pattern of
incidence. Total benefits, however, include class goods
benefits which are allocated by the distribution of
capitalist income. The pattern of incidence of total bene-
fits for both lYocal and higher education, becomes progres-
sive at the top income bracket because of the large amounts
of benefits which accrue to that bracket. Thus, the results
of the radical analysis show that education expenditures are
not as great an equalizing influence on the income distribu-
tion as they are in the conventional analysis or in other

conventional studies.
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TABLE 14 (cont'd.)

]Figures in parentheses are percentages of adjusted broad income from Table 10;

other figures are percentages of the money amounts shown at the bottom of the
table.

See text for explanation of the distribution of educational expenditures in
the radical analysis.

Source: Same as Tables 12 and 13.

2

0§61



CHAPTER VIII

THE DISTRIBUTION OF HIGHWAY EXPENDITURES:
CONVENTIONAL ANALYSIS

Expenditures for highways] in fiscal 1970 amounted
to $366.4 million, or 7.7 percent of total state and local
government spending (see Table 4, Chapter IV). The bulk
of these expenditures (65.5 percent) were for capital out-
Tay purposes,2 but the benefits of asset-creating expendi«
tures are assumed, in this study, to accrue in the current
year rather than over the life of the asset. This procedure
is the same as that used to allocate the benefits of educa-

tional expenditures.

The Benefits of Highway Expenditures

The most obvious benefits of highway spending are

those which accrue to the users of the road and street

1The term "highways" is defined, in this study, to
include the entire system of local streets, county roads,
state highways and interstate highways in Michigan.

2Bureau of the Census, Governmental Finances in
1969-70, op. cit., p. 36.
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system. Among these benefits are savings in travel time,
in vehicle operating costs and in reduced accident rates.
There are, however, benefits which accrue to the owners of
property adjacent to roads and streets and to the general
public.

The non-user benefits arise because highways pro-
vide access to property which might otherwise have limited
value and because of the use of highways by public vehicles.
Public use of the highways by police and fire vehicles, for
example, yields benefits to highway non-users, but munici=-
paltly-owned vehicles were only .2 percent of total regis-
tered behicles in 1970. Therefore, the distributive effects
of the benefits which result from use by public vehicles
are ignored in this study because of their relatively
insignificant impact,.

A serious shortcoming of conventional fiscal
incidence studies is that although the direct benefits of
highway spending have been examined extensively, none of
the studies has explicitly recognized that highways also
give rise to external diseconomies. Among the negative
benefits of highways are pollution, noise, and congestion
in urban areas and conversion of otherwise useful and
aesthetic land into concrete. Further, the emphasis on
development and expansion of highway systems has resulted
in Timiting the mass transportation options available to

many people, particularly in urban areas.
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In state-level studies, highway expenditures are
somewhat anomalous because they are perhaps the only
expenditures which produce significant negative, as well
as positive, externalities. The assumption that the value
costs and benefits is identical probably becomes more
tenuous in the case of highways than for any other expen-
diture. The nature of the problem of valuing benefits
will become more clear after a discussion of the methods
typically used in conventional studies to allocate the

benefits of highway expenditures.

Identifying Benefit Recipients

There are two major classifications of recipients
of benefits from highway expenditures: highway users and
non-users. Among users there are two categories of bene-
fit recipients: owners of private automobiles and ownhers
of commercial vehicles such as trucks and buses. The non-
user category principally includes owners of property to
which access is provided by roads and streets. The
locational advantages of commercial property are enhanced
by the increas2d access because more people can get to the
places of business, thereby increasing sales. Some non-
user benefits also accrue to the general public through
the use of highways by pubiic vehicles,

There are a number of methods that have been used

in previcous fiscal incidence studies to allocate benefits
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among the various recipient groups. The first step in
the benefit allocation process is to divide benefits
between users and non-users of highways. In order to make
this division, one of five different cost allocative
procedures is usually used,3

These five technigues have been devised for'%he
purpose of allocating the costs of highways according to
the benefit principle of taxation. Each of the methods
yields an allocation of costs between users and non-users
which can be used to raise highway funds from each group
in proportion to the assumed benefits received by each
group .

0f the five methods, the earnings~credit analysis
nas been the most widely used, both in highway fiscal
stud%esA and in previous expenditures incidence studies.
The earnings-credit analysis assumes that the primary road
system benefits users rather than property owners. Thus,
the costs of constructing and maintaining the primary road
system shouid be borne entirely by users. Teotal highway

usevr ohavges, on a per-vehicle-mile basis, egual the cost

3The five procedures are the public utilities con~
cept, tne predominant use approach, the standard cost
analysis, the relative use method and the earnings-credit
approach. See Wilbur Smith and Associates, Michigan Highway

Fiscal Analyses 1970-1990 (New Haven: Wilbur Smith and
Associates, 1972), p. 153, for explanations of the various
procedures.

4Wi1buw Smith and Associates, op. cit., and Denzel
Cline, Milton Taylor and James Papke, Michigan Highway
Fiscal Study, 1961 (East Lansing: Institute for Community
Development, Michigan State University, 1962).
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of highways and are applied to all road and street systems.
Since costs per vehicle mile are higher for local streets
than for highways, total revenue from user charges will be
less than the total costs of all roads and streets. The
difference between highway user charges and total expendi-
tures is assumed to be the non-user cost responsibility.

Another analogous calculation is made for local
streets which are assumed to benefit property owners rather
than vehicle owners. Thus, costs of local streets should
be the responsibiiity of property owners through their
property tax payments. The property tax, computed on a
per-miie~of-streets-constructed basis, is applied to the
Fuli highway system. The costs per mile of streets is
Tower than the costs per mile of constructed highways, and
again there is a deficit between total revenue raised and
total costs of the system. The difference is assigned as
the cost responsibility of highway users.

Thus, the calculations arrive at two cost respon-
silkility estimates. Each of these, i.e., costs for users
and non-users, is weighted by miles traveled, and then the
two estimates are averaged. The result is a division of
cost responsibility for the total highway system between
users and non-users, Since benefits are assumed to equal

costs, a division of benefits is also achieved.
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Eapen and Eapen5 and Gi1lespie6 use the earnings-
credit approach, while Ross uses two allocative procedures,
one of which does not allocate any benefits to non-users
and another which assumes an arbitrary 75-25 percent
division between users and nonnusers.7 Singer is also
arbitrary in his method, using a 50-50 percent division.8

Brown]ee,g Musgrave and Daicoff,]o Musgrave, et a[.gll

12 13

Reynolds and Smolensky, Adler, and ConradM do not

allocate any proportion to non-users. Tucker does not
allocate any benefits of federal spending for highways to
non-users, but assigns one-thivrd of state and local spending

15

to owners of real estate. The Tax Foundation|6 did not

allocate ary vroportion to non-users.

EFapen and Eapen, op. cit., pp. 78-80.
Gillespie, op. cit., pp. 140-145,
Ross, op. cit., p. 65.

o O ~N Y

Singer, op, cit., p. 94.
9

A

Brewnlee, op. cit., pp. 34-35.

]OMusgrave and Daicoff, gp. cit., p. 155.

]]Musgrave, et al., op. cit., p. 34,
12

Reynotds and Smolensky, (1), op. cit., p. 45.

Padter, op. cit.

]4Conrad, op. cit.
15

Tucker, op. cit., pp. 532-533.
]GTax Foundation, op. cit., p. 12.
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The next step in the procedure of allocating
benefits is %o determine the beneficiaries within the broad
ciasses of users and non-users. MWithin the user category,
there are two principal groups of recipients: passenger
car owners and owners of commercial vehicles. Again, there
are various wmethods of allocating costs between these two
groups,iy but the most commonly used is the incremental
cost method. Using this method, costs are allocated to
various groups of vehicles on the basis of the increments
in highway costs incurred in accommodating various types

18

1w

£

K P T
o7 vanigte

2

Tha incremental cost method has not been widely

used among tiscal incidence studies. Only Eapen and Eapenzg

3

R . 20 . : , . s
and Gitlespie use it, although they derive their alloca-=

ftive proportions from a study done in Louisiana. Ross
uses a bb-45 ratio to allocate costs between private and
commercial users. Ha devives this ratio from the results
metheds are the cost function method, the

sehod, the ton mile method and the incre-
nethod. See Wilbur Smith and Associates,

o 176
e 170,

Jaiiiespie, op. cit., p. 184.
Zlgii?iam 0. Ross, Financing Highway Improvements in

Louisiana (Baton Rouge: Louisiana State University, 1955).
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of three previous expenditure incidence studies, each of

which used similar ratios.22

Singer allocates all user costs to private passenger
cara,zs Musgrave, et al., use a 67-33 division between
individuals and commercial user‘sgz4 Reynolds and Smolensky
allocate all highway expenditures to private auto OWHQTngg
Tucker allocates 50 percent of ail federal highway spending
to users on ithe basis of automobile expendituresﬁ26 and
the Tax Foundation allocates total highway costs to users,
50 percent by auto operating expenditures and 50 percent by
current consumplion expend?tures.27

Benefits which accrue to commercial usevrs are
invariably assumed to be shifted forward to consumers. The
rationale for this shifting assumption is that highwavs Tower
transportation cosis and these costs savings are passed along
0 consumers.  the benefits are allocated to consumers by
the distribution of consumption expenditures by income.

Private user benefits arve allocated by various
methods, the most common of which are by the distributions

¥ il and yzs expenditures, auto opervating expenditures and

Oklishowa, np. cit., pp. 68-69.

“Singer, on, cit., p. 94.

24 : .
Musgrave, et al., op. cit., p. 34,

¢

2bR@yne§d$ and Smolensiy, (1), op. ¢it., p. 43,

26Tucker, op. cit.. pp. b32-533.
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auto ownership. The distribution of auto operating
expenditures seems to be the most preferable of the three
alternatives because these expenditures are more inclusive
of the costs of vehicle use than only o0il and gas expendi-
tures. although both of these alternatives will tend to
have a progressive bias to the extent that higher costs per
mile are associated with larger, more expensive, cars.
Auto ownership seems to be the lTeast preferable of the
three because ownership does not necessarily reflect use,
and benefits would tend to be biased toward progressivity
because of the positive correlation between multiple owner-
ship and income.

Among the studies which allocate benefits to non-
users, only Ross has made an allocation of benefits to
both commercial and private beneticiaries. He uses real
nroperty assessments teo divide benefits between commercial
and residential non-users, and assumes all commercial
penafits ave shifted forward to consumers, while residen-
Liat non-users vreceive benefits ow the basis of the distri-
s . . , 28
butior by income of expenditures on homes.

The issue of gut-of-state shifting of benefits
areose in three of the four state-ievel studies (Ross did not
address che problem). Eapen and Eapen allocated 10 percent

o7 Lotal user benefits to out-of-state users of the high-

way529 and Brownlee assigned & percent of passenger car

28Ross, Oklahoma, op. cit., p. 71.

29Eapen and Eapen, op. cit., p. 82.
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user benefits to out-of-state drivers.Bo Musgrave and
Daicoff shifted benefits to out-of-state residents from
only the business share of benefits.al

The assumption about the business share of benefits
is that they are treated as a negative sales tax, so Mus-
grave and Daicoff allocated 54.94 percent of the business
share of highway benefits to out-of-state consumers. This
proportion (54.94 percent) was the proportion of total
sales of Yichigan firms which were made outside of
Mﬁﬁhigangz

It should be apparent from the preceding discussion
that the conventional procedures of highway benefit alloca-
tlon attempt to account, at least in part, for positive
externaiiiies which arise from the construction and main-
tenance of the highway system. These methods do not,
nowever, address the recurring issue of the assumption of
the idantity of cousts and benefits, nov do they recognize

the negative externalities of highway development. In a

ps

!

cost-benefit anaiysis of urban highway spending, Herbert

Menring acknowledges the existence of both positive and

3@"1

Brownlee, op. cit., p. 35.
27
“'Muzgrave and Daiceff, ¢p. cit., p. 182.
32

Ibid., p. 182.

e

Sherbert Mohring, "Urban Highway Investments," in
Measuring Benefits of Government Investments, ed. by Robert
Dorfman (Washington, D.C.: The Brookings Institution,
1965), pp. 231-291.
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negative externalities but admits that data to value the
externalities are 1ack1‘ng.34

In order to assume the identity of the costs and
direct benefits of highway expenditures, it is also neces-
sary to assume that positive and negative externalities
are not only equal but also that they have identical dis-
tributional impacts. The second condition is necessary
because without it the conventional allocative procedures
would be erroneous.

in keeping with conventional practice, and because
dato do not exist to value externalities, this study also
assumes that henefits equal the cost of providing highway
facilities. 11 is important to recognize, however, that
in the case of hichway spending, benefits are probably over-
stated when eguated to costs. The distributional impact of
the yalue of externalities is likely to be regressive
because the concentration of negative externalities such as
pollution and congestion is principally in the centers of
farge urban areds where there are large concentrations of

persons with relatively low income,

The Allocation of Benefits in this Study

With these caveats in mind, this section takes up

the detailed discussion of the allocative methods used in

3%1bid., p. 231.
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this study. For the most part, these methods are similar
to those used by Eapen and Eapen35 and Ross,36

The allocative procedures used in this study have
one significant advantage over those used in previous
studies because of the availability of two recent studies

37 The autnors

of the Michigan highway fiscal structure.
of other expenditure incidence studies which used similar
methods (Gillespie, Eapen and Eapen, and Ross) used the
resuits of a highway study done in Louisiana (see note 21)
to generate their allocative proportions.

The first study available for Michigan was completed
in 1962. This study made highway cost projections for the
period 1960 to 19580 and selected the yeavr 1970 for analysis,
Uesing the earnings-credit method of cost aliocation, the

T
8

<

Cline, ot al., study assigned 64 percent of the costs

wo

highways to users and 36 percent to highway non-users.
A more recent analysis of highway costs was complieted in
1972 and projected costs over the period 1970 to 1860. The
costs Yor the 20-yeavy period wevre averaged on an annual

basis, and the earnings-credit method of cost allocation

35
Eapen and Eapen, op. cit.

36R0533 Oklahoma, op. cit.

375@@ note 4,

38€1ine§ et al., op. cit., p. 147.
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assigned 62 percent as the user share of costs and 38 per-
cent as the non-user share.39

The Cline, et al., study did not use the incremental
cost method to assign cost shares among vehicle categories.
A less sophisticated method was used which yielded the
foilowing cost allocations: passenger cars, 85 percent;
medium-size trucks, 10 percent; and large trucks and buses,
5 percent,ao

The 1972 highway study used the incremental cost
method which yielded cost allocations of 70.4 percent to
passenger cars, 1.2 percent to buses, 6.9 percent to panel
and pickup trucks and 21.5 percent to trucks.al Since the
two highway fiscal studies avrive at such similar results
using the earnings-credit analyses, this study splits the
difference between their rvesults and uses a 63-37 percent
division between users and non-users. The non-comparable
incremental cost analyses, however, do not Tend themselves
to a compromise approach. For this reason, the results of
the 1972 Michigan highway fiscal study are used in this
study.

in addition to the 70.4 percent allocated to passen-

gey cars, 3.4 percent of the 6.9 percent assigned to panel

and pickup trucks is also assigned to the private

39itbur Smith and Associates, op. cit., p. 165.

QOCEineg et al., op. cit., pp. 199~200, 211,

411 1bur smith and Associates, op, cit., p. 184,
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user category to account approximately for the proportion
of these vehicles which are privately owned. Thus, 73.8
percent of user benefits accrue to private users, and 26.2
percent accrue to commercial users. These benefits are
distributed among private users by the distribution by
income of expenditures for automobile use nationa?iyfﬂz
The benefits to commercial users are aliocated to consumers
using the conventional shifting assumption that all benefits

forwavrd., The distribution of these benefits

ot}
3
i)
L
-
iy
e
s
)

to Michroan residents s by consumption expenditures by

- . 43
EROoGmT Class .

An approximation of the proportion of highway use
pte to out-gf~state drivers can be made from a 1964
i A

study or tourisis in Michigan. At that time (1964) non-

restdent tourists drove over © billion miles, while total
4t

[

wites driven in 1070 wevre over 50 biliiton. ™ Wore recent
dats fTov non-vesident driving is unavailablie, so thes assump-
tion in this study is that 20 percent of private passenger
carv bevefits accrue to out-¢f-state drivers. This estimate

is oniy approximate, but assumes that non-vesident driving

AV . .
Fusgrave. et al., p. 10,

Hoberis, op. cif.
4.4

i N
"Michigan Depariment of State Highways, Tourist

Travel ip Wichigan, 1964 {Lansing: Michigan Department of
€ +
wt A

o H%qhwaygs Egﬁﬁ}“
tbid., pp. 14-140; Michigan Department of State
F

‘{3‘ i

Highways, Twent | 1x Annual Progress Report (Lansing: Wichi-
gan Uepartment of State Highways, 1972), p. 4.
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increased over the six-year period to 10 billion
miles.

In the case of commercial benefits, Roberts has
estimated that 51.7 percent of the total sales of Michigan
firms are made to Michigan residents and 48.3 percent to
out-of-state customers.46 The benefits of highways which
accrue to commercial users and non-users are reduced by
48.3 percent to reflect the out-of-state shifting of
benefits.

Non-user benefits are divided between private and
commercial owners of real property according to the divi-
sion of ownership in the state between the two groups.47
Private non-user benefits are allocated by the distribution
of property income, imputed rent, (as a proxy for property
ownership) by income c1ass,48 Commercial non-useyr benefits
are again assumed shifted forward to consumers and allo-
cated by the distribution of consumption expenditure by
income.

These allocation procedures can be summarized as

follows:

aeRobertﬁg op. cit.

y
l7Michigan Department of Commerce, Economic Profile
Sheet No. 9.1, Taxes (Lansing: Michigan Department of

Commerce, 1971).
48

See Table 3, Chapter IV.



Users:
63 percent of total benefits

Private users 37.2 percent
[(63X.738)X.82]

Commercial users 8.5 percent
[(63X.262)X.517]

Non-users:

37 percent of total benefits

Private 22.9 percent
[(37X.62)]

Commercial 7.3 percent
[(37X.38)X.517]
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Total Michigan residentbenefits

Distributed by:

Automotive expenditures

Consumption expenditures

Property Income (imputed
rent)

Consumption expenditures

75.9 percent



CHAPTER IX

HIGHWAY EXPENDITURES:- A RADICAL ANALYSIS

The radical analysis uses a different model of the
social, economic, and political system in the U.S. and
Michigan to anaiyze the incidence of public sector expendi-
tures. This model attempts to make the class structure of
our capitalist system endogenous, and by doing so the
model makes possible a different interpretation of the
spending patterns of the public sector.

In the case of highways, the radical model is no
better equipped than the conventional model to value the
externalities which result from highways, but its assump-
tion of class domination of the socioeconomic system yields
an interpretation of the reasons for externalities which
is usually lacking in conventional studies. Further, the
class domination assumption in the radiaal analysis yields
different, and perhaps more accurate, descriptions of the
benefits and baneficiaries of spending for highways.

The radical analysis retains the assumption of the
identity of benefits and costs and the user/non-user

dichotomy of benefit recipients. But, in addition to the
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user/non-user distinction, the radical analysis identifies
another group of benefits and beneficiaries. These benefits
have previously been called class goods benefits because
they accrue to a particular class of people, the capitalists.
These benefits arise, in the radical analysis, because of
the nature of the class structure in a capitalist socio-
economic system. Capitalists are assumed to be the

dominant class. Thus, whiie user and non-user benefits

are allocated in the same way as in the conventional
analysis, the amount Qf these benefits is reduced by the
amount of class benefits which accrue to capitalists.

The Nature of Benefits from
Highway Spending

The benefits of highway spending can be divided
hetween user, non-user and class goods benefits. User and
non-user benetits are qualitatively similar to those in the
conventional analysis: reduced travel, operating and
accident costs and access to property, respectively.

To account for other significant benefits which
accrue as ¢ilass goods, the radical analysis assumes that
part of the benefits from the public provision of highways
resuits from the domination of the political and socio-
economic system by capitaiist interests. The category of
class goods benefits should count the benefits which accrue
to owners of capital in the automobile industry and auto-

or highway-related industries which include, among others,
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the petroleum, rubber, steel, glass, concrete, asphalt,
auto-related service and recreation and transportation
industries. In addition, the automobile and the highway
system have been important factors in the spatial develop-
ment of urban and suburban areas, and highways are an
important means by which some people can escape the con-
gestion, pollution and noise in cities and live in the
suburbs.

The development of highways has been both a means
for and a result of the exodus from cities of industrial
and commercial activities, and large numbers of upper- and
middle~-class persons. Thus, highway development and expan-
sion of the system have been, in 0'Connorfs words, supported
by ". . . many other sectors of monopoly capital [in addi-
tion to the automobile lobby] and the general pub]icq”]

The cencept of socially necessary costs can be used
to describe the types of benefits from highway spending
and their allocation. There would be widespread agreement
among vradicals that the highway system in the U.S. and
Michigan is over-developed relative to other means of
transportation. There would also be agreement with the
position that the existing highway system would be necessary
even under a more rational system of social priorities,

at least in the short term. As Andre Gorz has written:

]O'Connor, op. cit., p. 106.
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And finally the private automobile becomes a social
necessity: urban space is organized in terms of
private transportation; public transportation lags
farther and farther behind the spread of the
suburbs and the increasing distance required to
travel to work; . . . The possession of an auto-
mobile becomes a basic necessity because the uni-
verse is organized in terms of private transporta-
tion . . .[Mlotorized escape [from unbearable
cities] will continue to be an important--although
decreasing--element in the reproduction of Tlabor
power, even when priority has returned to city
planning, to co%1ective services, and to public
transportation.

The present study accepts the premise that the
automobile is a social necessity and that the present system
of highways is also socially necessary, at least for some
indefinite period of time. However, expansion of the high-
way system under a socialist socioeconomic system would
become unimportant relative to emphasis on expanding public
transportation options and encouraging work-living arrange-
ments which would reduce all types of transit. Therefore,
onty that proportion of highway expenditures for purposes
other than construction is considered socially necessary
costs,

The principal shortcoming of this approach could
be that the construction category of costs includes improve-
ments to the existing system of highways, as well as con-
struction of new highways. However, it is likely that much
of the improvement of highways comes at the expense of

developing other means of transit and is a result of the

historically one-sided approach to transit in Michigan. It

2Quoted in Gordon, op. cit., p. 413.
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is also reasonable to assume that judgments about the
adequacy of existing roads are in large part based on
criteria which exclude consideration of alternative forms
of transportation or reduced travel altogether. Therefore,
improvements as well as new construction are assumed to be
socially unnecessary.

In the Tong run, the existing highway system would
become a less important feature of the transportation
system, so some part of maintenance costs could also be
considered socially unnecessary. This study, however, deals
only with one year and takes a short-run view of expendi-
ture analysis. Therefore, since maintenance costs couid
be discontinued at any time, depending on the need for
various parts of the highway system, these costs are con-

sidered socially necessary in this study.

Identifying Benefit Recipients

Within the category of socially necessary costs,
benefit recipients can be identified as users and non-users
of highways. The procedure used to make this distinction
is the same as that used in the conventional analysis in
the previous chapter. Thus, the same proportions are used
to allocate socially necessary costs between users and
non-users as were used to allocate the full amount of
highway expenditures in the conventional analysis. Further,

the distributional series used to allocate benefits among
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income classes in the conventional analysis are also used
in the radical analysis.

The amount of class goods benefits of highway expen-
ditures (the excess of actual over socially necessary
costs) is determined by assuming that construction costs
were not socially necessary. Spending for ail other aspects
of highway programs is assumed to be socially necessary.

To compute the proportions represented by each of
these categories, federal aid for highways was assumed to
be devoted entirely to construction. The calendar 1969
budgets of the county road commissions and cities and
villages, as well as the fiscal 1971 budget of the State
Trunkline Fund, were used to determine the amounts devoted
to construction and other expenditures.3

Approximately 47 percent of total expenditures for
highways at all three levels of government was devoted to
construction expenditures. Federally shared highway
revenues have been subtracted from both total spending
and construction spending.

The class goods benefits of highway expenditures
(47 percent of total spending for highways) are allocated
to capita?ists, This procedure is preferable to using the
money flow concept of benefit allocation, because the money

flow approach would allocate the benefits of socially

3
Michigan Department of State Highways, Twentieth
Annual Progress Report, op. cit., pp. 72, 93, 117.
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unnecessary expenditures principally to the road construc-
tion industry as the direct recipients of money payments
for highway construction.

The money flow concept is rejected in this study
because it ignores other important beneficiaries of spend-
ing for highways, such as the highway-related industries
listed above. Using the money flow concept also ignores
the owomposition of the dominant class at the state level,
and would imply partial rejection of the assumption of
class domination.

The composition of the dominant class in Michigan
includes persons who receive money payments for highway
construction, but it also includes the recipients of
ancillary benefits of the public provision of highways.
Michigan's manufacturing sector is heavily dominated by
the motor vehicie industry and industries related to either
automobile manufacture or construction of highways. An
example of the importance of these interests in the manu-
facturing sector, ignoring the importance of highways for
the government and service sectors, is that in 1969, 51
percent of total value added by manufacturing in Michigan
occurved in automobile- or highway-related industries, and
42 percent of manufacturing employment was also centered

in these industries.4

4M“ich'igan Statistical Abstract, 1972 (East Lansing:
Division of Research, Graduate School of Business, Michigan
State University, 1972), pp. 275-280.
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The importance of the automobile and related indus-
tries, and consequently highways, in the Michigan economy
means that the owners of capital in these industries are
also important members of the capitalist class in Michigan.
0'Connor argues that large segments of monopoly capital
have recently begun to advocate mass transit programs in
opposition to the interests of the automobile 1obby.5 This
apparent split in the interests of the monopoly capitalist
sector might arqgue for a different technique to allocate
the class goods benefits of highway spending in this study.
But it is also important to recognize that studies of the
recently deveioped mass transit programs in San Francisco
and Washington, D.C., have found that the beneficiaries of
these programs ave also members of the monopoly capitalist
class in the two central cities and the suburban areas of
these citie3.6 Further, some of the industries which support
highways, including the automobile industry, would also
benefit from mass transit programs, for example, the con-
struction and steel indusiries.

Thus, the present system of highways and two recently
developed mass transit systems are designed principally to

benefit the capitalist class. Ultimately, the dominance

%9 Connor, op. cit., p. 107.

6Danny Beagle, Al Haber and David Wellman, "Rapid
Transit: The Case of BART," and Willard M. Brittain,
"Metro: Rapid Transit for Suburban Washington," in
Gordon, op. cit., pp. 437-439, and 439-443, respectively.




175

over the political system exercised by capitalist interests
will preclude the development of programs which do not
serve either the accumulation or legitimization purposes

of the dominant class. The continued, though decreasing,
emphasis on highway development (construction) is a reflec-

tion of the dominant interests of capitalists.

Summary

The radical analysis of the incidence of highway
spending includes three categories of beneficiaries: users,
non-users, and capitalists who receive class goods benefits.
The allocation of benefits to private passenger car users
of highways is probably overestimated in conventional
studies because of the lack of transportation options open
to these users. Essentially this means that the coercive
element of ]imitéd options should reduce the benefits
allocated to private users. The radical analysis accounts
in part for this bias by limiting user and non-user benefits
combined to 53 percent of the total benefits of highway
spending. The remaining 47 percent of benefits arises from
construction costs and is considered class benefits which
accrue to capitalists. The allocative procedures used in
the radical analysis are similar to those used in the con-
ventional analysis of the preceding chapter and can be

summarized as follows:
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Users Distributed by:

33.4 percent of total benefits
(53X.63)

Net private 19.7 percent Automotive expenditure
[(33.4%.738)X.8]

Net commercial 4.5 percent Consumption expenditure
[(33.4X.262)X.517]

Net user benefits 24.2 percent

Non-users:

19.6 percent of total benefits

(53X.37)

Net private 12.2 percent Property income
(19.6X%.62) '

Net commercial 3.8 percent Consumption expenditure

[(19.6X.38)X.517]
Net non-user benefits 16.0 percent
Capitalists: 47 percent Capitalist income

Total Michigan resident benefits 87.2 percent

The above numbers are derived by reference to the
proportions developed in the previous chapter: wuser bene-
fits are 63 percent of total user/non-user benefits;
private user benefits are 73.8 percent of user benefits
and noa-resident benafits amount to 20 percent of private
user benefits; resident commercial user benefits are 51.7
percent of total commerciai user benefits; private non-user
benefits are 62 percent of total non-user benefits; and
51.7 percent of commercial non-user benefits accrues to

Michigan residents.
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The radical analysis, because the allocation pro-
cedures differ from the conventional analysis, assigns a
greater proportion (87.2 percent) of highway benefits to
Michigan residents than that allocated in the conventional
analysis (75.9 percent). This result derives principally
from the assumption that capitalist benefits are not
shifted out-of~-state. 1In order to make the two analyses
comparable, 11.3 percentage points of capitalist benefits
would have to be assumed to be shifted to non-residents.
There is no reason to assume that exactly this amount of
class goods benefits accrues to non-residents. The highway
lobby is, of course, powerful at the national level, as
well as in Michigan, and is responsible in part for the
development of the interstate highway system in Michigan.
Further, the highway and automobile Tobbies support efforts
to restrict the use of federal gas tax monies to highway
purposes and federal highway funds are used to share the
costs of highway construction with state governments on a
90-10 basis for interstate highways. Thus, there is a
basis for allocating some proportion of class goods benefits
to non-resident capitalists, although there is no basis on
which to posit a specific number. For comparative purposes,
however, the incidence calculations are made under the
assumption that total resident benefits are equal in both

cases.
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The results of both the conventional and radical
analyses of highway expenditures are shown in Table 15.
The procedures used to allocate the specific goods benefits
are identical in both analyses, but the incidence of total
benefits shows the impact of allocating 35.7 percent of
total benefits as class goods benefits in the radical
analysis. In the conventional aralysis, the pattern of
incidence is regressive in the Towest brackets, rough]y‘
proportional between $5,000 and $12,000, and regressive in
the upper brackets. In the radical analysis, on the other
hand, there is little regressivity in the lowest brackets,
a mixed pattern in the middie brackets, and progressivity

in the top two brackets.
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TABLE 15

The Distribution of Benefi%s of
Highway Expenditures

Income

Bracket Conventional Radical

($000) Aralysis Analysis

; Under 1 .77 (3.28) 42 (1.66)

1-2 1.54 (1.4¢8) .96 ( .87)
2-3 1.52 (1.06) 1.15 ( .77)
3-4 1.67 ( .89) 1.48 ( .77)
-5 2.3¢ (1.03) 2.03 ( .87)
5-6 2.74 ( .92) 2.40 ( .80)
6-7 3.74 ( .97) 3.17 ( .82)
7-8 4.7¢ ( .93) 2.62 ( .70)
6-9 6.05 ( .¢6) 4.20 ( .67)
9-10 €.55 ( .95) 4.63 ( .67)
10-12 14.63 ( .97) 9.80 { .65)
12-15 16.35 ( .76) 11.77 ( .55)
15-25 28.22 ( .75) 22.49 ( .60)

Over 25 0.1C ( .32) 31.88 (1.13)

TOTALS 100.0C { .74) 100.00 ( .74)
MONEY

AMOUNT

(S0GQ) 288,2¢8

1
‘"Figures in parentheses are percentages of

adjusted broad income; other figures are
percentages of the money amount shown at
the bottom of the table.

See text for explanaticn of the distribution

of highway expernditures.

Source: Consumpt1on expenditures from Douglas
Poberts, "Incidence of State and Local
Taxes;" auto operating expenditures
from Musgrave, et. al., Distribution

of Fiscal Burdens and Benefits., Table 5,
p. 10: imputed rent from Table 3.

2




CHAPTER X

A CONVENTIONAL ANALYSIS OF HEALTH
AND HOSPITAL EXPENDITURES

Expenditures for health and hospitals totaled $238
million in fiscal 1970. This amount was 4.9 percent of
total net expenditures by state and local governments in
Michigan during 1970 (see Table 4, Chapter IV). Although
these expenditures are often lumped together for analysis
in other incidence studies (and in Census data), it is
possible to distinguish between expenditures for public
health and hospital services and expenditures for mental
health and hospital services. It is desirable to distinguish
between these two types of expenditures for two reasons:
(1) the public and mental health programs are administered
by two different state government departments, and (2) the
benefits which result from the various types of services
offered by the two departments are different enough to

deserve separate discussion.
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The Nature of Health Services
and Their Benefits

The Michigan Department of Public Health 1is
responsible for providing a variety of health services to
Michigan residents. Among these are providing support to
county health departments and licensing hospitals through-
out the state. In addition, the state health department
provides laboratory diagnostic services, vaccine develop-
ment and distribution, epidemiological services, water
quality monitoring, occupational health investigations and
health statistics deve10pment.]

County health departments provide services similar
to those provided by the state health department. These
services inciude record keeping, licensing of hospitals,
control of contagious diseases, sanitation and pollution
contral and public health c11nics.2 Many counties also
operate hospitals and sanitoria which are governed by
hospital boards of trustees. 3

The nature of the services provided by the state and

county health departments and expenditures for health

purposes throughout the state are such that specific

1Mx‘chigan Department of Public Health, Michigan's
g 2alth (Lansing: Michigan Department of Public Health,
1970) .

=

2Kenneth VerBurg, Guide to Michigan County Govern-
ment (East Lansing: Institute for Community Development,
Michigan State University, 1972), pp. V-5,6.

Lpid-a pp- V'10"]3.
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beneficiaries, as members of income groups, would be
difficult to identify. Rather, the public health services
benefit a broad spectrum of Michigan residents through
preventive, diagnostic, educational and support programs.
These programs result in better care for such persons and
better health for many Michigan residents, as a consequence
not only of direct programs but the externalities generated
by these programs and the preventive and educational func-
tions performed by the state and county health departments.

The positive externalities of health care raise
once again the problem of valuing the benefits of spending
for nealth purposes. Cost-benefit studies of health pro-
grams value benefits at the costs of disease per case and
compare the value of reducing these costs with the cost of
increasing health services.4 Thus, it would seem that
valuing benefits at the cost of providing health services
probably understates the total benefits of health services.
For the purposes of this study, however, it is sufficient
to recognize this consideration while using the assumption
that costs equal benefits,

There is no state-mandated policy fov determining
the fee policies of county hospitals. It is reasonable to
assume that fee policies vary among county-operated

hospitals and that these practices correspond to those of

/
LHerbert Klarman, “Syphilis Control Programs," in
Dorfman, op. cit., p. 370.
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privately operated hospitals.5 Thus, neither the state nor
county governments are providing subsidies for hospital
purposes which bear any relation to the income of the
patients.

The Michigan Department of Mental Health has been
the principal provider of mental health services in Michigan.
Since 1963, hcwever, community mental health programs have

6 The

been established by individual or groups of counties.
function: performed at both levels of government are quite
similar: diagnosis and treatment of mentally i1l persons
on an inpatient, outpatient or emergency basis and rehabili-
tation of mentally disablied persons who have received prior
treatment.7 In addition, the state mental health department
directly operates or supports 15 facilities for the mentally
ill and 13 centers for mentally retarded persons, and
provides significant support for community mental health
programs.8

Many of the mental health services provided by the

state and county departments of mental health are paid fo

5This is the case at the Ingham Medical Hospital in
Lansiny. Indigent patients are veferred to the hospital's
social services department for assistance in payment of the
charges through various government programs for which the
patient may qualify. 1In the main, however, there is no
provision for fees based on ability to pay.

6VerBurg, op. cit., p. V-15.

"Ibid., p. v-17.

8Michigan Department of Mental Health, Link, Vol. 4,
No. 3 (Lansing: Michigan Department of Mental Health,
September 20, 1973).
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in part by charges to the persons receiving care. These
charges are levied on an ability~to-pay basis. Patients
admitted to state hospitals are divided into three classes:
public patients, for whom the state pays; partial-pay
patients, who assume some fraction of the costs of their
care; and full-pay patients, who pay for the services in

9

full. Community mental health programs are required by

law to establish fee schedules based on ability to pay,]o
and the monthly fee for the care of mentally retarded
persons is also established by state law on an ability-to-
pay basis.H
ATthough externalities arise from the treatment and
prevention of mental illness, especially in cases in which
violence is a manifestation of the illness, these externali-
ties are not as widespread as those which result %rom other
health programs. Mental illness is neither contagious or
communicable, and the effects of the treatment or prevention
of mental illness are largely limited to the individual
patient and her or his family. Thus, the benefits of

mental health programs are similar to those of public health

programs, but the number of beneficiaries is limited to more

9Michigan Compiled Laws, 1970, Vol. III, Sec.
330.17(7) (Lansing: Michigan Legislative Council, 1971).

"O0McL, op. cit., Sec. 330.614 14 (a).

YIMeL, op. cit., Sec. 330.658 8(1).
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easily identifiable individuals because of the relative
absence of tangible spillover effects. There may be
intangible spillovers whichvresult from the desire on the
part of the community to treat mental illness, but these
spillovers are also ignored in this study and in other
expenditure incidence studies.

The Allocation of Benefits
in Previous Studies

A variety of methods has been used to allocate the
benefits of health and hospital expenditures in previous
studies. Eapen and Eapen allocate hospital expenditures
on the assumption that per capita benefits accrue to
recipients in proportion to the vreciprocal of the average

12 Brownlee uses the same

13

income in each income class.
method of allocating hospital benefits. Ross uses
Gillespie's distributive series for allocating hospital
benefits. This series is based on the actual income distri-
bution of patients in public hospitals in I11inois, including
the impact of the fees charged on an ability-to-pay basis.]4
Musgrave and Daicoff allocate asmall fraction of health and
hospital expenditures to welfare recipients and the remain-

der is ailocated by the estimated distribution of income of

]ZEapen and Eapen, op. cit., pp. 84 and 87.

]3Brownlee, op. cit., p. 34.

]4Ross, op. cit., pp. 73-74.




186

15

patients in public hospitals. Musgrave, et al.,

allocate hospital benefits by the distribution of income

16

of patients in funded hospitals, while Reynolds and

Smolensky and the Tax Foundation do not separately allocate
hospital expenditures.17
Health expenditures have usually been allocated as
general goods in previous studies. Ross, Brownlee, Mus-
grave et al., Reynolds and Smolensky, Gillespie, Tucker,
and the Tax Foundation allocate health expenditures as
general goods. Eapen and Eapen allocate 75 percent of
health expenditures on a per family basis and 25 percent
to families with incomes below $7,500 in proportion to the
number of children in each income group.]8
In sum, the procedures used to allocate the benefits
of health and hospital expenditures typically involve the
distribution of hospital expenditures inversely to income,
either by the estimated distribution of the income of
patients, adjusted for the fee structure, or by an assumption
about the inverse relationship between benefits and income.
Health expenditures, on the other hand, are usually assumed

to be general goods and are distributed on a per family

basis.

]SMusgrave and Daicoff, op. cit., p. 183.

]6Musgrave, et al., op. cit., p. 34.

]7Reyno1ds and Smolensky, (1), op. cit., p. 42; Tax
Foundation, op. cit., p. 12.

]BEapen and Eapen, op. cit., p. 87.
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The Allocation of Benefits in This Study

This study uses allocative procedures which corres-
pond closely to those used in the previous studies. Health
expenditures are allocated as general goods because of their
varied nature, the significant externalities which arise
from heaith services, the difficulty in identifying
individual recipients and the lack of fee structures based
on ability to pay. The tendency in past studies to allocate
these benefits on a per family basis is probably no better
justified than allocating benefits by income or part by
income and part on a per family basis. One of the principal
benefits of health care is the avoidance of costs asso-
ciated with an illness; one of these costs is lost income.
Therefore, health benefits are allocated in the same manner
as other general goods benefits: on a per family basis,
by adjusted broad income, one-half by families and one-half
by income and by the Maital utility function.

In the case of mental hospital expenditures, the
benefits are allocated by the same procedure as Eapen and
Lapen used: benefits are allocated on a per family basis
in proportion to the reciprocal of the average income in

19

each income class. This procedure is used because no

data are available for the distribution of income for
patients in Michigan mental hospitalis, including centers

for the mentally retarded, and because fees for mental
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health services at all levels of government are based on
ability to pay (inverse to income). Therefore, benefits
accrue inversely to income because the proportion of the
costs of mental health services paid will rise with income
and net benefits will decline with income.

A precise breakdown of the tctal costs of health
and hospital care is not available from Census data. Only
state-level expenditures are grouped into hospital and
health categories. At the state level, approximately 60
percent of health and hospital expenditures is for mental

20

hospital purposes. The 1967 Census _of Governments pro-

vides some indication of the proportions of spending for
hospitals and health programs by local levels of government.
According to this source, spending for hospitals all local
jevels of government amounted to 76 percent of total spend-
ing for health and hospitals.?!

Local levels of government, however, probably allo-
cate most of their hospital spending to general hospitals
rather than mental health facilities, although data do not
exist to accurately describe the relative proportions.
Therefore, this study assumes that 25 percent of local
hopsital spending is for mental health purposes. The

result of this assumption is that 39 percent of total state

20U.S. Department of Commerce, Bureau of the Census,
State Government Finances in 1970 (Washington, D.C.: U.S.
Government Printing O0ffice, 1971), pp. 32-33.

21

Bureau of the Census, 1967 Census of Governments,
op. cit., p. 27.
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and local spending for health and hospital purposes is
devoted to mental health care and the remainder (61 percent)
is for public health and general hospital services.

The procedure used to allocate the benefits of
health and hospital expenditures in this study assumes
that 39 percent of these benefits are specific goods

benefits which are allocated inversely to the average broad

. . . 22
income in each income class.

The remaining 61 percent of
the benefits are allocated as general goods benefits and
there is a preference in this study for allocating these

general benefits by income and population, rather than

2
“ZThe procedure used by Eapen and Eapen to allocate
benefits is the following:

Where Hi = hospital expenditure allocated to each group;
Pi = population in each income group;
Mi = mean income in each income group;

Solving for H1 yields

1 P
]
T 1
LE "
]
(2) And n n oy,
-y Hi
% Hi = % T n
—5— v ) Pi
My M
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strictly on a per family basis. It seems likely, as Eapen
and FEapen recognize, that poor persons are more likely to
avail themselves of public health services, while the
opportunity costs of lost income are greater for upper-
income families.

As Table 16 shows, the specific goods benefits of
health and hospital expenditures are very regressively
distributed. Total benefits are also consistently
regressive under Assumptions 1-3, but become progressive
in the top bracket under Assumptions 4 and 5. The pattern
of regressivity under the first three assumptions about
general goods benefits is similar to the results of the
two most recent state-level studies.23

Allocating the specific benefits of health and
hospital expenditures inversely to mean broad income
makes them an important equalizing influence on the dis-
tribution of income. They are such a small fraction of
total adjusted broad income, however, that it is unlikely
that other allocative procedures would change the overall

pattern of the incidence of total expenditures.

Since the left hand side of this equation is total hospital
Hi

costs and everything but ) pi 1s known on the right hand

side, one can solve for Zg% and substitute into equation (1).

23Ross, Oklahoma, op. cit., pp. 89 and 91; and
Eapen and Eapen, op. cit., p. 107.
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CHAPTER XI

A RADICAL ANALYSIS OF HEALTH AND
HOSPITAL EXPENDITURES

In the radical analysis, the practice of making the
class structure of society and the institutional relation-
ships of capitalism endogenous to the model puts the

~

conventional interpretation of the role .. the public
sector in the health care system in question. The princi-
pal reason for the differences in analysis which arise
is that the conventional model examines public health pro-
grams 1in an institutional vacuum. A radical analysis, on
the other hand, places public health programs in the
broader context of the entire health system, and, in fact,
in the context of the entire socioceconomic system of
capitalism.

The analytical framework of the radical model calls

into question a basic assumption about health care in the

conventional model: that the attainment of health 1is
1

1

the ultimate social objective of the medical system."

TEric Helt, "Economic Determinism: A Model of the
Political Economy of Medical Care," International Journal
of Health Services, Vol. 3, No. 3 (1973), pp. 475-485.
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The following section examines this assumption in an

analysis of the health care system in the U.S.

The Political Economy of Health Care

The organization of the private health care system
in the U.S. has become increasingly dominated by the needs
of the profit-making institutions which dominate the pro-
vision of health services. Among these dominant groups
are the American Medical Association, the large drug com-
panies, manufacturers of hospital equipment, private
profit-making hospitals and the providers of health insur-
ance like Blue Cross/Blue Shield.2 The profit orientation
of the private health care system has important influences
on both the reasons for the existence of public health
programs and the kinds of health care received by different
groups in society.

The entry of government into the health care system
1s a direct consequence of the profit motive of the private
health industry. Medical technology has become increasingly
complex and the training of medical personnel and the
delivery of health services have become more specialized.
These trends mean that the private health industry was
required to make major investmenrnts in physical and human

capital without what the industry considered adequate

2Gordon, op. cit., p. 318.
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financial guarantees that the investments would be profit-
ab]e.3

The first response to the desire for a profitable
investment climate was the rise of the private hospital
insurance industry, of which Blue Cross was the pioneer.4
The expansion of the third-party payment system removed
some of the uncertainty about fee payment in increasingly
expensive hospital facilities.

The increasing technological, training and delivery
costs, combined with increased demands for equal health
care for everyone, led to a larger government role in the
area of health care. Government programs began by pro-
viding welfare and subsidized medical care--which further
enhanced the profitability of the private health industry--
and have evolved into programs which include large-scale
financing of various health programs.5

Another way in which the desire for profits has
influenced the health care system is the orientation in
medical technology and research toward the specific, organic
causation of disease. This orientation gives rise to large
research staffs in hospitals and a growing research orienta-
tion among medical professionals which encourages govern-

ment sponsored research programs.

3Helt, op. cit., p. 479.

4Barbara and John Ehrenreich, The American'Hea1th
Empire (New York: Random House, 1970), p. 126.

5

Helt, op. cit., p. 480.
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By focusing on specific organic etiology, other
causal elements of diseases are ignored, and consequently
the causes of many diseases remain undiscovered. Thus,
as relatively more medical personnel enter research-
oriented, rather than patient-oriented fields, the
accessibility to quality medical care has dech’ned.6

A third result of the profit-making bias of the
private health care system is what Alford calls a "two-
class" system of health care. The poor receive subsidized
care which is significantly different both qualitatively
and quantitatively from that received by patients who
either pay their own fees or are covered by insurance.7
Often poor patients are used as research objects for the
training of doctors, rather than receiving adequate treat-
ment for their problems.

The nature of the private health care system,
dominated by monopoly elements in the drug industry and
the restrictive practices of the AMA, has resulted in a
health care system in which "costs go up as a result of
the establishment of new, expensive programs. The accessi-
bility of care goes down as a result of the proliferation

of specialized, high-technology, research- or

®Ibid., pp. 477-480.

7Robert Alford, "The Folitical Economy of Health
Care: Dynamics without Change," Politics and Society
(Winter, 1972), ». 147; see also Ehrenreich, 0p. cit.,
pp. 14-16; Rodger Hurley, "The Health Crisis of the Poor,"
in The Social Organization of Health, ed. by H. P. Dreitzel

(New York: MacMillan, 1971), pp. 104-110.
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teaching-oriented health care units."8

And government
programs have "come into being sequentially as unbearable
defects are uncovered"9 in the private health care system.
As Gordon makes clear, however, the organization of the
health care system makes it unlikely that the irrationality
of the system will be radically changed to provide quality
health care for everyone. A fundamental restructuring of
the private care industry is probably not possible without
changes in the ways the capitalist system itself is

10

organized. Thus, we are left with a health care system

which can be characterized as one in which patient care

(the attainment of health) is often secondary to patient

1

use" for research and training purposes, which directly

meet the accumulative needs of the private health industry.]]

Identifying the Benefits and Beneficiaries
of Spending for Health and Hospitals

The criterion of socially necessary costs can be
applied to spending for health and hospitals. At first
glance, it might seem that spending for these purposes 1is

socially necessary to maintain the productivity of the

8a1ford, op. cit., p. 147.
9Dr. James A. Shannon, former director, National
Institutes of Health, quoted in Alford, op. cit., p. 153.

]OGordon, op. cit., p. 318.

ehrenreich, op. cit., pp. 24-27; Dreitzel, op. cit.,
pp. xi=-xiii.
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work force. However, the analysis of the health care
system in the preceding section and a closer look at the
relationship between illness and income yield a different
1hterpretation of the costs of health care.

One can argue persuasively that the incidence of
illness is negatively associated with income. For example,
57.6 percent of the population with incomes under $7,000
in 1964 suffered from one or more chronic illnesses, while
only 42.9 percent of the population with incomes over

12 Further, the

$7,000 suffered from chronic conditions.
distribution of income is a result of the workings of our
capitalist system. Thus, if the system itself is to blame
for part of the higher incidence of illness among the
population to which some public health services are directed,
the proportion of spending for public health devoted to
these services should be considered to be socially unnec-
essary.

There seems to be room for 1ittle doubt that poverty
and sickness are causally related. Further, the high
incidence of disabling diseases among the poor is a signi-

) . 13
ficant factor in their remaining poor: "sickness makes

w14

people poor . . . poverty makes people sick. Poor people

]zHur1ey, op. cit., p. 94.

Ibid., pp. 86-95.

14Dr. Charles Mayo, quoted in Hurley, op. cit.,
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suffer "five times as much mobility Timitation from chronic
illness as do the rich, and almost five times as many are
confined to their homes."]5
In addition to the interrelationship between
poverty and sickness, the reasons for public and mental
health programs designed to meet the needs of the poor are
a result of the inability of the private health system
to meet the needs of all the people in society. The profit
orientation of the private health system means that indigent
patients either do not receive care (often being studied
instead of cured or aided) or they are pushed off on public
or publicly subsidized facilities. The care received by
poor people, not only in public facilities but also in
private facilities under subsidies, is demonstratably
deficient relative to the care received by people who pay
their own fees or whose fees are covered by health
insurance.16
In the mental health area, the social control
aspects of health care become an important consideration
in evaluating the benefits of the health system. The social
control mechanism works in two ways: psychiatrists are
given the task of identifying socially disruptive people,

and ". . . the symptoms of mental illness can be seen as

Shurley, op. cit., pp. 94-95.

]GSee note 6.
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17 Thus,

value choices of how men should not behave."
mental illness is not objectively determined but is defined
in a context of hidden values which are functions of the
society in which they are imposed. When poor people are
judged mentally i11, the standards which prevail are those
which are ". . . conceptually identical to the middle-
class model applied to private patients."18
It is reasonable to assume, in a class domination
model, that acceptable behavior norms are those which
correspond to the values and interests of the dominant
class. The social control function of the diagnosis and

treatment of the mentally i11 is a means of maintaining

the status quo and reinforcing the social relations of the

capitalist system. This function is performed principally
by the state which operates a large number of mental health
facilities.

It is apparent that the benefits from the public
provision of many health services may be more complex in
a radical model than they appear in the conventional
analysis. On the one hand, there are benefits to the general
popuiace from disease control and health education programs,

benefits which are the same as those discussed in the

17Th0mas Scheff, "On Reason and Sanity: Some
Political Implications of Psychiatric Thought," in
Dreitzel, op. cit., p. 294.

]8Harry Brickman, "Mental Health and Social Change:
An Ecological Perspective," in Dreitzel, op. cit., p. 18.
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previous chapter. It is also obvious that there are bene-
fits which accrue as class goods to the capitalist class.

In the case of public health, class goods benefits
arise because of the underlying reasons for the need for
public health programs. A principal cause for these pro-
grams is the maldistribution of income and the reasonable
contention that poverty and sickness are causally related.
The alleviation of poverty would also eliminate, to a large
degree, the need for public subsidies for the health needs
of the poor. Alternatively, the health care system could
be taken from the control of the private sector and
reoriented to the ends of true patient-centered care.

This option would only serve to increase the quality of
care received by the poor; it would not address the funda-
mental problem of the health needs of the poor. This
latter alternative, of course, would be opposed not only
by the American Medical Association, which opposes almost
every health care reform, but also by all other elements
in the capitalist class because of the threat of a domino
effect of State control over private industry.

Many people who are either insured or able to pay
for their own health care have no incentive to change the
existing health care system. 1In fact, they might lose by
a merger of public and private systems because the total

quantity of health care available for them to consume
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19 Thus, there is a built-in resistance to

might decline.
change of the health carc system which is a result of the
nature of the capitalist system.

This interpretation of the organization and control
of the public health system leads to the conclusions that
the system in part, at least, exists because of the socio-
economic system and yields benefits which accrue in part
to the dominant class in society.

An even better better case for class goods can be
made in the analysis of mental health programs. The social
control function of the mental health system is the princi-
pal reason for the existence of class goods benefits. The
importance of the social control function derives from the
nature of a capitalist society and the nature of the causes
and treatment of mental illness. An important element in
the treatment of mental illiness is the orientation to the

20 Adherence to

doctrine of specific etiology of disease.
this doctrine means that the causes of many diseases,
incltuding mental illness, have not been discovered, and in
fact may never be discovered because there may be many

21

catises of a single illness. In essence, the causes of

some mental illness may lie in the relationship of people

]9A1ford, op. cit., p. 163.

°O4elt, op. cit., p. 477.

21ipid., p. 477.
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to their social and physical environments, and it is these
relationships which our health system typically ignores.22

This analysis of the diagnoses and treatment of
mental i1llness is important for the radical analysis
because the nature of production in the capitalist system
engenders alientation among workers which itself may be a
cause of aberrant behavior. 1If the seeds for mental illness
lie in part in the socioeconomic system and the criteria
by which behavior is judged are also determined with refer-
ence to the capitalist system, a means of social control
of deviant behavior is necessary.

In a socialist system there would also be criteria
for behavior evaluation and the determination of mental
iliness, and for this reason the costs of mental health
care could be considered socially necessary. This conten-
tion, however, ignores the role played by the dominant
interests in a capitalist society in the establishment of
behavior norms and the treatment of mental illness. If
the socioeconomic system itself is responsible in part for
causing mental illness, and if the treatment which society
provides ignores important causal factors, it seems reason-
able to conclude that not all of the costs of mental health

are socially necessary. Class goods benefits result from

the public provision of mental health care because the
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system is dominated by the medical elite which enforces the

values of the dominant class in society.

The Allocation of Benefits

As the preceding discussion indicates, there is
ample reason to believe that class goods benefits derive
from the public provision of health care, including mental
health services. It is difficult, however, to be at all
precise about the relative proportions of specific goods
benefits and class goods benefits.

Public health services are predominantly oriented
toward services which are not competitive with the private
health care system. The need for services such as job
environment inspection and maternal and child care for the
poor may be a result of the capitalist system. Available
budget detail for fiscal 1970 show that gross expenditures
for maternal and child care and environmental health pur-
poses amounted to 25.5 percent of total gross expenditures

23 Similar

of the Michigan Department of Public Health.
data do not exist for local levels of government. It is

possible that some part of the expenditure for environmental
and maternal/child care purposes is socially necessary, but

1t is also possible that other expenditures by the various

health departments are not socially necessary. Therefore,

23State of Michigan, Detail of the Current Opera-
tions of the Executive Budaet, Fiscal Year 1972 (Lansing,
1972), p. K-2.
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an arbitrary figure of 25 percent is assumed to be the
class goods proportion of total benefits from public
health services; the remaining 75 percent is allocated
as general goods.

A similar problem arises with expenditures for
mental health and hospitals. Without better knowledge of
the etioiogy of mental illness, which would enable one
to derive estimates of the extent of system—cauéed ill-
ness, 25 percent of spending for these purposes is also
assumed to be class goods benefits. The remaining 75 per-
cent of mental health and hospital expenditure is allo-
cated as specific goods. These allocation procedures,
while admittedly imprecise, account in part for the various
influences exerted by the structure of classes in our
society.

The specific goods benefits of health and hospital
expenditures are allocated in the same way as in the con-
ventional analysis. As Table 17 shows, allocating 25 per-
cent of the total benefits as class goods causes the
incidence of total benefits to be both less regressive in
the Tower brackets and progressive in the top bracket
(Assumptions 1 and 3), and in the top two brackets under

Assumptions 2, 4 and 5.
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TABLE 17 (cont'd.)

Income Total Health and Hospital Benefit53

Bracket

($cco) Assumption 3 Assumption 4 Assumption 5

Under 1 16.40 (53.71) 14.94 (48.94) 14.95 (48.%4)
1-2 €.39 ( 4.77) 4.68 ( 3.49) 4.68 ( 3.49)
2-2 3.62 ( Z2.00) 2.33 ( 1.28) 2.33 ( 1.29)
3-4 2.89 ( 1.23) 1.82 ( .77) 1.2 ( .78)
4-5 2.59 {( .91) 1.66 ( .58) 1.66 (  .59)
-6 2.72 ( .75) 1.80 ( .49) 1.80 ( .49)
6-7 3.0 { .64) 2.05 ( .44) 2.06 ( .44)
7-8 3.39 ( .558) 2.31 ( .37) 2.32 ( .37)
§-9 3.67 ( .48) 2.54 ( .33) 2.56 ( .33)
9-10 3.71 (  .44) 2.74 ( .33) 2.75 (  .33)
10-12 7.23 ( .39) 5.61 ( .31) 5.64 ( .31)
12-15 9.19 ( .35) 8.14 ( .31) 8.17 ( .31)
15-25 15.01 ( .23) 16.60 ( .36) 16.65 (  .36)

Qver 25 2G.19 ( .59) 32.78 .56) 32.61 { .96%

TOTALS 1006.00 ( .61) 16C.00 2 .61) 160.00 L61)

*Less than .C1.

1Figures in parentheses are percentages of adjusted broad income from
Table 10; other figures are percentages of the money amounts shown
~at the bettom of the takle.

“See text for explanation of the distribution of specific goods
benefits.

3See Chapter 11 for explanation of Assumptions 1-5.
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CHAPTER XII

A CONVENTIONAL ANALYSIS OF
GENERAL EXPENDITURES

The heading "general expenditures" includes the
following items: police, fire, sanitation, sewerage,
local parks and recreation, financial administration,
general control, and "all other general expenditures."]
These expenditures total $1,118.2 million and were 23.2
percent of total spending by Michigan state and local
governments in fiscal 1970. These are expenditures for
what are commonly known as public goods, and they are
aggregated for incidence purposes because of the nature of
their benefits.

The Benefits of General
Goods Expenditures

As their classification implies, this group of
expenditures yields benefits for which it is difficult to

identify recipients as members of income groups. The

]These are the categories in Bureau of the Census,
Governmental Finances in 1969-70, op. cit., p. 37.
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benefits of expenditures such as general control (govern-
ment administration) and financial administration accrue
to all residents of the state by virtue of their residency
and there is no way to exclude residents from the benefits
of these services. Other expenditures, such as for police
and fire, yield specific benefits to those protected from
crime and fire, but also give rise to externalities such
as deterrance and prevention which benefit all residents
of the state. In short, the benefits of expenditures
such as these accrue to everyone in the state because
there is no way, by their nature, to exclude Michigan
residents from receiving benefits.

Nevertheless, it is possible that there are three
exceptions to this generalization in the case of sanitation,
sewerage, and Tocal parks and recreation. Each of these
services could be offered on a fee-for-service basis, which
could be used as an exclusion device. In these instances,
the charges for the services would reduce the total amount
of benefits available (charges have already been subtracted
from allocable expenditures in Chapter IV), but the extent
to which charges would limit the consumption of benefits
is probably small. Further, there are externalities from
the public provision of these services which make the
assumption of cenerality applicable to these expenditures

as well.
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The Allocation of Benefits in
Previous Studies

The most popular of the various allocative methods
used in previous studies are allocation on a per family
basis and in proportion to income. At least one of these
two methods was used in each of the thirteen expenditure
incidence studies cited in Chapter I (note 8). 1In some
cases the two methods were combined ty allocating 50
percent of general gocds benefits by income and 50 percent

)

on a per family basis.®

Other methods used include allocation by capital
income and disposable income,3 consumption,4 and taxes.5
Allocating benefits by the distribution of taxes assumes
that the benefit principle of taxation is operative, i.e.,
that taxes pay for benefits received.

Musgrave and Daicoff and Eapen and Eapen assume
that some general goods expenditures, such as for sanita-
tion and sewerage, provide services to businesses, and that

6

these benefits are shifted to consumers. Consumer benefits

2Eapen and Eapen, op. cit., p. 89; Reynolds and
Smolensky, op. cit., p. 13; Tax Foundation, op. cit., p. 12.

3Gil1espie, op. cit., p. 161; Musgrave and Daicoff,
op. cit., pp. 154-155,

4Tucker, op. cit., p. 529.

SSinger, op. cit., pp. 101-102, Musgrave, et al.,
op. cit., p. 34.

6Musgrave and Daicoff, op. cit., pp. 154-155; Eapen
and Eapen, op. cit., p. 89.
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are allocated by the distribution of consumption expendi-
tures by income.

The authors of the majority of previous studies
were unwilling to choose a single allocative technique
because there seemed to be good reasons to select any of
these methods listed above. Allocating on a per family
basis assumes that all families share equally in general
goods benefits. This method has some validity because of
the democratic political process which determines the
composition of budgets. Methods which allocate general
benefits by income or capital income, assume, as Singer
does, ". . . that one's share in the infra-structure of
the economy is proportional to one's other income .“7
Studies which use a combination of income and family dis-
tribution to allocate general goods benefits attempt to
balance these assumptions.

The discussion in Chapter II included a description
of the utility assumptions which are implicit in these
allocative procedures. Aaron and McGuire and Maital have
made explicit the utility function of income which they
feel is reasonable to use for allocating general goods
benefits. This function [MU(Y) = C/Y]'S] has not been used
in any previous studies, but Aaron and McGuire used similar

functions to adjust the results of the Tax Foundation study.

7Singer, op. cit., p. 101.




212

The central problem in the allocation of general goods
benefits is whether the objective circumstances of bene-
ficiaries or their subjective evaluation of benefits should
be the basis fer the allocation procedure. As the preceding
discussion of methods indicates, most previous studies take
the position that objectively determined circumstances,
i.e., that all persons can consume equal amounts of general
goods, or that general goods provide benefits in proportion
to income, are the principal criteria for allocating these
benefits. The other position, that of Maital and Aaron

and McGuire, is that subjective evaluation, i.e., willing-
hess to spend for general goods, should be the basis for
benefit distribution. As DeWulf observes, none of ".

these [formulae] is very convincing . . . rather [they are]
quantifications of a set of initial assumptions about the

Lo s . 8
incidence of general government expenditures."

The Allocation of Benefits in This Study

The problems surrounding the specification of allo-
cative methods for general goods benefits cannaot be
resolved in this study. Rather it seems preferable to
adopt the method discussed in Chapter II which is to
allocate general goods in the five ways discussed earlier,

These alternatives probably cover the incidence spectrum,

8Luc DeWulf, "Do Public Expenditures Reduce
Inequality?" Finance and Development, Vol. II (September
1874), p. 22.
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with the per family benefits as the most regressive (pro-
poor) and the Maital function yielding the most progressive
(pro-rich) incidence.

A further refinement, similar to that used by
Musgrave and Daicoff and Eapen and Eapen, is also used.
Certain types of general goods spending benefits businesses
as well as private consumers of the services. Musgrave and
Daicoff assumed that 20 percent of general goods benefits
accrued to businessesg9 while Eapen and Eapen allocated part
of sanitation and sewerage spending to businesses by the
division of property tax payments between business and

10 Those expenditures which benefit

personal taxpayers.
businesses as well as private groups are police, fire,
sewerage, sanitation, general control, financial adminis-
tration and all other general expenditures. These expen-
ditures amount to 95 percent of all general expenditures.
Police, fire, sanitation and sewerage principally benefit
owners of property and the allocation tb business or
families is based on the vrelative proportions of total
assessed valuation of real property represented by the
property of each group. These proportions are 61.7 percent
residential, and 38.3 percent commercial, agricultural and

11

industriat. 0f the remaining general expenditures, 20

‘Musgrave and Daicoff, op. cit., pp. 154-155.

]OEapen and Eapen, op. cit., p. 89.

]]Michigan Department of Commerce, Economic Profile
Sheet No. 9.1, Taxes, op. cit.
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percent is assumed to benefit businesses and 80 percent of
the benefits to accrue to families. A1l business benefits
are assumed to be shifted to consumers and are allocated
by consumption expenditures, with 48.3 percent of business
benefits accruing to out-of-state residents.

The allocation procedures which result from the
previous discussion can be summarized as follows:

74.9 percent of total general expenditures accrues

to Michigan families, with this amount allocated
by the first three methods discussed above;

13.0 percent of general expenditures accrues to

businesses, and is allocated to consumers by
the distribution by income of consumption
expenditures: and

8.9 percent of gereral goods benefits accrues to

Michigan residents.

Table 18 shows the results of the five methods of
allocating general goods expenditures. Assumptions 1 and
3 yield regressive incidence patterns, as expected, while
Assumption 2 yields results which are mildly regressive
and which would be proportional except for the impact of
allocating part of these expenditures by the distribution
of consumption expenditures. Assumptions 4 and 5, which
use the Maital function, yield mildly progressive results
above the $5,000 income bracket. These data demonstrate

that the choice of allocative techniques for general goods
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benefits has a significant impact on the incidence pattern
of the results. The Maital function, in particular,
shows that general goods may not necessarily be redistri-

butive to low income groups.
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CHAPTER XIII

GENERAL EXPENDITURES: A RADICAL ANALYSIS

In the conventional analysis, general expenditures
are assumed to provide inclusive benefits to all segments
of the population. With few exceptions, previous expen-
aiture incidence studies accept this assumption of
generality. The radical analysis, on the other hand,
examines the incidence of these expenditures using a differ-
ent interpretation of the role of the State and its general
activities. UYithin the context of the radical analysis,
the criterion of socially necessary costs is applied to
general expenditures to determine what proportion of
these expenditures should be allocated to canitalists as
class goods. As has been the case in the radical analysis
in some previous chapters, the class goods proportion of
total benefits is difficult to determine, although the
allocation procedures used in this chapter are probably no
worse than those used in the conventional analysis of

general expenditures.
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The Benefits and Benefit Recipients
of General Spending

In contrast to the conventional analysis, the
radical analysis of general spending assumes that there
are specific, identifiable recipients of part of the
benefits of these expenditures. The very nature of the
State in a capitalist socioeconomic system precludes the
conventional benefit assumption. In the radical inter-
pretation, the State is seen as a means for perbetuating
the class structure of capitalism, which is the dominance
of one class~--capitalists~-over other classes in society.
In other words, the neoclassical assumption that the State
is a2 mediator of class differences is explicitly rejected.
Therefore, it is necessary to examine general expenditures
in a different context to determine which of the expendi-
ture éctions of the State are undertaken to preserve the
structure of capitalism. |

The most obvious general expenditure which includes
elements of class bias is police expenditure. There can
be Tittle doubt that the Taw enforceiment and criminal
justice systems display a consistent class bias. This bias
favors middle- and upper-income groups and results in a two-
class system of justice.] Further, the causes of much crime

are the results of the working of the capitalist system.

1

See the discussion by Gordon, op. cit., pp. 276~
280, and Ronald Goldfarb, "Prison: The National Poorhouse,"
in Gordon, op. cit., pp. 310-313.
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As Gordon describes the radical analysis of crime,
the class bias of police expenditures becomes more clear.
One element of class bias is the selective enforcement of
laws within a statutory system which is nominally general.
Thus, many of the laws against actions committed by the
poor because of their lack of economic alternatives
(numbers running and prosfitution, for example) are more
heavily enforced and punished than laws against white
collar or corporate crime.

The selective enforcement of laws on a class basis
arises in part from the nature of the actions which are
made illegal. Much of ghetto crime, organized crime and
corporate crime is a response to the economic circumstances
of the perpetrators.z Crime in the ghetto is partially an
alternative to the lack of legal means of géining economic
security, while organized crime provides a market for
illegal services for which demand exists, and corporate
crime is often engendered by the need to protect and
enhance corporate profit.3

Both the nature of illegal activity and the selec-
tive enforcement of laws against certain types of crime
act to reinforce the structure of capitalism. Since it
is more often the poor than the wealthy whose crimes are

punished, criminal convictions can be a means of limiting

2Gordon, op. cit., pp. 276-277.

31bid., pp. 276-277.
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opportunities for the Tower c]asses.4 Finally, there is a
predominant pattern of enforcement against individuals
rather than institutions, which also reinforces the struc-
ture of the system.

Sanitation and sewerage expenditures also contain
elements of class bias because they enhance the profit-
ability of private investments which would otherwise be
less profitable or not undertaken at all. These expendi-
tures are what 0'Connor calls compliementary and discre-
tionary investments.5 lhile it is true that these types
of expenditures would be necessary in a socialist economy,
it is unlikely that the benefits of these expenditures are
shifted to families, as the conventional analysis assumes,
and it is also unlikely that more socially responsible
industry would require the same degree of complementary and
discretionary subsidies of production. Thus, there is an
element of class goods benefit in these expenditures as
well.

The remaining general goods expenditures are essen-
tially for the support of government operations, fire pro-
tection and miscellaneous services. Class goods henefits
arise from these expenditures to the extent that the
dominant class uses the State to preserve the structure of

the system.

5O'Connor, op. cit., p. 102,
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The Allocation of Benefits

The preceding discussion does not lead to empirical
estimates of class goods benefits. Crime would certainly
exist in a socialist economy, although the nature and
causes of crime would be different. Police protection,
in a radical analysis, goes beyond protection of property
and person because it is part of a justice system which
works to preserve the institutional and class structure of
capitalism. As an arbitrary estimate, 38.3 percent of
police expenditures is assumed to benefit capitalists.

This is the same proportion assumed to benefit business in
the conventional analysis, but the radical assumption is
that these benefits are not shifted to families. This pro-
cedure will account in part for the class bias of law
enforcement and its system-sustaining qualities.

In the case of sanitation and sewerage expenditures,
the same procedure is used to allocate benefits between
capitalists and families: <class goods accrue in the same
proportion as the real property of business is of total
real property in Michigan, and it is assumed that the
benefits are not shifted to consumers. This procedure
accounts for the profit-enhancing and socially unnecessary
aspects of spending for these purposes.

The benefits of the remaining general expenditures
are divided between those which accrue to families and

those which accrue to capitalists. This allocation is
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made by the same ratio as the benefits of specific expen-
ditures are divided between these two groups (44.49 per-
cent accrues to capitalists). The rationale for allocating
these general goods benefits in this fashion is that these
essentially infra-structure expenditures are incurred to
support the governmental structure which provides the
benefits from the specific expenditures. The conventional
assumption of out-of-state shifting of business benefits
is retained in the radical analysis for shifting class
goods benefits, i.e., 51.7 percent accrues to Michigan
residents.
The result of this allocation procedure is that
80.5 percent of general goods snending accrues to Michigan
residents. This proportion is 7.4 percentage points less
than the proportion which results from the conventional
analysis. Again, for purposes of comparison, the radical
proportion is adjusted so that total resident benefits are
identical in both analyses. The radical allocation of
general goods benefits can be summarized as follows:
40.32 percent of general benefits accrues to
capitalists as class goods and 51.7 percent
of capitalist benefits accrues to Michigan
residents; therefore, 20.85 percent of general
benefits accrues to Michigan capitalists;
59.68 nercent of general benefits accrues to
Michigan Tamilies and is allocated by each

of the four methods discussed above; and
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80.53 percent of general goods benefits accrues
to Michigan residents. This proportion is
adjusted to 87.9 percent, for comparability
with the conventional analysis, by raising
the resident capitalist proportion to 28.22
percent.

The principal differences between the radical and
conventional allocations of general goods benefits are
that consumption expenditures are not used to allocate
part of the benefits under Assumptions 1-3, and that the
radical distribution of adjusted broad income, which is
used in the Maital utility function, is slightly different.
As Table 19 shows, the results of the radical analysis of
general goods benefits are somewhat different than those
of the conventional analysis. Assumptions 1 and 3 are
regressive up to the top bracket, and Assumptions 2, 4 and
5 yield variable patterns: progressive up to $5,000,
regressive between $6,000 and $9,000, and progressive
above $10,000. 1In the latter cases, the shape of the dis-
tribution of capitalist income (see Table 8) causes these
discontinuities in the incidence patterns. The results
are similar to the conventional analysis, however, in that
Assumption 1 is the most regressive and Assumption 4 the

most progressive.
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CHAPTER XIV

A SUMMARY OF THE RESULTS AND A CONCLUSION

This chapter contains the results of both the con-
ventional and radical analyses in order to facilitate
comparisons between the incidence estimates which result
from the different models. The percentage distribution
and the incidence of expenditure benefits which derive
from conventional assumptions are shown in Table 20, while
Table 21 shows the incidence and percentage distribution of
total benefits under radical assumptions. Table 22 is a
tabular representation of the Lorenz curves of the various
income distributions and Table 23 is a 1list of the percen-
tages series used in the process of allocating the various

expenditures.

Discussion of the Results

As Table 20, column 1 shows, specific goods benefits,
under conventional assumptions, are distributed almost
equally among the income brackets below $10,660. The
relatively large proportions accruing to the income brackets

between $10,000 and $25,000 result primarily from the
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TABLE 20 (cont'd.)
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Income Total Expenditures
Bracket
(S000) Assumption 4 Assumption 5
Under 1 2.19 (145.43) 2.19 (145.52)
1-2 3.30 ( 49.10) 3.31 ( 49.17)
2-3 2.92 ( 31.61) 2.93 ( 31.65)
3-4 3.74 ( 30.77) 3.74 ( 30.81)
4-5 3.84 ( 26.13) 3.84 ( 26.16)
5-6 3.85 ( 20.19) 3.86 ( 20.22)
6-7 3.98 ( 16.08) 3.98 ( 16.11)
7-8 4.44 ( 13.53) 4.45 ( 13.56)
8-9 4.89 ( 12.11) 4.91 ( 12.15)
9-10 5.02 ( 11.33) 5.03 ( 11.35)
10-12 9.40 ( 9.68) 9.42 ( 9.70)
12-15 12.21 ( 8.87) 12.25 ( 8.91)
15-25 19.91 ( 8.21) 19.94 ( 8.22)
Over 25 20.30 ( 11.21) 20.13 ( 11.11)
TOTALS 99.99 ( 11.57) 99.98 ( 11.57
MONEY
AMOUNTS
($000) 4,483,468

]Figures in parentheses are percentages of

adjusted broad income from Table 6.

2For the description of Assumptions 1-5, see
Chapter II.
Source: Table 5, and the money accounts repre-

sented in Tables 12, 13, 15, 16 and 18.
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distribution of education and highway expenditures. The
distributions of total expenditures under the first three
assumptions reflect similar patterns among income brackets.
The incidence of expenditures under conventional
assumptions, as shown in Table 20, is consistently
regressive (pro-poor) for specific goods and total expendi-
tures under the first three ogeneral goods assumptions.
These results are similar to those of the other recent
expenditure incidence studies. Ross,] Eapen and Eapen,2
Musarave, gjﬁgl,,3 and Reynolds and Smo]ensky4 have found
that state and local expenditures are consistently regres-
sive up to the Tevel of the highest income bracket used in
this study, under a broad range of assumptions similar to
those used in this study. Thus, there are no surprises in
the results of the conventional analysis and it is diffi-
cult to imagine different, reasonable assumptions about
specific expenditures which would make the distribution of
benefits progressive, or even significantly less regressive.
It is important to point out that the regressive
pattern of incidence occurs even though upper-income groups
receive large amounts of benefits. The two top income

grouns, which receive 48.61 percent of broad income, also

]Ross, Oklahoma, op. cit., pp. 89-91.

2Eapen and Eapen, op. cit., o. 107.

3Musgrave, et al., op.cit., n. 46.
4

Reynolds and Smolensky, (1), op. cit., p. 18.
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receive 18.65 percent of specific goods benefits and between
20.15 percent and 32.88 percent of all expenditure benefits,
depending on which of the first three assumptions is used

to allocate general coods benefits. It is precisely these
income agroups, however, which are least in need of the
benefits of public sector spendina.

The two general goods assumptions which use the
Maital utility function yield vesulits in which t
of general expenditures is proqgressive, and the incidence
of total expenditures is rearessive up to the top bracket.
These two assumptions, however, yield less regressive
incidence estimates than the first three assumptions about
general coods, althouch there is not much difference between
the results of Assumptions 4 and 5.

As Table 21 indicates, the results of the radical
analysis are similar to the conventional results in that
total expenditures are regressive up to the $25,000 bracket.
The top income bracket, however, receives a considerably
larger proportion of benefits, causing the regressivity to
stop at that bracket. The reason for this discontinuity
in the top bracket is the allocation of a larcge proportion
(42.38 percent) of total benmafits as class goods benefits
which are distributed larceiy to the highest income bracket.
As expected, the radical assumptions result in significantly
less regressivity of total expenditures than the conventional

analysis.
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Assumption 5

Total Expenditures
Assumption 4

TABLE 27 {cont'd.)

Assumption 3

Bracket

Income
($000)
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Again, in terms of the absolute amounts of benefits
accruing to each income bracket, the radical analysis
yields some interesting comparisons. The top two income
brackets receive 18.58 percent of specific goods benefits,
73.57 percent of class goods benefits and between 42.26
percent and 47.13 percent of total benefits, depending on
the choice among the first three assumptions. The lowest
two income brackets, on the other hand, receive 10.37
percent of specific goods benefits, .33 percent of class
goods benefits and between 4.49 percent and 6.65 percent
of total expenditure benefits. Assumptions 4 and 5 yield
Tess regressive incidence patterns and Targer amounts to
the highest income bracket than the first three assumptions.
The definition of Y in the Maital function is the sum of
adjusted broad income (radical), specific goods benefits,
and class goods benefits minus taxes paid in each inconme
bracket,

With the exception of Assumptions 4 and 5, the
conventional analysis yields estimates which describe a
consistently regressive pattern of public expenditure
incidence. The Maital assumptions yield incidence patterns
which could be described as beinu both pro-poor and pro-
rich. Similar descriptions could be applied to the radi-
cal analysis, i.e., the results show redistribution to
both low- and high-income groups, while favoring the
lowest income brackets. However, DeWulf points out that

while the incidence pattern may imply an actual



TABLE 22

Cumulative Shares of Income for Various Income Distributions

(1) (2) (3) (4) (5) (6) (7)

Income Cumulative Adjusted Broad Adjusted Broad Total Total
Bracket Distribution Money Broad Income-- Income-- Income--  Income--
($000) of Families Income Income Conventional Radical Conventional Radical
Under 1 6.27 .21 .21 17 .19 .53 .40
1- 13.44 1.22 1.13 .95 1.01 1.75 1.48
2-3 18.85 2.50 2.33 2.02 2.12 3.15 2.79
3-4 23.53 4.05 3.84 3.42 3.55 4.91 4.47
4-5 27.78 5.88 5.65 5.12 5.28 6.93 6.43
5-6 32.19 8.19 7.93 7.33 7.51 9.417 8.84
6-7 36.92 11.13  10.83 10.19 10.39 12.49 11.85
7-8 42.49 15.15 14.64 13.99 14.19 16.46 15.71
8-9 48.65 20.16  19.32 18.67 18.87 21.27 20.36
9-10 54.62 25.62 24.44 23.80 24.00 26.49 25.42
10-12 66.07 37.68  35.61 35.04 35.23 37.69 36.30
12-15 79.25 54.67 51.39 50.96 51.12 53.31 51.56
15-25 95.84 84.22 79.20 79.04 79.12 80.30 78.29
Over 25 100.00 99.99 100.00 100.00 100.00 100.00 100.00

GINI COEFFICIENT .4092  .4395 L4477 .4450 .4106 .4306

€€e



TABLE 22 (cent'd.)

Income (2) (9)
Eracket Total Income-- Total Income--
(zcoc) Conventional Radical
Under 1 .38 .34
1-2 1.42 1.35
2-3 2.68 2.61
3-4 4,33 4,25
L-5 6.25 6.17
E-€ 8.63 R.54
6-7 11.61 11.51
7-& 15.47 15.32
8-¢ 20.17 1¢.83
2-10 25.29 24,96
16-12 26.34 38.78
12-15 51.88 £1.00
15-25 79.11 77.8GC
Over 2% 100.00 100.C0O
GINI CCEFFICIENT L4Z29€ L4378

vee



TABLE 22 (cont'd.)

Nctes: Column (1) Table 1

Column (2) Table 1

Column (3) Table 3.

Colurn (4) Table 6.

Column (&) Table 10.

Column (6) Table 6 ard the money amounts represented by percentages
in Tabie 20, Assumption 3.

Column (7) Table 10 ard the money amcunts represented by percentages
in Table 21, Assumption 3.

Cclumn (&) Table € and the mcney amounts represented by percentages
in Table 2C, Assumption 4.

Ccltumn {9) Table 1G and the money amounis represented by percentages

irn Table 21, Assumption 4.

§€¢
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redistribution of incomes, “[o]lne ought, perhaps, to con-
centrate on the absolute amounts of benefits transferred
to the various subgroups of the population; only when the
poor get more than the rich can one really talk about the
redistribution of income through government expenditures."5
As far as this study is concerned, DeWulf is only
partially correct. Table 22 shows the cumulative shares
of income received by each income class for the various
distributions of income. These income shares, combined
with the cumulative distribution of families, represent the
points of Lorenz curves which describe the inequality of
the income distribution. At the bottom of each column is
the Gini coefficient of inequa1ity,6 The tabular form of
presentation is preferred because, as Figure 1 shows, it
would be difficult to show many different Lorenz curves
on a graph, especially when the points of the curves are
as close together as those in Table 22.
Gini coefficients can be misleading because it is
possible to have a lower Gini coefficient associated with
a Lorenz curve which describes a more unequal income dis-
tribution at either low or high income levels. For example,
by comparing the cumulative percent of income columns for
the various income distributions in Table 22, one finds

that the Towest income brackets have larger proportions of

SDeWulf, op. cit., p. 23.

6James N. Morgan, "“"The Anatomy of Income Distribu~

ion," Review of Economics and Statistics, Vol. 44 (August
962), p. 281.
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FIGURE 1

Percent of
Income

Percent of
Population

ITlustration of Lorenz Curves

total income when income is defined to include public
sector spending and adjusted broad income. The reason for
this apparent paradox is that the Lorenz curves intersect.
Thus, it is possible for the Gini coefficient, which is

the ratio of the area between the Lorenz curve and the
diagonal to the total area under the diagonal, to be
smailer for money income even though the income shares of
the lowest income brackets are greater for the distributions
of total income. This situation is shown in Figure 1,
where curve A représents the distribution of money income
and curve B represents total income; the curves intersect

at the point which represents 66 percent of the population.
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Both conventional and radical analyses yield dis-
tributions of total income (adjusted broad income plus
public sector benefits) which are more equal than adjusted
broad income under Assumptions 3 and 4. (Compare columns
6, 7, 8 and 9 with columns 4 and 5 by reading across |
Table 22; the higher the number of the same line, the more
equal the distribution of income at that level of dincome.)
Under Assumption 3, the radical analysis yields a post-
public sector income distribution which is only 3.24
percent more equal, in terms of Gini coefficients, than
the pre-public sector distribution of adjusted broad
income. The conventional analysis under Assumption 3,
however, yields a total income distribution that is 8.29

percent more equal than adjusted broad income.

Conclusion

There is a variety of implications from the results
of this study. Perhaps the most important is that total
public sector expenditures are not consistently regressive,
a result which differs from the conclusions of most previous
expenditure incidence studies. The importance of this
result is that the choice of assumptions about the alloca-
tion of general goods becomes crucial in making the case

for the redistributive impact of the public sector.7

7This point is also made by Aaron and McGuire and

Maital.
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Tables 20 and 21 show thét specific goods expendi-
tures are consistently regressive, in both analyses, but
that total expenditures, even in the conventional analysis
under Aséumptions 4 and 5, become progressive in the
highest income bracket. In the radical analysis, this
incidence pattern is even more pronounced and is common to
all five assumptions.

It is often said that state and local taxes can
be, and even should be, regressive because their unfavor-
able impact is offset by expenditures which are distributed
largely in favor of low-income groups. The results of this
study show that expenditures indeed accrue as large per-
centages of the income of low-income families, but also that
public expenditures are important to the most wealthy
families as well. The redistribution of income which
results from public sector expenditures does not consistently
come about at the expense of the upper-income group. Rather,
under the radical assumptions and Assumptions 4 and 5 in
the conventional analysis, low-income groups benefit
principally at the expense ¢f the upper middle-~income
brackets. Thus, even though there may be an equalizing
influence on the income distribution from public expendi-
tures, the redistribution does not always imply a reduction
in the concentration of income in the highest income
bracket.

If general goods benefits are not shared equally,

or in proportion to income, and in fact redound principally
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to families in the highest income brackets, as the Maital
function implies, the programs undertaken by governments
which produce these benefits tend to frustrate efforts to
reduce the concentration of income in the hands of a
wealthy few. This is not the intention of governments, at
least under the conventional assumptions about the Fﬁ1é of
the State. 0On the cohtrary, this is the result which is
predicted by the radical analysis, i.e., specific expen-
ditures for legitimization and accumulation purposes often
benefit other classes directly, while the ultimate intent
of the State is to serve the interests of a single, princi-
pally wealthy, class.

These results also lend support for the widespread
dissatisfaction among middle-income families. This dis-
content may in part be a result of the subjective evaluation
of benefits from public expenditures and the perception that
these groups are not receiving what they consider to be
their share of benefits. This study can go no further than
to point out that these perceptions may be valid, under
Assumptions 4 and 5, for the income brackets above the
$7.000 to $8,000 level. In the conventional analysis,
redistribution occurs from all the brackets above this
level to all of the brackets below. In the radical analysis
under Assumptions 4 and 5, the brackets between $7,000 and
$25,000 lose, relative to the distribution of adjusted
broad income, while the Tower brackets and the highest

bracket receive increased shares of income.
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The results of this study, however, are subject to
some qualifications. The most basic Timitation of this
study and others like it is that the results of the study
may be deficient because of the general equilibrium problem
which was discussed in Chapter II. It is unrealistic to
examine the impact of a public sector by assuming that
the impact can be measured by inserting a public sector
into a private economy, while also assuming that the under-
lying income distribution does not change as a result of
adding the public sector. 1In the case of a single state,
however, this problem is minimized because of the relative
unimportance of the state's public sector compared to the
public sectors of the federal government and other state
and local governments.

Further, there are limitations in some of the data
used to allocate speé{%ic expenditures. In some cases
data do not exist for Michigan for 1970 and it was necessary
to use national data for different years. This is probably
a minor shortcoming because the overall results of the
study are relatively insensitive to small changes in the
distribution of any single expenditure category.

The choice of allocative techniques for distributing
general goods benefits is also not resolved. As the data
in Tables 20 and 21 indicate, the differences in overall
incidence which result from the first three assumptions

are not great; however, in the case of the Maital function,
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‘the incidence results aré significantly different from the
results of the first three assumptions.

‘There has been no attempt in this study to choose
among these allocative techniques, but the use of the
costs-incurred-on-behalf-of concept would tend to make the
per family assumption the most attractive in the conven-
tional model. The per family assumption is attractive
because general goods (and the external benefits of
specific goods) are provided for the benefit of all members
of society. The Maital function implies that the value of
benefits received by various income brackets depends on the
subjective evaluation of the benefits, rather than the
intent of the government when it provides the benefits.

In the radical model, the Maital function seems
to fit the circumstances of government expenditures for
class goods. It is much more obvious, in the radical model,
that capitalists (who are principally wealthy) would be
more willing to pay for the outputs of a government which
acts to enhance and protect the interests of the capitalist
class. Perhaps it is some implicit or covert awareness of
the class bias of the public sector which accounts in part
for the positive association of willingness to pay with
income in the conventional model. In order to be comparable
to the conventional model, however, the radical model distri-
butes only general goods benefits by the Maital function;

class goods benefits are included in disposable income.
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Regardless of the merits of any of the assumptions
about general goods benefits, researchers should be cautious
about accepting Maital's judgment that his function provides

"8 estimates of net fiscal

"believable and unambiguous
incidence. Within the conventional modei of expenditure
incidence which uses the cos%s-incurred concept of bene-
fit allocation, there is room for a range of assumptions
about the distribution of general goods benefits. The
use of a variety of techniques will allow the readers of
these studies to select the assumptions and results which
follow from their own evaluation of the merits of the
various procedures.

Finally, the use of the costs-incurred concept is
open to serious criticism. This study has assumed, as
have other expenditure incidence studies, that the costs
of government programs are identical to the benefits of
those programs. As the discussion in Chapter Il dindicates,
there is no a _priori basis for this assumption. It is
clear that more information is needed about the subjective
evaluation of benefits of both specific and general goods
expenditures. Aaron and McGuire and Maital have demon-
strated that subjective evaluation of general goods
benefits yields significantly different incidence results
than other allocation procedures, and it is reasonable to
assume that procedures which embodied subjective evaluation

of specific goods benefits would also yield different

8Maital, op. cit., p. 561.
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results, especially if the cost-benefit identity assumption
were dropped.

A further Tlimitation of the costs-incurred assump-
tion is that the intangible benefits of spending by a
class-biased State (class goods benefits) must be sub-
tracted from the actual money benefits which accrue to
direct recipients. Rejection of the accounting method of
benefit valuation would allow for the possibility that the
class goods benefits may accrue in addition to the benefits
of specific goods.

In sum, this study has been designed to demonstrate
that different assumptions about the role of the State
will yield significantly different incidence results. This
hypothesis has been substantiated, but the proof has been
achieved in the context of a set of procedures for measuring
expenditure incidence which have serious shortcomings.

While the ceteris paribus approach of the study does not

invalidate the central purpose of the comparison of the
analyses and results, the shortcomings of the expenditurc
incidence framework itself are such that future research
should probably be oriented toward resolving some of the
problems with incidence models rather than replicating
either conventional or radical expenditure incidence

studies.




TABLE 23

Percentage Series Used to Distribute Expenditures

Income (1) (2) (3) (4) (5) (6)
Bracket Capitalist
($000) Families Broad Income Consumption Income Unemployment Dividends
Under 1 6.27 .21 .84 .02 3.20 0
1-2 7.17 .92 2.33 .31 3.60 .32
2-3 5.41 1.20 2.42 .73 2.80 .73
3-4 4.68 1.51 2.57 1.27 2.40 1.94
4-5 4.25 1.81 2.74 1.65 7.10 2.42
5-6 4.40 2.28 3.20 2.03 7.30 2.63
o-7 4.73 2.90 3.82 2.53 8.20 3.07
7-8 5.57 3.81 4,93 2.33 6.90 2.46
8-9 6.16 4.68 5.87 2.12 8.00 2.41
9-10 5.97 5.12 6.11 2.46 8.20 2.25
10-12 11.45 11.17 12.77 4.36 13.60 3.97
12-15 13.18 15.78 16.65 6.62 10.00 5.92
15-25 16.59 27.81 25.56 16.03 16.10 15.93
Over 25 4.16 20.80 10.19 57.54 2.60 55.95

Gve




TABLE 23 (cont'd.)

Income (7) (8) (9) (10) (11) (12)
Bracket Public Social Local Higher Auto Operating Imputed
($000) Assistance Security Education Education Expenditures Rent
Under 1 2.70 3.10 2.62 1.07 .12 1.77
1-2 18.10 14.80 3.00 1.22 .50 2.67
2-3 17.40 14.20 2.26 .92 .66 2.30
3-4 14.80 11.90 6.54 2.98 .82 2.44
4-5 14.40 10.00 5.94 2.71 2.22 2.32
5-6 8.00 7.70 7.30 4,88 2.78 2.35
6-7 4.30 5.70 7.83 5.24 4.24 2.87
7-8 3.80 5.10 8.51 6.25 5.56 3.35
8-9 3.60 3.80 8.61 6.99 7.02 4.62
9-10 2.40 3.60 8.36 6.78 7.68 5.03
10-12 3.80 5.10 171.93 14.79 16.90 12.23
12-15 3.30 6.00 13.73 17.03 15.60 17.35
15-25 2.90 6.90 10.68 23.29 28.80 29.11
Over 25 .50 2.10 2.68 5.84 7.10 11.58

9ve
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TABLE 23 (cont'd.)

Table 1.
Table 3.

Douglas Roberts, "Incidence of State and Local Taxes:

A Case Study for Michigan, 1970" (unpublished Ph.D.
dissertation, Michigan State University, 1975).
Table 3.

Adapted from the distribution in Richard Musgrave,
et. al., The Distribution of Fiscal Burdens and
Benefits, p. 10.

Roberts, op. cit.

Table 2.

Table 2.

Bureau of the Census, Current Population Reports,
Series P-20, Numbers 185 and 222, p. 4 and p. 40,
respectively; also CPR, P-60, No. 74, p. 77. See
text, Chapter VI, for explanation.

Current Population Reports, P-20, No. 231, p. 21.
Musgrave, et. al., op. cit., p. 10.

Table 3.
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CHAPTER XV

AN ADDENDUM

This study was completed at almost the same time
that Douglas Roberts completed his tax incidence study
for Michigan.] The coincidental completion of both
studies makes it possible to present estimates of the net
fiscal incidence of the public sector in Michigan in 1970.
Table 24 shows these estimates under a selected set of
assumptions.

For public expenditures, two assumptions were used
to yield the net fiscal incidence estimates for both the
conventional and radical models. These were Assumption 1
for the allocation of general goods benefits on a per family
basis and Assumption 4, which uses the Maital utility
function. These assumptions are used because they repre-
sent the extremes of expenditure incidence: Assumption 1
yields the most regressive results and Assumption 4 yields

the least regressive results for both the conventional and

]Roberts, op. cit.

248



TABLE 24

Net Fiscal Incidence in Michigan, 1970, As Percentages of Adjusted Broad Income]

Conventional Assumptions Radical Assumptions
Income (1) (2) (3) (4)
Bracket Most 5 Least 3 Most Least
($000) Regressive Regressive Regressive Regressive
Under 1 286.08 93.03 126.21 54.16
1- 76.78 26.95 36.49 17.03
2-3 41.95 15.50 21.65 11.05
3-4 33.93 17.86 21.11 14.57
4-5 25.65 14.53 16.78 12.19
5-6 17.79 9.58 11.61 8.11
6-7 11.99 5.80 7.64 4.92
7-8 8.83 3.71 4.41 2.05
8-9 6.76 2.53 2.39 .33
9-10 5.33 2.17 1.78 ' .13
10-12 2.78 .59 -.32 -1.61
12-15 1.17 .53 -.82 -1.48
15-25 - .78 .83 -.92 - .63
Over 25 -1.74 7.16 10.65 14.56
GINI COEFFICIENT .4068 .4396 .4347 .4486

672

lTotal public expenditures minus net taxes (see text for explanation).

“Columns 1 and 3 are the results of subtracting Roberts' most progressive tax

estimates from the distribution of expenditures under Assumption 1.

Columns 2 and 4 are obtained by subtracting Roberts' least progressive tax

estimates from the distribution of expenditures under Assumption 4.

Source: Douglas Roberts, "Incidence of State and Local Taxes: A Case Study for
Michigan, 1970" (unpublished Ph.D. dissertation, Michigan State University,
1975); and Tables 6, 10, 20 and 21.
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radical models.2 Roberts' tax incidence data are also in
the form of incidence extremes, and combining these with
the expenditure assumptions yields estimates of the Timits
of the net fiscal incidence of the public sector.

The most regressive (pro-poor) limit is generatéd
by subtracting Roberts' most proaressive tax incidence
distribution from the most regressive expenditure incidence
distribution which results from using Assumption 1. The
least regressive incidence pattern is obtained by subtract-
ing the least progressive tax data from the expenditure
distribution which results from using Assumption 4.

The amounts of taxes subtracted do not include
taxes shifted to out-of-state residents, approximately 30
percent of total taxes under Roberts' assumptions. Further,
the amounts of taxes have also been reduced by the benefit
received from the reduction in federal income taxes which
results from being able to deduct state taxes on federal
income tax returns. Thus, there is a significant difference
(31.6 percent to 34.3 percent of total net expenditures,
depending on tax shifting assumptions) between the amount
of expenditures distributed and the amount of taxes assumed

to be borne by Michigan residents. The greater part of

2Because of the possibility of confusion between
the terms "progressive" and "reoressive," it is appropriate
to once more define their usage in this chapter. Incidence
is regressive when the prorortion of expenditures and taxes
declines as income rises. Progressive incidence is, of
course, just the reverse. Confusion may arise because
redistribution of income results from progressive taxes and
regressive expenditures.
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this difference is accounted for by out-of-state shifting
and the federal offset, while the remainder is the result
of debt-financed expenditures and miscellaneous other
sources of revenue.

As Table 24 shows, the fiscal incidence of the
public sector is basically regressive or pro-poor. Under
the most regressive conventional assumption, net fiscal
incidence is consistently regressive, and the highest two
income brackets are net taxpayers. The least regressive
conventional assumption, however, yields an incidence
pattern which is regressive only through the $12,000 to
$15,000 income bracket; thereafter the incidence is pro-
gressive, although all income brackets are net beneficiaries.
The progressivity in the top brackets is principally the
result of using the Maital utility function, although the
combination of expenditure Assumptions 2 and 3 with the
least progressive tax data also yield progressivity in the
top bracket.

Both conventional expenditure assumptions yield
distributions of total net income (post-public sector
income)3 which are more equally distributed than adjusted
broad income (pre-public sector income). The Gini
coefficient of adjusted broad income is .4477, while the
Gini coefficients of the income distributions illustrated

in Table 24 are .4068 and .4396. In the most regressive

3Adjusted broad income plus public sector expendi-
ture benefits minus taxes.



[a%]
(&7 ]
[ae]

case, the Gini coefficient is 9.14 percent smaller than
the coefficient of adjusted broad income, but under the
least regressive assumption, the reduction in inequality
is only 1.81 percent.

In the radical analysis the most regressive assump-
tion yields a net fiscal! incidence pattern which is much
less regressive than that which results from the conven-
tional analysis. Regressivity occurs through the $15,000
to $25,000 income bracket, but the top bracket is a net
beneficiary to a greater extent than any of the brackets
between $6,000 and $25,000. Under the least regressive
radical assumption, the pattern of net fiscal incidence
is the Tleast regressive of the four distributions shown
in Tab?e 24. Regressivity stops at the top two income
brackets, and the top bracket receives more net benefits,
in percentage terms, than any bracket between $4,000 and
$25,000.

Although the radical most regressive distribution
of total net income is more equally distributed than
radical adjusted broad income (a 2.31 percent reduction in
the Gini coefficient) the redistributive pattern is one
which benefits both low- and high-income brackets at the
expense of the middle-income brackets. On the other hand,
the least regressive radical distribution of total net
income is more unequal (by .81 percent in the Gini coeffi-
cient) than adjusted broad income, and the redistributive
pattern is again from the middle-income brackets to Tow-

and high-income brackets.
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The results of the most regressive conventional
assuinptions are similar to those of a recent study done
for Connecticut.4 Eapen and Eapen found that the pattern
of the net fiscal incidence in Connecticut in 1967 was
consistenily regressive under three assumptions about
general goods identical to Assumptions 1-3 used in this
study.5 Differences in the amounts of the deficits and
exported taxes and the use of a truncated income distri-
bution in the Connecticut study make it difficult to compare
the results in more detail.

The impliication of the results shown in Table 24 is
that, under conventional assumptions, the Michigan public
sector exerts ai equalizing influence on the distribution
of income, at least during the one-year period under study.
These results arc intended to show the Timits of the
pattern of net fiscal incidence in Michigan. The actual
public sector impact probably lies somewhere between the
extremes shown in Tabl= 24, It is interesting, however,
that the impact of the public sector is significantly
redistributive (9.14 percent) oniy under the most regressive
conventional assumption. The other limits presented in
Table 24 show that the fiscal impact of the Michigan public
sector is only a marginally equalizing influence on the

distribution of income.

4Eapen and Eapen, op. cit.
SIbid., pp. 118-122.



254

It should be remembered that including the impact
of the federal offset makes the tax incidence data more
regressive than they would otherwise be. Therefore, it
would be erroneous to compare the net fiscal incidence of
this study with the results of a national study which
aggregates all state and Tocal fiscal systems, or with
any other single-state incidence study which does not

include the federal offset in its tax incidence data.
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