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ABSTRACT

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

By

Donald Moore Peppard, J r .

This d is se r ta t io n  has been designed to y i e l d  e s t i ­

mates of the i nci dence of publ ic  expendi tures in Michigan  

by usi ng two di f f e r e n t  a n a ly t i  c a 1 models. One model , the 

convent iona1 or orthodox a p p r o a c h u s e s  techniques s i m i l a r
i

to those used in other expendi ture i nci dence s tud ie s .

The second model, a rad ica l  a n a ly s is ,  is based on a neo- 

Marx is t  theory of  the ro le  of the State in a capi t a 1i s t  

socioeconomic system. The purpose of undertaking two 

analyses in the study is to compare the i nci dence res u l ts  

of the two mode 1s to determi ne the e f f e c t  o f  changi ng the 

basi c assumptions of the ro le  o f  the S t a t e .

Conventional expendi ture i nci dence s tudies usua1ly  

use the c o s ts - in c u r r e d - o n - b e h a l f - o f  concept of  expendi ture  

a 11 oca t i  on . The costs - i  ncurred concept ass umes tha t  the 

government undertakes expendi ture programs to benefi  t  ei  ther  

speci f i  c g roups in soc ie ty  or to benefi  t soci ety in genera 1. 

The benef i  ts of government expendi ture prog rams are also  

ass umed to be equal to the cos ts of  the programs. For 

example, expendi tures for  educati  on are ass umed to benef i  t  

the fa m i1i es o f  students enrol  led in school and also to 

provi  de benef i ts to soci ety in genera 1. Educat iona1 benef i  ts
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are va1ued at  the cost of  government spending fo r  educa­

t ional  purposes.

In t h i s  conventional  a n a ly s is ,  government po l i  cies 

are ass umed to be the resu l ts  of a p i u r a 1i s t i  c democrati  c 

process. T he re fo re , government programs which benef i  t  

spe c i f i c  groups of people, such as t r a n s f e r  payments, and 

programs which benefi  t  soc ie ty  as a whole are assumed to 

be cons i s tent  w i t h  the des i res of the m a j o r i t y  of the mem­

bers i n  the s o c i e t y .

The radi ca1 view of the S t a t e ,  on the other hand, 

re jects  the p1ura1i s t i c  assumption and sees the Sta te  as 

di r e c t i y  or i ndi r e c t l y  control  1ed by a s i ng le  class in 

socie ty ,  the capi t a l i s t s . Because i t  i s  domi nated by only 

one class among many, the State must act  i n  the i n teres ts of  

tha t c lass ,  but also disguise i ts class b ias .  These of ten  

contradi  ctory requi rements r e s u l t  in the accumulation and 

1egi t imi zat ion  functions of the State .

The rad ica l  assumption about the Sta te  leads to 

di f f e r e n t  ass umpti ons about the di s t r i  but i  on of  the benefi  ts 

of expendi ture programs under the c os ts - i  ncurred concept .

For examp 1e , i n  addi t i  on to the benefi  ts of  educa t  i ona1 

expendi tures which accrue to fami1i es of students ( c a l l e d  

spe c i f ic  goods benefi  t s ) and the benefi  ts to soc ie ty  as a 

whole ( c a l l e d  general goods benefi  t s ) ,  the re are class goods 

benefi ts which accrue to capi t a 1is t s . Class goods benefi  ts 

from educat ional  programs ar i  se because the educat iona 1 

system provides capi t a 1 is ts with a t r a i  ned wo rk force  which 

is inculcated with the values of the capi t a 1i st  system.
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The amount of  class goods be n e f i ts  is determined by 

the di f ference  between the actual  cost of  the expendi ture  

program and the s o c ia l l y  necessary costs o f  the program. 

Socia l ly  necessary costs are those costs which are necessary 

to mai ntai  n the producti  ve capaci ty and labor force of the

economi c system in a given s ta te  of  producti  vi ty or

e f f i c i e n c y . These costs are independent o f  the nature of 

the economi c sys tern, so the di f f e  rence between s o c i a l l y  

necessa ry cos ts and t o ta l  costs is ass umed to be the res u l t  

of the capi t a 1i s t  soci oeconomi c system.

In bo th o f  the mode 1s used, benefi  ts are a 11 oca ted

to reci  pi en ts who are i denti  f i  ed as members of i ncome 

cl asses . The t o t a 1 amount of bene f i ts  accruing to any 

i ncome c lass ,  as a percentage of  the t o t a 1 i ncome in th at  

bracket ,  is a measure of  the inc i  dence of the publ ic  sector  

in Michigan. The convent iona1 ana lys is  yi  elds incidence  

es t i  ma tes which are consi s t e n t l y  more regressi  ve (pro-poor )  

than the res u lts of  the rad ic a l  a nalys i s . For examp 1e , 

under one ass umpti on, the d i s t r i b u t i o n  of  pos t -pu bl i  c sector  

income is 8 .3 percent more equal ,  in terms of  Gini c o e f f i ­

c ie n ts ,  than the d i s t r i b u t i o n  of  p r e -p u b l i c  sector  i ncome.

On the other hand, the radi ca1 a nalysi  s y i e ld s  a post -publ i  c 

sector i ncome di s t r i  buti  on which is only 3.2 percent more 

equa1 than the p re -p ubl ic  sector  d i s t r i b u t i o n  of  i ncome.

Thus , the di f f e r e n t  ass umpti ons about the ro le  of  the S ta te 

lead to s i g n i f i c a n t l y  di f f e r e n t  publ ic  sector  i nci dence 

es t i  mates. The radica l  ass umpti ons lead to the conclusi  on
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that  publ ic sector  spending does much less to r e d i s t r i b u t e

income from r ich  to poor than previ  ous s tudi es have found.

But expendi ture  i nci dence is only one side of  the

f i s e a l  coin,  and th is  study has been designed to be

compa t i  b1e with a Mi chigan tax i nci dence s tudy also done
2

for  f i  sea I 1970. By combi ni ng the res u l ts  of  th i  s d i s ­

sertation with those of Rober ts ' ,  es t i  mates of the t o t a 1 

impact of the publ ic sector  in Michigan in 1970 can be 

generated.  Some examples of  the net f i  seal i nci dence of  

the Michigan publ ic sector  are contained in an addendum 

to th is  d is s e r t a t i o n .

See, fo r  examp 1e , the f o 11owing s tudies:  0. H.
Brownlee, Es t imated Di s t r i  buti  on of  Mi nnesota Taxes and 
Public Expendi ture Benef i ts  (Minneapol is:  U n iv e r s i t y  of
Minnesota Press, 1960);  Ann Eapen and A. Thomas Eapen,
" I nci dence of  Taxes and Expendi tures of Connecti cut Sta te  
and Local Governments, F iscal  Year 1967" (a s tudy prepared  
for  the Connecticut Sta te  Revenue Task Force, 1 970) ;  and 
Charies Ross, "The Ef fects  of State and Loca1 Government 
Expendi tures on the D i s t r i b u t i o n  of Income in Ok 1ahoma ," 
(unpublished Ph.D. d i s s e r t a t i o n ,  Oklahoma State  U n i v e r s i t y , 
1972).

2
Douglas Roberts, " Incidence of State and Loca 1 

Taxes: A Case Study fo r  Michigan,  1970" (unpublished
Ph.D. di s s e r t a t i  on, Michigan State  Uni versi  t y , 1 975) .
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CHAPTER I

RATIONALE AND SCOPE OF THE STUDY

The Purpose of  the Study

This study is an at tempt to measure the d i s t r i b u ­

t iona l  e f f e c t s  of s ta te  and local  government expenditures  

in Mi chi gan in f i s c a l  1970. R e d is t r i  but i  on of income is 

only one possible impact th a t  a publ ic  sector can have on 

an economy; Richard Musgrave has developed a m u l t ip ie  budget 

theory of  the publ ic sector which includes the a l l o c a t i o n  

and s t a b i 1i z a t i  on f u n c t io n s , as wel l  as the d i s t r i b u t i v e  

f u n c t io n .  ̂ Analyses of  the e f f e c t s  of  government budgets 

t y p i c a l l y  separate these three func t iona l  ro les  to i s o l a t e  

t h e i r  impacts, even though, in p r a c t i c e ,  governments do not  

budget separa te ly  fo r  the various funct ions they perform.

I t  is important  to recognize th a t  in carrying  out  

the a l 1ocat ion and s t a b i 1i z a t i  on f u n c t io n s , governments also  

have d i s t r i b u t i o n a l  e f f e c t s . As Weisbrod notes, "The

Ri chard A. Musgrave, The Theory of Publ ic Fi nance 
(New York: McGraw-Hi l l , 1959) ,  Chapter 1.

1
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i n c o m e - r e d i s t r i b u t i o n a l  e f f e c t s  of  governmental act ions  

pervade most, i f  not a l l ,  aspects of  governmental economic 

a c t i v i t y ." But,  the r e d i s t r i b u t i o n a l  e f f e c t s , as opposed 

to the a l l o c a t i v e  and s t a b i l i z a t i o n  e f f e c t s , have recei  ved 

r e l a t i v e l y  l i t t l e  a t t e n t i o n  from economists. The exten-  

si ve cost -benef i  t  1i te r a tu r e  i s  an example of  studies which 

have d e a I t ,  for  the most p a r t , w i t h  analyses of the a l l o c a ­

t i o n  f u n c t i o n *  Unt i l  r e c e n t l y , s tu d ie s  of  the e f f e c t s  of  

t a x a t i o n  dominated the l i t e r a t u r e  o f  the d i s t r i b u t i o n  f u n c ­

t i o n *  Analyses o f  the d i s t r i b u t i o n a l  i n c i d e n c e  o f  p u b l i c  

sector expendi tures are r e l a t i  vely recent  evidence th a t  the 

d i s t r i b u t i v e  e f f e c t s ,  as w e l l  as the l e v e l  o f  the  cos ts  

and b e n e f i t s ,  deserve inc reased  a t t e n t i o n *

The need f o r  s t u d i e s  o f  t h i s  t y p e ,  i . e . ,  s t u d i e s  i n  

which concern f o r  the d i s t r i b u t i o n a l  impact  o f  p u b l i c  s e c t o r  

budgets i s  paramount,  i s  a r t i c u l a t e d  w e l l  by John Weeks;

The overr i  di ng r e a l i t y  of the American economy is 
i nequali  ty . . . i n e q u a l i t y  of i ncome, i nequal i  ty  
of power , i n e q u a l i t y  with regard to the i n a b i 1i t y  
to determi ne one' s l i f e .  I n e q u a l i t y  i s  what 
economics should be a l l  about . But , i n  f a c t , 
economics as i t  i s  taught and pract iced by econo­
mi sts deals very l i t t l e  with i n e q u a l i t y . 3

Burton A. Weisbrod, "Col 1ec t i  ve Act i  on and the D i s ­
t r i b u t i o n  of Income: A Conceptua1 Approach ," i n  Pub!ic
Expend i tu re  and P o l i c y  A n a ly s is„ ed . by Rober t  Haveman and 
"Jul ius Margol is (Chicago: Markham, 1970) ,  p. 137.

3John Weeks , "Pol i  t i  ca1 Economy and the Pol i  t i  cs o f  
, Economis ts ," Revi ew of  Radi ca1 Poli  t i  cal Economi c s , Vo l .  1 

(May, 1969) , p T T
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This study,  t h e r e f o r e , i s  par t  of a recent  trend in  

the study of p u b l i c  f inance toward an ana lysis  o f  the r e l a ­

t i v e l y  neglected equi ty  aspects of  the e x p e n d i t u r e  side of  

p u b l i c  budgets. Neglect of the d i s t r i b u t i o n a l  impact of  

publ ic expendi tures , however, i s  only par t  o f  the reason 

fo r  th is s tu dy. A more i m p o r t a n t  reason f o r  th is  study is  

the exi s tence of pervas i ve i nequali  t i es  i n  income, w e a l t h ,  

social  m o b i l i t y  and p o l i t i c a l  power.  These i n e q u a l i t i e s  

e x i s t  i n  Mich igan as w e l l  as i n  the U .S . ,  b u t  the data which

e x i s t  f o r  Mich igan s u b s t a n t i a t e  on ly  the i n e q u a l i t y  i n  the
4

d i s t r i b u t i o n  of  income. The i n e q u a l i t y  i n  the d i s t r i b u t i o n
5of  wea l th  i s  undoub ted ly  g r e a t e r  than t h a t  o f  income,  bu t  

this d is s e r t a t i o n  dea 1 s only w i t h  the impact of  the p u b l i c  

sec tor  on the d i s t r i b u t i o n  of  i ncome.

The persi  stence of i n e q u a l i t i e s  in the di s t r i b u t i o n  

of income i mp1i es t h a t  governmental p o l i c i  es to a l t e r  the 

di s t r i  but i  on are e i t h e r  i n e f f e c t i  v e , non-exi s tent  or that  

thi  ngs would be even worse i n  the absence of  these po1i c i e s . 

One means by which these i n e q u a l i t i e s  can be reduced i s  

e x p e n d i tu re  programs designed to b e n e f i t  the r e l a t i v e l y  

d isadvan taged groups i n  our soci e t y . Therefore ? one purpose 

of thi  s study i s  to examine the d i s t r i b u t i o n a l  impact of  

spending by s t a te  and l o c a l  governments i n  M ich igan to

4 See the i ncome di s t r i  buti  on da ta in Chapter IV fo r  
more p a r t i c u l a r s .

5 Lester  Thurow, The Impact of  Taxes on the American 
Economy (Newport: Praeger,  1971) ,  p. 11.
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determine whether these expenditures tend to moderate or

exacerbate income i n e q u a l i t i e s  i n  the s t a t e .

A n a l y s i s  o f  p u b l i c  s e c t o r  e x p e n d i t u r e s  has taken

many forms. Some s t u d ie s , as mentioned above , i s o l a t e

spec i f ic  programs to dete rm ine  t h e i r  costs and benef i ts

and occasiona1ly the i n c i d e n c e  of  the costs and b e n e f i t s ;

another  s tud y  examined the in c i d e n c e  o f  e x p en d i t u re s  w i t h i n
7a m e t r o p o l i t a n  a re a ;  many s t u d i e s  have measured the

inc idence  on income o f  the combined e x p e n d i t u re s  o f  the

federal  , s t a t e  and l o c a l  governments ;  and f i n a l l y . ,  a few

s tud ies  have analyzed the i n c i d e n c e  o f  s t a t e  and l o c a l
8government e x p e n d i t u re s  w i t h i n  a s i n g l e  s t a t e .  Th is  s t u d y

6 See the e x t e n s i v e  c o s t - b e n e f i t  l i t e r a t u r e  as an 
example o f  the f i r s t  case;  in  the second case9 see W. Lee 
Hansen and Bur ton Weisbrod , "The D i s t r i b u t i o n  o f  Cost and 
Direct  B e n e f i t s  o f  P u b l i c  Higher  E d uca t i on :  The Case o f
Ca 1 i f o r n i  a , 11 Journa l  o f  Human Resources , Vo l .  24 (Decembers,  
1971).

7Wil l iam B. Neenan, "Suburban-Central  Ci ty E x p l o i t a ­
t ion Thes is :  One C i t y ' s  Ta1e ," i n  Transfers in an Urbanized
Economy, ed . by Kenneth Bouldi ng, Mar t in P f a f f  and Anita  
P fa f f  (Belmont: Wadsworth, 1973) ,  pp. 10-39.

8 The f o l l o w i n g  studi  es i nciude the pri  nci pal expendi­
ture i n c id e n c e  studies which examine federa l  and st a te  and 
1 oca 1 expendi tures i n  the U.S. :  John Ad le r ,  "The Fiscal
System, the D i s t r i b u t i o n  of Income and P u b l i c  Wei f a r e ," i n  
Fiscal  Poli  ci es i n  the Ameri can Economy, ed. by Kenyon Poole 
(New York: Preh'tice-Ha 1 V, 19 5 9 ) , ppT 5 5 9 - 4 0 9 ;  Robert A l l i s o n ,
"The E f f e c t  of Taxes and Transfer  Payments on the Di s t r i b u ­
t i  on of Income" ( unpublished Ph.D. d i s s e r t a t i o n ,  U n ive rs i ty  
of Colorado, 1 9 6 5 ) ; Ti bor Barna , R e d is t r ibu t io n  of Incomes 
Through Publ ic Finance i n  1937 (O x fo rd :  Clarendon Press,
19457; 0. H. Brownlee,  Es t im a te d  Di s t r i b u t i  on o f  Minnesota 
Taxes and P u b l i c  E xp en d i tu re  Benef i t s H n^ThTTeapoTTs: Uni ver-* 
si ty of Mi nnesota Press, 19601; Al f r e d  Conrad , "Redis t r ibu t io n  
Through Government Budgets i n  the United S t a t e s , 1950,"  in 
Income Redi s t r i  but i  on and Socia 1 P o l i c y , e d . by Alan T.
Peacock (London: Johnathan Cape, 1954) ,  pp. 1 78-267; Ann



5

takes the l a t t e r  approach. In order to analyze a 11 publ ic  

sector expendi tures in Mich igan, local  government expendi - 

tures are lumped together  with the s t a t e  government' s 

expendi tures and the t o t a l  i s  analyzed as though i t  were 

spent e n t i r e l y  by the s ta te  government.

Thi s procedure i s  analogous to th at  used i n  studies  

which aggregate f e d e r a l , s t a t e  and l o c a l  l e v e l s  o f  spend ing .  

The d i v e r s i t y  o f  l o c a l  u n i t s  o f  government i s  not  reco gn ize d  

by th is  procedure, but con du c t ing  separa te  analyses f o r  each 

of the 83 count ies ,  260 c i t i e s  and 1247 townships  i n  M ich igan 

would be an u n w i e l d l y  under tak ing. Thus, w h i l e  some accuracy 

i s  s a c r i f i c e d  by agg re ga t i ng  a l l  l e v e l s  o f  government, there  

seems to be no r e a l i s t i c  a l t e r n a t i v e .

Eapen and A. Thomas Eapen, "Incidence of  Taxes and Expendi­
tures o f  C o n n e c t i c u t  S ta te  and Local  Governments,  F i s c a l  
Year 1967" (a paper prepared f o r  the C o n n e c t i c u t  S ta te  
Revenue Task Force,  1970) ;  W. I r w i n  G i l l e s p i e ,  " E f f e c t s  o f  
P u b l i c  E xp en d i tu re  on the D i s t r i b u t i o n  o f  Income, "  in  
Essays i n  Fiseal  F e d e r a l i s m , ed. by R ichard Musgrave (Wash­
i n g t o n :  The Brookings I n s t i t u t i  on , 1965) „ pp. 122-186;
Ri chard Musgrave, Karl Cases and Herman Leonard, The D is ­
t r i b u t i o n  o f  F i s c a l  Burdens and Benefi ts ( Cambri dge: Harvard
I n s t i  tu te  of  Economic Research, 1973);  Richard Musgrave and 
Darwin D a i c o f f , "Who Pays the Mich igan Taxes?", Mich igan Tax 
Study S t a f f  Papers (Lansing, 1958);  Morgan Reynolds and 
Eugene Smolensky,  The Post Fisc Di s t r i b u t i  on: 1961 and 1970
Compared (Madison:  I n s t i t u t e  fo r  Research on Poverty,  1974) ,
h e r e i n a f t e r  r e fe r re d  to as Reynolds and Smolensky, ( 1 ) ;
Morgan Reynolds and Eugene Smolensky, The Post  F i sc  D i s t r i - 
b u t i o n: 1961 and 1 970 Compared, N a t i o n a l  Tax J o u r n a l , V o l .
27 (December 1971) ,  pp. 5T5-1T31); Charles Ross, "The E f fects  
of S ta te  and Local Government Expendi tures on the D i s t r i b u ­
t ion of  I ncome i n  Oklahoma" (unpublished Ph.D. di s s e r t a t i  on 
Oklahoma State  Uni versi  t y , 1972);  Nei l  Si nger , "Income 
Redi s t r i  bution and Fiscal  Pol i c y " (unpublished Ph.D. di ss er ­
ta t i  on , Stanford Uni versi  t y , 1965);  Tax Founda t i  on, I n c . ,
Tax Burdens and Benef i  t s  o f  Government Expendi t u re s  by Income 
(Tl a s s (New YoTkT Tax Founda t ion ,  I n c . ,  1967) ;  Rufus Tuc ke r ,  
^The D i s t r i b u t i o n  o f  Government Burdens and Benef i  t s , "
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There is considerable evidence to suggest th a t  the 

r e d i s t r i b u t i o n a l  impact o f  the t o t a l  spending o f  a l l  1evels  

of government i s  s i g n i f i c a n t .  The s m a l l e r  number o f  s t a t e -  

level  s t u d i e s  a 1 so demonstrates th a t  p u b l i c  sector  expendi ­

tures wi th in  a s i n g l e  s ta te  are r e d i s t r i b u t i v e  (see footnote  

8) .  Si nee f i  seal 1956, when t o t a l  expenditures of  s t a t e  and 

loca1 governments i n  Michigan were l ess than $2 b i 11 ion*  

no study has been undertaken to  est imate the impact o f  

these expendi tures on Mich igan r e s i d e n t s .  Thus , i t  i s  im p o r ­

t a n t  to de termine  the impac t  o f  the a p p r o x im a te l y  $4.8 

b i l l i o n  spent by a 11 1evels o f  Mich igan government i n  f i s c a l  

1970.

Procedures Used i n  the Study

There are three types of  f i  seal i nci dence s tudies:

The f i r s t  i s  an a n a l y s i s  of the i nci dence of  t a x es ; the 

second examines the i n c i d e n c e  of  expendi tures;  and th.e t h i r d  

analyzes the combi ned i nci dence of taxes and expendi t u r e s . 

These s t u d i e s  begin by def i ning income, which i s  the i n c i -  

dence base u s u a l l y  used. Once the def i  ni t i  on of  i ncome i s  

establ ished,  the d i s t r i b u t i o n  of  tha t  income among fami 1ies

American Economic Review , Papers and Proceedings (May, 1953) .  
There i s  a 1 so an extensive 1i t e r a t u r e  of  studies of th is  
type fo r  other countr ies;  fo r  a review,  c r i t i q u e  and b i b l i o ­
graphy, see R. M. Bird and L . DeWulf, F isca1 I ncidence 
Studies in Developing Countr ies:  Survey and C r i t iq u e
TWashi ngton: I n t e r n a t i o n a l  Monetary Fund, 1974) .

9Musgrave and Dai c o f f  t op. c i t . , p. 152.
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and unrelated i n d iv id u a ls  is determined. This informat ion  

is necessary because the studies at tempt to measure how the 

taxi  ng and/or spending po l i  ci es of the pub l ic  sector  a f f e c t  

the way income i s  d is t r i b u t e d .

In o r d e r  to measure the impac t  o f  t a x i n g  o r  spending 

by the p u b l i c  sector one, or both* of two methods is used. 

One techn ique  assumes t h a t  the d e f i n i t i o n  and d i s t r i b u t i o n  

o f  income are b e fo re  taxes and expendi tures , i . e . ,  the . 

defi  ni t i  on and d i s t r i b u t i o n  of  income are  those which would 

e x i s t  i n  the absence of a p u b l i c  s e c t o r . This  d e f i n i t i o n  of  

income would include money used to pay t a x e s » but would not 

i n c lu d e  government t r a n s f e r  payments r e c e i v e d  as income. 

Introduci  ng a p u b l i c  actor  i nto th is  s i t u a t i o n  would mean 

reduc ing incomes by the amount o f  taxes  and r a i s i n g  them by  

the amounts of  t ra ns fe rs  and expendi ture b e n e f i t s .  D i s t r i ­

b u t i o n a l  i n c i d e n c e ,  us ing  t h i s  method, i s  measured by the 

changes i n  the d i s t r i b u t i o n  of income which resu 1t  from the  

i ntroduction of  taxes and expendi tures by the publ ic  

s e c t o r . ^®

A second method used to examine publ ic  sector  i n c i ­

dence ta kes as i ts i nci dence base the def i  ni t i  on and d i s t r i ­

b u t i o n  of  income which i n c 1ude the impact of  taxes and 

expendi tures on incomes. In other words, i ncome used to pay 

taxes i s  not i nciuded i n  e i t h e r  the def i  ni t ion  or

10 The shortcomi ngs associ ated w i th  the concept of  
adding or removing a publ ic  sector  are discussed i n  Chapter
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d is t r i b u t i o n  of  income, but t r a n s f e r  payments and the bene­

f i  ts of  government expendi tures are inlcuded i n  i ncome. In 

thi  s case, d i s t r i b u t i o n a l  i nci dence is measured by the 

changes i n  i ncomes which would r e s u l t  i f  taxes and spending 

were discounted.

Studies which use the f i r s t  o f  these methods must 

begin by devising an income d i s t r i b u t i o n  which excludes 

t ra ns fe r  payments. The most common s t a r t i n g  point  fo r  

developi ng an income d i s t r i b u t i o n  i s  the Bureau of  the 

Census d e f i n i t i o n  and d i s t r i b u t i o n  of  money i ncome. Cens us 

money income, however, includes most money t ra n s fe r s  and

a Iso i nciudes money whi ch w i l l  be used to pay t a x e s . In

order to get a p r e - p u b l i c  sector def i  ni t ion  and d i s t r i b u t i o n  

of i ncome, t h e r e f o r e , money t r a n s fe r  payments mus t  be sub­

tracted  from the d i s t r i b u t i o n  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 expendi tures- -exc luding money t r a n s f e r  

payments--and adjust  the base d i s t r i b u t i o n  of  income to 

r e f 1ect these subtrac t i  ons and addi t i  ons. Again,  the reason 

for  these ad jus tments  i s  that  Cens us money i ncome includes  

money used to pay taxes and money t r a n s f e r  payments. I f  the

study is desi gned to measure the impact of  e l imi  nat i  ng the

publ ic s e c t o r , the amounts of  taxes must be subtracted from,  

and the amounts of  expendi ture benefi  t s , except t r a n s f e r s , 

added to the basic d e f i n i t i o n  of income. This procedure

la l
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yie lds  the d i s t r i b u t i o n  of income which inciudes the d i s t r i ­

but ional  impact  of the p u b l i c  s e c t o r . Essentia 1l y , the 

d i f fe rence  between the two methods i s  an index number 

problem, i . e . ,  the only d i f f e r e n c e  i s  i n  the income base 

upon which i ncidence percentages are c a l c u l a t e d .

This study uses the f i r s t  of the techniques d i s ­

cussed above: the i n i t i a l  income d i s t r i b u t i o n  is adjusted

by est imat ing the d i s t r i b u t i o n  of  t r a n s f e r  payments and 

s u b t r a c t i n g  them, le a v in g  a p r e - p u b l i c  s e c t o r  income d i s ­

t r i b u t i o n  f o r  M ich igan .

Informat ion about ei ther  taxes or expendi tures alone

i s  I n s u f f i c i e n t  to charac ter ize  proper ly  the impact o f  a

publ ic s e c t o r ; a thorough ana lysis requires knowledge of

both taxes and e x p e n d i t u r e s .  Thus, the a t t r a c t i v e n e s s  of

this s tudy  1s enhanced because Douglas Rober ts  is c u r r e n t l y

un de r tak ing  a tax  in c id e n c e  s tudy  f o r  the same t im e p e r i o d  
11in Mich igan .  This d is s e r t a t i o n  on expendi tures has been 

desi gned to be complementary to Roberts ' d i s s e r t a t i o n  by 

us i ng the def i  ni t ion  and di s t r i  but ion of i ncome he developed 

for  hi s s tudy (Roberts ' i ncome d e f in i  t i  on and d i s t r i b u t i o n  

are e x p la in e d  in  Chapter I V ) . By combi ni ng the r e s u l t s  of  

these s t u d i e s ,  a measure of the t o t a l  f i s c a l  impact of  the 

Michigan governments w i l l  be a v a i l a b l e .

11 Douglas Roberts, " Incidence of  State and Local 
Taxes: A Case Study fo r  M ic h ig a n ,  1970" (unpubl ished Ph.D.
di s s e r t a t i  on, Mich igan State Uni versi  t y , 1975) .
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In add i t ion  to an a n a l y s i s  of e x p e n d i t u r e  i n c i d e n c e  

s im i la r  to those c i ted  i n  footnote 8,  a rad ic a l  analysis of  

expendi ture i nci dence I s  also undertaken in th is  study. The 

purpose of doing two t ypes of  analyses is to demonstrate 

that  the r e s u l t s  of  an expendi ture incidence study are 

s e n s i t i v e  to basic assumpti ons about the r o l e  of  the S ta te  

in an advanced capi t a l i  s t  so c ie ty .  The comparison of r e s u l t s  

i s  f a c i l i t a t e d  by us ing  procedures  s i m i l a r  to those used i n  

p rev ious s t u d ie s  i n  each of  the two a n a l y s e s .  The r e s u l t s  

w i l l  d i f f e r  p r i n c i p a l l y  because of  the d i f f e r e n t  assumptions 

about the r o l e  of the S ta te .

The conventional  ana lysis  i s  s i m i l a r  to previous 

s t ud ie s  o f  t h i s  type and a l l o c a t e s  e x p e n d i t u r e s  by procedures  

s i m i l a r  to those used i n  p re v io u s  s t u d i e s .  The rad ica l  

analys i s s on the other hand j  r e l i e s  on a Marx is t  a n a l y s i s  of  

the r o l e  o f  the S ta te  i n  a c a p i t a l i s t  s o c i e t y  and uses 

incidence assumpti ons which fol  1 ow from soci a l i  s t  premi ses 

about the s t a t e .

The Scope of  the Study

The f i  ve expendi ture  categor ies discussed in 1 a t e r  

chapters are (1)  t r a n s f e r  payments ( in c lu d in g  debt i n t e r e s t , 

w e l f a r e s unemployment i nsurance, workman' s compensation and 

government r e t i r e m e n t  programs) s (2)  educat ions (3)  highways, 

(4) health and hospi t a l s , and (5)  a l 1 o ther general expendi­

tures . This c lass i  f i c a t i o n  i s  based on d e f i n i  t ions used in 

the Bureau of the Census p ub l i c a t ion  Governmental Finances



n
12in 1969-70 . F iscal  1970 was chosen because i t  coincides  

with the period analyzed by Roberts and because data are 

more r e a d i l y  a v a i l a b le  for  th is  period than f o r  more recent  

yea rs .  Census data were chosen because of  thei  r consis t en t  

and w e l l - d e f i n e d  e x p e n d i t u re  categor ies and because they 

are the only sources that  i nclude a l l  l o c a l - l e v e l  expendi­

tures .

The ana lysis of each of the f i v e  e x p e n d i t u r e  c a t e ­

gori  es is di scussed i n  two separate chapte rs ; fo r  each 

e x p e n d i t u r e  ca te go ry  t h e re  i s  a c h a p te r  which c o n t a in s  the 

conventiona1 analysis and another chapter which contains the 

radi  ca 1 ana lys i  s . Transfe rs . ,  e d u c a t io n *  highways and heal th 

and h o s p i t a l s  compr ise approximately 77 p e r c e n t  o f  p u b l i c  

sector expendi tures in 1970. For the purpose of th is  

study, these f i r s t  four c a t e g o r i e s  are ca11ed "speci f i  c 

goods expendi t u r e s ." The f i n a l  category s which includes  

i tems s uch as p o l i c e ,  f i  re and sani ta t i  on expendi t u r e s , is  

cal 1 ed "genera 1 goods e x p e n d i t u r e . "

The ra t i  ona1e for  th is  di s t i  nct i  on i s  th a t  expendi-  

tures for  educati  on and highways,  for  example,  are assumed, 

in the conventional  analysi  s , to be undertaken pr i  nci p a l l y  

to benefi  t  speci f i  c groups of people , e . g . ,  students and 

hi ghway users. These groups of people are i d e n t i f i a b l e  

and the benefi  ts of  p u b l i c  sector spendi ng on the i  r behal f

1 2U.S. Department of  Commerce, Bureau of  the Census, 
Governmental Fi nances in 1 969-70 (Washington: U.S. Govern­
ment P r in t in g  O f f i c e ,  1971).
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can be a l loc a te d  to them. Expenditures f o r  p o l ic e  p ro tec -  

t ion  and s a n i t a t i o n , on the other  hand, are assumed to 

benefi  t  everyone in the soc ie ty  and p a r t i c u l a r  ben e f ic i  a r ies  

are not i denti  f i a b l e .

The next two chapters are devoted to discussions of  

the conventional  and radi  cal ana ly se s . Both types of  

analysis are examined wi th  respect  to the l i t e r a t u r e  con­

cerning each and the c r i  t i  cisms to which they may be sub­

j e c t .  In each case, the a n a l y t i  cal model f o r  the expendi ­

ture incidence c a lc u la t io n s  which f o l 1ow is developed in 

these cha pte rs .

Chapters IV and V dea1 with  the d i s t r i b u t i o n  of  

income and t r a n s f e r  payments from the conventional  and 

radi ca1 approaches, respect i  v e l y . The remai ni ng chapters  

contain the analyses of  the other four expendi ture cate -  

gori es , a summary of the i nci dence of  a l l  expendi tures and 

a conclusion.



CHAPTER I I

THE CONVENTIONAL ANALYSIS

Before beginning the discussion of  the methodology 

employed in th i  s d i s s e r t a t i  on, an exami nat ion of previous  

studies of th is  type is a p p r o p r i a t e . In a l l  cases, these 

studies re s t  on two major premises: (1)  th a t  the impact of  

governmental tax and expendi ture p o l i c i e s  is measurable and 

that  th is  impact is not the same for  a 11 income groups, and 

(2) tha t  the benef i  ts o f  government expendi tures are  

u l t i m a t e l y  conferred on ind iv idua  1s and tha t  these in d iv idu a ls  

can be ide n t i  f i e d .

Underlying the f i r s t  premi se is the i dea of  i n t r o -  

duci ng in to  a pr i  vate economy a publi  c sector  which provides  

social  goods. The i ndi vi  duals in the pr i  vate economy have 

meas urable i ncomes, or c o l l e c t i  ons of  a s se ts , which def ine  

t h e i r  economic p o s i t i o n s . Int roducing a publ ic  sector  which 

suppl ies socia 1 wants d iv e r ts  resources from the p r i v a t e  

sector and i n f 1uences the prev iously e x i s t i  ng economic 

posi t i  ons of  the i n d i v i d u a l s . The u l t im a te  adj ustment to 

those changes in economi c posi t ions is the r e s u l t  o f  the

13
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taxes an in d iv id u a l  pays and the ben ef i ts  a person receives
1

from government expendi t u r e s . The change in economic 

pos i t i  on is what is commonly used to def i  ne i nci dence.

T i b o r  Barna express es the ra t i o n a 1e which sup po r t s  

the second premise:

The centra l  i dea, i n  the conception of  the r e d i s ­
t r i b u t i o n  of incomes* i s  tha t  the e n t i r e  nat ional  
output i s  a l l o c a b l e  to the fa c to rs  of  p roduct iona 
the ent i  re nat i  onal i ncome accrues to in d i v i d u a l s *  
and the ent i  re nat i  onal expend i ture b e n e f i t s
i ndi v i d u a l s .2

Two a l t e r n a t i v e  methods of a t t r i  buting the b e n e f i t s  of  

government e x p e n d i t u r e  to  i n d i v i d u a l  r e c i p i e n t s *  i d e n t i f i e d  

as members of an income class ,  have been advanced i n  the 

c o n v e n t i o n a l  s t u d i e s .  The a l t e r n a t i v e s  are c a l l e d  the money- 

f l o w  concep t  and the  b e n e f i t s - r e c e i v e d  con cep t .  (The l a t t e r  

is also known as the c o s t s - i n c u r r e d - o n - b e h a l f - o f  concept . )

Both concepts assume t h a t  t r a n s f e r  payments accrue  to the  

r e c i p i e n t s ,  bu t  the money-f1ow concep t  would assume t h a t *  

fo r  example, government subsidies fo r  education accrue to 

educa t o r s , w h i l e  the b e n e f i t s - r e c e iv e d  approach would assign  

the benefi  ts of  the subsidies to those who rece ive  the 

educa t i  ona1 advantages. The benefi  t s - r e c e ive d  approach 

considers money f l ows  as i ntermediate products and the output  

of services as the f i n a l  products. As A d l e r  points o u t , the

W. I r w i n  G i l l e s p i e *  The Incidence of  Taxes and 
Expendi tures i n  the Canadi an Economy, Report No. 6 . 1 ,  a s tudy 
prepared fo r  the Royal Commissi on on Taxat ion (Ot tawa:
Queen 1s Pri  n t e r , 1965) ,  pp. 1-2 ,  ci  ted in Ross , op . ci  t . ,
pp. 11-12.

p
Barna , op. c i t ♦ , p. 15.
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im p l i c a t ion  of  the money-flow concept is th a t  the incomes 

of those who a c t u a l l y  rece ive  the government payments ( in

th is  example, the educators) would be zero in the absence
3

of the government program. Thus 3 i n  A die r ' s  o p i n i o n ,  and 

apparent ly i n  the opinions of the authors of  o ther  expendi­

ture incidence s t u d ie s ,  the money-f1ow concept is i nappro-  

p r i a t e , except i n  the case of  t r a n s f e r s .

The inappropr iateness of  the money-f1ow concept  

deri  ves from the assumption th a t  expendi tures are not under-  

taken to b e n e f i t  educators but are made to b e n e f i t  the 

s t ud en ts  who r e c e i v e  the educati  on. The b en e f i t s - re c e iv e d  

concept i s  d e r i v e d  d i r e c t l y  from conventional  assumptions 

about the r o l e  of  the Sta te  . E s s e n t i a l l y , the neoclassica l  

theory l i m i t s  the State to i n ter ferences in the  pri  vate  

market system fo r  three purposes: to stabi  1 i z e  the economic

system, to a 11ocate economic resources e f f i c i e n t l y ,  and to 

a d j u s t  the di s t r i b u t i  on of i ncome and w e a l t h  which r e su l ts  

from the i n t e r p l a y  of  market f o r c e s . ^

These funct ions are j u s t i f i e d , in the conventi  onal 

ideology - by the  assumption t h a t  the State represents  

i n d i v i d u a l  wishes and acts i n  the i n t e r e s t s  of  the soc ie ty  

as a whole. Thus, when the government, ac t ing  f o r  the 

S t a t e , undertakes expendi ture  programs to change the market  

a l l o c a t i o n  of  resources or the d i s t r i b u t i o n  of  income, i t

^ A d l e r ,  op. c i t . , pp. 360-361.
4Musgrave, op. c i t . ,  p. 5.
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is act ing  in the in t e r e s t s  of  a l l  segments of  soc ie ty  when 

i t  provides general  goods, or in the i n t e r e s t s  of  s p e c i f i c  

groups in the soci ety when i t  provi  des speci f i  c goods.

The Genera 1 E q u i l i b r i u m  Problem

There are several  impli  cat ions whi ch a r i s e  from the 

b e n e f i t s - r e c e iv e d  approach whi ch could make i t  of doubtful  

va1ue as w e l l .  The f i r s t  i s  that  i n  the absence of a publ ic  

s e c t o r 9 the u n d e r l y i n g  income d i s t r i b u t i o n  would be unchanged. 

For examples most o f  the s t u d ie s  us ing income as a measure 

of economi c pos i t ion  use ei ther  one or both of  two i ncome 

def i  ni t i  ons: the f i r s t  def i  ni t i  on i s  b e fo re - ta x  and does 

not i n c l u d e  t r a n s f e r  payments and b e n e f i t s  of expendi tures , 

i . e . ,  th is  approach excludes the impact o f  the publ ic  sec­

t o r ;  the second d e f i n i t i o n  i s  a f t e r  taxes and inciudes  

t r a n s f e r  payments and expendi ture benefi  t s .

The i n c i d e n c e ,  by i ncome c lass ,  of  expenditures and

taxes is then appl ied  to these income d e f i n i t i o n s  and di s-

t r i b u t i o n s . None of the authors of these s t u d ie s , however,

expl i  ci t l y  accounts fo r  the i n f 1uences tha t  the i ntroduct ion

of  government has on the i ncome d i s t r i b u t i o n  beyond th a t

r e f  1ec ted so le ly  i n  tax i  ng and spending. Aaron and McGui re

summari ze th is  problem s u c c i n c t l y :

The d i s t r i b u t i o n a l  studi  es noted do not attempt to 
solve the genera 1 equ i l ib r iu m  problem of cl os i ng 
governments down and re a 11 ocat i  ng the i  r resources 
to the pr i  vate economy. As an approximat ion , they 
attempt to e s t i  mate fo r  each i ncome class i t s  
i ncome before taxes a t  the e x is t in g  eq u i1i b r i  urn
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and i t s  expenditure eq u iv a len t  a f t e r  government 
disbursement,  a t  the same e x is t in g  e q u i1ibr iurn.5

The genera 1 e q u i1ibr ium problem is ser io us ,  but 

equal ly important  i s  the idea th at  the no-government or 

pre-publ i  c sector  s i tua t i  on i s  r e a l i  s t i c  . In other  words, 

is the government/no-government comparison e i t h e r  useful  

or r e le v a n t ,  e s p e c ia l l y  as regards the not ion t h a t  incomes 

are unchanged i n  the absence of  government? I f  the analysis  

were concerned w i t h  a s ing le  e x p e n d i t u r e ,  or even a group of  

expendi t u r e s , ra ther  than w i t h  a l l  government  spend ing,  i t  

would be more reasonab le  to  assume t h a t  the u n d e r l y i n g  d i s ­

t r i b u t i o n  of income would be unchanged i n  the absence of  

these programs; government pol i c i  es to promote f u l l  employ­

ment and the marg ina l  impact  o f  these programs would tend 

toward th is  res u l t . But,  when government spending in toto  

i s  discussed, the assumption i s  tenuous and even nonsensica l .

In the case o f  a s p e c i f i c  e x p e n d i t u r e  o r  tax  i t  i s  

possi ble to use as a compari son fo r  i nci dence purposes the 

i nci dence of another program which was not enacted or the 

most e f f i c i e n t  a l t e r n a t i v e  to the e x i s t i n g  program. The 

no-government assumption i s ,  o f  course , unrea1i s t i  c , but 

i t  might be possible to hypothesize what  the no-government  

labor force p a r t i  ci pat i  on and savings rates would be, and 

use these est imates to deri  ve a no-government i ncome

Henry Aaron and Mar t in McGuire,  Publ ic Goods and 
Income P i s t r i b u t i o n , Repr in t  202 (Washington! The Brookings 
I n s t i t u t i o n ! ’ 197l"T7 p. 907.
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d i s t r i b u t i o n . ®  This l a t t e r  a l t e r n a t i v e  would avo id  the 

tenuous assumption tha t  the income d i s t r i b u t i o n  i s  unchanged 

in the absence of  government. Computing the pre-government

income d i s t r i b u t i o n ,  however ,  would i n v o l v e  c o n j e c t u r e  and 

assumpt ions wh ich could be a t  1 east  as quarrelsome as those 

of the or i  gi na1 government/no-government assumpti on.

For the purposes of  th is  s tudy  i t  sh ou ld  be kep t  

i n  mind t h a t  these c r i t i c i s m s  have been l e v i e d  a g a i n s t  

f i  seal i n c i d e n c e  s t u d i e s  i n  g e n e r a l , but p r i m a r i l y  apply  

to federa l  - lev e l  s t u d i e s . In the case of  s t a t e - l e v e l  

s t u d i e s ,  the genera l  e q u i l i b r i u m  issues  are no t  as s i g n i f i ­

can t .  Th is  i s  because f e d e r a l l y - d e t e r m i n e d  economic,  l e g a l  

and p o l i t i c a l  p o l i c i e s  are more i m p o r t a n t  v a r i a b l e s  in  the 

determi nat ion o f  a s t a t e ' s  income d i s t r i b u t i o n  than are 

s t a t e - l e v e l  p o l i c i e s .  Th is  r e s u l t s  f rom a t  l e a s t  two 

p r i n c i p l e s :  (1)  S t a t e - l e v e l  economies are deep ly  i n t e r ­

tw ined w i t h  the n a t i o n a l  economy and t h e r e f o r e  are h e a v i l y  

i n f 1uenced by and dependent on federa l l y -de te rm ined  economic 

po l i c y .  A good example of the dependence of  the economic 

h e a l t h  of Mi chi gan on the n a t i o n a l  economy i s  g i ven by a 

compar ison o f  unemployment r a t e s  i n  Mich igan and the  U.S.  

Since 1967 Michigan's unemployment ra te  has always been 

hi gher than the nat ional  ra te  and has varied di r e c t l y  with

®Eugene Smolensky, unpub 1i shed memorandum, Uni ver-  
s i t y  of W is con s in ,  courtesy of Leanna S t i e f e l .
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changes 1n the nat i  onal r a t e .  ̂ The automotive industry  i n  

Mi chi gan also reacts to changes i n  nat i  ona1 economic condi-  

t ions and i s  an important  barometer o f  economi c condi t i  ons 

wi thi  n the s a a t e . Fur ther  s at  a lev e l  of  approximately $5 

bi 11 ion,  the pub 1i c sector  budgets i n  Mi chigan amount to 

less than 3 percent  of  the leve l  of  federa l  spending i n  

f i s c a l  1970. (2)  S i m i 1 a r 1y , the 1ega1 and pol i  t i  cal p o l i ­

c ies  imposed by s t a t e - l e v e l  governments are also 1imi ted 

and gui ded by f e d e r a l  laws and p o l i c y .  C o n s t i t u t i o n a l  

arrangements and p o l i t i c a l  o r g a n i z a t i o n s  a r e ,  o f  course,  the 

most important  examples of these c o n s t r a i n t s .

The conceptua1 exerci  se of  i nser t i  ng or removi ng a 

s t a t e - l e v e l  publ ic  sector  i s  more acceptable ( a l t h o u g h  no 

more r e a 1i s t i  c) i n  th is  context  because the underlyi  ng 

income d i s t r i b u t i o n  would be 1 ess s u b j e c t  to change as a 

r e s u l t  of th i  s r e l a t i  vely marg ina l  i n f l u e n c e .  At the very 

l e a s t ,  the bias i ntroduced by thi  s no-government assumpti on 

is smal l  compared to th a t  present i n  n a t i o n a l - l e v e l  s t u d i e s .

In some ways a s t a t e - l e v e l  study i s  analogous to the analysis  

of a si ngle e x p e n d i t u r e  i tem in  a nat iona l  budget; i . e . ,  the 

i mpact of  the program i s  r e l a t i  vely smal l  compared w i t h  the 

magni tude of the major determi nants of  the di s t r i  bution of  

income.

^"Labor Force and Unemployment Character i  s t i  cs ," a 
d r a f t  paper prepared by the Mayor' s O f f i c e  of  Manpower fo r  
the Labor Market Advisory Counci 1, Detroi  t ,  Mi chigan, May 
3, 1974.
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D i s t r i b u t i n g  General Goods Expenditures

Another c r i t i c i s m  of previous studies of  th is  type has 

been lev ied  a g a i n s t  the methods used to d i s t r i b u t e  the bene­

f i  ts f rom government expendi t u r e s . This problem ar ises  

p r i m a r i l y  in the di s t r i  but i  on of  benefi  ts from general  goods 

and also the benef i  ts o f  expendi tures which can be assi gned 

par t i  a l l y  to speci f i  c i n d iv id u a ls  but which also generate  

major externa 1i t i  e s .

There i s  consi derable u n c e r t a i n t y  among the au tho rs  

o f  p re v io us  s t u d i e s  about  the p ro p e r  method o f  d i s t r i b u t i n g  

genera l  e x p e n d i t u r e  benefi  t s . General expendi tures t y p i - 

c a l l y  have been a l l o c a t e d  e i t h e r  by the d i s t r i b u t i o n  o f  

i ncome, on a per f a m i l y  b a s i s 9 o r  by a com b ina t ion  o f  the 

two. Aaron and McGuire have shown t h a t  a l l o c a t i o n  o f  

general  e x p e n d i t u res  i s  p a r t i c u l a r l y  s e n s i t i v e  to  assumpt ions 

about  the natu re  of the u t i l i t y  funct ion  of the benef i  t  

r e c i p i e n t s . The i r  a n a l y s i s  recogni zes th a t  the knowledge 

of household u t i 1i ty funct ions whi ch i s  necessary to assign 

values to cons ump t i  on of publ ic  goods i s  1acki ng. But , they 

a l so  s t a te  a need to generate es t im a te s  o f  the i n f 1uence of  

assumed u t  i 1i ty f u n c t i o n s  on the di s t r i  but i  on of genera l  

expendi t u r e s . Therefore , Aa ron and McGuire arbi  t r a r i l y  

assume two general u t i 1i ty funct i  ons and compare the res ul ts

deri  ved from these funct i  ons with those of  the func t i  ons
, . . 8 i m p l i c i t  in previous s t u d ie s .

8Aaron and McGuire, op. ci  t . ,  p. 910.
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The basis on which they assume these fu nc t i  ons is  

t h a t  i t  is poss ib le  to hypothesize the shapes of  u t i 1i t y  

fu n c t io n s » on the average , which w i l l  y i e l d  est imates of

i n d i v i d u a l s '  m a rg in a l  rates of s ubs t i  t u t i  on between p r i v a t e  

income and gene ra l  goods. To use t h i s  methods one assumes 

t h a t  taxes have been l e v i e d  f o r  the p r o v i s i o n  o f  r e d i s t r i ­

b u t i v e  t r a n s f e r s  and s p e c i f i c  goods and t h a t  the pre-pub l i e  

s e c t o r  income d i s t r i b u t i o n  has been a d ju s te d  by a l l o c a t i n g  

t a x e s s t r a n s f e r s  and s p e c i f i c  goods income to  each income 

class.  This c a l c u l a t i o n  w i l l  y i e l d  the average amount of  

" p r i v a t e "  income i n  each income b r a c k e t .  The marg ina l  r a t e  

of s u b s t i t u t i o n  between thi  s p r i v a t e  income and general  

goods dete rmines the va lue of general  goods b e n e f i t  a l l o c a t e d
Q

to i n d i v i d u a l s  i n  each income b r a c k e t .

Prev ious  s t u d i e s  have made no ment ion o f  the u t i l i t y  

f u n c t i o n s  i m p l i c i t  i n  the d i s t r i b u t i o n a l  techn iques  employed;  

that  a s s i g n i n g  b e n e f i t s  on a p er - fa m i ly  basis i m p l i e s  a 

c o n s t a n t  marg ina l  u t i l i t y  of income. The u t i l i t y  f u n c t i o n s  

used by Aaron and McGuire assume., in the f i r s t  case» that  

rnargina 1 u t i l i t y  of  income is  a 1 ways p o s i t i v e s  d e c l i n e s  w i t h  

income,, and t h a t  the t o t a l  u t i l i t y  r i s e s  w i t h o u t  l i m i t  as 

income r i s e s ;  the second f u n c t i o n  im p l i e s  t h a t  marg ina l  

u t i l i t y  i s  always p o s i t i v e  bu t  tends to zero as income r i s e s  

and t h a t  t o t a l  u t i l i t y  converges to an a r b i t r a r y  c o n s t a n t .
o

The f u n c t i o n s  are MU(Y) -  Constant/Y and MU( Y) -• Constant/Y * 

9 I b i d . , p. 919.
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where Y 1s the sum of  disposable income and s p e c i f i c  goods 

income. E s s e n t i a l l y ,  the r e s u l t  of  using both funct ions is 

to a l l o c a t e  ben ef i ts  i n v e r s e l y  to the marginal u t i l i t y  of

income because the f u n c t i o n s  imp ly  t h a t  w i l l i n g n e s s  to  pay 

f o r  p u b l i c  goods r i s e s  w i t h  income. The r e s u l t s  show s i g n i ­

f i c a n t l y  d i f f e r e n t  d i s t r i b u t i o n s  o f  general  e x p e n d i t u r e  bene­

f i t s  f rom those c a l c u l a t e d  in  the Tax Foundat ion s t u d y .^

S p e c i f i c a ' l l y 9 the Tax Foundat ion  study found s i g n i ­

f i c a n t  income r e d i s t r i b u t i o n  f rom income cl asses over  $6,000  

to 1ower income c la s s e s . Aaron and McGuire , depending on 

which f u n c t i o n  they a p p l i e d ,  found t h a t  the r e d i s t r i b u t i o n  

was less than tha t  shown by the Tax Foundat ion5 a l t h o u g h  in 

the same d i r e c t i o n  (MU - Cons t a n t / Y ) s and t h a t  in  the case 

of the funct i  on MU = Constant/Y 9 p o s i t i v e  amounts of r e d i s ­

t r i b u t e d  income were r e c e i v e d  by both the l owes t  and h ighest  

two income c l a s s e s ,  w h i l e  the m idd le  groups re c e iv e d  nega­

t i v e  amounts.

Aaron and McGuire were unable to be s p e c i f i c  about
11the most a p p r o p r i a t e  u t i l i t y  f u n c t i o n .  M a l t a l  c la ims  to 

have re so lv e d  t h i s  u n c e r t a i n t y  by c i t i n g  the r e s u l t s  o f  

t h ree  e m p i r i c a l  s t u d ie s  designed to e s t im a te  the marg ina l  

r a t e  o f  s u b s t i t u t i o n  between genera l  goods and p r i v a t e

^°Tax Foundat ions I n c . ,  op. c i t .
11

Shiorrio M a l t a l ,  " P u b l i c  Goods and Income Dist r t b u -  
t ion :  Some F u r t h e r  R e s u l t s , "  Econometri ca , Vol.  41 (May,
1973) 9 pp. 561-568.
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income. The proper u t i l i t y  fu n c t io n ,  according to M a i t a l , 

is MU( Y) = C/Y1 * 5 . 12

In spi te of  Mai t a l ' s claim th a t  his u t i 1i ty funct ion

w i l l  y i e l d  11. . . b e l ie va b le  and unambiguous est imates o f  

the net incidence ( taxes  less benef i  t s ) of the ent i  re f i s c a l
1 3

system, " th is  study uses f i v e  a l l o c a t i v e  methods: ( 1 ) on

a per  f a m i l y  b a s i s ,  ( 2 ) by the d i s t r i b u t i o n  o f  a d ju s te d  

broad income,  (3)  o n e - h a l f  by income and o n e - h a l f  per  f a m i l y ,
1 5

(4) using MU( Y) = C/Y * where Y i s  de termined by using

R o b e r t ' s  l e a s t  progress 1ve tax  i n c i d e n c e  d a t a , and (5)  us ing  
1 5Mli(Y) = C/Y * under R o b e r t ' s  most p r o g r e s s i v e  tax  i n c i d e n c e  

assumptions."*^ By no t  r e l y i n g  on a s i n g l e  means o f  v a l u i n g  

and d i s t r i b u t i n g  the b e n e f i t s  of e x p e n d i t u r e s  f o r  genera l  

goods, a range o f  assumpt ions abou t  i n d i v i d u a l  u t i l i t y  

f u n c t i o n s  i s  r e t a i n e d .  These f i v e  assumpt ions about  the 

a l l o c a t i o n  o f  genera l  goods b e n e f i t s  a l so  y i e l d  a range o f  

i n c id e n c e  e s t i m a t e s :  Assumpt ion 1 y i e l d s  the most r e g r e s ­

s iv e  (pro-poor )  r e s u l t s ,  and Assumption 4 y ie ld s  the 1east  

r e g r e s s i v e  res u l t s .

‘ i b i d . ,  p. 567.

13 1 b i d . , p .  561.
1 4Roberts , op. c i t . The ca lc u la t io n s  are made by 

assumi ng that  the product of  the margi nal u t i 1 i ty  of  pr i  va te 
income times the fami l y ' s share of general  goods benefi  ts i s  
equal for  a l l  f a m i l i e s .  Thus, MU^( Y-) x E. = MUj(Y.)  x
E . ,  where i s  the share o f  genera 11 goods1 bene f j  t s Jwhich 
accrues to each f a m i l y  i n  the i th income b r a c k e t ,  and Y-j i s  
the mean d i s p o s a b le  income i n  the i th income b r a c k e t ;  Aaron 
and McGuire,  o p . c i t . ,  p. 914.

A s imp le  a r i t h m e t i c  example w i l l  ‘demonst ra te the 
use of the M a i t a l  funct i  on : assume there a re two i ncome



The Problem of  Benefi  ts i n Kind

The problem of the choice of  u t i l i t y  funct ions 1s 

p a r t i a l l y  resolved by use of  the funct ion  spec i f i ed  by

M a l t a ] ,  bu t  t h i s  leads d i r e c t l y  to  ano ther  problem o f

v a l u i n g  b e n e f i t s .  At  i s su e  i s  the  va lue  to  b e n e f i c i a r i e s

o f  i n - k i n d  t r a n s f e r  payments.  The c o n v en t io n a l  approach

to e x p e n d i t u r e  in c i d e n c e  has been to  assume t h a t  the costs

i n c u r r e d  by the government were equal  to the benefi  ts

rece ived  by the r e c i p i e n t s .  G e n e r a l l y  speaking,  however9

equal d o l l a r  amounts of cash and i n -k in d  benefi  ts w i l l  not

be valued e q u a l l y  by r e c i p i e n t s  because i n - k i n d  b e n e f i t s

remove the element  of choice i n v o l v e d  i n  the use of cash

payments. Thus , there cou1d be a need to we ig h t  i n - k i n d

b e n e f i t s  in  such a way as to make them comparable to cash 
1 5recei  p t s . The need f o r  wei ght i  ng to c a l c u l a t e  w e l f a r e -  

equi va len t  cash t r a n s f e r s  would a r i s e  i f  benefi  t  w e ig h t s ,  

i . e . ,  the r a t i o  of the s u b j e c t i v e  benefi  ts of i n - k i n d  pro­

grams to  t axpaye r  c o s t ,  were no t  equal  to u n i t y .

b racke t s  w i t h  two f a m i l i e s  i n  the f i r s t  b ra c k e t  and three  
fami1i es i n  the second b r a c k e t . The mean i ncome i n  the f i r s t  
b ra c k e t  i s  $4 and the mean income in  the second b r a c k e t  is 
$9. Then, (1)  C/4^*5 x E-j = C/9^-® x E2 ; i f  the tota 1 amount
o f  genera l  goods b e n e f i t s  i s  10, then (2)  2E] + 3E2 = 10.
Therefore = | |  and E2 = 3. 75 E] Eg = 1 0 -2E]s from (2)  .
So lv ing  f o r  E-. and  Eg y i e l d s  = .825 and E? = 2.783 ;  the 
amounts of  genera l  goods benefi  ts accruing to each i ncome 
bracket  are 1 . 6 5  and 8.349.

1 5 Leanna S t i e f e l , M. Schmundt, and Eugene Smolensky,  
"When Do R e c i p i e n t s  Value T r a n s f e r s  a t  T h e i r  Costs to Tax­
payers?" i n  I n t e g r a t i n g  Income Maintenance Programs, ed. by 
I rene Lurie (Madi son: I n s t i t u t e  fo r  Research on Pover ty ,
1974).



The d i f f i c u l t y  in measur ing b e n e f i t  weights is con­

s iderab le*  as evidenced by the p re l im in ary  work of  S t i e f e l ,  

e t  a l . ,  and the value of  wei ghts i n  a study such as thi  s is 

d o u b t f u l . The r e l a t i v e  magni tude of expendi ture programs 

for  which b e n e f i t  weights m ig h t  be useful  i n  t h is  study i s  

smal l .  The focus of  th i  s study i s  on f i v e  major categori  es 

o f  spending*  o n ly  one o f  which ( p u b l i c  w e l f a r e )  i n c l u d e s  a 

s i g n i f i c a n t  amount (53 p e r c e n t )  o f  one o f  the i n - k i n d  bene­

f i t s  (medi cai d e x p e n d i t u r e )  d iscussed by S t i e f e l  * e t  a l .

The redi s t r i  but i  ve impact o f  us ing w e l f a r e  e q u i v a l e n t  amounts 

for  th is  s ing le  ca tegory , which comprises less than 4 percent  

of  t o t a 1 e x p e n d i t u r e s *  would be minimal . Thus» i t  seems that  

the work by S t i e f e l *  et  a l . , i s  p a r t i c u l a r l y  i m p o r t a n t  i n  

national s t u d i e s  where the impac t  o f  i n - k i n d  programs i s  

r e l a t i v e l y  g r e a t e r .  U n t i l  (and un less )  r e l i a b l e  b e n e f i t  

we igh ts  can be c a l c u l a t e d  i t  i s  s u f f i c i e n t  t o  note t h a t  the 

assumpti on of  costs equa1 to benefi  ts may i mpart a small  

bias toward more r e d i s t r i b u t i o n  than may a c t u a l l y  occur.

The Problem of Li fet ime Income

Another cr i  t i  cism of conventional  inc i  dence studi  es 

is more f a r - r e a c h i  ng than those discussed thus f a r . A l l  of  

these studies have been undertaken on a c ros s -s e c t io n a 1 

basi s and exami ned a one-year period and a r r i  ved a t  resu l ts  

for  t h a t  per i  od. The questi  on tha t  has been raised by
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1 g
Polinsky is whether a one-year s l i c e  is the re lev an t  

peri  od over which to measure f i  seal i nci dence . This problem 

ar ises because curren t  i ncome is not a 1ways a good i ndi cator  

of 1i f e t i  me i ncome and because of  the di s t i  nct ion  between
1 7the i nequali  ty of  annual and 11 fe t ime income.

Polinsky points out tha t  there are three r e d i s t r i b u ­

t i  ona1 e f fe c ts  o f  a f i  seal s t r u c t u r e . One r e d i s t r i b u t e s  

current  i ncome among i ndi vi duals s another redi  s t r ib u t e s  

1i fet ime income among i n d i v i d u a l s ,  and the  t h i r d  redi  s t r i -

butes income among d i f f e r e n t  per i  ods of an i n d i v i d u a l ' s  
18l i f e .  Conven t iona l  s t u d i e s  have d e a l t  w i t h  the f i r s t  t ype 

of redi  s t r i  but i  onal e f f e c t  and th ere fore  may be mi s 1eadi ng 

wi th respect  to the 1 ong-term e f f e c t s  o f  the f i s c a l  systern.

Because the dis t r i b u t i o n  of  i ncome depends , i n  p a r t , 

on the  age of the i ndi vi dua1s , a s tudy which f i n d s ,  fo r  

example,  t h a t  a g iven f i s c a l  system i s  r e d i s t r i b u t i v e  to 

1ow-income fa m i1ies may m i s t a k e n l y  be i n t e r p r e t e d  as meaning 

tha t  the f i s c a l  sys tern also i s  redi  s t r i b u t i  ve to poor people 

over the 1ong term. The mis take  could a r ise  i f  many of  

those who are poor i n  the one-year time period have 1i f e t i m e  

i ncome s treams whi ch r i s e  a f t e r  th is  peri  od. Thus, the

^ A . M i t c h e l l  P o l i n s k y ,  "A Note on the Measurement  of  
I nci d e n c e , Publ ic Fi nance Q u a r t e r l y , Vol .  1 (Apri  1 , 1973) .

17Ib id .
1 O

A. M i t c h e l l  Pol insky,  " Imper fect  Capi ta l  Markets , 
I n t e r t e m p o r a l  Redi s t r i  but i  on and Progressi  ve Taxat i  on"
( unpublished manuscr ip t , May, 1973) ,  p. 2.
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r e s u l t  would be t h a t  the f i s e a l  system r e d i s t r i b u t e s  income 

to them in one period only to r e d i s t r i b u t e  income away from 

them in 1 a te r  periods when t h e i r  incomes r i s e  r e l a t i v e  to 

o t h e r s .

Data about the  impact  of  government programs on cross -  

s e c t i o n a l  d i s t r i b u t i o n s  of  income may not be re le v a n t  i f

income p r o f i l e s  of i n d i v i d u a l s  change d r a m a t ic a l ly  over t i m e ,

r e s u l t i n g  in  changes o f  r e l a t i v e  p o s i t i o n s  i n  the income 
19d i s t r i b u t i o n .  Rather, ,  i t  would seem t h a t  the  d i s t r i b u t i o n  

of 1i fet ime income shou ld  be the measure a g a i n s t  which the 

i n c id e n c e  o f  a f i s c a l  system shou ld  be measured.  The p e r v a ­

s iveness and persistence of income i n e q u a l i t y  make i t  d e s i r -  

ab le  to know how the f i s c a l  system r e d i s t r i b u t e s  l i f e t i m e  

incomes. The b i g g e s t  problem i n  s a t i s f y i n g  t h i s  d e s i r e  i s  

the almost complete l a c k  of data fo r  1i f e t i m e  incomes fo r  a 

large sample of people over a long period of t ime* In the 

meantime3 i t  i s  im p o r t a n t  to r e c o g n iz e  t h a t  c r o s s - s e c t i o n a l  

studi es provide only p a r t  of the data needed to analyze the 

impact of  a f i s c a l  system on the d i s t r i b u t i o n  of  income.

They cannot show, on the basis of  e x is t in g  ev idence, that
20when a f i s c a l  system i s  found to be r e g r e s s i v e , th is

1 QPoli  nsky, "A N o t e , " op. c i t . , p. 227. He c i te s  
evidence which supports the hypothesis of  considerable  
movement between income c la s s e s .

20 As they are used in the l i t e r a t u r e s  the terms 
regress i ve and progressive can be confus i n g . To avoid con­
f u s i o n  i n  th is  study,  t h e i r  usage w i l l  be consis tent  with  
that  of  tax i ncidence studi  es , i . e . 9 regress i  ve impl ies  
that  the i ncidence of expendi tures as a proport ion  of  
income decl ines as income r i s e s .
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impl ies a fundamental r e d i s t r i b u t i o n  of  income. Qui te to 

the c o n t r a r y :  a 1 though r e d i s t r i b u t i o n  has occurred, i t  may

have been from those tem po rar i l y  w e a l t h y  to those temporar i ly  

p o o r , and th is  does not t e l l  us what is happening to concen-  

t r a t i  ons of e i t h e r  pover ty  or  income.

The I dent i  t y  o f  Benefi t s  and Costs

In a d d i t i o n  to the problems of va1ui ng in -k in d  bene­

f i  t s , t h e r e  a re o t h e r  consi  d e r a t i o n s  which make the assump­

t i o n  o f  t he i d e n t i t y  o f  cos ts  and b e n e f i t s  tenuous.  The
21f i r s t  i s  t h a t ,  as B i r d  and DeWulf p o i n t  o u t ,  b e n e f i t s  may 

be wei ghted by the degree o f  i n v o l v e m e n t  i n  the d e c i s i o n ­

making p r ocess  by r e c i p i e n t  groups.  Those most i n v o l v e d  

w i l l  v a l ue  the o u t p u t s  more h i g h l y  because the s e r v i c e s  are 

more l i k e l y  to c o i n c i d e  w i t h  the p re fe ren ces  o f  t h i s  g roup ;

t hose no t  i n v o l v e d  i n  d e c i s i o n - m a k i n g  w i l l  be less  i n t e r -
2 2ested i n  t he package o f  p u b l i c  e x p e n d i t u r e s .  S e con d ly , 

i f  t he p o l i t i c a l  p r ocess  i s  P a r e t o - e f f i c i e n t ,  so t h a t  no one 

l oses  as a r e s u l t  o f  t he programs,  b e n e f i t s  w i l l  be no less  

t han c o s t s ,  and p ro b a b l y  w i l l  exceed c o s t s .

By ass uminq i n te rdepe nd en ce  o f  i ndi  vi dual u t  i 1 i t y  

f u n c t i o n s ,  Hocmnan and Rodgers found t h a t  r e d i s t r i b u t i v e  

programs may no t  i n v o l v e  losses o f  u t i l i t y  f rom people who 

lose income. Thi  s r e s u l t  i s  p o s s i b l e  i f  the u t i l i t y  o f

n |
c B i r d  and DeWulf ,  Fiscal  Incidence Studies,

op. c i t .

2 2 1b i d . , p. 47.
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income is replaced by the u t i l i t y  of  g iv ing  or of  f e e l i ng

b e t t e r  o f f  because those who recei  ved redi  s t r i  but i  on of
2 3income are b e t t e r  o f f .

These considerat ions cast  doubt on the i d e n t i t y  of  

the cos ts and benefi  t s , or the accounti  ng approach. None 

of the conventi  ona1 expendi ture i nc i dence studies has used 

an y th in g  other than the accounti  ng approach , but Neenan has

used a model in which benef i ts  exceeded cos ts in hi s work
24on i n t r a - m e t r o p o l i tan f i s c a l  i nci dence.

To accoun t  f o r  the p o s s i b i l i t y  t h a t  b e n e f i t s  may

exceed cos ts  i s  a d i f f i c u l t  t a s k , e s p e c i a l l y  in the l i g h t

o f  the lack  o f  agreement on b e n e f i c i a r y  i d e n t i f i c a t i o n  and

t he a l l o c a t i o n  o f  general  goods e x p e n d i t u r e s .  Neenan's

method a d j u s t e d  b e n e f i t s  to s u b u r b a n i t e s  by the ra t i  o o f

median income i n  the suburbs to median income in  the c i t y .

The b a s i c  ass ump t i on  u n d e r l y i n g  t h i s  method i s  t h a t  the value

o f  b e n e f i t s  i n i t i a l l y  measured by cost  can be a d ju s te d  by a
2 5" w i l l i  n g n e s s to pay m u l t i p l i e r . "  " Thus , Neenan assumes 

t h a t  as incomes r i s e  people are more w i l l i n g  to pay f o r  pub­

l i c  s e r v i c e s ,  and t h i s  w i l l i n g n e s s  to pay can be used to

V U 1 ii e b e P 6 1 i  z, s .

/" JMa ro 1 d Hochrnan and James Rodgers, "Pareto-Optimal
R e d i s t r i b u t i o n , , "  American Economic Review, Vol .  59 (September,  
1959),  pp. 542-557I

2 4 Neenan, op . c i  t .

2 5 i b l d . , p. 25.
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Neenan c i  t e s  t h e  e v i  d e n c e  o f  t h r e e  e m p i r i c a l  s t u d i  es 

o f  v o t i n g  b e h a v i o r  t o  s u p p o r t  h i s  w i l l i n g n e s s  t o  pay  a s s u m p ­

t i o n .  The g e n e r a l  c o n c l u s  i o n  o f  t h e  t h r e e  s t u d i  es was t h a t ,

above  some mi  nimum i n c o m e  t h r e s  h o i d  , w i 1 1 i  n g n e s s  t o  pa y  f o r

26pub 1 i c  s e r v i c e s  i s  a r i s i n g  f u n c t i  on o f  i  n c o m e .

I n  Neenan 1 s s t u d y  m e d i a n  i n c o m e  i n  D e t r o i t  i s  used  

as t h e  base  and t h e  m u l t i p i i e r s  f o r  s u b u r b s  a r e  c a I c u l a t e d  

on t h e  b a s i  s o f  t h e  d i  f f e r e n c e  b e t w e e n  m e d i a n  i  ncome i n  a
2 7

s u b u r b  and me d i a n  i n c o me  i n  D e t r o i t .  U s i n g  N e e n a n 1s p r o ­

c e d u r e  i n  t h i s  s t u d y  w o u l d  r e q u i r e  a r e f e r e n c e  i n c o m e  g r o u p , 

t he  c h o i c e  o f  w h i c h  w o u l d  be a r b i  t r a r y . F u r t h e r , N e e n a n ' s 

t e c h n i q u e  i s  b a s e d  on a s s u m p t i o n s  a b o u t  l o c a l  t a x  i n c i d e n c e ,

and t h e  w i l l i n g n e s s  t o  pay  a s s u m p t i o n  i s  b a s e d  l a r g e l y  on 

t h e  a s s u m p t i o n  o f  r e g r e s s i v i t y  i n  t h e  l o c a l  t a x  s y s t e m .

Th e r e  i s  no b a s i s ,  i n  t h i s  s t u d y , f o r  an ana 1o g o u s  a s s u m p -  

t i  on a b o u t  t h e  s t a t e  and l o c a l  t a x  s y s t e m .  F i n a l l y ,  N e e n a n '  

use o f  t h e  w i l l i n g n e s s  t o  pay  m u l t i p l i e r  t o  a d j u s t  t h e  v a 1ue 

o f  b e n e f i t s  i n i t i a l l y  v a l u e d  a t  t h e i r  c o s t s  means t h a t  t h e  

v a l u e  o f  b e n e f i t s  e x c e e d s  t h e i r  c o s t s .  I t  w o u l d  be i n c o n s i s  

t e n t ,  i n  t h i s  s t u d y ,  t o  v a l u e  g e n e r a l  g o od s  b e n e f i  t s  d i f f e r ­

e n t l y  than s p e c i f i c  goods  b e n e f i t s  w h i c h  may a l s o  be v a l u e d  

d i f f e r e n t l y  t h a n  t h e i r  c o s t s .  S i n c e  A a r o n  and M c G u i r e  and 

M a l t a !  have  e x a m i n e d  t h e  a s s u m p t i o n  o f  w i l l i n g n e s s  t o  pay  

and s p e c i f i e d  a u t i l i t y  f u n c t i o n ,  i t  seems p r e f e r a b l e  t o  

a d o p t  t h e i  r  m e t h o d o l o g y  r a t h e r  t h a n  Neenan 1 s .

2 6 I b i d . , p .  22 .

2 7 1b i  d . ,  p .  25.
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Summary  and M e t h o d o l o g y

T a k e n  as a g r o u p , t h e  c r i t i c i s m s  d i s c u s s e d  t h u s  f a r  

d e l i n e a t e  t h e  m o s t  s e r i o u s  1 i m i t a t i o n s  i n h e r e n t  i n  c o n v e n ­

t i o n a l  f i s c a 1 i n c i d e n c e  s t u d i e s .  The p r o p e r  r e s p o n s e  t o  

th is  e v i d e n c e  i s  t o  make su c h  m o d i f i c a t i o n s  o f  c o n v e n t i o n a l  

s t u d i e s  as a r e  p o s s i b l e  i n  a t t e m p t s  t o  e l i m i n a t e  t h e  s h o r t ­

c o m i n g s .  To t h e  d e g r e e  t h a t  t h i s  i s  n o t  p o s s i b l e s ,  t h e  

r e m a i n i n g  s ho r t c o m i  ngs s h o u l d  be made e x p l i c i t  a n d ,  as B i r d  

and DeWu' f f  a d v i s e ,  " . . .  t h e  a s s u m p t i o n s  . . . [ s h o u l d ]  be 

s t a t e d  more e x p l i c i t l y  and a r g u e d  mor e  c o n v i n c i n g l y  and t h e

r e s u l t s  d i s p l a y e d  wi  t h  more c a u t i o n  and h u m i l i  t y , as b e f i  t s

2 8t h e  p r e s e n t  s t a t e  o f  t h e  a r t . "

The p r e s e n t  s t a t e  o f  t h e  a r t  o f  f i s c a l  i n c i d e n c e  i s  

n o t  such  t h a t  a l l  s h o r t c o m i  ngs can  be r e m o v e d .  Da t a  do n o t  

e x i s t ,  and c a n n o t  be g e n e r a  t e d  f o r  t h e  p u r p o s e  o f  t h i s  

s t u d y , w h i c h  s h e d  l i g h t  on 1 i  f e t i m e  i n c o m e s  o f  M i c h i g a n  r e s i -  

d e n t s .  The g e n e r a l  e q u i l i b r i u m  p r o b l e m  r e m a i n s ,  a l t h o u g h  a 

s t a t e - l e v e l  s t u d y  r e d u c e s  s u f f i  c i e n  t l y  t h e  b i a s  t h i s  p r o b l e m  

i n t r o d u c e s .

The cho i  ce o f  u t i l i t y  f u n c t i o n s  a l s o  r e m a i n s  t o  be 

r e s o l v e d ,  b u t  d e m o n s t r a t i n g  t h e  s ens i  t i  v i  t y  o f  r e s u l t s  t o  

v a r i o u s  a s s u m p t i o n s  a b o u t  t h e s e  v a r i a b l e s  s h o u l d  be a d e q u a t e  

f o r  t h e  p u r p o s e s  o f  t h i s  s t u d y .  L a c k  o f  r e l i  a b l e  b e n e f i  t  

w e i g h t s  p r e c l u d e s  a r e s o l u t i o n  o f  t h e  p r o b l e m  o f  i n - k i n d  

b e n e f i  t s , a l  t h o u g h  t h e  magn i  t u d e  o f  t h i s  t y p e  o f  b e n e f i  t  i s  

so s m a l l  as t o  i n t r o d u c e  o n l y  a m i n i m a l  b i a s .
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In s p i te  of  the l i m i t a t i o n s  of  previous studies and 

those which remain in th is  s tu dy , there is a need in 

Mi chi gan for  in format ion  about the incidence of  the publ ic  

s e c t o r . The companion tax i nci dence study now under way 

( the Roberts r e s e a r c h ) , in combinati  on wi th th is  s tudy, w i l l  

provi de th i  s i nforma t i  on. But the existence of  the tax 

• i n c i d e n c e  s tudy has been an i nf 1 uence on the 1 imi ts and 

di r e c t i  on of  th i  s s tudy because of the need to a r r i  ve a t  

c o m p a t i b l e  e s t i m a t e s  of  i n c i d e n c e .  In order to a c h i e v e  th i  s 

o b j e c t i v e s  t h e  d e f i n i t i o n  and t h e  d i s t r i b u t i o n  o f  i n c o me  in 

M i c h i g a n  i n  19 70 d e v e l o p e d  and used by Roberts in his study
29

of t a x  i n c i d e n c e  has been  adopted fo r  use in th is  s t u d y .

A d i s c u s s i o n  of t h i s  i n c o m e  di s t r i  but i  on and the di s t r i b u t i  on 

o f  t r a n s f e r  payments i s  the s u b j e c t  o f  Chapter I V .

B e c a u s e  a par t  of  the importance of th is  d is s e r t a t i o n  

l i e s  i n  i ts r e l a t i o n s h i p  to and compati b i 1i ty with the 

Roberts study,  i t  i s  necessary to di chotomi ze the analyses 

of t h e  v a r i o u s  expendi tures.  The impact of  each expendi ture  

p r o g r a m  i s  evaluated using both conventional  and rad ica l  

ass limp t i  ons .

The c o n v e n t i o n a l  techniques include f i v e  assumpti ons 

r e g a r d i n g  t h e  d i s t r i b u t i o n  of  general  goods expendi tures .  

A l locat ion  of the ben ef i t s  of  general goods expendi tu res is 

made i n  f i  ve ways: on an equal per fami ly  bas is ,  

by adjusted broad income, one- ha 1f  by adjusted broad income

29 Roberts,  op. c l t .
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and one -ha l f  by f a m i l i e s ,  and us i ng the u t i l i t y  f u nc t i  on 

recommended by Mai t a l  (MU(Y) = C/Y ) under the two tax  

i nci dence resu l ts  from Rober ts ' study. Using these f i  ve 

methods w i l l  demonstrate the sensi t i v i  ty of  the res u l ts  to 

the various assumptions; previous studi  es t y p i c a l l y  used 

only one or more of the f i r s t  three methods, In a d d i t i o n ,  

various proport ions of the genera 1 goods component of  

expenditures for  s p e c i f i c  goods are a l 1ocated us i ng the 

same f  i ve a l l o c a t i v e  procedures 1 i sted above.

Many of  the 1i mi ta t i  ons of  the conventi  onal approach 

a r e  e i t h e r  unresolvable in thi  s s tudy or uni i  kely to r e s u l t  

in m a r k e d l y  biased r e s u l t s , as the discussion in previ  ous 

s e c t i o n s  i n d i c a t e s .  Fur ther ,  si nee there are other  s t a t e -  

l e v e l  studies ,  i t  is useful to employ the conventi  ona1 

m e t h o d o l o g y  i n  this study fo r  the purpose of compari ng the 

r e s u l t s  o f  s i m i l a r  studies.



CHAPTER I I I

THE RADICAL CRITIQUE AND A PROPOSED 

RADICAL ANALYSIS

The c r i t i c is m s  of  s tudi  es of  f i s c a l  i nci dence d i s ­

cussed i n  the p r e v i o u s  chapter have been lev ied  by 

e c o n o m i s t s  worki ng i n  the neoclassi  ca 1 economi c t ra d i  t i  on.

11 is i m p o r t a n t  to r e a 1 i z e , however, th a t  there are econo­

mists who r e j e c t  the neoclassi  cal paradigm and who e labora te  

on and extend the analysis and cr i  t i  cism of  ca p i ta l i sm  by 

K a r l  M a r x .  Modern radi ca1s are c r i  t i  cal not only of  

advanced capi t a l i  sm but also of  conventi  onal neoclassica l  

analyses. A fundamental ,  a 1 though tac i  t  ass umpti on in con­

venti  ona 1 i nci dence studies is tha t  the Sta te  acts w i th in  

c e r t a i n  l i m i t s  to perform func t i  ons which benefi  t  ei  ther  

s p e c i f i c  g r o u p s  with in  s oci ety or benef i  t  a l 1 members of  

s o c i e t y .  The n e o c l a s s i c a l  theory of the ro le  of  the Sta te 

has n e v e r  been questioned in any conventional  f i s c a l  i n c i ­

dence s t u d y .  The imp l i c a t ion  of th is  procedure f o r  conven­

t ional  studies is tha t  even i f  the a n a ly t i  cal procedures in 

the studies are c o r r e c t , the studies themselves may be

34
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f lawed because t h e i r  assumption about the r o l e  o f  the Sta te  

is open to serious c r i c i s m J

The purpose of  th is  chapter is to propose an a l t e r -  

nat ive to the conventional  ana lys is  o f  expendi ture incidence.  

This a l t e r n a t i v e  is based on a r a d i c a l ,  neo-Marxist  theory  

of the r o l e  of the S t a t e . Unl ike convent ional  s t u d i e s , 

however, the rad ica l  framework developed in th is  c h a p te r , 

and used in l a t e r  chapters to d i s t r i b u t e  expendi ture bene­

f i  t s  , i n c l u d e s  an e x p l i c i  t  discuss i on of the r o l e  of the

Sta te  i n  a c a p i t a l i s t  s o c ie ty .

T h i s  c h a p t e r  begins w i t h  an ana lys is  of  the ro le  

o f  t h e  S t a t e  and develops a model fo r  expendi ture  incidence  

based  on a r a d i c a l  theory about the S t a t e , The n a t u r e  of  

b e n e f i t s  and b e n e f i t  r e c i p i  ents rece ives a care fu l  a n a l y s i s  

be c au s e  o f  t h e  s i g n i f i c a n t  depar ture from the conventional

a s s u m p t i o n s .  The importance of James 0 ' Connor' s The Fiscal
2C r i s i s  o f  t he  S t a t e  f o r  t h e  i d e n t i f i c a t i o n  of benef i  ts and 

b e n e f i  t  r e c i p i e n t s  i s  also discussed in a separate sect ion  

o f  th is  ch a pte r . A methodological  s ummary is i nc 1 uded to

b r i n g  t o g e t h e r  t h e  s t r u c t u r e  of the radi  cal analys i s as

i t  i s  us ed i  n l a t e r  c h a p t e r s .

’ Paul  S w e e z y , The T h e o r y  o f  Capi t a 1i s t Development 
(New Y o r k :  Moder n  Reader, 1942; ,  Chapter 13, especia1ly
pp.  2 4 0 - 2 4 4 .

2James 0 1 Connor, The Fiscal  C r i s i s  o f  the State  
(New York: St .  M a r t in 's  Press, 1973j -
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The Role of  the State

The assumption i n  conventional  expenditure incidence

studies which i s  m o s t  subject  to c r i t i c i s m  i n v o l v e s  the 

p r o c e d u r e  by which the b e n e f i c i a r i e s  of government expendi ­

tures are i d e n t i f i e d .  The benefi  t s - r ec e ive d  concept as i t  

i s  used i n  convent iona1 studies rests s o l i d l y  upon the 

u n q u e s t i o n e d  a s s u m p t i o n  of the l i b e r a l  theory of the ro le  

of the Sta te  i n  a capi t a l i s t  economi c system. T h i s  theory  

e s s e n t i a l l y  l i m i t s  t h e  g o v e r n m e n t  t o  i n t e r f e r e n c e s  i n  t h e  

p r i v a t e  m a r k e t  economy fo r  three purposes: ( 1 ) to a l 1ocate

r e s o u r c e s  e f  f i  c i  e n t l y  among p r i v a t e  markets; ( 2 )  to a l t e r  

t h e  d i s t r i b u t i o n  o f  i n c o m e  which r e su l ts  from the forces of

p r i v a t e  m a r k e t s ; and ( 3 )  to s t a b i l i z e  the p r i v a te  market
3sys tern.

These func t i  ons are j u s t i f i e d , in the l i b e r a l  

i d e o l o g y ,  by t h e  assumpti on t h a t  the S t a t e » through the 

act ion of a r e p r e s e n t a t i v e  democracy , represents indi  vidua 1 

w i s h e s  and a c t s  “ to advance the i n t e r e s t s  of al 1 i n d i v i d u a l s . " ^  

I n d i v i d u a l s  enter  i n t o  col 1ect i  ve re la t io n s h ip s  because they 

w i s h  t o  a c c o m p l i s h  g o a l s  w h i c h  w o u l d  o t h e r w i s e  be u n a t t a i n ­

a b l e  o r  more  c o s t l y  t h a n  a c t i n g  i n d i v i d u a l l y . ^  Buchanan and

q - .. .

" M u s g r a v e ,  o p .  c i t . s p .  5.

4David Gordon , ed . , P r o b l e m s  i n  Poli  t i c a 1 Economy:
An Ur ban  Perspecti  ve ( L e x i n g t o n ,  M a s s . :  D . C . Heath , 1971) ,
p. 10.

^James M. Buchanan and Gordon T u l 1ock, The Calculus 
of Consent (Ann Arbor : The U n iv e rs i ty  o f  Michigan Press,
1962) ,  p-  13.
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Tu 1 lock view c o l l e c t i v e  act ion as " . . .  a genui nely

co-operat ive endeavor in which a l 1 p a r t i e s , c o n c e p t u a l l y ,
6stand to g a i n . " This model is analogous to the model of  

competi t i  ve markets i n  which each i ndi vidual  pursues his 

or her own s e l f - i n t e r e s t . I f  o f f i c e  ho 1ders , I n  th is  

m o d e l , seek to m a x i m i z e  t h e i r  support among voters they 

w i l l  propose programs whi ch s a t i s f y  a m a j o r i t y  of  thei  r
7

const i tuency.  The budgetary re su l ts  o f  th is  process should

r e f l e c t  the a t t i  tudes of the c i t i z e n r y .

I n  t h e  c o n v e n t i o n a l  a n a l y s i s s t h e  S t a t e  I s  m e d i a t o r  

among var i  ous i n terests  and classes , and does not r e p r e ­

sent any s ing le  i n t e r e s t  or class i n  t h e  s o c i e t y .  Thus» 

t h e  a s s u m p t i o n  u n d e r l y i n g  t h e  c o n v e n t i o n a l  b e n e f i t s - r e c e i v e d  

approach i s  th a t  although some government expendi tures are  

undertaken f o r  aj i  hoc purposes to b e n e f i t  s p e c i f i c  groups 

of p e o p l e 5 e . g . ,  t r a n s f e r  payments, many expendi tures are  

undertaken fo r  the benefi  t  of  a l l  segments of  s o c i e t y . Even 

t r a n s f e r  payments y i e l d  r e d i s t r i b u t i  ve e f f e c t s  which are in 

accord w i t h  the social  we l fare  func t i  on of the soci e t y .

R a d i c a l s  on the other hand, content  t h a t  the p i u r a l - 

i s t i c  a s s u m p t i o n  i s  erroneous and tha t  the State and the 

who l e  of  soci ety a r e  i n  f a c t  di r e c t l y  or i n d i r e c t l y  con­

t ro l  1ed by a ru l in g  class comprised p r i m a r i l y  of  capi t a l i  s t s . 

While there i s  no s ingle  radi  ca1 theory of  the ro le  of  the

6 I b i d . ,  p. 266.

71 b i d . , p. 241.
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State i n  a c a p i t a l i s t  system, there  i s  agreement among 

M a r x i s t  t h e o r i s ts that  the r o l e  of the Sta te  i s  more com­

p l e x  than i t  was described by Marx and Engels i n  the 

Communist M an i fes to ; "The execut ive of  the modern s t a te  

i s  but a commi t t e e  fo r  managi ng the common a f f a i  r s  of the
O

w h o l e  b o u r g e o i s i e . "

11 i s  not impor tant ,  fo r  th is  s tudy, to analyze

and exp l a in  each  of the many theor i  es about the S t a t e

w h i c h  have a r i s e n  f r o m  t h e  g e n e r a l  c h a r a c t e r i s t i c s  f o r m u -  

91 a t e d  by Ma r x .  What  i s  i m p o r t a n t ,  h o w e v e r ,  i s  t h e  a g r e e ­

ment  among modern M a r x i s t s  a b o u t  the r o 1e of  the S t a t e .

The e s s e n t i a l  p o i n t s  o f  a g r e e m e n t  c e n t e r  a r o u n d  t wo  r e l a t e d  

f u n c t i o n s  whi ch the S t a t e  performs: ( 1 )  The S t a t e  must

b r o a d l y  s e r v e  the needs of t h e  domi na nt class i n  the 

s o c i e t y  ( c a p i t a l i s t s )  and ( 2 )  i t  must seem to be

8 K a r l  Mar x  and F r e d r i c k  E n g e l s ,  " The  C o mmu n i s t  Mani  
f e s t o , "  i n  The C a p i t a l i s t  S y s t e m , e d . by  R i c h a r d  C . Edwar ds  
Mi c h a e l  R e i c h  and Thomas E . W e i s s k o p f  ( E n g l e w o o d  C l i f f s ,
New J e r s e y : P r e n t i c e - H a  11 ,  1 9 7 2 )  , p .  6 8 .

9S e e , f o r  e x a m p l e , D a v i  d G o l d ,  C l a r e n c e  Lo and J o h n  
M o l l e n k o p f ,  "Some R e c e n t  D e v e l o p m e n t s  i n  t h e  M a r x i  s t  T h e o r y  
o f  t h e  S t a t e "  (a p a p e r  p r e s e n t e d  a t  t h e  w i n t e r  c o n f e r e n c e  
o f  t h e  U n i o n  f o r  R a d i c a l  P o l i t i c a l  E c o n o my , Dece mb e r  30 ,
1 9 7 4 ) ;  Ra l p h  M i l  i b a n d ,  The S t a t e  i n  Cap i  t a 1 i s t  S o c i e t y  (New 
York:  B a s i c  B o o k s , 19 6 9 ) 1  see  a l s o  t h e  d e b a t e  b e t w e e n
M i l l  band and N i c o s  P o u l a n t z a s  i n  I d e o l o g y  i n  S o c i a l  Sc i e nce  
ed.  by Robi  n B l a c k b u r n  (New Y o r k :  Vi  n t a g e  B o o k s ,  197371
pp.  2 3 8 - 2 6 2 ;  and Mi  1 i b a n d ,  " P o u l a n t z a s  and t h e  C a p i t a l  i s t  
S t a t e , "  New L e f t  R e v i e w , No.  82 ( N o v e m b e r / D e c e m b e r  1 9 7 3 ) ;  
o t h e r  a r t i c l e s  o f  i  n t e r e s  t  a r e  Amy B e t h  B r i d g e s ,  " Ni  cos 
P o u l a n t z a s  and t h e  M a r x i s t  T h e o r y  o f  t h e  S t a t e , "  P o l i t i c s  
and S o c i e t y , V o l .  4 ( W i n t e r  1 9 7 4 ) ,  p p .  1 6 1 - 1 9 0 ;  and A l a n  
W o l f e ,  " New Di  r e c t i  ons  i n  t h e  M a r x i s t  T h e o r y  o f  P o l i t i c s , "  
i n  t h e  same i s s u e  o f  P o l i  t i  cs and S o c i  e t y .
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represen tat ive  of  a l l  classes in the soc ie ty  because the

soci ety is os te ns ib ly  d e m o c r a t i c a l l y  organi zed.

As W o l f e  and Bri dges make cl e a r , the i dea of the

State as simply the instrument of  the dominant class is

too s i m p l i s t i c  because i t  i gnores the hi s to r i  cal develop-
10ment  of the Sta te  and the o r ig ins  of  i ts power. The 

or ig in  of S t a t e  power * according to Bridges s is t w o f o l d :

11popular s u p p o r t  and i ts commi tment to capi t a 1i s t  i n teres t s .

T h us ,  t h e  d e v e l o p m e n t  o f  t h e  S t a t e  has been a r e s u l t  o f  t h e  

s t r u g g l e  among c l a s s  i n t e r e s t s ,  and the c o n t i n u e d  e x i s t e n c e  

of t h e  c a p i t a l i s t  State depends on i ts a b i l i t y  to meet the 

accumulati  ve demands of capi t a l i  sts w h i l e  at  the same time  

d i s g u i s i n g  t h i s  r o l e  by seeming to be u n iv e r s a l l y  repre-  

s e n t a t i  ve. T h i  s l a t t e r  need gi ves r i s e  to the l e g i t i m i z a ­

t i o n  (or l e g i t i m a t i o n )  funct ion  of  the State  wi thout  which 

i t  could n o t  command support from the m a j o r i t y  of  the 

populace. The State  seems to be l e g i t i m a t e  becaus e i t  

performs c e r t a i n  funct ions to s t a b i l i z e  the economy and to 

b e n e f i t  cl asses other than capi t a l i s  ts , thereby ens uri  ng 

i ts l e g i t i m a c y .  W o l f e  describes th is  co n tr ad ic t io n  of  

r o l e s  as the p r a c t i c e ,  by the S ta te ,  of  "a 1ienated p o l i t i c s , "  

i . e . ,  the S t a t e  deri  ves i  ts power from the dominated m a jo r i t y
1 p

and exerci  ses  t h i s  power on beha1f  of  the domi nant class :

^ W o l f e ,  op. c i t . , p.  148 f  f ; Bri dges , op . c i t . , 
pp. 177-178.

•| i
B r i d g e s ,  op. ci t . ,  p. 178.

^ W o l f e ,  op . ci  t . ,  p. 148.
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the State "must simul taneously be a class s t a t e  and a

universal  s t a t e ,  whi ch i t  can only do by c la iming the
1 3l a t t e r  in some f a ls e  way. "

A capi t a 1i st  Sta te depends fo r  i ts power to perform 

i ts funct i  ons on generat ing revenue from wages  and p ro f i  t s , so 

i t  must serve the accumulation needs of  c a p i t a l i s t s .  The 

State serves the i n te r e s ts  of the capi t a 1i s t  class i n  t wo  

w a y s : I t  d i r e c t l y  a i d s  th a t  class "by p r o v i d i n g  services

o n l y  t o  members o f  t h e  c la s s , "  and i t  i n d i r e c t l y  s u p p o r t s  

ca p i  t a  1 i  s ts "by helping to preserve the system of  i ns t i  tu -
1 A

t i  ons which support and m a i n t a i n  the power o f  tha t  c l a s s . "

But i t  m u s t  also be aware of  and responsi ve to the demands

o f  domi  na ted c la ss es , wi thout who s e  support the State  

would 1ose i ts 1egi t i  macy. The organi za t i  on of  product i  on 

under capi t a l i  sm i s  s uch tha t  not only are w o r k e r s  a l i e n a t e d  

f r o m  t h e i r  work and the products of t h e i r  l a b o r , ,  but they  

a r e  a l s o  subject  to economi c i nsecuri  t i  e s , such as unemploy-

men t , which are not typi  ca1ly vis i ted upon members of  the

capi t a 1 i s t  c l a s s .  The State  must,  th e re fo r e  , i ns ure t h a t  

i t s  p o l i c i e s  seem b a lanced among c l a s s e s .

The preceding discussion admi t t e d l y  ignores impor­

tant  aspects of the var i  ous theor i  es o f  the S t a t e . I t  is  

su f f i  c ient  for  the purposes of th is  s tudy , however, because 

the basi c elements of the theory demons t r a t e  the departure

131bi d. ,  p. 149.

^Gordon,  op. c i t . , p. 6.
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from the conventional  theory of  the Sta te  and provide an 

analy t i  cal framework in w h i c h  to reconsi  der the i nci dence 

ef fec ts  on income of  Sta te  a c t i o n s , The discussion of  

0' Connor1s w o r k  w i l l  1 end addi t i  onal i n s ig h t  i n t o  the two 

basi c func t i  ons of  the S t a t e .

There a r e  " ins id ious pol i t i  cal i m p l i c a t i o n s " ^  in  

using the conventional  b e n e f i t s - r e c e i v e d „ o r  c o s ts - in c u r r e d -  

o n - b e h a l f - o f , concept of  e x p e n d i t u r e  d i s t r i b u t i o n  because 

i t  deni es that  the State  p l a y s  an important  ro le  i n  the 

c l a s s  c o n f l i c t  between w o r k e r s  and c a p i t a l i s t s  i n  a 

c a p i t a l i s t  economy. The Sta te acts to defuse pol i  t i  cal  

t h r e a t s  against  the systern by workers and the surplus  

p o p u l a t i o n  and to am el iora te  conf1i c t  between classes whi ch 

m i g h t  e n d a n g e r  t h e  s y s t e m . ^  For examp 1 e , wel fa re  expendi -

t u r e s  a r e  commonly considered to benef i  t  poor p e o p l e .  On

i t s  f a c e ,  t h i s  seems to be a reasonable propos i t i  on. But , 

i f  some people are poor because of the socioeconomic systern, 

and i f  wel fare  payments act  to co-opt  thei  r anger aga inst  

t h e  s y s t e m ,  can the w e l f a r e  sys tern be said to benefi  t  only  

t h e  p o o r ?

I 5T h i s  p h r a s e  was u s e d  by Mi t c h e l 1 Stengel and the
a u t h o r  i s  i n d e b t e d  t o  hi m fo r  the s ugges t i  on.

1 &Richard Edwards and Ar thur  MacEwan, "A Radical  
A p p r o a c h  to Economi cs ," in Gordon, op. ci  t . , pp. 20-21.
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Stephan Mi chelson has s p e c i f i c a l l y  appl i  ed a radi  cal
1 7

view to f i s c a l  incidence studies . E s s e n t i a l l y , Mi chelson 

has said th a t  there  i s  much more to the impact of  govern­

ments than the i  r tax and expendi ture p o l i c i e s . Researchers, 

Mi chelson adv ises ,  also should exami ne the i mpact of  other  

government pol i  ci es and act ions . The l i b e r a l  view of  the  

S t a t e , however, i s  unsati  s f act o ry  fo r  th is  purpose because, 

accordi ng to Mi chelson „

What good i s  an ana l y s is  of  government act ion  i n 
a c a p i t a l i s t  system which i gnores how c a p i t a l i s t  
governments act? I f ,  i n  f a c t  peop1e a t t a i  n an 
income c l a s s  thro ugh governmen t  a c t i o n ,  and the 
government  maintains them i n  tha t  r e l a t i  ve i f  not 
a b s o l u t e  c l a s s ,  s h o u l d n ' t  the measurement  of  the 
e f f e c t  o f  t he  government on i ncome dis t r i b u t i o n  
count  t h a t  f a c t ? 18

Mi che' l s on goes on to sugges t  t h a t  t he d i s t r i b u t i o n  of 

income t h a t  re s u l ts  from government p o l i c i e s  should be com­

pared not to the same under ly i  ng d i s t r i b u t i o n  but to a d i s ­

t r i b u t i o n  which wou1 d obtai  n e i t h e r  i n  the absence of  these 

p o l i c i e s ,  or under di f f e r e n t  p o l i c i e s ,  o r , p r e f e r a b l y , 

under a di f f e r e n t  socioeconomi c sys tern e n t i r e l y .

There would seem to be two ways to cor r e c t  th is  

po s s i b l e  f a u l t  of conventional  s t u d i e s . One is to hypothe-  

s i ze  a di  s t r i  b u t i  on of  income tha t  would exi st  under what 

a person c o n s i d e r s  " the good s o c i e t y , "  to borrow Mi che lson1s 

phrase, and compare the hypothesized di s t r i  but i  on with  the

1 7Stephan Mi che lson, "The Economics of  Real Income 
D i s t r i b u t i o n , "  Review of  Radical  P o l i t i c a l  Economi cs , Vol .
2 (Spr ing,  1970) ,  pp. 75-86.

1 8 I b i d . , p. 77.
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exi s t i  ng Income d i s t r i b u t i o n .  However, there is probably  

a broad spectrum of  income d t s t r i b u t i o n s  desired by d i f f e r ­

ent people.  The r e s u l t  of  such an i nqui r y » t h e r e f o r e , 

would be several  studies of  f i s c a l  i nci dence, the conclu­

sions of  which would not be compatible because of the 

varying o r i g i n a l  , " ideal . , "  i ncome d i s t r i b u t i o n s .

The choice of a basic income d i s t r i b u t i o n  to meet 

Mi chelson' s "good society"  cr i  t e r i  on is di f f i  c u l t  in a 

study such as t h i s .  I t  has a l ready been suggested th a t  

state and local  leve ls  of  government are less i n f l u e n t i a l  

than the federa l  government in determi ni ng the di s t r i  but i  on 

of income wi th in  a s ing le  s ta te .  I t  would be ina ppro pr i a te  , 

the re fore ,  to assume an income d i s t r i b u t i o n  w i t h in  Michigan  

vast ly d i f f e r e n t  from that  which e x i s t s .

Another a l t e r n a t i  ve is to at tempt to q ua nt i fy  the 

impact of various government p o l i c i e s  on the d i s t r i b u t i o n  of  

i ncome. Of course,  th is  ra i ses very d i f f i c u l t  conceptual  

questions,  such as at tempt i  ng to measure the e f f e c t  of  the  

existence of the Department of Defense on i t s  present  seale  

or  the impact o f  the pervasi  ve in f luence of 1arge-sca le  

monopoly corpora t i  ons„ F u r t h e r , what are the e f f e c t s  of  

legal protect ions  of  pr i  vate p r o p e r t y , especia 1 ly as they 

pertain to the r ig h t s  of corporations? I t  seems tha t  th is  

type of  ana lysis involves so many debatable issues that  i t  

is uni i  kely to answer the cr i  t i  ci sm of f i s c a l  incidence  

s tu d ie s . What is im por tan t , howevers is the recogni t ion  

that  f i se a  1 incidence in a narrow sense is not the sole
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impact of  governments on the d i s t r i b u t i o n  of  income; in 

f a c t , i t  may not be even the primary i n f lu e n c e .

The proposed rad ic a l  a n a l y s i s , however, i s  designed 

to meet ,  i n  p a r t , Miche1 son‘ s f i r s t  c r i t i c i s m  of  conventional  

s t u d i e s : that  they ignore how the government acts to mai n-  

ta i  n the exi s t i  ng income di s t r i  buti  on by s upport i  ng the 

c l ass  system and i nst i  t u t i  ons of  c a p i t a l i s m .  This quest i  on 

i s  preci  s e l y  what t he radi  cal a n a l y s i s  a ttempts to answer 

by examining the r o l e  o f  the S t a t e  i n  e x p e n d i t u r e  i n c i d e n c e .

Thus, f r om a r a d i c a l  p e r s p e c t i v e  i t  i s  necessary 

to i d e n t i f y  t hose who a c t u a l l y  r ec e i v e  the b e n e f i t s  o f  

government e x p e n d i t u r e s .  11 i s  i n c o r r e c t ,  fo r  examp 1 e , to 

assume t h a t  t r a n s f e r  payments b e n e f i t  on l y  t he  d i r e c t  

r e c i p i e n t s  o f  the payments i f  the r ea l  purpose of  these 

payments i s  to suppress o r  d i m i n i s h  c l a s s  c o n f l i c t .  Ra t he r ,  

the u l t imate b e n e f i c i a r y  of a t  l e a s t  p a r t  of  expendi tures  

under taken for  t h i s  purpose i s  the c a p i t a l i s t  class .  Another  

example of the di f f erence  between a radi  cal ana lys is  and 

the c o n v e n t i o n a l  technique i s  the t reatment  of  education  

e x p e n d i t u r e s . The most widely used conventi  onal incidence  

assumpt ion i s  t h a t  the f a m i l i e s  of s t uden t s  are t hose on 

whose beha1 f  the expendi tures are undertaken. On the other  

hand, a ra di ca 1 analys i s would a l 1ocate some f r a c t i  on of  

these exp e n d i t u r e s  to c a p i t a l i s t s  because of  the ex ten t  to 

whi ch the educa t i  ona1 system is des i gned to meet the needs 

of monopoly capi t a l  for  workers with s p e c i f i c  knowledge and 

the soci a l i  za t i  on necessary to funct i  on in the c a p i t a l i s t  

soci e t y .
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The Fisea 1 C r is is  of  the Sta te

11  is appropr ia te  a t  th is  po int  to discuss the

impl icat ions  for  th is  s t udy  of  the pioneer ing  work of
19James 0 ' Connor. 0 ' Connor has made more speci f i  c the

ra d ic a 1 t h e o r y  of the Sta te  by developing a theory of  the 

budgeta ry process of  the capi t a 1i s t  S ta te  i n  the U.S. Hi s 

study i s  designed to i d e n t i f y  the de t e r m i n a n t s  of  the 

l e ve l  and composi t i  on of  government budgets in th is  count ry .

0 'Connor i d e n t i f i e s  t h r e e  d i s t i n c t  di vi si  ons i n  the economy: 

the monopo l y , competi t i  ve and State  s e c t o r s . In a d d i t io n  

he discusses f i v e  c l i e n t  groups of  the S t a t e ; monopoly 

capi t a 1 , monopoly l a b o r , competi t i  ve capi t a l s cornpeti t i  ve 

l a b o r  and State 1abor . In addi t i  on , al though the surplus  

populat ion i s  not a c l i e n t  group (because i ts compos i t i  on 

i s  p r i n c i p a l l y  former members of competi t i  ve 1a b o r ) , i ts 

existence i s  also an i n f 1uence upon the act ions of  the 

Sta t e . The State serves the i n teres ts o f  capi t a 1 in general  , 

and monopoly capi t a 1 in p a r t i c u l a r ,  by enact i  ng expendi ture  

and tax programs which benefi  t  capi ta l  whi le a t  the same 

time seeming to meet the needs of  the other c l i e n t  groups 

as w e l l .

The S t a t e , according to 0 ' Connor, has ". . . two

basic and often mutua1 ly co n t rad ic to ry  fu n c t io n s - -
20accumulation and 1 egi t i  mi za t i  on . 11 In o ther words , the

19 .0 Connor, op. ci  t .

2 0 I b i d . , p. 6 .
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State must e s t a b l i s h  and maintain condi t i  ons under which 

pri  vate capi t a 1 can be accumulated,  and a t  the same time i t

ac h i e v i n g  these ends i s  f o r  the State to undertake expendi- 

ture programs. The f o l l o w i n g  diagram shows 0 1 Connor 1s 

c l ass i f i  ca t i  on of  expendi t u r e s .

Ca p i t a l  Capi t a l  Services fo r  Insurance
Working Class

As the diagram shows, 0 ' Connor categor izes expendi- 

t u res  i n t o  two broad groups: soci al capi t a l  and soc ia l

expenses. Under the headi ng of  soc ia l  capi t a l  are two sub­

groups of  expendi t u r e s , soci al investment and soc ia l  con­

sumpt i on.  Soci a 1 i nves t  ment expendi tures are cl ass i f i  ed 

i n t o  p h y s i c a l  and human capi t a l  and serve two purposes:

( 1 ) t hey i n c r e a s e  p r i v a t e  sector  p r o f i t  rates by undertaking  

p r o j e c t s  w i t h o u t  which the p r i v a t e  i nves tments would be 

u n p r o f i t a b l e ;  and ( 2 ) they provi  de i n c e n t i v e s  f o r  new 

p r i v a t e  i n ves t men t  which o t h e r w i s e  mi gh t  no t  have been under-
29

t a k e n , "  Highway e x p e n d i t u r e s ,  f o r  example,  c o n t a i n  elements 

of both of  t hese purposes because hi ghways o f f e r  access to 

p r o f i t a b ! e  p l aces  for  new businesses to locate and act  to

21must create  and mai ntai  n soci a 1 harmony. One means of

Social  Capi t a l Social .Expenses

So ciaJ ^n  vestment  SociaJ^Consun^ti on 

Physica1 Human Goods “and Social

Wel f a re  Warfare

Phys i ca1 Human

21 I b i d . , p . 6. 22 I b i d . , p. 102.
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increase the v i a b i l i t y  of  e x i s t i  ng pr i  vate investments along 

the highway r o u t e .

Expendi tures fo r  soc ia l  investment are made in 

response to the needs of  monopoly capi t a l  f o r  more and 

b e t t e r  p h y s i c a l  and human capi t a 1. These needs are the 

r e s u l t s  of the i n c r e a s i n g  complexity of production in the 

monopoly c a p i t a l  sector  and the l a r g e  scale of  physical
23

i n ves t men t  projec ts  . At the s ta te  and 1 oca 1 l eve l s . ,

these t ypes o f  exp e n d i t u r e s  p a r t i c u l a r l y  t hose whi ch are 

i n c e n t i v e s  f o r  new i nves t ment s  are i m p o r t a n t  as methods o f  

a t t r a c t i n g  i n d u s t r y  and a tax base to s ta tes and communi t i e s .

Soc i a l  consumption expendi tures can also be sub-  

grouped in to  two c l a s s i f i c a t i o n s :  "goods and s e r v i c e s  con­

sumed c o l l e c t i v e l y  by the working class and social  i nsurance
24a g a i n s t  economic i n s e c u r i t y . "  These expendi tures , acco r d ­

ing to 0 1 Connor» a 11ow money wages to be l ower  because the

costs  o f  the programs are s o c i a l i z e d .  Thus,  monopoly
25capi  t a 1 supports these expendi tures as w e l l .

I n O' Connor ' s  a n a ly s is ,  socia l  expens es are bes t  

c h a r a c t e r i z e d  as " w e l f a r e  and w a r f a r e "  expendi tures.  Wel­

f a r e  e x p e n d i t u r e s  are not producti  ve in the sense that  they  

y i e l d  s u r p l u s  va l ue ,  or  p ro f i  t s , and they are undertaken 

p r i m a r i l y  fo r  1 eg i t i  mi za t i  on purposes. Warfare expendi tures  

are a l s o  p r i n c i p a l l y  fo r  leg i  t imi  za t ion  purposes. The need 

f o r  expendi tures of thi  s type ar ises because of the

2 3 1bi d . , pp. 103-104.  2 4 I b i d . , p. 124.

2 5 1bi d . ,  p. 124.
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re la t io n s h ip s  of  production in the monopoly s e c t o r . The 

needs of  monopoly capi ta 1 are met by these expendi tures  

because they serve to control  the surplus populat ion  ( those 

unemp1oyed or redundant as a r e s u l t  of  production in the 

monopoly sector )  and to gain and control  fore ign  markets 

whi ch help to absorb the s urplus produc t i  on of  the monopoly 

s e c t o r . ^

I t  should be emphasized th a t  the three types of  

expenditures discussed above (soc ia l  investment ,  soci a 1 

c o n s u m p t i  o n ,  and socia l  expenses) a r e  i ncreasi  ng not only  

because of pressure from monopoly capi t a 1 , but a lso from 

monopoly sector  1 abor. These two groups, in g e n e r a l , 

a c c o r d i n g  to O'Connor, support the growth of t h e s e  types 

of expenditures because i t  is in t h e i r  i nteres ts to do so. 

M o n o p o l y  c a p i t a l  s upports these programs because they tend 

t o  i n c r e a s e  p r o f i t  r a t e s ,  reduce cos ts to monopoly capi ta l  

of pens i on and h e a l t h  programs won by uni ons in bargai  ni ng, 

and because s o c i a l  expenses i ncrease the t r a c t a b i 1 i ty of  

the s u r p l u s  popula t ion .  Monopoly uni ons, on the other hand, 

s u p p o r t  t h e  expenditures becasue they increase p r o d u c t i v i t y  

and r e a l  w a g e s ,  meet member demands for  b e t t e r  heal th  and 

p e n s i o n  programs, and l i k e  c a p i t a l ,  because the unions fea r
p7

the wrath of the surplus populat ion.

These r e l a t i o n s h i p s  between the monopoly sector  and 

the Sta te  also hold t rue a t  the s ta te  and local  l ev e ls  of

2 6 I b i d . , p.  1 50.  2 7 I b t d . , p. 41.
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government. The major d i f f e re n c e  in the re la t io n s h ip s  a t  

the two leve ls  of  government is the composi t i  on of  pressure  

groups a t  the s t a te  l e v e l . At th is  l e v e l , monopoly c a p i t a l  

is j o i n e d  by competi t i  ve capi t a l  to pressure s t a t e - l e v e l
p o

governments. Nevertheless s O'Connor  concludes tha t  

" [T]he f i s  cal fu nc t i  on of  s ta te  governments and agenci es 

thus i s  c h i e f l y  to provi  de soci a 1 capi t a l  and soc ia l  i n v e s t ­

ment . " 29

Thus, i t  appears that  in terms of  the nature of the  

role of  the Sta te per s e 9 0 ' Connor has not broken new ground 

f rom other modern radi  ca1s except to gi ve the State a more 

autonomous r o l e .  The val ue of The Fiscal  C r is is  of  the 

State f o r  t h i s  s t udy  l i e s  in the a n a l y t i c a l  r e f i  nement i t  

g i ves to the radi  cal theory of the S t a t e . By def i  ni ng the  

c l i e n t  groups of  the S t a t e s 0 ' Connor1s ana lysis  i s  an aid  

in i denti  f y i  ng both the benefi  ts and benefi  c i a r i e s  of  govern­

ment expendi t u r e s .

The Nature of Benefi  ts and 
Benefi t  Reci pients

The problem of i denti  fy ing b e n e f i c i a r i e s  of govern­

ment expendi tures i s  made somewhat ea s ie r  as a r e s u l t  of  

O'Connor ' s  analysis because he has been s p e c i f i c  i n  def in ing  

the c l i e n t  groups of the Sta te .  11 i s , however, possible to 

0 ' Connor' s analysi  s i nco rre c t ly  i n  a s tudy such as th i  s .

For example, one could contend that  because monopoly 1abor

2 8 I b i d , , p. 83. 2 9 I b i d . , p. 8 6 .
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often suppor ts , and d i r e c t l y  benefi  ts f rom, speci f i  c pro­

grams a t  the expense of  the competi t i  ve labor s e c t o r ,  i t  

would be reasonable to assign the ben ef i ts  of these programs 

to monopoly l a b o r . T h i s ,  of course, i s  exac t ly  the 

procedure used i n  conventi onal s tudi  e s . I f  one accepts 

the r a d i c a 1 theory of the ro le  of  the Sta te  and the nature  

of class conf1 i c t  i nherent i n  a capi t a l i s t  s o c i e t y ,  i t  i s  

inconsis ten t  and erroneous to assume tha t  the only b e n e f i - 

c i a r i e s of government  prog rams are t he monopoly workers .

The a dop t i  on of the assumpt ion tha t  monopoly sector  

workers do benefi  t  i s ,  of course,  also consis tent  wi th the 

conventional  ass umption rega rdi ng trans f e r  payments. But 

the c o n v e n t i o n a l  analysis assumes a theory of  the r o l e  of  

the S ta te which pe rmi t s  governmen ts to act  i n  an ad hoc 

f ash i on  to serve any group i n  the s pectrum of  i ts p l u r a l i s m  

t i c  s u p p o r t .  The radi  cal th eory , wi th i  ts emphasis on the 

class bias of  a capi t a l i  s t  S ta t e , does not permi t  the 

assumption that  merely because a person o r  group rece ives  

di  rec t  benefi  ts (as i n  the case of  t r a n s f e r s ) these bene­

f i t s  are l i m i t e d  to the reci  p i e n t s . R a t h e r , i t  i s  

i mma t e r i a l  who r ece i ves  di re c t  monetary b e n e f i t s ,  or on 

whose b e h a l f  the government says i t  i s  ac t in g ,  when the 

purpose of the expendi ture i s  to maintain the system hy 

suppress i ng  c l ass  conf1 i c t  (soc ia l  expenses) or  to enhance 

the a b i 1 i t i  es of  the sys tern to serve capi t a l i  s t  i n t e r e s t s .  

There can be l i t t l e  doubt that  capi t a l i  sts do, in f a c t ,
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b e n e f i t  from expendi tures ostensi  bly undertaken fo r  the 

ben ef i t  of  others or to maintain the e x is t in g  system of  

i n s t i t u t i o n s .

11 is also possible to argue that  the h i s t o r i c a l

development of  c a p i ta l i sm  has been such as to force  

c a p i t a l i s t s  i n v o l u n t a r t l y  to undertake and cooperate in 

the i nc r eased  s o c ia l i  za t ion  of  the costs of many programs.

The bes t  examples of  programs which mi ght  f a l l  i n t o  t h i s  

ca t egory  are s o c i a l  expenses such as w e l f a r e .  The a r g u ­

ment contends t h a t  government  i n c u r s i o n s  i n t o  the p r i v a t e  

sector to a i d  workers and the s u r p l u s  populat i  on, i n  p a r ­

t i c u l a r s  are a t ype o f  ransom pa id by c a p i t a l i s t s  f o r  con­

t i nued  s t a b i l i t y  i n  a system whi ch  i s  becoming i n c r e a s i n g l y
30hard to hoid t o g e t h e r . Thus 9 i t  might be p o s s i b l e  to 

argue that  c a p i t a l i s t s  are no t  t r u l y  the b e n e f i c i a r i e s  o f  

some publ ic sector  programs. This argument would rest  on 

a c o n t e n t i o n  t h a t  c a p i t a l i s t s  have been r e l u c t a n t  to accep t  

some act ions of  the S ta te as i t  p1 ays an i ncreas i ngly 1arger  

r o l e  i n  the economy because capi t a l i s t s  ha ve not been aware 

o f  the reasons for  S ta te ac t io n .

Thi s argument may w e l l  be t r u e . Br i dges  argues 

t ha t  some St a t e  programs a re not merely concessions on the 

part  of capi t a l i  sts to p ro tec t  thei  r i nteres ts 9 but are the

resul ts  of  struggles by the classes against  Sta te  act ion
31because of an awareness of the class bias of  the S ta te .

30Mi 1i band, The S t a t e , op. ci t . ,  p. 73.
31 Bri dges, op. c i t . , p. 1 8 8 .
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Only h i s t o r y  w i l l  be able to j udge  whether the ex p e n d i t u r e  

programs e x t a n t  are stop-gap measures in the s t r u g g l e  by the 

Sta te  a g a i n s t  the breakdown of  the system. But even i f  t he

argument  i s  t ru e ,  any p r o l o n g a t i o n  o f  t he e x i s t i n g  system 

through l e g i t i m i z a t i o n  programs and any program t h a t  

i nc reases  p r o f i t s  or  b i ases  i n s t i t u t i o n s  toward p r i v a t e  

accumu l a t i on ,  b e n e f i t s  c a p i t a l i s t s .  In a d d i t i o n *  a l t h ou gh  

some programs may have seemed l i k e  ransom a t  t h e i r  i ncep-  

t i  on 9 0 ' Connor c o n v i n c i n g l y  argues t h a t  c a p i t a l  supports 

these programs now. C a p i t a l i s t s  need or  d e s i r e  p u b l i c  

sec t o r  p r o j e c t s  because the  S t a t e  p l ays  a c r u c i a l  r o l e  in  

a v a r i e t y  o f  ways to enable the soci oeconomi c sys tem to 

f u n c t i  on .

In a sense , any c r i s i s  of the St a t e  is a t  the same

t ime a c r i s i s  f o r  c a p i t a l i s m  because the S t a t e  i s  a c a p i t a l ­

i s t  S t a t e .  But  i t  i s  obv ious a l s o  t h a t  the c r i s i s  i t s e l f  

i s  caused by the c a p i t a l i s t  system and the  cause o f  the 

c r i s i s  i s  p r i m a r i l y  t he pr i  va t e  accumu l a t i on  of p ro f i  t s  and 

the s o c i a l i z a t i o n  o f  c o s t s .  So, w h i l e  t he  S t a t e  s u f f e r s  

f i s c a l l y ,  the c a p i t a l i s t s  c o n t i n u e  to en j oy  p r o f i t s  and 

c o n t i n u e d  l e g i t i m a c y .

0 1 Connor1s analysis i s  p a r t i c u l a r l y  useful  i n  d i s -  

t i n g u i s h i n g  between e x p e n d i t u r e s  t h a t  d i r e c t l y  benefi  t  

c a p i t a l i s t s  and those which i ndi  r e c t l y  b e n e f i t  capi t a 1 i sts 

by v i r t u e  o f  t h e i  r s y s t e m - s u s t a i n i n g  q u a l i t i e s ,  I n the 

f i  r s t  ca t ego r y  are soc ia l  i nvestment expendi tures because 

they e i t h e r  i ncrease p ro f i  t  rates of  e x is t in g  projec ts or
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they provide incent ives  fo r  new accumulat ive endeavors.

P r o f i t  ra tes  are higher in both cases because the costs of  

these programs are soc i a 1 i zed , i . e . ,  not borne p r i v a t e l y .

Soci a 1 cons umption expendi tures , on the other hand, 

i n d i r e c t l y  benef i  t  capi t a l 1 sts by provi  di ng s e r v i c e s  to the 

worki ng class which tend to promote and i nsure the wor ke r s '  

coopera t i  on with the system. Social  consumpti on also  

provi des i n s u r a nc e  agai ns t  t he economi c i nsecuri  ty engen­

dered by the system which helps t o make workers more t r a c t -  

able and l owers  the l e v e l  of  money wages s which i ndi r e c t l y  

r a i ses  p r o f i t s .  F i n a l l y ,  s o c i a l  expenses a l s o  p a r t i a l l y  

a l l e v i a t e  the problems o f  peop le made redundant  by the 

economic system and he l p  t o  f o r e s t a l l  a r e v o l t  a g a i n s t  the 

system by the s u r p l u s  p o p u l a t i o n .

Even though O' Connor ' s  analysis i s  predomi nately  

devoted to the f e d e r a l  lev e l  o f  government, there i s  no 

reas on to assume t h a t  t he func t i  ons of s ta t e  and 1 oca 1 

government  programs d i f f e r  markedly from t hose undertaken 

a t  the federa l  l e v e l .  Ra ther ,  i t  i s  necessary to def ine as 

a c c u r a t e l y  as possible the benef i  c i a r i  es o f  the expenditures  

o f  s t a t e  and l o c a l  governments .  The c a p i t a l i s t  c l a ss  a t  the 

s t a t e  l e v e l  i s  somewhat d i f f e r e n t l y  composed than t h a t  a t  

the n a t i o n a l  l e v e l  because the s t a t e - l e v e l  c l a s s  i n c l u de s  

not  only monopoly capi ta l  but also c o m p e t i t i v e  capi t a l .

I t  would be er roneous t o  assume t h a t  c a p i t a l i s t s  are 

the sole benefi  ci a r i  es of any expendi ture prog ram. There 

a re two cr i  t e r i  a used i n  t h i s  s tudy to determine the
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proport ion of expendi tures whi ch accrue to c a p i t a l i s t s .

The f i r s t  i s  based on the concept of  " s o c i a l l y  necessary 

costs." S o c i a l l y  necessary cos t s , genera 1 l y , are those 

which are needed to m a i n t a i n  an economy' s producti  ve capa-  

c i t y  a nd 1 abor force  i n  a given s t a te  of  product i  vi ty or  

e f f i c i e n c y .  To exami ne speci f i  c o u tp u ts , however, s o c i a l l y  

necessary costs ". . . cou1d be unambi guously def i  ned . . . 

as those o u t l ays indispensable to the product i  on and
32

d e l i very of a useful  o u t p u t . " These cos ts are i ndepen­

dent  of t he nature of any g i ven economic system and aid i n  

making a " .  . . compar i son between the costs i n c u r r e d  in 

producing the actual  output and those tha t  would be incurred
3 3

i n p roduc i ng  a more r a t i o n a l  o u t p u t ."

Baran and Sweezy are r e f e r r i  ng, i n  the previ  ous

q uotes, to the output of  commodi t i es  i n  a capi t a l i  s t  sys tem.
3 4They (probably e r r o n e o u s l y )  include a 11 government spending

i n  t h e i r  concept of surplus i gnoring any cr i  te r io n  of soc ia l
35necess i t y . 11 seems appropri  ate , however, to evaluate both

the outputs of government ( fo r  us e f u ln e s s ) and the cos ts of

32-Pau I Baran and Paul Sweezy s Monopoly Capi ta l  
(New York :  Modern Reader, 1965) ,  p. 132.

3 3 1bi d . ,  p. 138.
3 4Ron S t a n f i e l d  s "A Re v i s i o n  of the Economic Surplus 

Concepts," Re vi ew of  Radi ca 1 P o l i t i c a l  Economi cs , Vol .  6 
( F a l l , 1974) ,  p . “69.

35 Baran and Sweezy, op. ci t . ,  p. 370.
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the output to determine the soc ia l  necessi ty o f  the costs 

of these programs. Thus, th i  s study assumes th a t  there  

are s o c i a l l y  necessary cos ts i nc urred by the government; 

the prob1em is to determine what proport ion  these costs 

are of  t o t a l  c o s ts .

Soci a 1ly  necessary cos ts , i n  the context  of  th is  

study, are those propor t i  ons of the costs of expendi ture  

programs which would be i ncurred under a hyp othe t i ca 1 

s o c i a l i s t  economic sys tem. The di f fe rence  between the

t o t a l  cos t  o f  any program and the s o c i a l l y  necessary cost
36of  t h a t  program i s  co ns i dered "class goods " and i s

assigned as the meas ure of the benefi  t  from the prog ram

which accrues to the capi t a l i  s t  c lass .  The r e l evance  of

t h i s  t ype o f  compari son of costs between economi c systems

is suppor ted by Baran and Sweezy i n  the case of  p r i v a t e l y
3 7

produced comrnodi t i e s .

The second c r i t e r i o n  used to assign benefi  ts to 

c a p i t a l i s t s  i s  the degree to which capi t a l i  sts benef i  t  

f rom the d i s t o r t i o n  of i ns t i  t u t i  ons to thei  r ends. For 

example,  the f u l l  costs of  educa t i  ona1 programs, espec i a l l y  

e l ementary  and s econdar y , can be considered s o c i a l l y  neces­

sary and thus c o n t a i n  no benefi  t  to c a p i t a l i s t s  under the 

f i r s t  cr i  t e r  ion . However, there i s  agreement even among 

n e o c l a s s i c a l  economists that  s tudents are not the only

36 Edwards and MacEwan, op. c i t . , p. 19.
37 Baran and Sweezy , op.  c i t . , pp.  1 3 1 - 1 3 8 .
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b e n e f i c ia r ie s  of educa t i  on e x p e n d i t u r e s .  The f o l 1owi ng 

quote from B i r d  and DeWul f  s t a tes t h i s  posi t i  on:

A b e t t e r  publ ic  e d uca t i on  sys tem, fo r  i ns tance ,
can be viewed as a s u b s t i t u t e  fo r  p r i v a t e  t r a i n ­
i ng f a c i l i t i e s  by business men . . . Also,  the 
e l im in a t ion  of  poverty may promote a s t a b l e  social  
c l i m a t e ,  the ben ef i t s  of  which go not only to the 
direc t  b e n e f i c i a r i e s  of  p u b l i c  hospi t a 1s and t r a n s ­
f e r  paymen t s . 38

39Aaron and McGui re a l s o  acknowledge t h a t  t h e r e  are more 

widespread b e n e f i t s  f rom c e r t a  i n e x p e n d i t u r e s  than those

t h a t  are  a t t r i b u t a b l e  to d i r e c t  b e n e f i c i a r i e s .  The con­

v e n t i o n a l  p r oc e d u r e  i n  cases o f  e x t e r n a l i t i e s  o f  t h i s  type 

i s  t o c o n s i d e r  t hose p r o p o r t i o n s  o f  the e x p e n d i t u r e s  as 

genera l  goods and d i s t r i b u t e  them a c c o r d i n g l y .  Thus,  the 

assumpt ion t h a t  capi  ta l  i s t s - - r a t h e r  t han the genera l  p u b l i c - -  

r e c e i v e  p a r t  of  the b e n e f i t s  o f  t hese e x p e n d i t u r e s  i s  more 

a change o f  f orm than o f  subs t ance ,  except  i n  case o f  

t r a n s f e r s .  Convent i ona l  s t u d i e s  t y p i c a l l y  do not  r ecogn i ze  

the e x i s t e n c e  o f  ex t e rna  T i t l e s  f rom t r a n s f e r  payments.

I den t i f y 1ng B e n e f i t s  and B e n e f i t  Reci  pi  ents

There i s ,  o f  cou r se ,  an a r b i t r a r y  e l ement  i n  any 

a t t e mp t  to d e f i n e  t hose  p r o p o r t i o n s  o f  t o t a l  exp e n d i t u r e s  

which would c o n s t i t u t e  s o c i a l l y  necessa r y  c o s t s  in a 

s o c i a l i s t  economy or  t he amount  o f  b e n e f i t  r e c e i v e d  by 

c a p i t a l i s t s  f rom e d u c a t i o n  o r  p u b l i c  h e a l t h  expendi t u r e s .

38' B i r d  and DeWul f ,  F i s c a l  Incidence S t u d i e s , o p . 
c i t . ,  p.  47.

39 Aaron and McGui re,  o p . c i t . ,  p.  916.
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There also seems to be no way to avoid these judgmental  

problems because there is no â  p r i o r i  method of  determini  ng 

e i th e r  the ch arac te r i  s t i  cs o f  a hypothet ica l  s o c i a l i  st  

budget i n  Mi ch i gan or the benef i  ts recei  ved by capi t a 1i s ts 

from what  are considered s o c i a l l y  necessary programs. How­

ever s w i t h  r e f e r e n c e  t o  the second cr i  t e r i  on, previ  ous 

studies have ass umed var i  ous propor t i  ons of  s p e c i f i c  goods 

expendi tures whi ch are a 1 locab 1e as general  goods benefi  ts . 

This s t udy  o f t e n  uses these proport ions as guide l ines  fo r  

the a l l o c a t i o n  o f  c l a s s  goods b e n e f i t s .  In t he case of  

s o c i a l l y  necessary  c o s ts , howevers r a t h e r  t han advance the 

posit ion that  the proport ions used i n  th is  study are i n  any 

way d e f i n i t i v e ,  i t  i s  p r e f e r a b le  to use them merely as 

i n d i c a t o r s  o f  the d i r e c t i o n  i n  which departures from conven­

t i o n a l  assumptions lead.

I t  i s  necessary  a l s o  to d e f i n e  the c a p i t a l i s t s  who 

are the r e c i p i e n t s  of the benef i ts  of  class goods. As noted 

above, the s t r o n g e s t  class at  the s ta te  l e v e l  i s  composed of  

monopoly and competi t i  ve capi t a l i s t s .  I d e n t i f y i n g  these 

groups and the i n d i v i d u a l s  who compri se them is di f f i c u l t  

because of  the v a r i ous  prob1ems inherent  i n  def in ing  a 

c a p i t a l i s t .  The most  b a s i c  d e f i n i t i o n  i s  t h a t  a capi t a l  i s t  

owns the means of production and recei  ves the p r o f i  t 

generated by the workers  t h a t  he hi r e s . Mi 1iband also con­

curs wi t h  O'Connor  by recogni zi  ng the i n f l u e n c e  over govern­

men t wielded by b u s i n e s s m e n . ^  This r a th e r  s i m p l i s t i c

^ M i  1 i band , The S t a t e  , op.  c i t . , pp.  1 5 - 1 6 .
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d e f i n i t i o n  ignores other persons and groups that  may pro­

per ly belong in the dominant c l a s s . Howard Wachtel has used

a def i  ni t i  on of  work i ng  c l a s s  th a t  by e l im in a t ion  y i e ld s  a 

d e f i n i t i o n  of  capi t a l i  sts s i m i l a r  to tha t  used i n  th is  

study: ". . . [ I ] t  w i 11 s u f f i c e  , as an a b s t r a c t i o n s to

i nclude i n  the work i ng  class a l 1 b l u e - c o l 1 ar workers and

sa la r i  ed w h i t e - c o l l a r  workers 9 e x c l u d i n g  managers and
41

o f f i  cers of corporat i  ons and profess ional  employees."

Wachtel ‘ s d e f i n i t i o n  i n c 1udes many of the members

of  what  some w r i t e r s  have ca1 1 ed the "new working c l a s s ."

This new work i ng  class i s  composed of educated workers whose

j obs are q u a l i t a t i v e l y  d i f f e r ent from those of the b 1ue
42

c o l l a r  workers  who are the "old" worki ng c l a s s . As 

Aronowi t z  and o t h e r s  make c l e a r ,  however, the nature of the 

jobs per formed by the m a j o r i t y  of educated workers does not  

o f f e r  t hose workers any g re a te r  control  over the product ive  

process than the j obs  of the blue c o l l a r  workers. Thus , 

most w h i t e  c o l l a r  workers  also belong to the working c lass .  

The problem fo r  th is  s t u d y ,  t h e r e f o r e , i s  to def ine  the 

capi  t a l i s t  c l ass  as members of  income groups.

For the purpose o f  th is  study  capi t a l i  s ts are 

de f i ned  by t h e i r  r e c e i p t s  o f  s i x  k i nds of i ncome: non-farm

^  Howard Wachtel , "Class Consciousness and S t r a t i f i -  
cat i  on i n  the Labor  Process," Review of  Radical P o l i t i c a l  
Economics, Vo l .  6 (Spr ing,  1974) ,  pp. 13-14.

4?
‘ See, for  example,  S t an l e y  Aronowi tz , "Does the 

Uni ted Sta tes Have a New Worki ng Class?" in The Worker in 
" P o s t - In d u s t r i a l "  S o c i e t y , ed. by Bertram Si 1verman and 
Murray Yanowitch (New York: The Free Press , 1974) ,  pp.
195-208.
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net sel f -employment income* di vi dends, und is t r ib u te d  c o r ­

porate p r o f i t s ,  r e a l i  zed and unrea1 i zed capi t a l  gains and 

i n t e r e s t  f rom general  d e b t . 11 is obvious t h a t  not a 11

persons who recei  ve these types of  i ncome fa 11 i nto the 

defi  ni t i  on of  capi t a l i  s t s . However , to the ex ten t  t h a t  

these i t ems of  i ncome reduce the necess i ty fo r  a person to 

s e l l  h i s  or her 1abor serv i  ces , they should be cons i dered 

capi t a 1i s t  i ncome. F u r t h e r ,  the di s t r i  but i  on of  these kinds 

o f  income i s  c l o s e  to what  one would expec t  t he d i s t r i b u t i o n  

o f  income o f  the s t a t e - l e v e l  c a p i t a l i s t  class to l ook  l i k e :  

Appr ox i mat e l y  73 percent of  c a p i t a l i s t  i ncome accrues to

members of  the top two i ncome b r ac ke ts , where i t  is expected
43t ha t  t he preponderance of capi t a 1 i sts are also 1 oca t e d .

A more p r e c i s e  method of i d e n t i f y i  ng capi t a l i s t s  by i ncome 

might  be to e s t a b l i s h  a t h r e s h o l d  l e v e l  of capi t a 1 i s t  

income, e . g . ,  30 percent or 50 percent  of  t o t a 1 i ncome,  

which would be the c r i  t e r i  on for  i nclus i on i n  the capi t a 1 i s t  

c l a s s .  U n f o r t u n a t e l y , data for  Michigan do not exi st  to 

enable one to i d e n t i f y  those indi  vi dua1 s or f a m i 1 ies which 

r ece i ve  these i tems o f  income above t h r e s h o l d  l e v e l s .

I m p l i c i t  i n  the discussion i n  precedi ng sect ions is 

the assumpt ion t h a t  the b e n e f i t s  received by capi t a l i  s ts 

d i f f e r  both q uanti  ta t i  vely and q u a l i t a t i v e l y  from those 

rece i ved by other i denti  f i  abl e rec i  pi e n t s . Another purpose

a  ^

^See the i ncome di s t r i  but i  on data in Chapter V.
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of th is  sect ion is to discuss the q u a l i t a t i v e  d i f fe re nc es  in 

these benefi  t s .

The q u a ! i t a t i v e  d i f f e r e n c e  between the benef i ts  

r ece i ved  by capi t a l i s t s  and di r e c t  rec i  p ients is g re a te s t  

i n the case of t r a n s f e r  payments. There i s  no doubt th a t  

those who recei  ve t r a n s f e r  payments rece i  ve actual  purchase 

i ng power, whi le the benefi  ts to capi t a 1 i s t s - - t h e  benefi  ts 

of s t a b i l i z i n g  the economy and mainta in ing  harmony w i t h i n  

the su r p l us  popula t i  on--do not lend t hemsel ves  to meas ure-  

ment i n money terms.  These b e n e f i t s  a r i s e  p r i n c i p a l l y  

f rom the 1 eg i t i  mi za t i  on func t i  on served by t r a n s f e r  paymen t s , 

although s o c i a l  i nsurance t ra ns fe r s  serve p r i m a r i l y  the 

accumul at i on f u n c t i o n .  Equa t i  ng benef i  ts to cos ts and 

a l l o c a t i n g  p a r t  of the b e n e f i t s  to capi t a l i s t s  would seem 

to be i n c o n s i s t e n t  w i t h  the f a c t  t h a t  a l l  of  the money 

payments accrue to the r e c ip ie n t s  of  t r a n s f e r  payments.

Since the procedure used i n  th is  s tudy i s  to equa te 

the benef i  t s of ex p e n d i t u re programs w i t h  the cos t s  of those 

p rograms, i t  i s  necessary to d iv ide  the money amounts of  

t r a n s f e r s  between t r a  ns f e r  reci  pi ents , who rece ive  money 

b e n e f i t s ,  and c a p i t a l  i s t s  who r e c e i v e  l ess  t a n g i b l e ,  bu t  

no less i m p o r t a n t ,  b e n e f i t s  f rom the same e x p e n d i t u r e s .

Thus, t h i s  s tudy assumes tha t  e x t e r n a l i t i e s , in t he  form of  

c l ass  goods s a r i s e  from the prov is ion  of  t r a n s f e r  programs. 

The value of the class goods b e n e f i ts  i s  assumed to be the 

di  f ference between the s o c i a l l y  necessary cos ts o f  the 

program and the actual  costs of  the program.



61

A Methodological  Summary

I t  is des i rab le  a t  th is  po int  to r e s ta te  the assump­

t i on s  whi ch are used i n  the rad ic a l  ana lys is  and also to

summarize i n  advance the methods used to a l 1 ocate expendi­

tures w i t h  th is  approach. The p r i ma r y  purpose o f  conducting 

the r a d i c a l  analysis i s  to demonstrate t h a t  assumptions 

about the r o l e  of  the Sta te  i n  a capi t a l i s t  soc ie ty  th at  

are di  f f e r e n t  from those used i n  convent iona1 neoclassica l  

s t ud i es  w i l l  l ead  to markedl y  d i f f e r e n t  e x p e n d i t u r e  i n c i d e n c e  

r e s u l t s  even though o t h e r  i m p o r t a n t  assumpt i ons are t he  same 

i n both ana l yses .

The assumpt ions common to the conventional  and

r a d i c a l  approaches used i n  th is  study are th a t  studies a t

the st a te  l e v e l  are r e l a t i v e l y  f r e e  of  t he prob1em of  

general  e q u i l i b r i u m  income d i s t r i b u t i o n s  because of the 

v a s t l y  g r e a t e r  i n f l u e n c e  o f  the n a t i o n a l  economy on t he 

d is t r i b u t i o n  of  i ncome w i t h i n  the s t a t e . Fur ther  9 the 

assumpt ion of the i d e n t i t y  o f  costs and b e n e f i t s , common 

to a l mos t  a l l  p r ev i ous  expend i ture incidence s t u d i e s , is  

r e t a i n e d  i n  t h i s  s t udy .

The p r inc ip a l  departure from the conventi  onal assump­

tions i s  the us e of  radi ca1 assumpti ons about the ro le  of  the 

State i n  a capi t a 1i s t  s o c ie ty .  Instead of  the usual assump­

t i  on t h a t  the S ta te r e f l e c t s  the needs of a l l  i t s  people a nd 

acts fo r  the benefi  t  of  wi dely di f f e r i  ng groups of people , 

the assumpti on in the ra d ic a l  par t  o f  th is  study is th a t  the
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government in many cases, and u l t i m a t e l y  in a l l  cases, acts 

p r i m a r i l y  in the in t e r e s t s  of a s ing le  class of  people,  

that  i s ,  the c a p i t a l i s t s . Thus, whi le  i t  is admitted in 

the rad ic a l  ana lys is  th a t  the b e n e f i c i a r i e s  i d e n t i f i e d  in  

conventional  studies do recei  ve some benefi  t  from the 

expendi t u r e s , i t  is assumed th a t  each expenditure i ncludes 

some element of class good benefi  t  which accrues s o l e l y  to 

capi t a 1i s t s . The counterpar t ,  in conventional  s t u d i e s , o f  

the class goods benefi  t  is the propor t ion  of  general goods 

benefi  t  contained in many expendi tures .



CHAPTER IV

THE DISTRIBUTION OF INCOME AND TRANSFERS: 

CONVENTIONAL ANALYSIS

The d i s t r i b u t i o n  of i ncome used in th is  study is 

derived from one developed by Douglas Roberts . Roberts 

develops hi s f i  na1 i ncome def i  ni t i  on and di s t r i  but i  on by 

s t a r t i n g  wi th the Bureau of the Census def i  ni t ion  of  money 

income, adjusted for  unshif ted bus i ness ta x e s . Si nee the 

Census income data used are fo r  1969 and the tax i ncidence 

study covers f i s c a l  1 970, the d i s t r i b u t i o n  is adjusted f o r  

a small i ncrease in populat ion,  al though i t  is assumed t h a t  

these ad d i t io na l  fami 1 ies have an income d i s t r i b u t i o n  

i de n t ic a l  to th a t  reported fo r  1969.

The i ni t i  a'l d i s t r i b u t i o n  of i ncome, c a l l e d  adj usted 

money 1ncome, is presented in Table 1. To thi  s i ncome , 

the fo l lowing i terns were added by Roberts to a r r i  ve a t  a 

broad defi  ni t i  on of  i ncome: ( 1 ) undi s t r i  buted corpora te

prof i  t s , ( 2 ) i nputed rent  of owner-occupied dwel1 ings ( non­

fa rm ) , (3) room and board furn i  shed employees, (4)  employer

1
Rober ts , op. c i t .
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TABLE 1

D i s t r ib u t io n  of Money Income fo r  Michigan,  1970

Income
Bracket
( $ 0 0 0 )

( 1 ) 
Fami1 i es 

( U n i t s  i n  
Hundreds)

( 2 ) 
Unrelated  

Indi  vidua!s  
( U n i t s  i n  
Hundreds)

(3)
Di s t r i  bution  

of Units 
(Hundreds )

(4)
Percent

of
Total
Units

(5)
Adjustment  

for  
Population  

I ncrease 
(Hundreds)

( 6 )
Adj usted 

Di s t r i  buti  on 
of Units  

(Hundreds)

Under 1 395 1 ,421 1 ,816 6 . 27 21 1 ,837
1 - 2 523 1 ,553 2,076 7.17 24 2 , 1 0 0
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

1 0 - 1 2 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



TABLE 1 ( c o n t ' d . )

Income 
Bracket  
( $ 0 0 0 )

(7)  
Mean 

Income

( 8 ) 
Total  
Money 

Income 
(M i l l  i ons )

(9)
Percentage 

D i s t r ib u t io n  
of Money 

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

1 0 - 1 2 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 fo r  Mi chi gan, 1 970"
(unpubli  shed Ph.D. di s s e r t a t i o n , 
Mi chi gan State  Uni versi  t y , 1 975) ,  
Table 2.
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contr i  but i  ons to social  se cur i ty  and pr i  vate hea l th  and 

pension p la n s , (5)  services furnished wi thout  charge by 

f i  nancial  i n t e rm e d ia r ie s ,  (6)  r e a l i  zed and unrea l i  zed 

capi t a l  g a i n s ,  and (7)  i mputed farm i ncome , i ncludi  ng the 

i mputed rent  and the imputed va1 ue of food and fue l  con­

sumed on the farm.

11 i s  obvious that  some i ncome items have been 

excluded f rom th i  s def i  ni t i  on of  i ncome. Some of  the 

excluded i terns are " i ncome generated through serv i  ces 

rendered to o n e s e l f ,  i mputed i n t e r e s t  on mutua1 1 i f e i n s u r ­

ance p o l i c i e s ,  imputed i ncome from durable goods „ g i f t s ,  

and bequests, f r i  nge benefi  ts s uch as employee di scounts

on expense accounts, as w e l l  as ce r ta i  n publ ic  assis tance
2programs such as food stamps and medicare."

By way of compar i son,  i t  i s  useful to exami ne the  

i ncome d e f i n i t i o n s  used i n  the two most recent  s t a t e - 1evel
3

studies of expendi tures and net f i  seal i nci dence. Ross 

uses an income concept he c a l l s  " fami ly  money i ncome."

This d e f i  ni t ion  s ubtracts from the O f f ic e  of Business 

Economics persona 1 i ncome def i  ni t ion the f o l l o w i n g  i terns: 

" p e r s o n a l "  income of i ns t i  t u t i  ons, personal income of  the  

■ i n s t i t u t i o n a l  populat ion,  and non-money income such as non­

money wages and s a l a r i e s ,  imputed i n t e r e s t  on government  

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

 ̂I b i d . , Chapter 2.
3

Ross , op.  c i t . , and Eapen and Eapen, op.  c i t .
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fuel  consumed on the fa r m . 1 1 is Ross' f e e l i  ng th a t  thi  s

income def i  ni t i  on i s  i nclusi  ve of enough items to warrant  

i ts use. The benefi  ts of  expandi ng the def i  ni t i  on fa 11 

s h o r t , i n  Ross' opi ni on s of  the cos ts o f  i naccurate e s t i ­

mates associ a ted w i t h  the expansion. ^

On the o t h e r  hand, Eapen and Eapen begin with  

Census money i  ncome, add food and lodgi  ng fu rn i  shed to 

employees, r e a 1 i zed capi t a 1 gains,  r e t a i  ned earni  ngs of
5corpora t i  ons and imputed rent  from owner-occupi ed homes.

Thus, Roberts 1 def i  ni t i  on of  i ncome is more compre­

hensi ve than e i t h e r  of  the defi  ni t i  ons used i n  two other

recent s t a t e - l e v e l  f i  s cal i nci dence studies , and is almost
6i denti  ca1 to that  used i n  the 1956 Mi ch i gan  s tudy , The

d i s t r i b u t i o n  and deri  va t i  on of broa d i ncome i s  shown i n

Table 3 . The income d i s t r i b u t i o n  data i n  Tab le 3 are ample 

evi dence of the degree of  income i nequal i  ty i n  Mi ch i gan i n  

1970. For example, the 1 owes t  27.8 percent  of fami 1i es 

recei ved only 5.7 percent of  t o t a 1 broad i ncome, w h i l e  the 

h i ghes t  4.2 percent of  fami 1i es recei  ved 20.8 percent of  

broad income. 11 i s  important  to remember th a t  many of the

i tems excluded from the defi  ni t ion  of  broad i ncome would 

accrue to upper i ncome groups, making the d is pa r i  ty in  

i ncome sha res even worse .

^Ross , op. c i t . , pp. 24-25.
5

Eapen and Eapen, op. c i t . ,  p. 16.
C

Musgrave and D a i c o f f , op.  c i t . , pp.  1 6 1 - 1 6 4 .



TABLE 2

Source of Income by Income Class for  
Famil ies and Unrelated Ind iv idua ls  

(Mean Income Values in Do l la rs )

Income
Bracket
($ 0 0 0 )

Total
Mean

Wages and 
Salar ies

Non-Farm 
S e l f -  

Employment

Farm 
Sel f -  

Employment
Social  

Securi ty
Publ ic  

Assi stance 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 29 924 203 409
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

1 0 - 1 2 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 fo r
Michigan,  1 970" (unpubli  shed Ph.D. di sser ta t ion  , Michigan State U n iv e r s i t y ,  
1975) ,  Table 3.



TABLE 3

Determinat ion of the Broad D e f i n i t i o n  of Income fo r  Michigan,  1970
(M i l l i o n s  of Do l la rs )

( 1 ) ( 2 )
Income Money Undist r ibuted
Bracket Income Corporate
($000) P r o f i t s

(3)  
Imputed 

Rent 
(Non-Farm)

(4)  
Room and 
Board for'  
Employees

(5)
Employer 

Contr ibut ions  
to Social  

Securi ty and 
Health Plans

( 6 )
Services of 

Fi nancial  
I n s t i t u t i o n s

Under 1 63. 56 0 12.43 . 1 0 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 . 1 0
3-4 467.79 12.08 17.13 1 . 01 29.76 10.45
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 20.1 5 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 6.43 189.17 13.13
9-10 1 ,643 .54 14.01 35.31 7.06 207.59 17.25

1 0 - 1 2 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
1 5-25 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 ( c o n t 1d . )

Income 
Bracket  
($ 0 0 0 )

(7)
Real ized and 
Unreal i  zed 

Capi ta 1 
Gains

( 8 ) 
Imputed 

Farm 
Income

(9)  
Total  

Ad d i t i  ona1 
Income

( 1 0 ) 
Percentage 

of Total  
Addi t  i ona 1 

I ncome

( 1 1 )
Broad Income 
(Money Income 

Plus Addit ional  
Components)

( 1 2 ) 
Percentage 

Di s t r ib u t io n  
of Broad Income

Under 1 0 1 .96 19.69 . 21 83.25 . 21
1 - 2 13.96 2 . 1 0 57. 50 .62 362.63 .92
2-3 34.89 1 .93 85.04 .92 471.93 1 . 2 0
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
5-5 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 8 8 . 0 1 2. 54 371.77 4.03 2,015.31 5.12

1 0 - 1 2 131.82 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 1 0 0 . 0 0

Source: Douglas Roberts,  "Incidence of State and Local Taxes: A Case Study for
Michigan,  1970" (unpublished Ph.D. d i s s e r t a t i o n ,  Michigan State U n i v e r s i t y ,  
1975) ,  Table 4.
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For the purpose of an expendi ture i ncidence s tu dy, 

however, i t  i s  necessary to modi fy  th i  s income def i  ni t i  on 

in order to t r e a t  taxes and t ra ns fe r s  ( negati  ve t a x e s ) con­

s i s t e n t l y .  The d e f i n i t i o n  of income i n  T a b l e  3 i s  bef o re ­

t a x , i . e . ,  i t  includes income used to pay s t a t e  and 1ocal  

taxes. But i t  also includes t r a n s f e r  payments from fe d e r a 1, 

sta te and l o c a l  governments. T h e r e fo r e , to avoid d o u b l e ­

c o u n t i n g  of the t ra ns fe rs  to be d i s t r i  buted i n  th is  s tudy , 

i t  i s  n e c e s s a r y  t o  r emove  s t a t e  and l o c a l  t r a n s f e r  p a y me n t s  

f r om t h e  i nc o me  d i s t r i b u t i o n .  T h i s  p r o c e d u r e  y i e l d s  t h e  

p r e - p u b l i c sector i ncome di s t r i  buti  on whi ch is used as the 

incidence base in th is  study.

T h e D i s t r i b u t i o n o f  T r a n s f e r  Pa y me n t s  
U n d e P T o  nven  t  To n a 1 TTs s um pTT'ons

The t ra ns fer s  to be removed are i n te re s t  on general  

debt, publ ic  w el fa re  payments, unemployment compensation 

benefi t s , workman' s compensati on payments, and s ta te  employee 

r e t i r e m e n t  benefi  t s . T a b l e  4 shows the amount of  t r a n s f e r  

payments and other expendi tures to be d is t r i b u t e d  i n  th is  

study. As noted, the sources of  the data i n  t h i s  tab 1e are 

Census Bureau p u b l i c a t i o n s .  These were chosen, ra the r  than 

g o v e r n m e n t a 1 budgets , because they provide consis tent  c a t e ­

g o r i c a l  c l a s s i f i c a t i o n s  of expendi tures and also because 

these are the only da ta that  provi  de i nformati  on about  

spending by a l l  1evels of  1 oca 1 government. The amounts i n  

Table 4 do not include e i t h e r  f e d e r a l l y - s h a r e d  revenues to



TABLE 4

Net Expenditures of Michigan State and Local Governments
Fiscal  1970 
( $  M i l l i o n s )

Item
Total  

Expenditu re
Federal
Revenue Charges

Net 
Expendi ture

Transfer  Payments
Publ ic Wei fare 593.7 261 .3 332.4
I n t e r e s t  on General Debt 179.6 ------ ----- 179.6
Unemployment 178.1 ----- ------ 178.1
Workman's Compensati on 1 0 . 8 ----- ------ 1 0 . 8
Retirement 164.8 ----- ----- 164.8

Education
Loca 1 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

Al l  Other General Expendi tures 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
in 1 969-70 , Table 17, p. 32 and Table 18 , pp. 36-37 ; Sta te Government 
Finances in 1970, Table 7,  pp. 21-24,  Table 16, p. 46, Table 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 s t a te  and local  l eve ls  or revenues recei  ved from 

charges by s ta te  and lo c a 1 leve ls  o f  government.

Census Bureau data fo r  1970 do not give the d e t a i 1 

of the d i s t r i b u t i o n  by expendi ture category of  f e d e r a l - t o -  

1ocal shared r e v e n u e s .  The 1967 Census of Governments^ 

gives amounts by the type of un i t  of  1 ocal government, so 

t h e  percentage of  t o t a 1 l o c a l l y  shared revenues which went 

to school d i s t r i  cts i n  1967 (21 .4 percent )  i s  assumed to 

apply i n  1970. The remai nder of  shared revenues i s  d i s ­

t r i b u t e d  t o  each expendi ture ca tegory accordi ng to the 

p e r c e n t a g e  of t o ta l  1 oca 1 spending comprised by each 

category .

Charges are def i  ned as "amounts recei  ved from the 

publi  c fo r  performance of speci f i  c services benef i  t i  ng 

t h e  person charged and from s a l e s  of commodi t i e s  and s e r ­

v i c e s  . . . "  They  i n c l u d e  f e e s , t o l l  charges, tu i  t i  on and 

r e v e n u e  from the performance of commercial - type a c t i v i t i e s
O

such as parking 1 o t s .

These amounts have been subtracted from gross 

expendi tures because one purpose of the s tudy i s  to combine 

w i t h  a tax i nci dence study to measure net f i s c a 1 incidence  

i n  Michigan.  Charges reduce t o t a l  benefi  ts and s u b tr ac t i  ng 

i n  t h i s way assumes tha t  charges equal benefi  ts and are

7U.S. Department of Commerce, Bureau of the Census, 
1967 Census of Governments, V o l .  7, State Report No.  22,
M i chi gan (Wash in g to n : U.S. Government Pri  n t i  ng O f f i  ce ,
1970).

8Bureau of the Census, Governmental Fi nances in 
1969-70, op. c i t . , p. 53.
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d is t r ibu te d  in the same way, i . e . ,  the assumption about 

charges is s im i 1ar to the b e n e f i t  p r i n c i p l e  of  t a x a t i o n .

To a l 1 ocate charges 1evied a t  the loca l  l e v e l s ,

1967 Census data were used a g a in . The percentage of t o t a l  

charges 1evi ed fo r  each expendi ture category i n  1967 was 

assumed to be the same i n  1 970, as was the proport ion  of  

charges to t o ta l  "charges and mi seel laneous general  

revenue." These assumpti ons are necessary because only  

to ta l  amounts, ra ther  than d e t a i l e d  d i s t r i b u t i o n s  , are 

a v a i l a b l e  f o r  the l o c a l  l e v e l s .

The f i r s t  four expendi ture categor i  es (educati  on, 

highways, h e a l t h  and hospi t a l s , and t r a n s f e r  p a y m e n t s )  

consti  tu te  approximately 77 percent of t o t a l  expendi tures  

and are those t y p i c a l l y  w h i c h  are considered s p e c i f i c  goods 

expendi t u r e s . The remai ni ng 23 p e r c e n t , " a l l  other  g e n e r a l " 

expendi t u r e s , i s  made up of  p o l i c e ,  f i r e , sewer, s a n i t a t i o n ,

general c o n t r o l , 1ocal p arks , f i  nancial  a dm in is t ra t io n  and
9another " a l l  other  g e n e r a l " category.

General debt i n te re s t  w i 11 be d i s t r i b u t e d  on the 

basis of  hoidings of municipal  debt by ind iv id u a ls  and 

f in a n c ia l  in te rmed iar ies  . The d i s t r i b u t i o n  of ind iv idua l  

i n t e r e s t  earnings is made only to the upper three income 

brackets (over $ 1 2 , 0 0 0 ) on the assumption th a t  t a x - f r e e  

municipal bonds are r a t i o n a 1 investments only fo r  upper

^ I b i d . , p . 37.
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income taxpaye rs . ^® The share of  government debt held by

commercial banks is assumed to benefi  t  equal ly both bank

users 3 in the way of  subsi di zed servi  ces , and bank share-

holders . I n t e r e s t  accrui  ng to other f i  nancial  i n s t i t u t i o n s

is assumed to benef i  t  thei  r shareholders . These a 11 ocat i  ve

methods are s i m i l a r  to those used by Eapen and Eapen in
11thei r s tudy of expendi ture i nci dence in Connecti c u t , and

1 o
by Musgrave, et  a l . s in t h e i r  nat ional  study.

A d i s t r i b u t i o n  among holders of Michigan s ta te  and

l o c a l  debt i s  not a v a i l a b l e . ,  but d a t a  are avai 1 able fo r  the

d i s t r i b u t i o n  of the debt of a l l  s t a te  and local  governments

in the United S ta tes in 1967. Accordi ng to Moody's Muni ci  pa 1
1 3

and Go v e r n m e n t  Manual, 37 p e r c e n t  o f  p r i v a t e l y  h e l d  d e b t

i s  h e l d  by i n d i v i d u a l s ,  p a r t n e r s h i p s  and personal t r u s t  

a c c o u n t s ,  42 percent  i s  he 1d by commercial banks, and the  

r e m a i n d e r  i s  held by other f i n a n c ia l  and non- f i  nancial  

i n s t i t u t i o n s .  In ad d i t io n ,  i t  i s  necessary to est imate the 

amount  o f  d e b t  h e l d  by o u t - o f - s t a t e  r e s i d e n t s . One study 

has e s t i m a t e d  t h a t  93 percent o f  the i ncrease in Michigan  

s t a t e  and l o c a l  d e b t  b e t w e e n  1957 and 1962 was h e l d  by

^ S e e  S t a n l e y  Surrey , "Federal Income Taxat i  on of  
S t a t e  and L o c a l  G o v e r n m e n t  O bl ig a t io n s , "  in Readings in 
F e d e r a l  T a x a t i o n , e d .  by F r a n k  Sander and David West fa l l  
I  New Y o r k :  Foundation Press, 1970) ,  p. 282.

11 Eapen and Eapen, op. c i t . ,  pp. 98-102.
1 2Musgrave, e t  a l . ,  op. c i t . ,  p. 34.
1 O

Moody' s Investors S e r v ic e , Inc.  (New York, 1969) ,
p. 15.
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1 4Michigan res iden ts .  As i de from Lees ' s t  u dy, which was 

used by Eapen and Eapen, there is l i t t l e  precedent fo r  

di s t r i  buti  ng debt i n teres t  payments in s t a t e - 1 evel s tudi  es :

n e i t h e r  Brown 1e e , Musgrave and Da i c o f f , or Ross d i s t r i b u t e d
1 5

s t a t e  and l o c a l  debt i nteres t payments. Therefore „ th is  

study assumes that  90 percent of  debt i n te r e s t  accrues to 

M i c h i g a n  res i dents held i n  the same propor t i  ons t h a t  Moody's 

descri bed for  the Uni ted S t a t e s .

The p r o p o r t i o n s  of g e n e r a l  debt held by Mi chi gan

c o m m e r c i a l  b a nk s  and other i ns t i  t u t i  onal h olders and assumed

t o  b e n e f i t  bank  s h a r e h o l d e r s  i s  a l s o  s u b j e c t  t o  o u t - o f - s t a t e

s h i f t in g  b e c a u s e  not a l l  owners of these f i rms are Michigan

r e s i d e n t s .  I n  19 7 0 ,  4 . 5  p e r c e n t  o f  a l l  i n d i v i d u a l  s h a r e -

1 6h o l d e r s  o f  p u b l i c l y  h e l d  s t o c k  were M i c h i g a n  r e s i d e n t s .

T h i s  p e r c e n t a g e  i s  assumed t o  h o i d  fo r  the purposes of  d i s ­

t r i b u t i n g  i n t e r e s t  p a y me n t s  t o  c o m m e r c i a l  b a n k s  an d  other  

f i n a n c i a l  and n o n - f i n a n c i a l  i ns t i  t u t i  ons .

I m p l i c i t  i n  t h e  d e c i s i o n  t o  d i s t r i b u t e  i n t e r e s t  p a y ­

ment s  i s  t h e  a s s u m p t i o n  t h a t  i n t e r e s t  e x p e n d i t u r e s  a r e  

t r a n s f e r  p a y m e n t s  w h i c h  r e d i s t r i b u t e  i n c o m e  w h i l e  s t a t e  and 

l o c a l  g o v e r n m e n t s  p r o v i d e  s e r v i c e s  f i  n a n c e d  by  t h e  d e b t .

^ F r a n c i s  A.  L e e s ,  " I n t e r r e g i o n a l  F l o w s  o f  Funds 
T h r o u g h  S t a t e  and  L o c a l  G o v e r n m e n t  S e c u r i t i e s  ( 1 9 5 7 - 6 2 ) , "
J o u r n a 1 o f  R e g i o n a l  S c i e n c e , V o l .  9 ,  No.  1 ( 1 9 6 9 ) ,  p.  8 2 .

1 5
Al  1 n a t i o n a l  l e v e l  s t u d i e s ,  however, di s t r i  bute

i n t e r e s t  p a y m e n t s .
i fi

New York S t o c k  Exchange Fact Book (New York: NYSE, 
I n c . , 1 9 7 1 1 7  p p .  4 7 - 4 8 .
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Ross argues s t rong ly ,  but apparent ly  i n a c c u r a t e ly ,  that

in t e r e s t  payments are "fundamental ly d i f f e r e n t  from other
1 7kinds of government expendi t u r e s ." He argues t h a t  both 

t a x p a y e r s  and bond purchasers b e n e f i t ,  i n  tha t  taxpayers  

forego current  taxes fo r  fu tu re  taxes and bond purchasers 

forego 1i qui di ty fo r  earni  ngs . T h e r e fo r e , he argues, 

i n t e r e s t  r e c i p i e n t s  make a qua 1 i t a t i  vely di f f e r e n t  s a c r i ­

f i c e ,  i . e . ,  l i q u i d i t y ,  than , say, a rec i  pi ent o f  educati  onal 

b e n e f i t s  who s a c r i f i c e s  o n l y  t i m e .  The l a t t e r  p a r t  of t h i s  

a r g u m e n t  i s  t e n u o u s .

The b a s i c  a s s umption of  expendi ture i nci dence 

s t u d i e s  i s  t h a t  p u b l i c  e x p e n d i t u r e s  a r e  p r o d u c t i v e  o f  bene­

f i t s ;  t h e s e  b e n e f i t s  a r e  t y p i c a l l y  v a l u e d  a t  t h e i r  c o s t .

T h i s  i s  t h e  a s s u m p t i o n  used in th is  s tudy. 11 f o l l o w s  th a t

i n t e r e s t  p a y me n t s  a r e  an a d d i t i o n a l  c o s t  i n c u r r e d  t o  p r o ­

v i d e  government p r o g r a m s  and t h e r e f o r e  s h o u l d  be i n c l u d e d  

i n  e x p e n d i t u r e s  t o  be d i s t r i b u t e d .

F u r t h e r ,  an a t t e m p t  t o  m e a s u r e  net f i s c a l  inc idence,  

o f  w h i c h  th is s t u d y  i s  a p a r t ,  must consider t h a t  current  

t axes  a r e  i n p a r t  used t o  pay  f o r  e x p e n d i t u r e s  i n c u r r e d  in 

e a r l i e r  y e a r s  and f i n a n c e d  t h r o u g h  t h e  i s s u a n c e  of p u b l i c  

d e b t .  T h i s  s t u d y  a l s o  w i l l  d i s t r i b u t e ,  i n  t h e  curren t  ye ar ,  

a l l  o f  c a p i t a l  o u t l a y  e x p e n d i t u r e s ,  on the g r o u n d s  that  the 

p u r p o s e  I s  t o  me a s u r e  e x p e n d i t u r e  and n e t  f i s c a l  i n c i d e n c e

•/ 7
Ross , op.  c i t .» p . 83.
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in money terms as i t  a c t u a l l y  was in 1970. I n t e r e s t  on 

genera 1 debt is di s t r i  buted as shown in Table 5.

Pub 1 i c welfa re payments are also i ncluded in the 

d e f i n i t i o n  of i ncome as developed by Roberts and the re fo r e  

must be exc1uded. The di s t r i  buti  on of cash publ ic  w e l fa re  

benef i ts i s  the same as the d i s t r i b u t i o n  of the publ ic  

assistance paymen ts i nc1 uded in the def i  ni t i  on of  money 

i ncome. Publ ic wel fare  payments in the amount o f  $158.4  

m il l io n  a r e  n e t  of f e d e r a l l y  shared revenues to both s t a t e  

and l o c a l  g o v e r n m e n t s  for  the purpose of pub l ic  w e l f a r e  and 

a l s o  do not include medi cai d payments. The di s t r i  but i  on by 

i ncome class o f  publ ic  w e l f a r e  payments ( less medi cai d) is  

shown i n  T a b l e  5.

M e d i c a i d  payments, whi ch amount to $174 m i l l i o n ,  are  

not i n c l u d e d  i n  the def i  ni t i  on and d i s t r i b u t i o n  of income. 

M e d i c a i d  i s  t h u s  n o t  included with the other w el fa re  pay­

ment s  w h i c h  a r e  subtracted from the d i s t r i b u t i o n  of income. 

However  , when t h e  i n c i d e n c e  of a l l  publ ic  w el fa re  paymen ts 

i s  c o mp u t e d  m e d i c a i d  paymen ts are i ncluded, and t h e i r  d i s ­

t r i b u t i o n  i s  assumed t o  be t h e  same as the d i s t r i b u t i o n  of  

p u b l i c  a s s i s t a n c e  p a y m e n t s  ( T a b l e  2 ) .

U n e m p l o y m e n t  c o m p e n s a t i o n  payments , amounti ng to

$178 m i l l i o n ,  a r e  d i s t r i b u t e d  by t h e  di s t r i  but i  on of  unemploy-
1 8ment  b e n e f i t s  n a t i o n a l l y  i n  1968 .  The data i n  Musgrave, 

e t  a 1 . , a r e  d e r i v e d  from the Brooki ngs MERGE f i l e  and the

1 8Musgrave,  e t  a 1 . ,  op. c i t . , Table 2,  p.  5.



TABLE 5

; r i b u t i o n  o f  T r a n s f e r  Payments - -  Convent i ona l  Assumptions
( $ 0 0 0 )

Income (1 } ( 2 ) (3)  (4)
Bracket  I n t e r e s t  on Unemployment Workman's P u b l i c
($000) General  Debt Compensat ion Compensat ion W e l f a r e

Amor n t P e r c e n t Amount P e r c e n t Amou nt P e r c e n t Amount P e r c e n t

Unde r  1 251 . 26 5 , 6 8 4 3 . 1 9 344 3 . 1 9 4 , 2 7 7 2 . 7 0
1 - 2 S64 . 99 6 , 4 9 6 3 . 6 5 393 3 . 6 5 2 8 , 6 6 6 1 8 . 1 0
2 - 3 884 . 91 4 , 9 1 5 2 . 7 6 297 2 . 7 6 2 7 , 5 5 8 1 7 . 4 0
3 - 4 1 , 1 7  3 1 .21 4 , 2 7 4 2 . 4 0 259 2 . 4 0 2 3 , 4 4 0 1 4 . 8 0
4 - 5 1 , 4 4 9 1 . 50 12 , 591 7 . 0 7 761 7 . 0 7 2 2 , 8 0 6 1 4 . 4 0
5- 6 793 . 82 1 3 , 0 5 2 7 . 3 3 789 7 . 33 1 2 , 6 7 0 8 . 0 0
6-7 1 ,665 1 . 7 2 1 4 , 5 4 6 8 . 1 7 880 8 . 1 7 6 , 8 1 0 4 . 3 0
7 - 8 1 , 2 7 4 I . 31 1 2 , 3 4 3 6 . 9 3 746 6.  93 6 , 0 1 8 3 . 8 0
8 - 9 I ,469 1 . 52 1 4 , 1 9 4 7 . 97 858 7 . 9 7 5 , 7 0 2 3 . 6 0
9 - 1 0 1 , 9 0 4 1 . 97 1 4 , 6 5 5 8.  23 886 8 . 2 3 3 , 801 2 . 4 0

1 0 - 1 2 3 , 4 8 5 3.  60 2 4 , 2 1 9 1 3 . 6 0 1 , 4 6 5 1 3 . 6 0 6 , 0 1 8 3 . 8 0
1 2 - 1 5 8 , 3 4 1 8.  62 1 7 , 7 1 9 9 . 9 5 1 ,071 9 . 9 5 5 , 2 2 7 3 . 3 0
1 5 - 2 5 1 9 , 1 5 0 1 9. 78 2 8 , 7 1 1 1 6 . 1 2 1 , 7 3 6 1 6 . 1 2 4 , 5 9 3 2 . 9 0

Over  25 5 4 , 0 0 8 5 5 . 7 9 4 , 6 8 0 2 . 6 3 283 2 . 6 3 792 . 5 0
TOTALS 9 6 , 8 1 0 1 0 0 . 0 0 1 7 8 , 0 7 9 1 0 0 . 0 0 1 0 , 7 6 8 1 0 0 . 0 0 1 5 8 , 3 7 8 1 0 0 . 0 0



TABLE 5 ( c o n t ' d . )

Income (5)  ( 6 )
Bracket Retirement Al l  Transfer
($000) Benefi ts Payments

Amount P e r c e n t Amount Percent

Under 1 5,108 3.10 15,664 2.57
1 - 2 24,389 14.80 60,908 1 0 . 0 0
2-3 23,400 14.20 57,054 9.37
3-4 19,610 11 .90 48,756 8 . 0 1
4-5 16,479 1 0 . 0 0 54,086 8 . 8 8
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
9-10 5,932 3.60 27,178 4.46

1 0 - 1 2 8,404 5.10 43,591 7.16
12-15 9,887 6 . 0 0 42,245 6.94
15-25 11 ,371 6.90 65,561 10.77

Over 25 3,461 2 . 1 0 63,224 10.38
TOTALS 164,789 1 0 0 . 0 0 608,824 99. 99



TABLE 5 ( c o n t ' d . )

Notes: Col umn (1 )

Col umn ( 2 )

Col umn ( 3 )
Col umn ( 4 )

Col umn ( 5 )

Col umn ( 6 )

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, e t .  a l . ,  The D i s t r ib u t io n  of Fiscal  Burdens 
and B e n e f i t s , Table 2, p. 5.
D is t r ib u ted  the same as column 2.
D is t r ib u ted  by the d i s t r i b u t i o n  of publ ic assistance income 
from Table 2.
D is t r ib u ted  by the d i s t r i b u t i o n  of social  secu r i t y  payments 
from Table 2.
Sum of columns 1-5.
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defi  ni t i  on of income used is comparable t o , al though some­

what more complete than , tha t  developed by Rober ts . Of the  

recent s t a t e - l e v e l  studies.,  only Ross di s t r i  butes unemploy- 

ment benefi ts. ,  but his data are not usable fo r  th is  s tu d y .

The Census i n c o m e  data shown i n  T a b l e  2 i ncl ude unemploy­

ment benefi  ts i n  the "Other" c a t e g o r y , ,  1 umped w i t h  i tems 

such as i  nteres t  and di vi dends , which make th is  di s t r i  bu t i  on 

u n s u i t a b l e  f o r  the purpose of a 11 oca t i  ng unemp1oymen t  com­

p e n s a t i o n  p a y m e n t s .

Wo r k ma n ' s  c o m p e n s a t i o n  benef i  ts also are i ncluded 

i n  t h e  Census def i  ni t i  on of i ncome in the "Other" category,  

w h i l e  emp1 oyer contr ibut ions  to the fund a re also i nc 1 uded 

in t h e  i n c o me  d i s t r i b u t i o n  and di s t r i  buted by wages and 

s a l a r i e s .  Beca use  of the s i m i 1 a r i ty between t h e  u n e m p l o y ­

ment  and w o r k m a n ' s compensati on s y s t e m s  , and the lack of  

u s a b l e  d a t a  t o  d i s t r i b u t e  bene f i ts  from workman' s compensa­

t i o n s  i t  i s  r e a s o n a b l e  to d i s t r i b u t e  thes e benefi  ts on the 

same b a s i s  as unem p1oymen t benefi  ts . Thi s basis i f  p r e f e r ­

a b l e  t o  t h e  wages and s a la r ie s  d i s t r i b u t i o n  because i t  is 

l i k e l y  t h a t  wage e a r n e r s ,  as o p p o s e d  t o  s a l a r i e d  w o r k e r s ,  

r e c e i v e  t h e  b u l k  o f  b o t h  t y p e s  o f  c a s h  p a y m e n t s .

The f i n a l  t r a n s f e r  c o n s i d e r e d  i n  t h i s  s t u d y  i s  bene­

f i t s  f r o m  s t a t e  and l o c a l  e m p l o y e e s  r e t i r e m e n t  s y s t e m s .  

B e n e f i t s  p a i d  arid e m p l o y e r  con t r i  b u t i  ons  t o  t h e  s y s t e m s  

have a l r e a d y  been i n c l u d e d  i n  t h e  d e f i n i t i o n  and d i s t r i b u t i o n  

o f  i ricome. T h u s ,  t h e  r e t i r e m e n t  s y s t e m  i s  s i m i l a r  t o  the 

o t h e r  soci a 1 i n s u r a n c e  expendi t u r e s  d i s c u s s e d  above and w i l l
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be t reated  in the same way. Benef i ts  paid are removed from 

the i ncome di s t r i  buti  on by the di s t r i  but i  on of socia l  securi  ty 

payments as they have been by both Musgrave, e t  al . , ^  and 

Ross. 20

The d i s t r i b u t i o n  of a l l  t r a n s f e r  paymen ts ( less  

medicaid) i s  shown i n  Table 5 .  These amounts and the 

di s t r i  buti  ons of  these amounts a re s ubtracted from the 

di s t r i  buti  on of i ncome i n  Table 3 to a r r i v e  at  the d i s t r i ­

bution of a d j u s t e d  broad income, the i n c i d e n c e  base f o r  the 

study. The d i s t r i b u t i o n  of adjusted broad i n c o m e  i s  shown 

in Table 6 .

T a b l e  7 shows the impact of a l l  t rans f e r  paymen ts 

on the d i s t r i b u t i o n  of i  ncome. 11 is obvious, under con­

ventional  ass  umpti ons , th at  the i nci dence of t ranser  pay­

ments as percen tages of adjusted broad i ncome is regressi  ve 

( p r o - p o o r ) . T h i s  conclusion is also supported by the data 

i n  Table 6 which s how tha t  the d i s t r i b u t i o n  of  adj us ted 

broad income i s  l e s s  equal than the d i s t r i b u t i o n  of income 

before t r a n s f e r s  we r e  removed.

1 9 I b 1d . ,  T a b l e  12 ,  p. 34 .

20 R o s s ,  o p . c i t . ,  p. 39.



TABLE 6

Distribution of Adjusted Broad Income - -  Conventional Assumptions
($000)

Income
Bracket
($000)

Broad
Income

Fercent of 
Broad Income

Percent of 
Fami1ies*

Adjusted 
Broad Income

Percent c 
Income

Under 1 83,250 .21 6.27 67,586 .17
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.



TABLE 7

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

Income
Bracket
($000)

Interest on 
General Debt

Unemployment
Compensation

Workman1s 
Compensation

Pub!ic. 
Welfare

Retirement
Benefits

All Tran; 
Paymen 1

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 .12 7.26 2.50 12.01
5-6 .09 1.53 .09 3.11 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

^Includes Medicaid payments.

*Less than .01.

Source: Tables 3, 5 and 6 .



CHAPTER V

THE DISTRIBUTION OF INCOME AND TRANSFERS:

A RADICAL ANALYSIS

The rad ica l  analysis uses e s s e n t i a l l y  the same 

basic p r i n c i p l e  as the conventi ona1 ana lys is  to modi fy 

Roberts 1 i ncome d i s t r i b u t i o n  (Table 3, Chapter I V ) . This 

p r in c ip le  is tha t  to es tab l is h  the pre-government d i s t r i b u -  

t ion of  income t r a n s fe r  payments must be subtracted  from 

the d i s t r i b u t i o n  of i ncome developed by Roberts . Transfer  

payments must be exc1uded from the pre-government income 

d i s t r i b u t i o n  in the conventional  ana lys is  because the 

benefi ts of t r a n s f e r  payments accrue to the reci  pi ents of  

the money payments. Transfers are assumed to be negat ive  

taxes and because the impact of posi t i  ve taxes is not  

included in the pre-government income d i s t r i b u t i o n ,  t r a n s f e r  

payments must also be excluded.

The basic di f f erence  between the radi  cal and conven­

t ional  analyses is the ass umpti on in the ra d ica l  ana lysis  

that  there are qual i  t a t i  ve and quanti  ta t i  ve di f ferences  

between the money amounts of  t r a n s f e r  payments and the 

benef i ts  which accrue from t r a n s f e r  spending by the govern­

ment. The radi  ca1 analys i s p a r t i a l l y  r e j e c t s  the money-f1ow

86
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concept of benef i  t  i ncidence in the case of  t ra ns fer s  and 

uses i nstead the b e n e f i t s - r e c e i v e d ,  or c o s ts - i ncur re d -on-  

beha1f - o f  concept . Thus, the genera 1 ass umpti on about 

t rans fer  payments in the ra d ic a l  ana lys is  is tha t  these 

expendi tures are i ncurred on beha1 f  of  two groups : ( 1 )

the di re ct  r e c i p ie n t s  of  money payments and ( 2 ) capi t a l i s t s  

who benefi  t  from the 1 egi t imi  z a t i  on purposes of  t r a n s f e r  

payments.

To the extent  th at  t r a n s f e r  payments y i e l d  class 

goods benefi  ts they are s i m i l a r  to the other expendi tures 

discussed in th is  s t udy. The money flows of  other expendi-  

tures are assumed to be in termedia te  products , and the 

basic i ncome d i s t r i b u t i o n  is assumed to be unchanged in the 

absence of government spending fo r  these purposes. There­

f o r e , to be consis tent  wi th the conventional  a n a l y s i s , only 

the proport ions of trans fe r  payments which yie1d money bene­

f i t s  to d i r e c t  re c ip i  ents are subtracted from Roberts 1 

broad i ncome d i s t r i b u t i o n .  These sub t ra c t io n s  are made by

usi ng the same ass umpti ons about the incidence of t r a n s fe r
1

payments as were used in the conventional  a n a l y s i s .

1An a l t e r n a t i v e  method of ana lyzing t r a n s f e r  payments 
in the radica 1 ana lysis would be to subtract  t ra ns fer s  from 
broad income in the same way they are subtracted in the con­
ventional  a n a ly s is .  This procedure would y i e l d  i denti  ca1 
pre-government i ncome d i s t r i b u t i o n s  fo r  both analyses.
Rather than use th is  method, however, i t  seems p re fe ra b le  
to be conceptual ly  consis tent  between the two analyses and 
subtract  only those amounts of  t ra ns fe rs  which y i e l d  money 
benefi ts to d i r e c t  reci  pi ents .
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In the discussion which f o l 1 ows, i t  is important  to 

recognize th at  the proport ions used are not o f fe re d  as 

preci se es t i  mates of amounts of benef i  ts which may a c t u a l l y  

accrue to capi t a l i s t s . Rather , these f igure s  are used to 

gi ve i ndi ca t i  ons of the di r e c t i  on of  the f low of  bene f i ts  

from s p e c i f i c  expend i t u r e s . The discussion of  each expendi­

ture is based on the genera 1 p r i n c i p l e s  of the radi  ca1 

analysis out l ined in Chapter I I I ,  which provides a r a t i  onale  

for  the a l l o c a t i v e  proport ions used.

For the purposes of  th is  study,  c a p i t a l i s t s  w i l l  be 

defined as re c ip ie n ts  of the f o l 1owi ng i ncome i tems: non­

farm self-employment income, dividends,  und is t r i bu te d  

corporate p r o f i t s ,  r e a 1 i zed and unrea l ized  capi ta l  gai ns 

and i n t e r e s t  on general d e b t . Amounts accruing to c a p i t a l i s t s  

w i l l  be d is t r i b u t e d  on the basis of the combined d i s t r i b u t i o n  

of these six income items (see Tab 1e 8 ) .

Debt i n t e r e s t  has been d i s t r i b u t e d  conve nt iona l ly  to 

i ndi vi dua1 reci  pi en ts , commerci a 1 banks and other  f i n a n c i a l  

i n s t i t u t i o n s .  These ben ef i ts  are a 11 oca ted by r e t a i  ned 

corporate pro f i  ts and r e a l i z e d  c a p i ta l  gains ( i n d i v i d u a l s ) ,  

by demand deposits and dividends (commercial banks) and by 

dividends (other  f i n a n c i a l ) .  These d i s t r i b u t i o n s  are s t i l l  

tenable in the rad ica l  ana lysis because the purposes fo r  

which debt was i ncurred are v a r i e d ,  and to assign propor­

tions which would accrue to capi t a l i s t s  and di re c t  rec i  pi ents 

would e n t a i 1 an h i s t o r i c a l  analysis of  debt issuance.  The 

d is t r ib u t io n s  of c a p i t a l i s t  and d i r e c t  r e c i p i  e n t s ' i ncome
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TABLE 8

The Distribution of Capital ist Income 
($000)

Income
Bracket
($000 )

Capitalist
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 qu i te  s i m i l a r  because most of  the i n t e r e s t  payments 

accrue to upper- i  ncome groups , and the addi t i  onal complexi ty 

of a debt ana lys is  would probably y i e l d  l i t t l e  in the way 

of d i f f e r e n t  r e s u l t s .

Social  insurance payments, i n  contras t  to general  

debt s e rv ic e ,  are pai d to di f f e r e n t  peop1e for  d i f f e r e n t  

reasons.  Unemployment compensation payments are made to 

workers who are unemp1oyed and a c t i  vely seeking work. The 

need for  a system o f  unemployment  compensation ar ises  

because o f  t he na t u re  of the c a p i t a l i s t  system. The group 

of  unemployed persons acts as a force to keep wages down and 

to d i s c i p l i n e  l a b o r  g e n e r a l l y , but t h e i r  acceptance of the 

system and t h e i r  cooperat i  on i n  i t  are i ncreased by the 

unemployment compensat ion program . People who are emp 1 oy ed 

are a l so  more t r a c t a b l e  and coopera t i  ve with the sys tern 

because they know that  unemp1oyment compensati on e x i s t s  to 

help them i f  t hey become unemployed.

C a p i t a l i s t s  b e n e f i t  f rom the unemployment system 

because o f  the f a v o r a b l e  e f f e c t s  o f  the system on wo r k e r s ,  

both employed and unemployed.  Wi t hou t  a program to suppor t  

unemployed wor ke r s ,  c a p i t a l i s t s  and workers  would both be 

worse o f f  under the c a p i t a l i s t  economic system.  But 

unemployed workers  would be even b e t t e r  o f f  i n  a hypothet i -  

cal  s o c i a l i s t  economy i n  which unemployment  would be reduced 

to t he minimal  l e v e l  o f  f r i c t i o n a l  unemployment .  Thus the 

r a d i c a l  a n a l y s i s  assumes t h a t  the par t  of the b e n e f i t s  of
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cash unemployment payments accrue to c a p i t a l i s t s  as well

as the d i r e c t  r e c ip ie n ts  o f  the t r a n s f e r s .

Fri  c t i  onal unemployment is def i  ned as unemployment

which resu l ts  from adjustments to the norma 1 process of
2

changi ng job demands in a dynamic economy. For the pur ­

pose of this s tu dy, f r i c t i o n a l  unemp1oyment is th a t  propor­

t ion of to ta l  unemployment charac ter i  zed by r e l a t i v e l y  

short durat i  on of the period of unemp1oyment. In 1 970 the 

average durat ion of unemp1oyment in the U.S. was s l i g h t l y

over 8 weeks 9 but 61.9 percent  of  a l l  unemployed persons
3were unemployed fo r  6 wee ks or less .  Thi s c r i t e r i o n  fo r  

d e f i n i n g  f r i c t i o n a l  unemployment compares favorab ly  with

the e s t i m a t e  of  the Nat ional  Planning Commission which sets 

the f r i c t i o n a l  ra te  of unemployment a t  2 percent  o f  the 

work f o r c e ,  or  approximately 50 percent of  the f u l l  employ­

ment 1eve1 of  unemployment.^

Under a more r a t io n a l  economi c system unemployment 

could c on c e i v ab l y  be reduced to f r i c t i o n a l  l e v e l s .  There-  

fore,  the s o c i a l l y  necessary cos t  of unemp1oyment i s  

assumed to be 62 pe r cen t  o f  the t o ta l  cost of  unemployment. 

Thus, ->8 percen t  o f  unempl oyment ben ef i ts  are a t t r i b u t a b l e

cWi1bur Thompson, A P r e face to Urban Economics
( Ba l t i mo r e :  The Johns Hopkins Press, 1 967 )”, p. 217.

3Manpower Report of t he P r e s ide n t , 1 974 (Washington 
U.S. Government P r in t in g  Office;,  1974”)”, pp. 2.4 and 278.

^Thompson, o p . c i  t . , p. 209,  note 3.
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to the i r r a t i o n a l i t y  of  the c a p i t a l i s t  system and accrue 

to capi t a l i s t s  as class goods benefi  ts .

The b en ef i t s  (62 percen t ) which accrue to rec i  pi ents 

of unemployment benef i ts  are d i s t r i b u t e d  i n the same way as 

in the convent iona1 a n a l y s i s : by the d i s t r i b u t i o n  of

unemployment benef i  ts n a t i o n a l l y  (see Chapter I V ) . The 

proport i  on of  benefi  ts (38 percent)  accruing to capi t a l i  sts 

i s  a l loc a te d  by the di s t r i  but i  on of  capi t a l i  st  income from 

Table 8 .

S i m i l a r  reasoning can be appl ied  to a 11 ocate the 

b e n e f i t s  of t he  workman's compensat i on system,. The nature  

of the work process i n  ma nu f a c t u r i n g  i ndustr i  es i s  such 

t h a t  concern f o r  j o b  sa fe ty  is secondary to the need fo r  

p r o f i t s  and the producti  vi ty  of  wo r k e r s .  Thus , the c a p i t ­

a l i s t  system i s  in par t  r e s p o n s i b l e  for  the need fo r  

workman's compensation.

The r a t i o n a l e  o f  a 11 oca t i  ng p a r t  of t hese  henef i  ts 

to c a p i t a l i s t s  a r i  ses because of  the purpose th a t  they 

serve: workers are more w i l l i n g  to undertake r i s k y  occupa­

tions and dut ies and to labor i n  substandard condi t ions . 

Wi thout  the workman's compensation sy s tern, c a p i t a l i s t s  and 

workers would be worse o f f  than they c u r r e n t l y  a r e , but  

again workers coul d be b e t t e r  o f f  i n a f a c to r y  system with  

s a f e r  worki ng condi t ions.

Michigan's i n d u s t r i a l  sa fety  record is considerably  

bet ter  than the n a t ion a 1 average: 1 0 . 6  i n j u r i e s  per

m i l l i o n  emp1oyee hours, compared to the nat iona l  r a t e  of
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5
15.2 i n j u r i e s  per m i l l i o n  employee hours. In the publ ic  

sector,  which operates without  the p r o f i t  mot ive , i n j u r y  

rates are much higher than the p r i v a t e  se c to r ,  w ith  the 

exception of the federa l  government: In 1968, fe d e r a 1

employees a veraged 6 .9 d isab l in g  i nj ur i  es per m i l l i o n  

hours, whi le  s ta te  governments a veraged 1 2 . 1  and muni ci pa 1 -

1 t i  es had an average ra te  of  24.9 i n j u r i e s  per mi 11 ion 

hours. ^

Member f i r ms  of the Nationa 1 Safe ty  Counci 1 averaged 

70 p e r c e n t  1ower i n j u r y  frequency rates than the non-NSC 

f i r ms  in 1 9 6 8 . 7 The nat ional  and s ta te  averages r e f  1ected 

in the BLS data include both NSC members and non-members.

Si nee Michigan's i nj ury ra te  i s a l r e a d y  we l l  be low the 

n a t i ona l  r a t e  and i s  also l ower  than i n  other northern i n d u s ­

t r i a l  s t a t e s  such as New York,  i t  would p r oba b l y  be un r e a ­

sonable to reduce the Michigan i nj ury ra te  by 70 percent to 

a r r i v e  a t  a r a t e  which would represent  a minimal level  of  

i n j u r i e s .  And the i n j u r y  r a t e  i n  the n o n - p r o f i t  publ ic  

sector  i s  of no va l ue  as a goa1 for  the pr i  vate s e c t o r . 11

seems p r e f e r a b l e  to assume that  Michigan's a l r e a d y  r e l a t i v e l y  

low i n j u r y  r a t e  mi ght  be reduced by 25 percent i n an economi c

5U.S. Depar t ment  of Labor ,  Bureau of  Labor S t a t i  s-  
t i c s ,  I n j u r y  Rates by Ind us t r y , 1 970, BLS Report No. 406 
(Washington:  U.S. Government  P r i n t i n g  Off i  c e , 1 972) ,  pp.
2 and 25.

^National  Safety Counci 1 , Acc i d ent Facts 1970 
( Ch i cago: Na t i  ona1 Safety Counci l ,  19 70TT p. 36.

7 1 b i d . , p.  27.
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system which would not exploi  t  i t s  workers. Thus, 25 

percent of  workman's compensati on payments are assumed to 

be s o c i a l l y  unnecessary and accrue to the b e n e f i t  of  

capi t a l i  s t s . The share of di re c t  r e c i p i  ents i s  di s t r i  buted 

by the di s t r i  but i  on of unemployment b e n e f i t s  by the same 

r easoni ng used in the conventional  ana lysis i n Chapt e r  I V . 

Rather  than use the wage/sa lary d i s t r i b u t i o n , i t  i s  p r e f e r -  

a b l e  to use the unemployment benefi  ts d i s t r i b u t i o n  because 

wage earners s as opposed to s a l a r i e d  employees , are more 

l i k e l y  to be s u b j e c t  to o n - t h e - j o b  i n j u r i e s .

To the extent  that  publ ic w e l f a r e  r e c ip ie n t s  are 

unable to work or care fo r  themselves , i . e » 8 to the extent  

t h a t  they are ch i l d r en , ,  b 1 i n d s disabled or e l d e r l y s some 

sort  of support would be necessary under a hypothet i  ca1 

s o c i a l i s t  economy. T he re fo re , the proport ion of  w e l f a r e  

payments which are di s t r i  buted to these people i s  consi dered 

a s o c i a l l y  necessary c o s t .

The d i s t r i b u t i o n  of w e l f a r e  payments, minus medica id9 

by Michigan s t a t e  and 1 oca 1 governments in 1970 was as 

f o l 1ows: 10.9 percent for  o l d  age a s s i s t a n c e , ,  52.6 percent

aid to fa mi l i e s  w i t h  dependent chi 1dren (AFDC) ,  .5 percent  

aid to the b l i n d s  9.5 percent a i d  to the d is a b l e d , and 26.5  

percent for  gener a l  a s s i s t a n c e . ^  However, 44 percent  of  

AFDC and 47.6 percent o f  genera 1 assistance payments were fo r

8Michigan Department of  Social  S e r v ic e s , Annual 
Report Fi seal 19 70 ,
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e l i g i b i l i t y  by reason of unemployment or fo r  lack  of  a wage 

earner ( f a t h e r ) .  ̂ These payments would not be necessary 

except fo r  the c a p i t a l i s t  system which generates unemploy­

ment and provi  des almost no f a c i l i t i e s  ( day-care c e n t e r s ) 

to enab1e mothers of  pre-school  age chi 1dren to work.  

There fore , 38 percent of  these proport ions of AFDC and 

general  assistance payments is assigned to t he b e n e f i t  of  

capi t a l i s t s . The r a t i o n a l e  fo r  th is  d iv is i o n  is the same 

as t h a t  f o r  t he a l l o c a t i o n  o f  unemployment  b e n e f i t s .

Thus» i t  i s  assumed t h a t  13.6 pe r c e n t  o f  t he bene­

f i t s  of cash wel fare  payments accrues to c a p i t a l i s t s  . The 

r emain i ng 8 6 .4 percent i s  a l loc a te d  to the r e c i p ie n t s  and 

d i s t r i b u t e d  by the d i s t r i b u t i o n  o f  p u b l i c  w e l f a r e  payments 

shown i n  Table 2, Chapter I V . Medicaid payments are not 

sub t r ac t ed  f rom the d i s t r i b u t i o n  o f  income t o  a r r i v e  a t  

ad j us ted  broad income because they are not i n c 1uded in the 

d e f i n i t i o n  o f  broad i ncome, but they are included in t o t a l  

wel fare payments and d is t r i b u t e d  s i m i l a r l y  fo r  incidence  

purposes.

Government re t i rem en t  systems are a means of  

encouraging a 1oya1 work force because benefi  ts depend not  

only on the l e v e l  of wages and s a l a r i e s  but also on the 

length of  an emp1oyee' s s e r v i c e . The government i s assumed , 

in the r a d i c a l  a n a l y s i s , to e x i s t  p r i m a r i l y  to support and

9 I b i d . , p . 8 and p . 42.
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le g i t im iz e  the c a p i t a l i s t  socioeconomic system and, t h e r e ­

fore,, publ ic employees also work to these ends.

The benefi  ts of payments for  p u b l i c  re t i r em ent  are  

a l so assumed to benefi  t  both di rect  rec i  pi en ts and 

capi t a 1i s ts . Because publ ic employees a re rewarded fo r  

t h e i r  services i n  governments the proport ion  of benef i  ts 

f rom r e t i r e m e n t  payments which accrues t o  d i r e c t  r e c i p i e n t s  

is determi ned by the proport ion of  t o t a 1 spending fo r  

s p e c i f i c  goods 3 o t h e r  than p u b l i c  r e t i r e m e n t s  whi ch accrues 

to r e c i p i e n t s  other than c a p i t a l i s t s .  The r a t i o n a l e  f o r  

t h i s  approach i s  t h a t  to the e x t e n t  t h a t  t he cos t s  o f  

s e r v i ces  p r o v i d e d  by governments are s o c i a l l y  unnecessary » 

so a l so are the cos t s  o f  the rewards f o r  t he c i v i l  se r va n t s  

who helped provide t he s e r v i c e s . The propor t i  on of  spec i f i  c 

goods exp en d i t u r es  which accrues to c a p i t a l i s t s  i s  44.49  

p e r c e n t .

As w i t h  the o t h e r  p r o p o r t i o n s  used i n  t h i s  chap t e r *  

these p r o p o r t i o n s  are not i n t ended  to be prec ise;  they are  

i n t e n d e d s ra t h e r , to i ndi cate the d i r e c t io n  i n  wh i ch depar­

tures f rom con v e n t i o n a l  assumpt ions lead.  Benef i ts  which 

accrue to d i r e c t  r e c i p i e n t s  are d i s t r i b u t e d  by the d i s t r i ­

bu t i on  o f  social  s e c u r i t y  benefi  ts from Table 2 s Chapter  

IV.

The d i s t r i b u t i o n  of t r a n s f e r  payments by amount is 

shown in Table 9 9 whi le  Tab 1e 10 s hows the d i s t r i b u t i o n  of  

adj us ted broad i ncome th a t  r e s u l ts  from the rad ica l  a n a ly s is .  

Table 11 shows the d i s t r i b u t i o n  of  t ra ns fe r s  as percentages



TABLE 9

Distribution of Transfer Payments - -  Radical Assumptions
($000)

Income (1) (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 10,768 100.00 158,378 100.00



TABLE 9 (cont 'd. )

Income (5) (6 )
Bracket Retirement All 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



TABLE 9 (cont 'd. )

Notes: Column (1) Distributed same as Column 1 of Table 5.
Column (2) 38 percent distributed by the distribution of capitalist income, 62 percent

by the distribution of unemployment benefits from Musgrave, et. a ! . ,
Table 2, p. 5.

Column (3) Distributed 25 percent by capitalist income and 75 percent by the distribution
of unemployment benefits, Musgrave, et. a ! . , Table 2, p. 5.

Column (4) 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.

Column (5) 44.49 percent distributed by capitalist income, 55.51 percent by the dis­
tribution of social security income from Table 2.

Column (6 ) Sum of columns 1-5.

(£>lO



TABLE 10

Distribution of Adjusted Broad Income - -  Radical Assumptions'*
($000)

Income
Bracket
($000) Broad Income

Percent of 
Broad Income

Adjusted 
Broad Income

Percent of 
Adjusted 

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
5-5 895,640 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 39,351,640 100.00 38,908,033 100.00

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.



TABLE 11

Transfer Payments as Percentages of Adjusted Broad Income — Radical Assumptions

Income
Bracket
($000)

Interest on 
General Debt

Unemployment
Compensation

Workman's
Compensation

Public-,
Welfare

Retirement 
Benefi ts

All Transfer 
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 .17 .76
15-25 .18 .26 .02 .11 .17 .73

Over 25 .66 .51 .02 .17 .54 1.92

^Includes medical assistance payments.

Note: Totals may not add due to rounding. 

Source: Tables 9 and 10.



102

of adjusted broad income. I t  i s  c le a r  from these tables  

that  t r a n s f e r  payments are 1 ess regress ive  (pro-poor )  and 

more progressive i n  the rad ica l  ana lys is  than under con­

ve n t io n a l  assumptions. The d i s t r i b u t i  on of  a d j u s t e d  broad 

income i s  s 1 i g h t l y  more equal under the r a d ic a l  assumptions 

because of the rad ica l  assumptions about the incidence of  

trans fe r  payments. These ass umpti ons are more p r o g r e s s i v e  

than the convent iona1 a s s u m p t io n s  ̂ so one would expect the 

r a d i c a l  d i s t r i b u t i o n  of adj usted broad i ncome to be 

si  i g h t l y  more e q u a l .

In s p i t e  o f  the i ncreased progressi  vi ty and the 

reduced share of  t ra ns fe rs  of 1ow-income groups i n  the 

radical  analysi  s s middle-income groups fare  r e l a t i v e l y  worse 

in terms of i nc rements  to i ncome from t r a n s f e r s . This 

phenomenon i s  the r e s u l t  of the a l 1ocation to capi t a l i s  ts 

o f  r e l a t i v e l y  l a rg e  amounts of  t ra ns fe r s  and the under-  

representat ion o f  persons w i t h  middle-incomes i n  the 

capi t a l i s t  c lass .

Thus , the importance of di f f e r e n t  assumptions about  

the r o l e  of the State i s  al ready app a r e n t . The conventi  ona1 

assumpt ions imp ly  t h a t  t r a n s f e r  payments act  to r a i s e  the 

i ncome shares of  1ow-i ncome groups to make the d i s t r i b u t i o n  

of i ncome more equa1. The radi  ca1 assumpti ons about the 

r o l e  of  the S ta te ,  on the other hand, imply t h a t  the State  

acts to redi s t r i  bute i ncome i n  favor  of  the upper- i  ncome 

groups whi1e only marg ina l ly  a id ing persons with  very low 

incomes .



CHAPTER VI

EDUCATION: A CONVENTIONAL ANALYSIS

D i s t r i b u t i n g  the benef i  ts from governmental expen­

di tures fo r  education is perhaps the most complex par t  of  

this s tu d y .  The reasons f o r  t h i s  c o m p l e x i t y  a r i s e  f rom the 

problems of  i dent i  f y i  ng the benef i  ts o f  educat i  on as w e l 1 

as i dent i  f y i  ng those who recei  ve these benef i  t s . 11 is

also important  to discuss the ass umpti ons on which the 

p u b l i c  provis ion  of  educati  on i s  based. These assumpti ons 

should be made e x p l i c i  t  because they are the foundation  

upon which the ana lys is  of  benefi  ts and benef i  t  re c ip ie n ts  

is based.

Conventi ona1 Assumpti ons About Education

Richard Gordon^ 1i sts and descri  bes four  assumpti ons 

about ed uca t io n  i n  the 1i b e r a 1 ( n e o c l a s s i c a l ) t ra d i  t i o n . The 

f i r s t  assumpt ion i s  that  education produces or enhances 

the producti  on of human capi t a 1. Neoclassi ca1 economi sts 

have developed the i dea of  human c a p i t a l  as the counterpar t

1 Gordon, op. c i t . , pp. 1 65-167.
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of physical  c a p i t a l  and t y p i c a l l y  use s i m i l a r  terminology  

in discussions of  human and non-human c a p i t a l  , e . g . ,  i n v e s t ­

ment, returns from investment ,  and marginal  p r o d u c t i v i t y .  

Educati on i s  one way of i nvesting i n ,  or i n c r e a s i n g  the 

stock o f ,  human c a p i t a l .  Thus, inves t ing  in human capi ta  1 

should ,  c e te r is  p a r ib u s , i n c r e a s e  the p r o d u c t i v i t y ,  and 

therefore the i ncome of the reci  pi ent o f  t h i s  inves tment .

A second ass umpti on about e d u c a t io n  i s  t h a t  i t  is 

the improvement o f  s k i l l s  which r e s u l t s  i n  p r o d u c t i v i t y  

increases  and t h a t  the achievement  of these  s k i l l s  i s  

measurable by c o g n i t i v e  achievement  t e s t i n g .  Thus,  con­

v e n t io n a l  analyses of educati  on often analyze the i nputs 

to the e d u c a t io n a l  process ( t e a c h e r s ,  c u r r i c u l a ,  e t c . )  and 

a t tempt  to  a l l o c a t e  these resources  e f f i c i e n t l y  to  ach ieve  

b e t t e r  ou tpu ts  f rom e d u c a t i o n .  The o u tp u ts  o f  the  e d u c a t io n  

process are the scores of students on s ta n d a r d i z e d  achieve-  

ment t e s t s .

Thi rd ,  these analyses assume tha t  the h i s t o r i c a 1 

role of educati  on "has been and can be t h a t  o f  guaranteeing  

e q u a l i t y  of economi c o p p o r t u n i t y . This is the reasoni ng

behind e f f o r t s  to upgrade the q u a l i t y  o f  g h e t t o  schoo ls  

through enrichment programs and busi ng. The assumpt ion i s  

that  even though the re s t  of  soc ie ty acts to keep groups 

r e l a t i v e l y  d i sadvan tage d ,  economic a l ly or s o c i a l l y ,  the 

schools can be a pri  nci pa 1 means of r i g h t i n g  the wrongs.

^I b i d . ,  p . 166.
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A four th  assumption is th a t  educat i  on has played a 

role in increasing economic and social  m o b i l i t y  over t ime.

As Gordon points o u t , th is  i nvolves three  r e la t e d  assump­

t i  o n s : f i r s t ,  that  the d i s t r i b u t i o n  of  income has become 

more equal ; second, tha t  i n t e r - g e n e r a t i o n a l  m o b i l i t y  between 

income groups has increased; and t h i r d ,  t h a t  the f i r s t  two 

phenomena are causa 1 ly r e l a t e d  to i ncreasing in te rgen era-
3

t ional  mobi1 i t y  in the a c q u is i t io n  of  educat ion.

These assumptions add up to a b e l i e f  in the impor­

tance of educati  on because of  i ts e f f i  cacy in achieving an 

i n t e r r e l a t e d  ser ies of  o b je c t iv e s .  I t  should be obvious 

that  the publ ic provi si on of educati  on fo l lows from the 

conventional and normative theory of the r o l e  of  the Sta te :  

the State should i n t e r f e r e  with the market system to pro­

vi de services character ized  by e x t e r n a l i t i e s  and i n d i v i s i ­

b i l i t i e s  or to r e d i s t r i b u t e  incomes. With respect  to 

education,  the State should act  to guarantee the equal i  ty 

of opportuni ty to rece i ve a good educat ion,  al though 1 i bera1s 

and conservat i  ves d i f f e r  about the ro le  which the government 

should play in providing equa1 i t y  of opp or tun i ty .^  In sp i te  

of the disagreement over the ro le  of the Sta te  in the educa­

t ional  systern, both 1 i b e r a 1s and conservat ives agree on the 

importance of educat ion.  The human capi t a 1 o r i  e n t a t i  on and 

terminology are thus no acc ident .  The conventional  framework

3 I b i d . , p.  166.

^ I b i  d . ,  p . 166.
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of a p r i v a t e  market system requi res th is  logi c  to j u s t i f y  

the importance at tached to educati  on and the need for  

soei a 1 i za t i  on of  the costs .

The Benefi  ts o f  Educati on

A comprehensi ve l i s t  of  the benef i  ts from education
§has been made by Burton Weisbrod. In a d e f in i  t i  ve a r t i ­

c l e ,  Weisbrod de sc r i b e s  both the benef i t s  which accrue 

s o l e l y  to the s tu d e n t  and those which are e x t e r n a l  to the 

s t u d e n t .  Among the pr i  va t e l y  cap tu red  benef i  ts are the 

d i r ec t  f i n a n c i a l  r e t u r n , the f i n a n c i a l  opt ion r e t u r n , the 

rion-fi  nancia 1 opt ions and the non-market r e t ur ns .  Of these,  

the d i r e c t  f i n a n c i a l  r e t u r n  i s  the most i m p o r t a n t  to the 

s tuden t  and has a l so  r e c e iv e d  the most a t t e n t i o n  f rom 

researchers  who have ana lyzed the b e n e f i t s  from educat ion.

The f i n a n c i a l  r e t u r n  i s  measured by the i nc remen t  in  d i s ­

counted f u t u r e  income a t t r i b u t a b l e  to  a d d i t i o n a l  years  o f  

s c h o o l in g .  A l though  Wei sbrod concedes the d i f f i c u l t y  of  

i s o l a t i n g  the impact  o f  a d d i t i o n a l  school ing,  he argues 

t h a t  t h i s  r e t u r n  i s  an i n d i c a t o r  of the marg ina l  p r o du c t i v i t y  

of i nves tmen t  in  e d u c a t io n .

The f i n a n c i a l  o p t i o n  r e t u r n  i s  the value o f  the 

o p t ion  to o b t a i n  add i t i ona l  yea rs o f  school i  ng which ar i ses  

because o f  the amount of p rev io us  educat ion . M o n - f i n a n c i a l

5 Burton Wei sbrod , " E x t e r n a l  E f f e c t s  of  Investment  
in Educat i on , " i n  Economics o f  Education 1, ed . by M. Blaug 
(Middlesex,  England: Penguin,  1 9 6 8 ) , pp. ~ 156-182.
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options include the oppor tuni ty of  an educated person to 

receive non-monetary job rewards„ and the hedging opt ion  

which comes from bei ng able to ad just  to changing job 

requirements. Non-market returns are best  exempl i f ied  by 

the re turn  to 1 i teracy and the r e s u l t i  ng i ndependence th is  

confers on people.

Wei sbrod di  scusses t h re e  types o f  e x t e r n a l  be ne f i  ts  

from e d u c a t io n :  r e s i d e n c e - r e l a t e d ,  em p lo ym en t - re1a t e d ,

and b e n e f i t s  to s o c i e t y  i n  genera 1 . R e s i d e n c e - r e l a t e d  

b e n e f i c i a r i e s  i n c l u d e  the f a m i l i e s  o f  s t u d e n ts  who b e n e f i t  

from the c h i l d  care s e r v i c e s  p rov ided  by school  s 3 the  

f u t u r e  f a m i 1 ies  o f  s t ud en ts  who w i l l  b e n e f i t  f rom ed u ca t io n  

provided, in  the home, the ne ighbors  o f  s tu d e n ts  because o f  

b e t t e r  beha v io r  norms 1 earned in  s c h o o l s ,  and taxpaye rs  i n  

the area o f  the schools  because o f  tax  sav ings  due to 

reduced cr ime l e v e l s .

Employment- r e  1ated ben ef i t s  accrue to f e l l o w  

workers whose p r o d u c t i v i t y , i n  cooperat i  ve e f f o r t s  , w i l l  

be improved,  and to employers because of the increased pro­

duc t i  vi  t y  o f  educated wo rk e rs .  Soci e t y  i n  ge ne ra l  b e n e f i t s  

because a l i t e r a t e  populace can be bet t e r - i n fo rmed v o t e r s ,  

because ed uca t i on  w i l l  tend to in c rea s e  e q u a l i t y  o f  oppo r ­

t u n i t i e s  for  members of  soc i ety and because educati  on w i l l  

tend to reduce crime and ra ise  tax revenues, among other  

benef i ts .

The extent  and var i  ety of educati  onal ben ef i t s  

ra i ses  d i f f i c u l t  ques t i  ons about assigning values to them.
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For examples even i f  one d i s r e g a r d s  the c o n s i d e r a b l e  di f f i -  

cu l t i  es i n  v a l u i n g  externa l  benefi  ts , the va1uat i  on of  

pr ivate  benef i ts  i s  s t i l l  a major problem. The d i r e c t  

f in anc ia l  r e t u r n , i . e . ,  the discounted present  va1ue of  

the income recei  ved due to addi t i  ona1 years of s c h o o l i n g ,  

is one possible measure because i t  i s  p ro b a b l y  the most 

im p o r t a n t .  But control  1 ing for  other  fa c to r s  such as 

a b i 1 i t y , hea l t h , a m b i t i o n ,  and the  soci oeconomi c pos i t i  on 

o f  the s t u d e n t s ’ f a m i l i e s  i n  o rd e r  to  i s o l a t e  the e f f e c t s  

o f  s c ho o l in g  i s  very d i f f i c u l t ,  even supposing the la b o r  

market i s  so c o m p e t i t i v e  t h a t  income r e f l e c t s  marg ina l  

produc t i  vi  t y . And even i f  these i terns are q u a n t i f i a b l e ,  

the f a c t  t h a t  educa t i on  i s  e s s e n t i a l l y  an i n - k i n d  program 

ra i ses  the problem o f  weighing the benef i  ts to re c ip i  ents 

as d iscussed in Chapter  I I .

The Problem o f  Valuing Benefi  ts

Rather  than a t t e m p t  to r e s o l v e  these issues,  i t  

seems p r e f e r a b l e  to d i scuss  the pi t f a 1 1 s and drawbacks of

c o n t i n u in g  to use the assumpt ion t h a t  the costs  and benefi  ts

of  educa t ion  are i d e n t i c a l .  A l though  a l l  o f  the p rev ious

s tud ies  of f i s c a l  i nci dence have used th i  s assumpt i on ,  and
GHansen and Wei s b r o d , i n  the i  r  s tudy o f  higher educ a t i on  in  

6W. Lee Hansen and Burton Wei s brod , "The Di s t r i  but i  on 
of Cos ts and Di rect  Benefi  ts of P u b l i c  Hi gher Educati on: The
Case of Ca1i f o r n i a ," i n  R e d is t r ib u t io n  to the Rich and the 
Poor, ed . by K. E. Bouldi ng and M a r t i n  P f a f f  (Be lmont ,  Ca1 . :  
Wadsworth, 1972) ,  pp. 77-88.
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C a l i f o r n i a ,  d i s t r i b u t e d  the subsi di es r a t h e r  than the 

benef i ts  of  educati  on to r e c i p i e n t s , there can be 1 i t t l e  

doubt th a t  the assumption of  the ide n t i  ty of benefi  ts and 

costs is tenuous a t  b e s t .

One d i f f i c u l t y  i n  measur ing benefi  ts as cos ts  1i es 

with the assumpt ion t h a t  cos ts are a good measure of the  

resource i nputs to educati  on . 11 seems f a r - f e t c h e d , a t

l e a s t  in  M ic h ig a n ,  to assume th a t  equal  d o l l a r s  spent per 

pupil  i m p l i e s  an equal a 11 ocat i  on of res ources per p u p i l ,  

e s p e c i a l l y  i f  one a c c e p t s ,  f o r  example,  the idea t h a t  the 

a b i l i t y  of teachers (or the q u a l i t y  of o ther  equal ly  pr iced  

resources) is v a r i a b l e .

But even i f  equal  d o l l a r s  impl ied equal  resources, 

there i s  not necessar i ly  any causal r e l a t i o n s h i  p between 

expendi tures fo r  educati  on and the outputs of  the educa t i  ona1 

system. And i f  peop1e reap di f f e r e n t  b e n e f i t s  from i  den t i  ca1 

i n p u ts  to schooli  ng, both costs and resources are poor
7

measures of the b e n e f i t s  of  educati  on.

Another r e l a t e d  problem i n  va1ui ng benef i  ts i s  tha t  

the d i r e c t  f i n a n c i a l  re turn  accrues over a p e r i o d  of post­

school y e a r s .  The s tan da rd  procedure i n  studies of  th is  

type i s  to a l l o c a t e  benefi  ts i n  the curren t  y e a r ,  i n  s p i t e  

of the f a c t  th at  benefi  ts consti  tu te a f low over t ime. On 

i ts f a c e , a 11 oca t i  ng a l l  b e n e f i t s  in  one year i s  an improper 

procedure, but the concept of  current  year  a l l o c a t i o n  i s

7
Mi che l s on  , o p . c i  t . ,  p.  80.
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merely saying t h a t  ben ef i t s  can be d is t r i b u t e d  a t  the 

time the asset  (human capi t a l ) is c r e a t e d , ra ther  than 

wai t i  ng fo r  the f low of benefi  ts to begin.

Thus, i t  would seem th a t  not only is there a var i  ety  

of b e n e f i t s *  caus i ng ser i  ous problems in quanti  f y i  ng thei  r 

value to reci  pi e n t s , bu t  there are the added problems of  

equati ng cos ts and benefi  ts because of  the nature of  the 

costs and the tenuous l i n k  between c o s ts , resources , and 

ou tpu ts  of e d u ca t io n .

I d e n t i f y i n g  Benef i t  R e c ip ie n ts - -  
Previous Studies

Most of  the f i  seal i nci dence studi  es have i dent i  fed 

the f a m i l i e s  o f  s tud e n ts  as the pr i  ncipal  r e c ip ie n t s  of the

benefi  ts from educati  onal expendi tures , inc luding hi gher
8 9 10educ a t io n .  Ross, Eapen and Eapen, Musgrave s e t  a 1 .»

11 12 Musgrave and D a i c o f f ,  Reynolds and Smolensky* ,

G i l l e s p i e , ^ 8 the Tax F o u n d a t i o n , ^  and T u c k e r ^  di s t r i  bute

8 R o s s , o p .  c i t . , p. 5 8 .

9 Eapen and Eapen, op. c i t . ,  p. 77.
i n
' Musgrave, efc al . ,  op. c i t . , p. 34.
1 1Musgrave and D a i c o f f , op. c i t . , p. 156.
1 9Reynolds and Smolensky, ( 1 ) ,  op. c i t . ,  p. 31.

" ^ G i l l e s p i e ,  op. c i t . ,  p. 147.
1 4Tax Foundati on, op. c i t . ,  p. 12.
1 5T u c k e r ,  op.  c i t . , p . 532.
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the benef i ts  of spending fo r  elementary and secondary 

educati on to the fa m i l i e s  of students enrol  led in school

or to fam i1 i es with chi 1 dren under 18 years of  age .
1 fi 17

Brownlee and Si nger , on the other hand, d i s t r i b u t e  one-

h a l f  of the benefi  ts of elementary educati  on to f a m i l i e s  of  

students and o n e - h a l f  as general  goodsP on a per  f a m i l y  

ba s is .  Singer also d is t r i b u t e s  secondary educa t io n  expen- 

d i t u r e s  i n  the same way as e lementary , but Brownlee a l l o ­

cates 25 pe rcen t  as a genera l  good and 75 p e rc e n t  to  the
18 19f a m i l i e s  o f  s t u d e n t s .  A d le r  and Conrad d i s t r i b u t e  a l l

educati on expendi tures on a per f a m i l y  basi s s a rgui ng that

educat ion i s  a v a i l a b le  to everyone and that  there i s  no

evidence t o  suggest  a concentrat ion of benefi  ts by income

class .

With respect to expendi tures for  higher educa t i  on, 

the a l l o c a t i v e  techniques are s i m i l a r  to those used for  

other l e v e l s  of educati  on. The typi  ca1 method assigns 

benefi ts to the f a m i l i e s  of  s tudents enro l led  i n  col 1 ege . 

Reynolds and Smolensky and the Tax Founda t i  on do not use 

the same assumption fo r  hi gher ed uc a t i on  as fo r  elementary  

and seco nd ar y : i n  t h e i  r s t u d i e s ,  spendi ng fo r  higher

1 6 Brownlee, op. c i t . , p. 31.
1 7Si nger, op. c i t . , p. 8 8 .

^8A d l e r ,  op.  c i t . , p. 386.
19 Co nr a d , op.  c i t . , pp.  2 1 8 - 2 1 9 ,
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education is a l loc a te d  by the d i s t r i b u t i o n  of spendi ng fo r
20higher education by income class .

Cr i t i c i sms  of Previous Studies

These methods of  dis t r i  but i  ng the benef i  ts of  

expendi tures fo r  educati  on i gnore important  cons i dera t i  ons 

which, i n  most s t u d i e s ,  were not e x p l i c i t l y  d i scussed .
91 9 9  9 'i

Only Ross, G i l l e s p i e ,  and Musgrave,  e t  a 1 . ,  f o r  

examp 1e , acknowledge t h a t  e d u c a t i o n a l  b e n e f i t s  may not  be 

e q u a l l y  r e c e iv e d  by a l l  c h i l d r e n .  G i l l e s p i e  dea ls  w i t h  

t h i s  problem by a l l o c a t i n g  b e n e f i  ts  on the bas is  o f  e s t i ­

mates o f  comp 1e t i  on r a te s  f o r  v a r i o u s  1eve ls  o f  ed uca t io n  

and the t o t a l  cos ts  ( n o t  l i m i t e d  to a s i n g l e  y e a r )  asso­

c i a te d  w i t h  p r o v i d i n g  ed uca t io n  a t  the e l e m e n ta r y ,  secondary ,
2 4and c o l l e g e  l e v e l s .  Thus,  G i l l e s p i e  i m p l i c i t l y  r ec ogn i zes  

the f i r s t  two types o f  p r i v a t e  b e n e f i t s  i d e n t i f i e d  by 

Weisbold:  d i r e c t  f i n a n c i a l  r e t u r n  f rom a d d i t i o n a l  years  o f

schooling and the value o f  the opt i  on to conti  nue educati  on.

Ross, on the other hand, questions the assumption 

that  a l l  students recei  ve educati  on a l i k e  i n  e i t h e r  quanti  ty

20 Reynolds and Smolensky, ( 1 ) ,  op. c i t . , p. 31 , 
and the Tax Foundat ion , op . c i t . ,  p. 12.

21 Ross , op. c i t . , pp. 5 5 - 5 6 .
99

G i l l e s p i e ,  op . c i t . ,  p. 147.
23Musgrave, e t  a l . ,  op. c i t . ,  p. 36.

^ G i l l e s p i e ,  op. c i t . , p. 147.
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or q u a l i t y .  Students from low-income famil ies*,  compared 

to students from upper- i  ncome fa m i 1 i e s , receive a poorer  

q u a l i t y  educati  on s rece ive fewer years of  schooli  ng and a 1 so 

receive l ower  f lows of ea rn in g s  from comparable amounts of  

educa t i  on. For these reasons s Ross uses a second a l 1ocat i  ve 

method whi ch he fee ls  i s  more accurate than assi gni ng bene­

f i t s  to fami 1 i es by the di s t r i  but i  on of  students by fami ly  

income. The second method a 11ocates one -ha l f  of  the bene­

f i t s  to the f a m i 1 ies o f  students and one -ha l f  to f a m i l i e s
25in  p r o p o r t i o n  to income. ' By a 11ocat i  ng benef i  ts i n  

p r o p o r t i o n  to i ncome, Ross assigns some benefi  ts to fam i1i es 

wi thout s tud en ts  even though his expressed concern i s  to 

account f o r  the lower  re turn  recei  ved by s tud en ts  from l ow-  

income f a m i l i e s .  T he re fo re , h is  p rocedure d e f in e s  a 

proport i  on o f  expendi tures as a genera l  good and a 1 1 ocates
pc o 7

that  propor t i  on by income. Singer and Brownlee use 

s im i la r  methods , which only p a r t i  a l l y  resolve the problem 

of 1ow-i ncome s tude nts .
28 2 QReyno 1d ' s and Smolensky' s and the Tax Foundation's

a l l o c a t i o n  of higher educa t i  on expendi tures in propor t i  on to 

family spendi ng fo r  higher educa t i  on deserves di scussi on.

25 Ross, op. c i t . , p.  58.
O £

Si nger 5 op. c i t . , p. 8 8 .
27 Brown 1ee, op. c i t . ,  p. 31.
2 ftReynolds and Smolensky, ( 1 ) ,  op. c i t .
2 9Tax F o u n d a t i o n , op.  c i t .
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This technique wouId seem to y i e l d  qu i te  p r o g r e s s i v e

resul ts for  two re la ted  reasons: (1)  Famil ies sending

chi ldren to pr i  vate schools would spend consi derably  more

on educati  on than those w i t h  chi Idren  i n  p u b l i c  col 1 eges 9

and the former f a m i l i e s  are 1 i kely to have higher i ncomes;

and ( 2 ) spendi ng fo r  higher educa t i  on is l i k e l y  to be more

concentrated 1 n upper-income groups because the types of

p u b l i c  e d u c a t i o n a l  i n s t i t u t i o n s  a t t en ded  by c h i l d r e n  o f

weal thy f a m i l i e s  are l i k e l y  to be more expens ive ( though

not n e c e s s a r i l y  provide a b e t t e r  educat ion)  than those

at tended by c h i l d r e n  f rom poore r  f a m i l i e s .  The p r o g r e s s i v e

bias generated by these f a c t o r s  may i n  p a r t  be because

c h i l d r e n  f rom upper- income f a m i l i e s  are  more l i k e l y  to
30

at tend  c o l l e g e .  To the e x t e n t  t h a t  t h i s  e lement  accounts 

f o r  the p r o g r e s s i v e  b ias  o f  us ing the d i s t r i b u t i o n  o f  

expen d i tu res  f o r  h i g h e r  educa t ions  Reynolds and Smolensky 's 

method i s  made more a c c e p ta b le .  On b a la nce ,  however, i t  

i s  p r e f e r a b l e  to avoid using a l l o c a t i  ve techniques which 

might a 11 oca te benefi  ts to those students a t te nd i  ng pr i  vate  

colleges and which could i n c l u d e  the assumpt ion t h a t  more 

expensi ve education provides grea ter  benefi  ts than less 

expensive educat ion .

Many studies , as prev iously  i n d i c a t e d , do not 

a l lo c a te  any pa r t  of expendi tures fo r  educati  on as general  

goods expendi t u r e s . This should be considered a shortcomi ng

30 Hansen and Wei s b r o d , op.  c i t . , p.  81 .



115

of these studies which may also tend to bias t h e i r  r e s u l t s .

The di r e c t i  on of  the bi as is  unci e a r , however, because

this depends on the d i s t r i b u t i o n  o f  students by income and

the choice of  a 11ocat ive  methods f o r  general goods . For

example, the nat iona 1 d i s t r i b u t i o n  of  chi 1dren by fami ly

income i s  such th a t  d i s t r i b u t i n g  b en e f i ts  1n p r o p o r t i o n  to

the di s t r i b u t i  on of  chi 1dren by fa m i l y  i ncome w i l l  yi  eld

p r o g r e s s i v e  r e s u l ts  because over 50 percent of  chi 1dren

belong to f a m i l i e s  wi th i ncomes i n  excess of  $1 0 , 0 0 0 ; for

higher ed uca t io n  the benef i ts. w i l l  also be p r o g r e s s i v e  for
31the same reason. I f  only par t  of  eIementary and secondary 

expendi tures were a l l o c a t e d  as general goods and di s t r ib u te d  

in  propor t i  on to income,  the res u l ts  would be more p r o g r e s ­

s ive  than ei  ther  assigning a l l  benef i  ts to f a m i l i e s  of  

students or assigning par t  as genera 1 goods on a per fami ly  

bas is .

In addi  t i  on to the problem of bias*  there are good 

arguments to  be made fo r  assigning a 1 arge f r a c t i o n  of  

ex p en d i tu re  fo r  e lementa ry  and secondary educati  on as 

general  goods e x p e n d i t u r e s .  Most economists agree tha t  

educa t ion  provides publ ic benefi  ts i n  a d d i t io n  to  benef i  ts 

which accrue to students and t h e i r  f a m i l i e s .  Weisbrod c a l l s

31 Burea u of  the Cens us, CPR, Seri  es P -2 0 , Numbers 
222 and 231 , p. 40 and p. 21 , r e s p e c t i v e l y .
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these "externa 1 benef1 t s ," some par t  o f  which accrues to
32society in g e n e r a l .

I t  i s  not cl ear what pro po r t i  on of  expendi tures  

should be assigned as general  b e n e f i t s ,  a 1 though there

are i n d i c a t i o n s  from previous studi  es . For example,

Brownlee a l lo c a te d  50 percent of  elementary educa t i  on

spendi ng and 25 percent of  spending f o r  secondary educa-
3 3

t i  on on a per f a m i l y  basis .  I n one method, Ross a l l o ­

cates 50 p e r c e n t  of  both elementary and secondary spendi ng

to a l l  f a m i l i e s  p r o p o r t i o n  to t h e i r  i n c o m e s ,^  w h i l e

Singer  also a l l o c a t e s  50 p e r c e n t ,  bu t  on a per  f a m i l y  
35ba s is .  ' Aaron and McGuire take an approach s i m i l a r  to

Brown lee 's :  70 p e rc en t  o f  e l emen ta r y  and secondary spend­

ing and 50 p e rc e n t  o f  h i gh e r  e d u c a t i o n c o s t s  are  ass igned
OC

as general  goods b e n e f i t s .  The r a t i o n a l e  which u n d e r l i e s

both Brown lee 's  and Aaron' s and McGuire's methods seems to 

be that  expressed by Mi 1 ton Friedman: "The soc ia l  gain

presumably i s  gre a tes t  for  the 1 owest l e v e l s  of  school i ng, 

where there is the nearest  approach to unanimi ty about

32Wei sbrod, op. c i t . ,  p. 177.
33 Brownlee, op. c i t . ,  p. 31.
34Ross, op. c i t . ,  p. 58.
35 Si nger , op. c i t . ,  p. 8 8 .
3 6Aaron and McGuire,  o p . c i t . ,  p.  916 .
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content , and dec l ines cont inuously as the leve l  o f  schooling  
„ 37n  ses.

Thus, i t  seems there  is ample j u s t i f i c a t i o n  fo r  

a l l o c a t i  ng a t  l e a s t  some p ar t  o f  spendi ng f o r  elementary  

and secondary education as general  goods b e n e f i t s . 11 is

also reasonable to assume , s i n c e  educati  on i s  mandatory 

u n t i 1 age 16 i n  Michigan,  th a t  these expendi tures are 

undertaken on beha1 f  o f  both students and the pub l ic .

There i s  an o th e r  more s e r i o u s  sho r tcom ing  i n  most 

p rev ious s t u d i e s  which has a l r e a d y  been n o t e d , This  i s  the 

assumpt ion,  i m p l i c i t  i n  a l 1 s t u d i e s  which a l 1 oca te educa­

t i  on ex p end i tu re s  by the d i s t r i b u t i o n  o f  s t u d e n ts  among 

f a m i l i e s ,  t h a t  a l l  s t u d e n ts  r e c e i v e  equal b e n e f i  t s . The 

i m p l i c a t i o n s  o f  t h i s  p r o b 1em are s e r i o u s  f o r  any a t t em p t  

to ana lyze the d i s t r i b u t i o n a l  e f f e c t s  o f  e d u c a t i o n a l  

e x p e n d i t u re s .  A l though  the data are no t  p r e c i s e  about  the 

e f f e c t s  o f  educa t i  on on the  ea r n i  ngs o f  s t u d e n ts  f rom d i f ­

f e r e n t  r a c i a l  and soc ioeconomic  ba ckg roun ds , t h e r e  i s  no 

doubt t h a t  t h e re  are c l e a r  i n d i c a t i o n s  o f  the d i r e c t i  on o f  

these e f f e c t s :  s t u d e n ts  f rom no n -w h i t e  f a m i l i e s  r e c e i v e

lower r e t u r n s  than w h i t e  s t u d e n ts  f rom equal  amounts o f  

e d uca t io n ,  and s t u d e n ts  f rom low soc ioeconomic groups

37Mi 1 ton Friedman , Capi ta l i sm and Freedom, p. 8 8 ,
quoted i n  Ross, op . c i t . ,  p. 54.
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receive lower returns from educat i  on than students of
38higher socioeconomic s t a t u s .

These c o n c lu s io n s  are s t rong ly  supported by a

study of  the publ ic  ed u ca t io n  system i n  Michigan by
3 9

Guthr ie , e t  a 1 . The study was designed to t e s t  three  

hypotheses about education in Mi ch i gan: (1)  the q u a l i t y

of school s e r v i c e s  provi ded to p u p i l s  i s  di r e c t l y  associ ated  

w i t h  the socioeconomi c sta tus  of  the s tu den ts ; ( 2 ) the

h igh e r  the q u a l i t y  o f  s e r v i c e s , the h i g h e r  the  l e v e l  o f

achievement  a t t a i n e d  by a s t u d e n t ;  and (3)  post-school

achievement  i s  r e l a t e d  to ach ievement  in  s c h o o l ,  and

h igh e r  ach ievement  in  school  i s  a s s o c ia t e d  w i t h  "success"
40in post - schoo l  o p p o r t u n i t i e s .  The G u t h r i e  s t udy  t e s t e d  

these hypotheses f o r  Mi chi gan fo r  the per i  od 1967-68 and 

found p o s i t i v e  s u p po r t  f o r  a l l  t h r e e  hypotheses .

G u t h r i e ,  e t  a 1 . ,  d e f i n e  soc ioeconomic s t a t u s  (SES) 

using a number of  v a r i a b l e s :  occupat ion,  i ncome, educat i  on

See, f o r  example, the studies by Stanley H. 
Masters ,  "The E f f e c t s  of  Family Income on Chi 1d re n ' s 
Educa t ion:  Some Findings on I n e q u a l i t y  of  Opportuni t y ,"
Journa l  o f  Human Resources, V o l .  IV (Spring 1969) ,  pp. 
158-175; Wal te r  Foge1, "The E f f e c t  of Low Educational  
A t t a in m e n t  on Incomes: A Comparat i ve  Study of Se le c t iv e
Ethn ic  Groups, "  Journa l  of Human Resources, Vol .  I (S p r i ng  
1966);  Randal 1 Weiss,  "The E f fec ts  of  Education on the 
Earnings o f  B1ac ks and Whites ," Review of Economi cs and 
S t a t i s t i c s , V o l .  52 (May 1970) ,  pp. 150-159.

39James G u t h r i e ,  George K1ei  n d o r f e r , Henry Lev in 
and Rober t  S t o u t , Schools and I ne qu a1i t y  ( Washi n g t o n :
The Urban C o a l i t i o n ,  1969).

^ 0 I_bj_d • » P • 10 .
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41and m a t e r i a l  possessions i n  the home. They found

evi  dence t h a t  no t  on ly  do h igh SES di  s t r i  c t s  p r o v id e  b e t t e r

in p u ts  ( b u i l d i n g  age , tea che r  q u a l i f i c a t i o n s  and s a l a r i  e s , 

s p e c ia l  programs , e tc  . )  than low SES di  s t r i  c ts  5 bu t  they 

a lso found t h a t  w i t h i n  d i s t r i c t s  the same k inds o f  d i s ­

p a r i t i e s  o f  i n p u t  q u a l i t y  e x i s t e d  among schools  and among
. ,  42pupi1s .

They a l s o  c i  te ev i  dence to  s u ppo r t  the hy p o th es is  

t h a t  p o s t - s c h o o l  ea rn ings  are r e l a t e d  to  ach ievement  in
4 3schoo l ,  even a f t e r  c o n t r o l l i n g  f o r  non-school  v a r i a b l e s .

The i m p l i c a t i o n  o f  the G u t h r i e  s tud y  and o th e rs  p r e v i o u s l y  

c i t e d  i s  t h a t  the methods used i n  c o n v e n t i o n a l  f i s c a l  

i nc id ence  s t u d i e s  to a l l o c a t e  b e n e f i t s  o f  spending f o r  

educa t ion  have b iased the r e s u l t s  o f  those s t u d i e s  in  f a v o r  

o f  r e g r e s s i  vi  t y  and r e d i s t r i b u t i o n  f rom r i c h  to poor  . The 

p r i n c i p a l  cause o f  t h i s  b ias  i s  the common assumpt ion o f  

equal per  s t u d e n t  be ne f i  ts  w i t h i n  the v a r i  ous 1eve ls  o f  

schoo l i n g  ( e l e m e n ta r y ,  se c o n d a ry , h i g h e r  e d u c a t i o n ).

^  I b i d . , pp. 32-34.

4 2I b i d . ,  pp. 83 -89 ;  "Our most s i g n i f i c a n t  f i n d i n g  
i s  that  the r e l a t i o n s h i p  between SES and the p r o v i s i o n  of  
school  s e r v i c e s  h o ids fo r  e n t i r e  schoo1 di s t r i c t s  . . . .  
S i m i l a r l y ,  we discovered that  in d iv id u a l  schools which 
enrol ' * l a rge  numbers of  poor c h i l d r e n  tend to p ro v id e  fewer  
and lower  qua 1 i ty servi  ces than s chools which enrol 1 smal l  
numbers of poor c h i l d r e n .  F i n a l l y ,  i nequi t i e s  among 
i n d i v i d u a l  s t ud en ts  e x i s t  to  the e f f e c t  t h a t  poor c h i l d r e n  
are provi  ded with 1ower qual i  ty services than wea1 thy 
c h i l d r e n ,  a lmos t  r e g a r d le s s  o f  the school  d i s t r i c t  i n  
which they l i v e ,  or the school bu i ld in g  which they a t t e n d ."  
I b i d . ,  p. 90.

4 31b i  d . ,  pp. 154-158.
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11 is p o s s ib le s of  course, that  the assumption of  

equal per student benefi  ts was used simply because i t  was 

convenient.  However, the data which r e fu te  i t  have been 

a v a i l a b le  to a l l  o f  the authors of  the more recent  s t u d i e s .

The Conventi ona1 Al loca t i  on of  
Benefi ts in This Study

This study w i 11 attempt to account f o r  a t  1 east  

part  of  the problem ca used by the d i s p a r i t y  of  benefi  ts

rece ived  by s tudents f rom di f f e r e n t  r a c i a l  and s o c i o ­

economic backgrounds. The procedure used in  th is  study 

c o n s i s t s  of  four s te p s : (1)  To t a 1 benefi  ts of  spending fo r

e lementary  and secondary educ a t i on  are d i v i d e d  between 

general  b e n e f i t s  and b e n e f i t s  which accrue to f a m i l i e s  o f  

s t u d e n ts .  F i f t y  p e r c en t  of t o ta l  b e n e f i t s  i s  assumed to 

be genera l  goods b e n e f i t s ,  because t h i s  i s  a common p r o p o r ­

t i o n  used in  o t h e r  studi  es which have a l 1ocated par t  of  

educa t ion  spending as genera l  goods b e n e f i t . ^  (2) The

rema in ing 50 p e rcen t  of  t o t a 1 benefi  ts i s  di vi ded between 

high school and non-h igh  school graduates by the r a t i o  o f  

the d i s c o u n te d  l i f e t i m e  i ncomes o f  h igh school and non-high 

school  g ra du a tes .  Regardless o f  the d i s c o u n t  rate. ,  non- 

high school  graduates  ( those  w i t h  1-3 years  o f  h igh scho o l )

^ F i v e  a l l o c a t i v e  techn iques  are used to d i s t r i b u t e  
the genera l  goods b e n e f i t s :  (1)  Equal per  f a m i l y , (2)  I n
proport i  on to a d ju s te d  broad income,  (3)  One-hal f  by i ncome 
and one-ha 1f  equal per f a m i l y ,  (4)  Using the Mai ta l  u t  i 1i ty  
funct i  on w i t h  the l ea s t  p r o g r e s s i v e  tax d a t a , and (5)
Using the Mai tal  funct i  on with the most progressive tax 
d a ta .
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can e x p e c t  to rece ive only 85 percent  o f  the 1i f e t im e
45income of  a high school graduate.  Thus , benefi  ts to

s t u d e n t s  are d i v i d e d  between hi gh school and non-high 

school g r a d u a t e s  so that  n o n - h i g h  school graduates recei  ve 

85 p e r c e n t  o f  the benefi  ts a l lo c a te d  to high school

g r a d u a t e s .  S i nce  93 p e r c e n t  o f  h i g h  schoo l  s e n i o r s  

g r adua t e  f rom high school , 93 percent of  the benefi  ts

accrue t o  h i g h  schoo l  g r a d u a t e s ;  b u t  t he  7 p e r c e n t  wh i ch  

accrues t o  n o n - h i g h  schoo l  g r ad u a t e s  i s  w o r t h  o n l y  85 p e r ­

cent  as much as t he  b e n e f i t s  wh i ch  g r a d u a t e s  r e c e i v e .  

Th e r e f o r e  , g r a d u a t e s  r e c e i v e  94 . 05  p e r c e n t  o f  t he  benefi  t s , 

and n o n - g r a d u a t e s  r e c e i v e  5.95 percent  o f  the b e n e f i t s .

(3)  The d i s t r i b u t i o n s  by f a m i l y  income o f  h i gh  schoo l  and 

non- h i gh  schoo l  g r ad ua t es  are the resu1 1 o f  a p p l y i n g  the 

g r a d u a t i o n  r a t e s  o f  h i gh  schoo l  s e n i o r s  by f a m i l y  income

i n  1955 t o  t h e  d i s t r i b u t i o n  by f a m i l y  income o f  c h i l d r e n
463-17 y e a r s  o l d  e n r o l l e d  i n  schoo l  i n  1970.  The p e r c e n ­

tage h i g h  schoo l  c o m p l e t i o n  r a t e  i n  each income b r a c k e t  

m u l t i  p r i e d  by t he  number o f  s t u d e n t s  i n  each income bracket  

y i e l d s  t he d i s t r i b u t i o n s  o f  h i g h  school and n o n - h i g h  school 

graduat es  by i ncome.  (4)  Benefi  ts a c c r u i n g  to f a m i l i e s  of  

s t u d e n t s  a r e  a l l o c a t e d  a c c o r d i n g  t o  t h e  two d i s t r i b u t i o n s

4 5Burea u of the Census,  Current  P o p u l a t i o n  Reports, 
Ser i es  P -6 0 , Number 74,  p. 77,

^ B u r e a u  of the Census,  CPR, p~20 , Number 222 , p.  
40, fo r  the d i s t r i b u t i o n  o f  s t u d e n t s ;  CPJR, P - 2 0 , Number 
185,  p.  4,  fo r  the g r a d u a t i o n  r a t e s  by fami ly  i ncome.



122

(high school and non-high school graduates)  of  students by 

family i ncome.

There are obvious problems with  th is  method of 

d i s t r i b u t i  ng benef i  t s . One di f f  i c u 1ty is th a t  not a l 1 

students who begin elementary school reach high school or 

high school senior  s t a t u s . Students who drop out are 

l i k e l y  to be concentrated i n  1ow-income fa m i 1 ies thereby 

c r e a t i n g  a r e g r e s s i v e  bias i n  the r e s u l t s . Another problem 

i s  t h a t  t h i s  method of a 1 l ocat ion  does not f u l l y  account  

for the lower  r e t u r n s  to e d u c a t io n  recei  ved by black s t u ­

dents as compared to w h i t e  s tu d e n ts . Since blacks are more

l i k e l y  than whites to have dropped out of school before
4 7g r a d u a t i o n ,  ' t h i s  method o v e r s t a t e s  the b e n e f i t  a c c r u i n g  

to b lack  s t u d e n t s .

Other  shortcomi ngs are the use of  nat i  onal data and 

data for  years o t h e r  than 1970. What the procedures does 

achieve* however * i s  the d i s t r i b u t i o n  of bene f i ts  which 

more f u l l y  accounts f o r  the e f f e c t s  of  f a m i l y  income (and 

i n d i r e c t l y *  soc ioeconomic s t a t u s )  on school achievement  

and pos t - schco 1 success.

The use o f  nat ional  data*  as opposed to Mich igan 

data,  i s  necessary because o f  the  l a c k  of r e l e v a n t  da ta 

f o r  Michigan.  The di r e c t i  on of  the bias i ntroduced by th i  s 

data i s  unknown, but i t  should be reco gn ize d  t h a t  th is

47 Masters*  op. c i t . , pp. 6 5 - 6 6 .
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48problem has occurred In another s t a t e - l e v e l  s tu d y , and

that  many of the s tudi es used the di s t r i  but i  on of  chi 1dren

by fami ly  income, ra the r  than the d i s t r i b u t i o n  of  enrol 1 ed

c h i l d r e n . ^  Using the d i s t r i b u t i o n  of  c h i l d r e n ,  r a t h e r  

than e n r o l l e d  c h i l d r e n ,  tends to make the d i s t r i b u t i o n  o f  

b e n e f i t s  more progress i ve than i t  would be i f  the di s t r i  bu­

t i  on of  e n r o l l e d  c h i l d r e n  were used. F u r t h e r ,  the 1965 

data f o r  g r a d u a t i o n  ra te s  o f  h igh school  seniors uses much 

broader  income b ra c k e ts  than those used i n  t h i s  s tudy  and 

t h e r e f o r e  w i l l  i n t r o d u c e  a smal l  b i as  in  the r e s u l t s .

In sum, the procedure used in  t h i s  s t u d y  i s  con­

s idered  to  be s u p e r i o r  to t h a t  used in p re v io u s  s t u d i e s ,  1 n 

s p i t e  o f  data l i m i t a t i o n s ,  because I t  e x p l i c i t l y  r ecogn i zes  

the impact  o f  soc ioeconomic s t a t u s  on the r e c e i p t  o f  educa­

t i o n a l  b e n e f i t s .  A more s o p h i s t i c a t e d  procedure would not 

lump el ementary and secondary spending and would ach ieve 

b e t t e r  r e s u l t s  by dropp i  ng the assumpti on tha t  a l l  students

reach h igh  school  s e n i o r  s t a t u s . However, the  l a c k  of  data

prec ludes these re f in em e n ts  and, t h e r e f o r e , the r esu l ts  o f  

t h i s  s tudy  w i l l  tend to o v e r s t a t e  the e x t e n t  of r e g r e s s i - 

v i t y  in  the in c i d e n c e  o f  the benefi  ts f rom spending for  

educ a t ion .  R e l a t i v e  to other studies , however, the i nci dence 

in t h i s  s tudy of e d u c a t i o n a l  benefi  ts accruing to the

^Eapen and Eapen, op. c i t . ,  p. 75.
4 9Eapen and Eapen, op. c i t . ,  Brownlee, op. c i t . ,  

Musgrave and D a i c o f f , op. c i t . , and Reynolds and Smolensky,
op. c i t .
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fam i l i es  of  students is more accurate fo r  two reasons:

( 1 ) the b e n e f i t s  are d i s t r i  buted by the number of chi 1dren 

enrol led in school ,  ra the r  than by the t o t a 1 number of  

chi 1dren in the fami ly ;  and ( 2 ) students from 1 ow-i ncome 

fami1 ies are 1ess l i k e l y  to graduate from high school and, 

t h e r e f o r e , recei  ve fewer benef i  ts from educati  on. The 

a 11ocati  on of  benef i  ts p a r t i a l l y  accounts fo r  th is  

f a c t .

In the case of the ben ef i t s  from s pendi ng fo r  

h igher  educat ion,  the a 11 oca t i  on procedure used in this

study d i f f e r s  from those used i n  previous expendi ture i n c i -
50dence s t u d i e s .  Only Singe r  a 11 oca ted par t  o f  hi gher

educa t i  on h e n e v i t s  as genera 1 goods, but Aaron and McGuire

also assumed t h a t  50 percent of the benefi  ts of  spending

for h i g h e r  education could be consi dered genera l  goods 
51b e n e f i t s .  The assumption i n  th is  study i s  t h a t  only 30 

percent o f  higher educati  on bene f i ts  accrue as general  

goods benefi  t s . This assumpt ion i s  based on Fr iedman 's  

pos i t i  on tha t  as the level  of  educat i  on r i s e s , so also  

does the l e v e l  o f  pri  vate ly  captured b e n e f i t s .  Si nee the 

assumpt ion f o r  the genera l  goods b e n e f i t s  propor t ion  of  

e lementary  and secondary educati  on spending i s  50 percent ,  

i t  i s  r easonab le  to assign 30 percent  in the case of  

h igher  e d u c a t i o n .

50 .S inger ,  op. c i t . ,  p . 80.
51 Aaron and Mc Gui r e ,  o p . c i t . ,  p.  916 .
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The assumpt ion ,  common to most p re v io u s  s tud ies ,  of  

equal per s t u d e n t  b e n e f i t s  in  hi gher educat ion is r e t a i  ned 

i n  th is  s tudy  because of  the lack of  data to support an

a l t e r n a t i v e  h y p o t h e s i s .  The problem o f  b e n e f i t s  which

accrue t o  o u t - o f - s t a t e  s t ud en ts  in  M ich igan schoo l s  is

d e a l t  w i t h  by a s s i g n i n g  9 p e rcen t  o f  the b e n e f i t s  to out -

o f - s  ta te s t u d e n t s .  Nine pe rcen t  i s  a compromise e s t im a te

which r e f l e c t s  what  appears  t o  be a t r e n d ,  between 1968

and 1973,  o f  r e l a t i v e l y  l ower  o u t - o f - s t a t e  s t u d e n t  e n r o l l -

men t s . l' Thus 63 . 7  p e r c e n t  o f  t o t a l  b e n e f i t s  i s  a l l o c a t e d

to the f a m i l i e s  o f  s t u d e n t s  by t he n a t i o n a l  di  s t r i  b u t i  on

by f a m i l y  income o f  c h i l d r e n  18-24 yea rs  o l d  e n r o l l e d  a t
5  3

the u n d e r g r a d u a t e  l e v e l ,  and t he rema in ing  27.3 p e rcen t  

i s a l l o c a t e d  as general  goods b e n e f i t s .

Aga i n ,  t h e r e  i s  a pr ob l em i n  the  use o f  n a t i o n a l  

■data f o r  t he  di  s t r i  b u t i  on by i ncome o f  dependent c h i l d r e n ,  

but  comparab l e  data f o r  M i c h i g an  do no t  e x i s t .  I t  would 

be d e s i r a b l e  t o  mo d i f y  t he  assumpt i on  o f  equal  per s t u d e n t  

b e n e f i t s  i f  data e x i s t e d  f o r  c o l l e g e  g r a d u a t i o n  rates by 

f ami l y  i ncome o r  i f  data  e x i s t e d  f o r  t he  p r o p o r t i o n  o f

*"UM1 ch 1 gan Depar tment  o f  E d u c a t i o n ,  Repor t  on Non-
r es l  dent  Enro l  l i nen t  P o l i c i e s , Stud e n t  Mi g r a t i  on and Reel p - 
r o e 1 ty Agreements " !  L a n s i  ng: 19/1' )  7 pp . 27 - 28 .  Th i s  r e p o r t
i s  f o r  1 968 when the p r o p o r t i o n  o f  ou t - o f - s  ta te  s t u d e n t s  
i n p u b l i c  i n s t i t u t i o n s  was 9 . 6  p e r c e n t . Data f o r  1 973 f o r  
major  i n s t i t u t i o n s  show a p r o p o r t i  on o f  8 . 08  p e r c e n t :
1973-74 i n s t i t u t i o n a l  budget  r e q u e s t s ,  f u r n i s h e d  by James 
F. Weber s D i r e c t o r ,  Highe r  Educa t i on  Management S e r v i c e s ,  
Michigan Depar t men t  o f  E d u c a t i o n ,  November 20,  1974.

"’ ^Bureau o f  the Census, CPR, P•-20, Number 231 ,
p. 21 .
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students by family  income who at tend two-year col 1 eges but  

do not conti  nue t h e i r  educat ion.  11 seems probable th a t  

r e t a i n i n g  the assumption of equal per student  benefi  ts 

biases the resu l ts  i n  favor  of  more regressi  vi ty than may 

a c t u a l l y  occur .

Summary

The procedures used in th is  s tudy fo r  a l l o c a t i  ng

the b e n e f i t s  o f  spending fo r  e l e m e n t a r y  and secondary educa­

te i on d i f f e r  from t hose  used i n  p r e v i o u s  s t u d i e s  i n  o r d e r  to 

account  f o r  t he f a c t  t h a t  the b e n e f i t s  of educat i  on do not

accrue e q u a l l y  t o  a l l  s t u d e n t s .  S p e c i f i c a l l y , t h i s  s t u d y  

assumes t h a t  a l l  s t u d e n t s  do no t  g r a d u a t e  f r om h i g h  schoo l  

and t h a t  s t u d e n t s  f r om l o w- i n c ome  f a m i l i e s  a r e  l e s s  l i k e l y  

to do so than s t u d e n t s  f rom h i g h - i n c o m e  f a m i l i e s .  The 

a l l o c a t i o n  p r o c e d u r e s ,  t h e r e f o r e . ,  r e c o g n i z e ,  as most  p r e v i o u s  

s t u d i e s  have n o t ,  t h a t  t he  b e n e f i t s  f rom e d u c a t i o n  depend i n  

p a r t  on t he s o c i o e c o n o mi c  s t a t u s  o f  t h e  s t u d e n t s ’ f a m i l i e s .

B e n e f i t s  o f  spend i ng  f o r  e l e m e n t a r y  and seconda r y  

e du ca t i on  are assumed t o  acc r ue  e q u a l l y  t o  bo t h  s o c i e t y  i n  

genera l  and t o  the f a m i l i e s  o f  s t u d e n t s .  The benef i ts  o f  

spending f o r  h i g h e r  e d u c a t i o n  a r e  assumed t o  acc r ue  p r i m a r i l y  

to the f a m i l i e s  o f  s t u d e n t s  (70 p e r c e n t )  and a r e  d i s t r i ­

buted by assumpt i ons  s i m i l a r  t o  t hose  used i n  p r e v i o u s  

s t u d i e s  o f  th is  t y p e .

The general  goods proport ions of  spend i ng  for  

e d u c a t i o n  are a l l o c a t e d  us i ng f i v e  methods: ( 1 )  on an
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equal  pe r  fami ly  b a s is , ( 2 )  by the d i s t r i  but i  on of  adjusted

broad i ncome, (3)  o n e - h a l f  by the di s t r i  but i  on of  adj us ted

broad i ncome and o n e - h a l f  equal ly  to f a m i l i e s ,  (4)  by the

use of  the M a i t a l  u t i l i t y  funct ion  (MU(Y) = C/ Y^’ under

Rober t s '  l e a s t  p r o g r e s s i v e  t a x  i nci dence assumpti ons * and
1 5(5)  usi ng MU( Y) = C/Y ‘ w i t h  Roberts' most progressi  ve tax

i n c i d e n c e  r e s u l t s .

Tab l e  12 shows t he  d i s t r i b u t i o n s  o f  t h e  s p e c i f i c  

b e n e f i t s  o f  l o c a l  e d u c a t i o n  e x p e n d i t u r e s  and t he  t o t a l  

b e n e f i t s  ( s p e c i f i c  and g e n e r a l )  of t hese  e x p e n d i t u r e s .  As

expec ted f rom t he  r e s u l t s  o f  two p r e v i o u s  s t a t e - l e v e l
54s t u d i e s ,  t he i n c i d e n c e  p a t t e r n  of  speci f i c goods b e n e f i t s  

and t o t a l  b e n e f i t s  under  t he  f i r s t  t h r e e  assu mp t i o n s  i s  

b a s i c a l l y  r e g r e s s i v e .  Assumpt i ons  4 and 5,  however ,  y i e l d  

p r o g r e s s i v i t y  i n  t he t op i ncome b r a c k e t  because o f  t he  

H a r t a l  u t i l i t y  f u n c t i o n  used t o  a l l o c a t e  g e n e r a l  goods 

b e n e f i t s .  (The mixed p a t t e r n  i n  t he  l o w e r  i ncome b r a c k e t s  

i s  a consequence o f  adj ust i  ng the nat i  ona 1 d a t a , wh i ch  use 

l a r g e r  income b r a c k e t s ,  to t he  i ncome b r a c k e t s  used i n  t h i s  

study, , )  Thus,  under  Assumpt i ons  1-3 wh i ch  a r e  most commonly 

used i n  p r e v i o u s  s t u d i e s ,  l o c a l  e d u c a t i o n  e x p e n d i t u r e s  tend 

to e q u a l i z e  the d i s t r i b u t i o n  of  " income.  Us i ng t h e  M a i t a l  

f u n c t i o n ,  h o we ve r , r e s u l t s  i n  a much less favorable  pat tern  

o f  d i s t r i b u t i o n  to l ow- i ncome f a m i l i e s  and even progr es s i - 

vi  t y  f o r  t he f a m i l i e s  w i t h  t he h i g h e s t  i ncomes.

54 Ross, o p . c i t . ,  pp.  8 9 - 9 1 s and Eapen and Eapen,
op. c i t . , p . 1 0 7 .
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In the case of  higher educat ion,  Table 13 shows 

that  s p e c i f i c  bene f i ts  are again b a s ic a l l y  re gres s ive ,  

and, under a l l  f i v e  general  goods assumptions, the incidence  

of t o ta l  hi gher educati  on benef i  ts is also essenti  a l l y  

regressi  v e . The r e l a t i  vely la rge  amounts of benef i  ts 

accrui ng to the upper- i  ncome brackets are not s u f f i  ci ent  

to change the pa t t e rn  of  incidence in those b ra c k e ts .



TABLE 12
]

The D i s t r i b u t i o n  o f  L o c a l  E d u c a t i o n  E x p e n d i t u r e s  - -  C o n v e n t i o n a l  A n a l y s i s

i ncome
B r a c k e t
( $ 0 0 0 )

S p e c i f i c  6 gods 
B e n e f i t s ^ -

T o t a l  L o c a l  E d u c a t i o n  B e n e f i t s ’

Assumpt i on  1 Assurnpti on Assumption 3

Under 1 2.62 { 36.68) 4. 45 (124 34) 1 40 (39 .05) 2.92 (81 .69 )
1-2 3. 00 9.39) 5 . 09 ( 31 85) 1 89 ( 8 .52) 3.49 (21 .85)
2-3 ."i r\ sL . d6 ( 5.15) Si3 84 ( 17 47) 1 66 ( 7 .59) 2.75 (12 .53)
3-4 6 . 54 11.36) 5 51 ( 19 48) 3 97 (13 .78) 4.79 (16 .63 )
4-5 5. 94 [ 8.52) 5 10 ( 14 62) 3 82 (10 .96) 4.46 (12 .78)
5-6 7.30 ( 8.06) 5 85 ( 12 92) 4 75 (10 .50) 5.30 (11 .71 )
6-7 7.83 { 6.67) 6 28 ( 10 70) 5 35 ( 9.11 ) 5.81 ( 9 .90)
7-8 8.51 ( 5.47) 7 04 ( 9 05) 6 16 ( 7.91 ) 6.60 ( 8 .48)
8-9 8.61 ( 4.49) 7 39 ( 7 71 ) 6 65 ( 6 .93) 7.02 ( 7 .32)
9-10 8.36 ( 3. 97) 7 17 ( 6 81 ) 6 75 ( 6.41 ) 6.96 ( 6 .61)

10- 12 11 . 93 ( 2. 59) 11 69 ( 5 07) n 58 ( 5 .03) 11 .64 ( 5.05)
12-15 13.73 ( 2 . 1 0 ) 13 46 ( 4 1 2 ) 14 82 ( 4 .54) 14.13 ( 4 .33)
15-25 10 . 68 ( .93) 13 64 ( 2 37) 19 38 ( 3 .37) 16.51 ( 2 .87)

Over 25 2 . 68 ( .31) 3 42 ( 80) 11 82 ( 2 .75) 7.62 ( 1 .77)
TOTALS

MONEY
AMOUNTS
($ 0 0 0 )

99.99

944,850

2.44) 100 

1 ,889,

00 ( 4 

700

88) 100 00 ( 4 .88) 1 0 0 . 0 0 ( 4 .88)
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Income 
Bracket  
( $ 0 0 0 )

Tota l  Local  Educat ion Benefi ts

Assumpt ion 4 Assumption 5

Under 1 1 . 3 4 ( 3 7 . 5 3 ) 1 . 34 (37 .57 )
1 - 2 1 . 64 (10 .28)  

( 6 .19)
1 .65 (10 .31 )

2-3 i . 36 1 .36 ( 6 . 2 1  )
3-4 3.65 (12 .67) 3.65 ( 1 2 . 6 8 )
4-5 3.47 ( 9 .97) 3.47 ( 9 .98)
5-6 4.33 ( 9 .56) 4.33 ( 9 .57)
6-7 4.83 ( 8 .24) 4.84 ( 8 .25)
7-8 5.51 ( 7 .07) 5.52 ( 7 .09)
8-9 5.90 ( 6 .15) 5.92 ( 6 .17)
9-10 6 . 03 ( 5 .73) 6.04 ( 5 .74)

1 0 - 1 2 10.17 ( 4 .41) 1 0 . 2 0 ( 4 .43)
12-15 13.43 ( 4 .11) 13.47 ( 4 .13)
15-25 18. 93 ( 3 .29) 18.97 ( 3 .29)

Over 25 19.41 ( 4 .52) 19.24 ( 4 .48)
TOTALS 1 0 0 . 0 0

CO00*3- 1 0 0 . 0 0 ( 4 .88}
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1 Figures in parentheses are percentages of adjusted broad income from Table 6 ;
other f igures  are percentages of the money amounts shown at  the bottom of the

2 ta b1e .
3See t e x t  fo r  explanat ion of the d i s t r i b u t i o n  of s p e c i f i c  goods b e n e f i t s .

See Chapter 11 fo r  explanat ion of Assumptions 1-5.
Source: Bureau of the Census, Current Populat ion Reports, Series P-20,  Numbers

185 and 222, p. 4 and p. 40; CPR, P-60,  No. 74, p. 77.



TABLE 13

The Di s t r i  buti  on of Higher Education Expendi tures - -  
Conventional Analysis^

3
Income Total  Higher Education Benef i ts
Bracket Speci f ic  Goods -----------------------------------------------------------------
($000) B e n e f i t s ^  Assumption 1 Assumption 2

Under 1 1.07 ( 3 35) 2.63 11 75) .80 3.58)
1 - 2 1 . 2 2  { 8 6 ) 3.01 3 0 1 ) 1 .09 1 .09)
2-3 .92 ( 47) 2.27 1 65) .97 .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 . 1 0 )
5-6 4.88 ( 1 21 ) 4.74 1 67) 4.08 1 .44)
6-7 5.24 ( 1 0 0 ) 5.09 1 38) 4.53 1 .23)
7-8 6.25 ( 90) 6.04 1 24) 5.51 1.13)
8-9 6.99 ( 81) 6.74 1 1 2 ) 6.29 1 .05)
9-10 6.78 ( 72) 6.54 99) 6.29 .95)

1 0 - 1 2 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 S 1 0 0 . 0 0 ) 78) 1 0 0 . 0 0 .78)
MONEY

AMOUNTS
($ 0 0 0 ) 211 ,229 301 ,756
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Income
Bracket
( $ 0 0 0 )

Total  Higher Education Benefi ts'

Assumption 3 Assumption 4 Assumption 5

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 ( .57)
3-4 3. 00 1 . 6 6 ) 2.31 1 .28) 2.31 ( 1 .28)
4-5 2.79 1 .28) 2 . 20 1 . 01  ) 2 . 2 0  ( 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)

1 0 - 1 2 13.76 .95) 1 2 . 8 8 .89) 12.89 ( .89)
12-15 16. 28 .80) 15.86 .78) 15.88 ( .78)
15-25 23.00 .64) 24.45 . 6 8 ) 24.48 ( . 6 8 )

Over 25 7.86 .29) 14.93 • 55 14.83 .55)
TOTALS 1 0 0 . 0 0 • 78 1 0 0 . 0 0 .78 1 0 0 . 0 0  ( .78)
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F i g u r e s i n  parentheses are percentages of adjusted broad income from Table 6 ; 
other f igures  are percentages of the money amounts shown at  the bottom of the 
tab le ,

2
See te x t  for  explanat ion of the d i s t r i b u t i o n  of speci f i  c goods benefi  t s .

3
See Chapter n  fo r  explanat ion of Assumptions 1-5.

Source: Bureau of the Census, Current Populat ion Reports,  Series P -2 0 , No. 231,
p . 21 .
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CHAPTER V I I

A RADICAL ANALYSIS OF 

EDUCATIONAL EXPENDITURES

The p re v io us  chapter  represented a neoc1 assi ca1 

an a l y s is  of e d u c a t i o n a l  expendi tures s and included a d i s ­

cussion of four assumpt ions about e d u c a t i o n .  From a 

neoclassi cal perspect i  ve toward education , these assumptions 

have not been met by the educat ional  system i n  th is  country . 

Thus, the educat iona1 s t r uc tu r e  can be se vere ly  f a u 1 ted when 

i t  i s  eva lua ted  by i ts a b i 1 i ty to s a t i s f y  those assumptions. 

But i t  also cou ld  be considered a success when i t  i s  

evaluated by i ts contr i  buti  ons toward the  maintenance and 

rei nforcemen t  of  the exi s t i  ng soci oeconomi c sys tern.

This chapter begins with a radi  ca1 cr i  t ique of  the 

l i b e r a l  assumptions about education and presents an a l t e r ­

n a t i v e  a n a l y s i s  of  the ro le educati  on plays i n  our soci e t y . 

The di f fe ren ces  and s i mi 1 a r i  t i  es between the conventi  onal 

and r a d i c a l  analyses are discussed and an a l t e r n a t i v e  

method of i denti  f y i  ng b e n e f i ts  and b e n e f i t  re c ip i  ents is 

sugges ted.
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The Radical C r i t i q u e ^

The f i r s t  conventional  assumption about education  

is th a t  educat ion improves ski 1 1 s and3 hence, the economic 

oppor tuni t ies  o f  the poor and the underski 11e d . One basis 

upon which th is  assumption rests i s  tha t  increased educa­

t i  on impl ies i n c re a sed  income. To some extent  th is  i s  

t r u e , as the  discussion i n  the previous chap t e r  i ndi c a t e s . 

More i m p o r t a n t ,  however ,  i s  the ev idence  for  c e r t a i n  groups 

which r e f u t e s  the assumption. For b lack s  and persons from 

low soc ioeconomic groups, the evidence i n d i c a t e s  t h a t  earn-

ings do not vary  w i t h  educationa I a t ta inment  unless the
2s tuden t  has completed c o l l e g e .  But i t  i s  p r e c i s e l y  to 

these groups (no n -w h i t e s  and l o w e r - c l a s s  w h i t e s )  t h a t  the  

assumpt ion o f  i nc reased  o p p o r t u n i t i e s  i s  d i r e c t e d .  Since 

blacks and l o w e r - c l a s s  w h i t e s  e i t h e r  do no t  g radua te f rom 

high school or enter  col lege at  the same ra tes  as m id d l e -  

and u p p e r - c l a s s  w h i t e s ,  i t  i s  f a i r  to say t h a t  t h i s  assump- 

t ion i s  no t  met by our e d u c a t i o n a l  system.

The second assumpt ion i s  that  achi evement tests  

measure s k i l l s  which vv111 tend to  i n c rea se  the p r o d u c t i v i t y  

o f  s t u d e n ts .  P r o d u c t i v i t y  in c re a ses  are assumed to  r e s u l t  

from Improved a b i l i t i e s  to " read  and reason." Radi ca1

1This sect ion draws h eavi ly  from the discussion by 
Gordon, op. c i t . , pp. 167-171,  and 17 8 -18 0 .

2
I b i d .  , p. 1801 Weiss, op. c i t .

3
Gor don , op.  c i t . , p.  179.
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cr i t ic s . ,  on the other hand, contend th a t  i t  is not the 

reading and r eason ing  s k i l l s  t h a t  improve p r o d u c t i v i t y . 

Rather,  i t  is the behavi or and m ot iva t io na l  t r a i  ts with  

which schoo ls  i n c u l c a t e  students th a t  lead to post-school  

producti  vi t y . Schools, t h e r e f o r e , pe r f o rm  a t r a i n i n g  and 

screening funct ion  for  the market  systern, a funct ion  which 

r e l i e s  on the a b i l i t y  to  i n s t i l l  i n  s t u d e n ts  good work 

h a b i t s ,  res pons i veness to  monetary i n c e n t i v e s  and accep­

tance of the  p r e v a i l i n g  economic system.

For many, p a r t i c u l a r l y  w h i t e s ,  th is  process i s  a 

success because these t r a i t s  are necessary to do wel l  

in the w o r l d  o f  work.  For many o t h e r s ,  however ,  these 

t r a i t s  are no t  o n ly  d i f f i c u l t  to l e a r n  and accept — because 

they ask non-whi t e s , f o r  example,  to cooperate i n  a sys tern 

which d i s c r i m i n a t e s  a g a i n s t  them--but  they are a l so  not  

s u f f i c i e n t  f o r  these groups to ac h ieve  success comparable 

to middle™ and u p p e r - c l a s s  w h i t e s .

The t h i r d  assumpt ion i s  t h a t  schools have h i s t o r i  - 

ca 11y he lped to  e q u a l i z e  o p p o r t u n i t i e s  and they co n t in u e  to 

do so now. The r a d i c a l  c o n t e n t i o n  i s  t h a t  schools  have 

never p layed  t h i s  r o l e ;  r a t h e r ,  the f u n c t i o n  o f  schools  has 

been and i s  now to s o l i d i f y  the s t r u c t u r e  o f  c l a s s  s t r a t i f i ­

ca t io n  w h i l e  a l l o w i n g  a few " g i f t e d "  e x c e p t io n s  to  succeed .^  

The ev idence c i t e d  in  the previ  ous ch a p te r , p r i m a r i l y  the

4This point  was suggested by M i t c h e l l  Stenge 1.
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5Guthrie,  e t  a l . ,  study,  supports the ra d ic a l  posi t i  on on 

this issue.  Be t te r  education accrues to students on the 

basis of socioeconomic status and, f o r  students from high 

soci oeconomi c status groups, resu l ts  in g re a te r  post-school  

success. Thus, th is  assumption, too,  i s  not met by the 

system of  educati  on in the U.S. and i n  Michigan.

The f o u r t h  ass umpti on i s  tha t  schools a re i ncreas-  

ingiy b e t t e r  ab le  to fu 1 f  i 11 the equal i  zi  ng func t io n  because 

s o c i e t y  i s  becoming more e d u c a t i o n a l l y  mobi1e . Radica1s 

argue t h a t ,  i n  f a c t ,  the e d u c a t i o n a l  system i s  becoming 

more i m p o r t a n t  i n  d e t e r m in in g  c la ss  s t r u c t u r e  and i s  t h e r e ­

fore becoming a more im p o r t a n t  force aga inst  s o c i a l  mobi1 i t y . 

Ivan I l l i c h  suppor ts  t h i s  c o n t e n t i o n  by compar ing the ro le  

of educa t ion  w i t h  the h i s t o r i c a l  r o l e  of r e l i  gi on:

School has become the w o r ld  r e l i g i o n  o f  a 
modernized p r o l e t a r i a t ,  and makes f u t i l e  promises 
o f  s a l v a t i o n  to the poor  o f  the t e c h n o l o g i c a l  age.
The n a t i o n - s t a t e  has adopted i t ,  d r a f t i n g  a l l  
c i t i z e n s  i n to a graded c u r r i c u l u m  1 ea di ng to 
s e q u e n t i a l  d iplomas not unl ike the i n i t i a t i o n  
r i t u a l s  and h i e r a t i c  promot ions  o f  fo rmer  t im e s .
The modern s t a t e  has assumed the du ty  to en fo rce  
the judgment  o f  i t s  educa to rs  th rough  w e l l - m e a n t  
t r u a n t  o f f i c e r s  and j o b  r e q u i r e m e n t s , much as d i d  
the Spanish k ings who en fo rced  the judgments o f  
t h e i r  t h e o lo g i a n s  through the c o n q u i s t a d o r s  and 
1nq ui s 1 t i  o n . D

The assumpt ion t h a t  t e c h n o l o g i c a l  requirements have 

led to in c r ea sed  demand fo r  a more educated work force  is

' G u t h r i e ,  e t  a 1 . ,  op. c i t .

°"Why We Must A b o l i s h  School ing," New York Review 
of Books ( J u l y  7, 1970) ,  quoted in Gordon, op. c i t . ,  pp. 
168-169.
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probably v a l i d  in an h i s t o r i c a l  context  which includes the 

changes in technology and methods of product ion which 

occurred i n  the 19th century and the f i r s t  h a l f  of the 2 0 th 

century. However, r a d i c a 1 c r i t i c s  have c h a l l e n g e d  the 

assumpt ion t h a t  t e c h n o l o g i c a l  req u i remen ts  are  the p r i n c i - 

pal reason f o r  the r i s e  o f  mass e d u c a t io n  and the  inc rea sed  

demand f o r  e d u c a t i o n a l  c r e d e n t i a l s .  Rather,  r a d i c a l s  con­

tend t h a t  the need f o r  mass ed u ca t io n  arose because o f  the

need o f  c a p i t a l i s t s  f o r  "a mechanism to  i n s u r e  s o c i a l
7c o n t r ' i  and p o l i t i c a l  s t a b i l i t y . "  Educat ion was pe rce i ved  

as an e f f e c t i v e  i n s t i t u t i o n  which cou ld  per fo rm the s o c i a l i ­

z a t io n  f u n c t i o n s  t h a t  had p r e v i o u s l y  been the re sp o ns ib i 1 i ty
O

of  the f a m i l y  and the church.
9I v o r  Berg has c r i t i c i z e d  the human c a p i t a l  assump­

t i o n  t h a t  the changing technology i n  the economy r e q u i r e s  

an i n c r e a s i n g l y  educated work f o r c e .  Berg 's  s t u d y ,  c o v e r ­

ing the t e n - y e a r  p e r i o d  of 1950 to I 9 6 0 ,  f i n d s  t h a t  " . . .  

educa t iona l  ach ievements were changing much more r a p i d l y  

than j o b s ,  however much concession i s  made to t e c h n o l o g i c a l
1 rs

and o th e r  i n f l u e n c e s  on work . . . . "  Berg i s  say ing  that

7Samuel Bowles,  "Unequal Educati  on and the Reproduc-
t i o n  of  the S oc ia l  D i v i s i o n  o f  Labor," Review of Radical  
P o l i t i c a l  Economics, Vol .  3 ( F a l l ,  1971) ,  p . ~ 4.

^ I b i  d . , p , 4.
9 Educat ion and Jobs: The Great T ra in ing  Robbery

(Boston : Beacon Press , 1 971]".

10 1b i d . ,  p.  80.
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educationa1 requirements f o r  job performance are 1ower than 

the levels of education being a t ta in e d  by new workers.

Berg ' s data and analyses also 1 end support to the

posi t i  on that  educati  onal achi evement. is used by empl oyers

as a screening device to f in d  employees who meet n o n - j o b -

f u n c t i o n a l  requ i rements  ra the r  than j o b - r e l a t e d  needs. In

his a n a l y s i s  of 1950 and 1960 data on educa t i  onal a t t a i  nment

and the requ i rements  o f  s p e c i f i c  j o b s , Berg found t h a t 3 as

a general  r u l e ,  the ed u ca t io n  o f  j o b  h o ld e rs  exceeded the
11educ a t i on a l  requ i rements  needed to  pe r fo rm  the j o b s .

F u r t h e r ,  i n  i n t e r v i e w s  of personnel managers, Berg found

t ha t  employers were e x p l i c i t  i n  t h e i r  admiss ions  t h a t :

. . . d iplomas and degrees were a good t h i n g ,  that  
they were used as s c re e n in g  dev ices  by which 
u n d e s i r a b le  employmen t  a p p l i c a n t s  could be i d e n t i - 
f i e d ,  and that  the c r e d e n t i a l s  sought were i n d i c a ­
tors o f  personal  commitment to 'good mi dd le -c lass  
values , 1 industriousness.,  and seriousness of  
pu rpose , _ as w e l l  as s a l u t a r y  pe rson a l  habi ts and 
s ty 1 es o ' 2

The i m p l i c a t i o n  o f  i n c r e a s i n g  e d u c a t i o n a l  r e q u i r e ­

ments for  j o bs  which do not demand as 1 arge an amount of  

educat ion i s  that  employment and s o c i a l  m o b i l i t y  w i l l  be 

i n c r e a s i n g l y  11 mi t ed , Berg d i sco ve re d  tha t  "mi d d l e - 1 e v e l " 

jobs were being f i l l e d  by "be t ter -educated"  p e o p l e , and

th a t  the re  was a r e d u c t i o n  i n  the number o f  "less-educated"
1 3workers advancing into m i d d l e - l e v e l  jobs.

11 I b i d . , Chapter  I I I .
1 2 I b i d . ,  p.  78 ,  emphasis a d d e d .

13 I b i  d .» p.  59.
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I t  is c l e a r  that  cont inuat ion  of th is  trend means 

that  blacks and other r e l a t i v e l y  disadvantaged groups in 

soci ety w i l l  conti  nue to f in d  l im i t e d  opportuni t i  es fo r  

upward mobi1 i t y . These groups are p r e c i s e l y  those l ea s t  

able to  a f f o r d  s c h o o l i n g  necessary  to meet employer  r e q u i r e ­

ments;, and they are the groups which have t y p i c a l l y  achieved  

both lower  l e v e l s  o f  school  per formance and fewer  yea rs  of  

sc h o o l in g  than m i d d l e -  and u p p e r - c l a s s  w h i t e s .  Thus , the 

impor tance o f  s c h o o l i n g  in  the economy w i l l  exacerba te„ 

r a t h e r  than a l l e v i a t e s ,  i n e q u a l i t i e s  i n  income and s o c i a l  

c lass  m o b i l i t y .

The p r eced ing  d i s c u s s i o n  d e a l t  w i t h  one i m p o r t a n t  

e f f e c t  o f  e d u c a t i o n ,  bu t  t h e r e  i s  ano ther  re 1 a ted aspec t  of  

the e d u c a t i o n a l  systern t h a t  a l s o  ac ts  to  p rese rve  and

r e i n f o r c e  p a t t e r n s  o f  c la s s  d i f f e r e n t i a t i o n .  As Bowles
1 4and o th e r  r a d i c a l  c r i t i c s  o f  educ a t io n  have no ted ,  

another  e s s e n t i a l  f u n c t i o n  o f  ed u ca t io n  i s  to  teach a c c e p t ­

ance o f  the s t a t u s  quo, i . e . ,  l e g i t i m i z a t i o n ,  i n  M i l i b an d 's  

words , ” . . .  o f  trie p r e v a i l i n g  economic and s o c i a l  o r d e r ,  

and o i t s  main i n s t i t u t i o n s  and v a l u e s . "

One means o f  a c h i e v i n g  acceptance o f  the status quo 

i s  to  t a i l o r  the i n t e r n a l  s t r u c t u r a l  ar rangements i n  

schools to p a r a l l e l  the s o c i a l  r e l a t i o n s  o f  t he  work process

1 4
See, fo r  example, Bowles, op. c i t . .  Mi 1iband,  The

S t a t e , op. c i t . ,  p. 244, and Baran and Sweezv, o p . c i t . ,  
pp. 306~-322. ---------

1 RMi 1i b a n d , The S t a t e , op.  c i t . , p.  2 4 4 .
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whi ch students from d i f f e r e n t  classes are l i k e l y  to e n te r .  

Bowles points out that  di f ferences in the i n t e r i o r  s t r u c ­

tures of schools and the content of  schooling are r e a d i l y  

apparent and tha t  these di f ferences correspond to the 

social  cl  asses of the students who at tend the s c h o o l s . ^

I t  is not surpri  sing,  t h e r e f o r e , th a t  the Guthr ie ,  e t  a 1 .
1 8study found that  ch i ldren  from high socioeconomic status  

backgrounds had b e t te r  educat iona1 i nputs and achi eved

b e t t e r  success than students from f a m i l i e s  of low soci o- 

economi c s t a t u s .

Benefi ts and Benefi t  Recipi  ents

11 i s  p o s s i b l e  to consi der the cos ts i ncurred in 

the provision  of educa t i on  as soci a 1 ly necessary c o s ts , as 

these were def i  ned i n  Chapter I I I .  In any advanced soci e t y , 

educa t ion  i s  important  to provide 1 i t e r a c y , s k i l l s ,  t r a i  n-  

i ng, knowledge and s o c i a l i z a t i o n  to members of  s o c ie ty .  11 

i s  impor tan t , however, to recogni ze th at  the goals and o u t -  

puts o f  the educational  system in th is  country (and M ic h i ­

gan) are not n e c e s s a r i l y  those which would obtain in a 

d i f f e r e n t  soc ioeconomic system.

11 i s  apparent from the precedi ng discussion th a t  

the s k i l l s  and t r a i n i n g  aspects of  educati  on in th is  country

16 Bowles,  op. c i t . ,  p. 14.

1 7 1bi d . ,  p. 16.
1 8 G u t h r i e ,  e t  a 1 . ,  o p . c i t .
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are f re quen t ly  less important  to employers than less 

tangib le t r a i  ts such as acceptance of p r e v a i 1 i ng values,  

a u th o r ! ta r i a n  soc ia l  r e l a t i o n s  and "proper" work h a b i ts .  

These types of persona 1i ty t r a i  nts and behavior modes are 

necessary for  success i n , and the smooth f u n c t i o n i n g  o f ,  

the modern bureaucracies of  corporateons and government.

As Bowles notes , ". . . pos i t i  ons of control  i n  the p r o ­

d u c t i v e  h i e r a r c h y  tend to be associated w i t h  pos i t ions  of
1 9p o l i t i c a l  i n f lu e n c e . "  Since the upper c lass  e x e r t s  the 

preponderance o f  power in  de te rm in in g  the p u b l i c  i n t e r e s t  

and accepted beha vi or p a t t e r n s ,  i t  i s  not s urpri  s i ng th a t  

not only the r i g i d  s t ruc ture  of educat ion,  but a lso the 

ou tpu ts  o f  the e d u c a t i o n a l  i nst i  t u t i o n s , coi ncide so nea t l y  

w i th  the needs and des i res of corporate capi t a l  and the 

State.

I t  i s  necessary ,  t h e r e f o r e , to evaluate the benef i  ts 

of educa t ion  in the l i g h t  of th is  framework. I f  students
. j

do not need, f o r  j o b  performance purposes, the amounts and

kinds o f  educa t i on  r e q u i r e d  by emp loyers ,  i t  would be 

erroneous to assume t h a t  the p u b l i c  p r o v i s i o n  o f  e d u c a t io n  

in t h i s  s o c i e t y  i s  in te n d e d  to y i e l d  b e n e f i t s  s o l e l y ,  or  

even l a r g e l y ,  to  s t u d e n t s .  The p r i n c i p a l  b e n e f i t  of  

educat ion i s  a work f o r c e  i nculcated w i t h  the va1 ues of  

the c a p i t a l i s t  class and a work force which accepts the 

exist ing  social  r e l a t i o n s  of production i n  our capi t a l i  st

19 Bo wl e s , op.  c i t . , p.  26.
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system. In p a r t ,  the needs of  c a p i t a 1 i s t s , r a th e r  than 

students , are met by the systern of  educati  onal i nst i  tu -  

t i o n s .

11 could be argued, of  course, that  students bene­

f i t  by vi r tue o f  thei  r employabi1 i ty and the increments 

to i ncome associated w i t h  addi t i o n a 1 years of  schooli  ng.

But th is  argument  ignores the content ion that  education  

does not encourage c r e a t i v i t y . ,  spontanei ty or i ndi vi dua 1 

freedom except as these f ac tors  r e i n f o r c e  e x is t in g  c la s s  

d i f f e r e n c e s .  For the most p a r t , conformi ty of  thought and 

behav io r  and acceptance of r i g i d  behavi or modes are rewarded 

i n s t e a d .  The s o c i a l  r e l a t i o n s  o f  s c h o o l i n g  p a r a l l e l  those

of the corporate bureaucracy and a re a l i e n a t i n g  r a t h e r
0(1

than l i b e r a t i n g  o r  f u l f i l l i n g .  When the needs o f  s t u d e n ts  

are molded to the needs of the S ta te  and c a p i t a l i s m . ,  ra the r  

than v ic e  vers a , i f  i s  d i f f i c u l t  to  see how s tud e n ts  can 

be judged the p r imary  re c ip i  ents of  the benef i  ts of  educa­

t i  o n .

Thus, i t  i s  ass umed tha t  the pr i  mary benefi  ts of  

educational  spending are a c o o p e r a t i v e  and d i s c i p l i n e d  

work force and a populace which accepts and supports the 

ex is tence  and maintenance of the cap i t a 1 i s t  sys tern i n  the 

U.S. The p r in c ip a l  reci  pi ents o f  the benef i  ts of  educati  on 

are c a p i t a l i s t s ,  as capi t a 1i s ts are def i  ned i n  Chapter I I I .  

Some benef i  t s  must, however, be assigned to students and

20 See Herbert  G i n t i s ,  "R ep re ss iv e  Schooling as 
Producti ve Schooli  ng, "  i n  Gordon, op. c i t . , pp. 208-213 .
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t h e i r  f a m i l i e s  to account f o r  the r e c e ip t  o f  such basic 

s k i l l s  as reading and a r i t h m e t i c .  These s k i l l s  could be 

1 earned i n  other envi ronments whi ch would encourage 

i ndi vi dual i  ty ra the r  than repress i t , as the school system 

c u r r e n t l y  does. Therefore ,  the proport ion  of b e n e f i t s  

accrui ng to students and the i  r f a m i l i e s  i s  1imi ted to 40 

perc en t . (These benefi  ts amounted to 50 percent  of  t o ta l  

benefi  ts i n  the conventi  onal analys i s . )  The r a t i  onale fo r  

assigning the preponderance of benef i  ts to capi t a 1 is ts (60 

percent)  was developed i n  the p re ced ing  discuss ion of the 

r a d i c a l  analysi  s of educati  on. 11 has been emphasized

e a r l i e r  i n  t h i s  s tudy  t h a t  some o f  the p r o p o r t i o n s  used 

in  the  r a d i c a l  a n a l y s i s  are a r b i t r a r i l y  ass igned to show 

the d i r e c t i o n  i n  which the  a n a l y s i s  d i f f e r s  f rom the con­

v e n t i o n a l  approach.  However,  i n  the case of  e d u c a t io n ,  

the re i s  some p receden t  f o r  the ass ignment  o f  va r iou s  propor­

t i o n s  of spending f o r  e d u c a t io n  as gene ra l  goods b e n e f i t s  

(see Chapter  V I ) .  The most common propor t i  on of spendi ng 

f o r  e lem en ta r y  and secondary education assigned as genera 1

goods b e n e f i t s  i s  50 p e r c e n t , al though Aaron and McGui re
21assume / 0  p e r c e n t .  I he r a d i c a l  a n a l y s i s  leads to the 

c o nc lu s io n  that  more than 50 percent  of  the benef i ts  of  

e lementary  and secondary educat ional  spending accrue to 

cap i t a l i s t s .  11  i s  reasonable to use 60 percent as a com- 

promise e s t im a t e  o f  these b e n e f i t s .

21 Aaron and Mc Gu i r e ,  op.  c i t . , p.  916.
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In the  case of  spending fo r  h i g h e r  educat ion,  the 

proport ions used are the same as those used in the conven- 

t i o n a l  a n a l y s i s : 70 percent o f  the b e n e f i t s  accrue to the

f a m i l i e s  of s tud en ts  and 30 p e rc e n t  to  c a p i t a l i s t s .  P u b l i c  

h i gher  ed u ca t io n  i s  less  d i r e c t l y  r e p r e s s i v e  and o f f e r s  

more f reedom f o r  i n d i v i d u a l  cho ices  abou t  programs,  e t c . ,  

but  the needs o f  c a p i t a l  f o r  s u i t a b l e  p ro du c ts  o f  the 

ed uca t ion a l  system are a l s o  met by h i g h e r  e d u c a t io n .  The 

i m p l i c a t i o n  o f  s e q u e n t i a l  degrees and r i s i n g  e d u c a t i o n a l  

requ i rements  i s  t h a t  the h i g h e r  ed uca t io n  system per forms 

e s s e n t i a l l y  the same f u n c t i o n s  as lower  l e v e l s  o f  e d u c a t i o n .

A l l o c a t i o n  of B e n e f i t s

A11 oca t i  on of  the b e n e f i t s  of spending fo r  education

proceeds d i r e c t l y  f rom the  p reced ing  d i s c u s s i o n .  Elementary 

and secondary school  benefi  ts are d is t r i b u t e d  by the 60-40  

r a t i o  p r e v i o u s l y  proposed ,  w i t h  60 p e rc e n t  o f  the b e n e f i t s  

acc ru ing  to c a p i t a l i s t s  by the d i s t r i b u t i o n  o f  c a p i t a l i s t  

income and 40 percent to the f a m i l i e s  of  s tu den ts . Bene­

f i t s  a c c r u in g  to  f a m i l i e s  o f  s tuden ts , a d ju s te d  by the 

d i f f e r e n c e  in  l i f e t i m e  incomes o f  h igh school  and non-h igh

school g r a d u a t e s ,  are a l l o c a t e d  to  the d i s t r i b u t i o n s  o f
22e n r o l l e d  ch i  Idren by f a m i l y  i ncome der i  ved from the high
p 3

school graduat ion r a te s  by income. This i s  the same

Bureau of the Census, CPR, P -2 0 , No. 222, op. c i t . ,
p . 5.

23 Bureau o f  t he  Census , CPRs P - 2 0 ,  No. 185,  op.  c i  t . ,
p. 4.
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procedure used in the previous chapter to a l l o c a t e  s p e c i f i c  

goods benefi  t s .

The benef i ts  of  spending fo r  higher educati  on are 

a l 1 oca ted us i ng the 30-70 r a t i  o proposed above . The 

benefi  ts accrui  ng to capi t a l i  sts (30 percent )  are d i s t r i ­

buted by the di s t r i  but i  on of  capi t a 1 i s t  i ncome, and the 

speci f i  c goods benefi  ts (70 percent )  are di s t r i  buted by

the d i s t r i b u t i o n  by fami ly  income of chi 1dren 18-24 years
24old enro l led  a t  the undergraduate l e v e l . Total  benefi  ts 

are reduced by 9 percent to account fo r  benefi  ts which 

accrue to o u t - o f - s t a t e  r e c i p i e n t s .  Again, the a 11 ocat ive  

techniques fo r  speci f i  c goods benefi  ts are i den t i  ca1 to

those used in the conventional  a n a ly s is .

Summary

The analysis of  the benefi  ts of  spending f o r  pub l ic  

education fol lows the procedures out l in ed  in Chapter I I I :

Two separate analyses  were conducted to generate i n c i d e n c e  

estimates which di f f e r  only as a res u l t  of  the di sparate  

nature o f  the underlying assumptions about the ro le  of  the 

S ta te  in  an advanced c a p i t a l i s t  sys tern. Chapter VI contai  ns 

the c o n v e n t i o n a l  a n a 1 y s i s , modi f i e d  to r e f 1 ect b e t t e r  the 

data on the r e l a t i  ve returns and access to educat i  on among 

d i f  f e r e n t  income c la s s e s . Thi s chapter ,  on the other hand, 

uses a r a d i c a l  a n a l y s i s  of the r o l e  of  the education sys tern 

o n
Bureau o f  t he  Census , CPR, P - 2 0 , No. 2 3 1 ,  o p . c i t . ,

p.  21 .
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i n  our  s o c i e t y . The two analyses d i f f e r  on two e s s e n t i a l  

p o in ts : speci f y i  ng the b e n e f i t s  from educat ion and the

re c ip ien ts  of  those b e n e f i t s .  The conventional  ana lysis  

assumes th a t  there i s  a v a r i e t y  of  b e n e f i t s  from educat i  on,

some o f  which acc rue t o  s t u d e n ts  and t h e i r  f a m i l i e s *  and 

others which are shared by a l l  members of s o c i e t y .  The 

r a d i c a l  a n a l y s i s  leads to  the c o n c lu s i o n  t h a t  the  p r i n c i p a l  

b e n e f i t  o f  e d u c a t io n  i s  i n d i v i d u a l s  i n c u l c a t e d  w i t h  the 

values o f  the c a p i t a l i s t  s o c ie ty .  Since these values are  

determined by the capi t a 1 i s t  c lass*  and the products of  

educa t ion are workers  who are employed by c a p i t a l i s t s *  i t  

f o l l o w s  t h a t  the preponderance o f  b e n e f i t s  f rom spending 

f o r  e lementa ry  and secondary education accrues to c a p i t a l i s t s .

Table 14 shows the d i s t r i b u t i o n  o f  b e n e f i t s  f rom 

expen d i tu res  f o r  ed u ca t io n  which r e s u l t s  f rom the r a d i c a l  

a n a l y s i s .  S p e c i f i c  goods benefi  ts are a l l  oca ted i n  the 

same way as i n  the c o n v e n t i o n a l  a n a l y s i s  o f  the p re ce d ing  

chap te r  and* t h e r e f o r e , s how the same regressi  ve pat te rn  of  

i n c id e n c e .  T o ta l  b e n e f i t s *  however,  i n c l u d e  c l a s s  goods 

b e n e f i t s  which are a 1 1 ocated by the di s t r i  but i  on of  

c a p i t a l i s t  income. The p a t t e r n  o f  i n c i d e n c e  o f  t o t a l  bene™ 

f i t s  f o r  both local  and higher educat ion,  becomes progres-  

s i ve a t  the top income bracket  because of  the l a r g e  amounts 

o f  b e n e f i t s  which acc rue  to t h a t  b r a c k e t .  Thus* the r e s u l t s  

of  the r a d i c a l  a n a l y s i s  show t h a t  e d u c a t io n  e x p e n d i t u r e s  are 

not  as great  an eq u a l i z in g  i n f 1 uence on the i ncome di s t r i  bu­

t i  on as they are i n  the c o n v e n t i o n a l  ana lys is  or i n  other  

con ven t io na l  s t u d i e s .



TABLE 14
1 2The D i s t r i b u t i o n  o f  Expenditures f o r  Education - -  Radical Analysis ’

Income Speci f ic  Goods 
Bracket Benefi ts
($000) (Local Education)

Total  Local 
Education Benef i ts

Spec i f i  c Goods 
Benef i ts  

(Higher  Education)

Total
Higher Education 

Benef i ts

Under 1 2 62 (27 28) 1 06 (27 60)
1-2 3 00 (

V 7 1 0 ) 1 38 ( 8 2 0 )
2-3 2 26 e 3 .97) 1 34 ( 5 89)
3-4 6 54 ( 8 8 6 ) 3 38 (11 44)
4-5 5 94 ( 6 6 6 ) 3 37 ( 9 44)
5-6 7. 30 ( 5 35) 4 14 ( 9 0 0 )
6-7 7 83 t\ 5 29) 4 65 ( 7 85)
7-8 8 51 < 4 35) 4 SO ( 6 13)
8-9 8 61 ( 3 58) 4 72 ( 4 90)
9-10 8 36 ( 3 16) 4 82 ( 4 56)

1 0 - 1 2 11 93 ( 2 06) 7 39 ( 3 2 0 )
12-15 13 73 ( 1 6 8 ) 9 46 ( 2 89)
15-25 10 68 ( 74) 13 89 ( 2 41 )

Over 25 2 68 ( 25 35 60 (
V 8 28)

TOTALS
MONEY

AMOUNTS
($ 0 0 0 )

99.99

755,880

1 94) 100 

1 ,889

00 ( 

,700

4 00 cr>

1I . 07 ( 3 . 1 2 ) 76 ( 3 14)
1 22 /V .81 ) 95 ( 90)

92 ( .45) 86 ( 61 )
2 98 ( 1 .13) 2 47 ( 1 33)
2 71 ( .85) 2 39 ( 1 07)
4 88 ( 1 .19) 4 03 ( 1 40)
5 24 ( .99) 4 43 ( 1 19)
6 25 ( .89) 5 07 ( 1 03)
6 99 ( .81 ) 5 53 ( 92)
6 78 ( .72) 5 49 ( 83)

14 79 ( .72) 11 66 ( 81 )
17 03 ( .58) 13 90 ( 6 8 )
23 29 (

(
.45) 21 11 ( 58)

5 84 .15 21 35 ( 79
99. 99 .54) 100 00 ( 78)

211 ,229 301 ,756



TABLE 14 { c o n t ’ d . )

 ̂Figures in parentheses are percentages of adjusted broad income from Table 10 
other f igures  are percentages of the money amounts shown at  the bottom of the 
t a b ! e .

2
See t e x t  for  explanat ion of the d i s t r i b u t i o n  of educational  expenditures in 
the radical  ana lys is .

Source: Same as Tables 12 and 13.



CHAPTER V I I I

THE DISTRIBUTION OF HIGHWAY EXPENDITURES: 

CONVENTIONAL ANALYSIS

i
Expenditures fo r  highways in f i s c a l  1970 amounted 

to $366.4 m i l l i o n ,  or 7.7 percent  o f  t o t a l  s ta te  and 1 oca 1

government spending (see Table 4 S Chapter  I V ) .  The b u l k

of  these e x p e n d i t u r e s  (65 .5  p e r c e n t )  were f o r  c a p i t a l  o u t -  
o

lay purposes, but the benefi  ts o f  a s s e t - c r e a t in g  expendi-  

tures are assumed, i n  t h i s  s t u d y ,  t o  accrue i n  the c u r r e n t  

year r a t h e r  than over the 1 i fe o f  the asset .  This procedure  

i s  the same as th at  used to a 1 1 ocate the benef i  ts of  educa­

t i  onal expendi t u r e s .

The Benefi  ts o f  Highway Expendi tures

The most obvious benefi  ts of highway spendi ng are 

those which accrue to the users of  the road and s t r e e t

*The term "hi ghways" i s  def i  ned, i n  th is  study,  to 
i n c lude  the e n t i r e  system of l o c a l  s t r e e t s , county roads,  
s t a t e  highways and i n t e r s t a t e  highways in Michigan.

2
Bureau of the Census, Governmental Finances in 

1969-70, op. c i t . , p. 36.
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system. Among these benef i  ts are savings i n  t r a v e l  t im e s 

in vehicle operat i  ng costs and i n  reduced acci dent r a t e s . 

There are , however, benef i  ts which accrue to the owners of  

property ad jacent  to roads and s t r e e ts  and to the general  

pub!i c .

The non-user b e n e f i t s  a r i s e  because highways pro­

vide access to property which might otherwise have l i m i t e d  

value and because of  the use of  highways by publ ic  v e h ic 1e s . 

Public use of  the highways by p o l i c e  and f i  re vehi cl es , fo r  

examples y ie ld s  ben ef i t s  to highway n o n - u s e r s s but muni c i - 

pa 1 Iv-owned vehicles were only . 2  percent  of  t o t a l  r e g i s ­

tered behi c 1es i n  1970. Therefore , the d i s t r i b u t i v e  e f f e c t s  

of  the b e n e f i t s  which r e s u l t  from use by publ ic  vehi c 1es 

are ignored  in  th is  study because of t h e i r  r e l a t i v e l y  

i n s i g n i f i c a n t  impac t .

A s e r i o u s  s hortcomi ng of  c o n v e n t i o n a l  f i s c a l  

i nc idence  s t u d i e s  i s  t h a t  a l t h o u gh  the d i r e c t  b e n e f i t s  o f  

highway spending have been examined e x t e n s i v e l y ,  none of  

the s t u d i e s  has e x p l i c i t l y  recogn ized  t h a t  highways a lso  

gi ve r i s e  to e x t e r n a l  di seconomi e s . Among the n e g a t i v e  

benef i  ts of highways are p o l l u t i o n ,  noise,  and congestion 

in urban areas and conversion of o therwi se u s e f u l  and 

a e s t h e t i c  land i n t o  c o n c r e t e .  F u r t h e r 8 the emphasis on 

development and expansion of  highway systems has resu l ted  

in  l i m i t i n g  the mass transportat ion opt i  ons a v a i 1 able to 

many people , p a r t i c u l a r l y  i n  urban a r e a s .
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In s t a t e - l e v e l  studies 9 highway e x p e n d i t u r e s  are  

somewhat anomalous because they are perhaps the only 

exp end i tu re s  which produce s i g n i f i c a n t  negative, ,  as wel l  

as p o s i t i v e ^  e x t e r n a l i  t i  e s . The assumpti on th a t  the value

costs and b e n e f i t s  i s  i d e n t i c a l  p ro b a b l y  becomes more 

tenuous i n  the case of  hi ghways than fo r  any other  expen­

di t u r e . The nature of  the problem of valuing benefi  ts 

wi 11 become more c l e a r  a f t e r  a discussion of  the methods 

t y p i c a l l y  used i n  conventional  studies to a 1 1 ocate the 

b e n e f i t s  of highway e x p e n d i t u r e s .

I d e n t i f y i n g  B e n e f i t  Recipients

There are two major  c l a s s i f i c a t i o n s  o f  r e c i p i e n t s  

o f  b e n e f i t s  f rom highway e x p e n d i t u r e s :  highway users and

non-users. Among users there are two ca tegor i  es of bene­

f i  t  reci  pi e n t s : owners of  p r i v a t e  au tomob i les  and owners

of commercia l  vehi cles such as trucks and buses.  The non­

user c a te go ry  p r i n c i p a l l y  in c lu d e s  owners o f  p r o p e r t y  to 

which access i s  provided by roads and s t r e e t s .  The 

l o c a t i o n a l  advantages of  commercial property are enhanced 

by the i n c rea sed  access because more people can get to the 

places o f  bus i ness, thereby i ncreasi  ng s a l e s . Some non- 

user benefi  ts also accrue to the general  pub l ic  through 

the use o f  highways by p u b l i c  v e h i c l e s .

There are a number of  methods t h a t  have been used 

in previ  ous f i  seal incidence studies to a l 1 ocate ben ef i t s
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among the various r e c i p i e n t  groups. The f i r s t  s t e p  i n

the b e n e f i t  a l 1ocati  on process is to di vi de benef i  ts

between users and non-users of  h i ghways .  In order to make

t h i s  d i v i s i o n ,  one o f  f i v e  d i f f e r e n t  c o s t  a l l o c a t i v e
3p r ocedu r es  i s  u s u a l l y  used.

These f i v e  t e c h n i q u e s  have been d e v i s e d  f o r  t he  

purpose o f  a l l o c a t i n g  t h e  c o s t s  o f  h i ghways  a c c o r d i n g  t o  

the b e n e f i t  p r i n c i p l e  o f  t a x a t i o n .  Each o f  t he  methods 

y i e l d s  an a l l o c a t i o n  of  costs between use r s  and non-users 

which can be used to r a i s e  h i ghway funds from each group 

i n p r o p o r t i o n  to the assumed b e n e f i t s  received by each 

g r oup .

Of t he  f i ve methods , the earni ngs-credi  t  ana lysis

has been t he most  w i d e l y  used,  both  i n  h i ghway f i s c a l
4

s t u d i e s  and i n  p r e v i o u s  e x p e n d i t u r e s  i n c i d e n c e  s t u d i e s .

The ea r n i  n g s - c r e d i  t  a n a l y s i s  assumes t h a t  t h e  p r i m a r y  road 

system b e n e f i t s  users r a t h e r  t han proper ty owners. Thus , 

the c o s t s  o f  c o n s t r u c t i n g  and m a i n t a i n i n g  t he  p r i m a r y  road 

system sho u l d  be borne e n t i r e l y  by u s e r s .  T o t a l  h i ghway 

user  charges  3 on a p e r - v e h i c l  e-mi  1 e b a s i s ,  equal  t h e  c o s t

3The f i v e  p r oc e du r e s  a r e  t he  p u b l i c  u t i l i t i e s  c o n ­
c e p t ,  t he p r edomi nan t  use a p p r o a c h ,  t he s t a n d a r d  c o s t  
a n a l y s i s ,  t he  r e l a t i v e  use method and t he  earni  ngs-credi  t  
approach .  See W i l b u r  Smi t h  and A s s o c i a t e s ,  M i c h i g a n  Highway 
F i s c a l  A n a l y ses 197 0 - 1 990 (New Haven: Wilbur Smith and
As soc i  a t e s , ” 197*277 p.  153,  f o r  e x p l a n a t i o n s  o f  t he  v a r i o u s  
p r ocedur es  .

4W i l b u r  Smi th and A s s o c i a t e s ,  op . c i t . ,  and Denzel  
C l i n e ,  M i l t o n  T a y l o r  and Janies Papke,  M i c h i g a n  Highway 
F i s c a l  Study, 1961 ( Ea s t  L a n s i n g :  I n s t i  tu te  fo r  Communi ty
Development , M i c h i g a n  State Uni versi  ty , 1962 ) .
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of highways and are appl ied  to a l l  road and s t r e e t  sys t ems .  

Since cos ts per vehi c le  mi le are hi gher f o r  1 oca 1 s t re e ts  

than fo r  hi ghways, t o t a 1 revenue from user charges w i l l  be 

less than the t o t a 1 cos ts of  a l 1 roads and s t r e e t s . The 

di f ference  between highway user charges and t o t a 1 expendi- 

t u r es  i s  assumed to be the non-user cost responsi b i l l t y .

An o t h e r  analogous c a l c u la t io n  i s  made fo r  l o c a l  

streets  whi ch are assumed to benefi  t  property owners ra the r  

than v e h i c l e  owners. Thus, cos ts o f  l o c a l  s t r e e ts  should

be the r e s p o n s i b i l i t y  of property owners through thei  r

p r o p e r t y  tax payments, The property t a x , computed on a 

per - m i l e - o f - s t r e e t s - c o n s t r u c t e d  b a s i s ,  i s  appl ied to the 

f u l l  h i ghway sys tem.  The c o s t s  per  m i l e  o f  s t r e e t s  i s  

l ower  than t he  costs per mi le  o f  cons t rueted  hi ghways, and 

again t h e r e  i s  a d e f i c i t  between t o t a l  r evenue r a i s e d  and 

t o t a l  c o s t s  of the sys t em.  The di f fe ren ce  i s  assigned as 

the cost r e s p o n s i b i l i t y  of  hi ghway u se rs .

Thus,  t he  c a l c u l a t i o n s  a r r i v e  a t  two c o s t  r e s p o n ­

s i b i l i t y  e s t i m a t e s .  Each o f  t h e s e ,  i . e . ,  c o s t s  f o r  users  

and n o n - u s e r s , is w e i g h t e d  by m i l e s  t r a v e l e d ,  and t hen the 

two e s t i m a t e s  are  ave r aged .  The r e s u l t  i s  a d i v i s i o n  o f  

c os t  r e s p o n s i b i l i t y  f o r  t he  t o t a l  h i ghway sys t em between

users and non-users. Since benefi  ts ar e  assumed to equa1

costs, a di vi si on of benefi  ts i s  also achi eved.
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5 6Eapen and Eapen and G i 1lesp ie  use the earni  ngs-

credi t  approach, whi le  Ross uses two a l l o c a t i  ve procedures,

one of  which does not a 1 1 ocate any benef i  ts to non-users

and another which assumes an a r b i t r a r y  75-25 percent
7

d iv is ion  between users and non-users. Si nger is also
O

arbi t r a r y  in his method, using a 50-50 percent di vi s i on.
9 10 11Brownlee, Musgrave and D a ic o f f ,  Musgrave, e t  a l . ,

1 9  1 9  1 A
Reynolds and Smolensky, A d le r ,  and Conrad do not

a l loc a te  any propor t i  on to non-use r s . Tucker does not

a l loc a te  any benefi  ts of  federa l  spending fo r  highways to

non-users, but assigns one - th i  rd of s t a t e  and 1 oca 1 spendi ng
15 16to owners of real  es ta t e . The Tax Foundation did not

a l loc a te  any proport ion to non-users .

5" Eapen and Eapen, op. c i t . ,  pp. 78-80.

^ G i l l e s p i e ,  op. c i t . ,  pp. 140-145.
7 Ross, op. c i t . ,  p . 65.

^Singer,  op, c i t . ,  p. 94.
9Brownlee, op. c i t . , pp. 34-35.

^Musgrave and Daico f f , op. c i t . ,  p. 1 55 .
"11Musgrave, et  a 1. ,  op. c i t . ,  p. 34.
1 2 Reynolds and Smolensky, ( 1 ) ,  op. c i t . ,  p. 45.

^ A d l e r ,  op. c i t .

^Conrad,  op. c i t .

^ T u c k e r ,  o p . c i t . ,  pp.  5 3 2 - 5 3 3 .
16 Tax F o u n d a t i o n , o p . c i t . ,  p.  12.
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The next step in the procedure of a l l o c a t i n g  

b e n e f i t s  i s  t o  determi ne the b e n e f i c i a r i e s  w i th in  the broad 

c l asses  of users  and non-users . W i t h i n  the user ca t e g o r y , 

t h e r e  are two p r i n c i p a l  groups of  r e c i p i e n t s : passenger

car  owners and owners o f  commer c i a l  v e h i c l e s .  A g a i n s t h e r e  

are v a r i o u s  methods of  a 11 ocat i  ng costs between these two
i 7

gr oups ,  b u t  the most commonly used i s  the i n c r e m e n t a l  

c os t  method.  Us i ng t h i s  method,  c o s t s  are a l l o c a t e d  t o  

v a r i o u s  groups  o f  v e h i c l e s  on t he b a s i s  o f  the i ncrements 

i n  h i ghway c o s t s  i n c u r r e d  i n  accommodat i ng v a r i o u s  t ypes
c . IBof  v e m c  !es .

The i n c r e m e n t a l  c o s t  method has not been w i d e l y*■ @
I Q

used among f i s c a l  i n c i d e n c e  s t u d i e s .  Onl y  Eapen and Eapen 
20and G i l l e s p i e ' 1 use i t ,  a l t h o u g h  t hey  d e r i v e  t h e i r  a l l o c a -

21f i v e  p r o p o r t i o n s  f rom a s t u d y  done i n  Lou is iana . ' Ross 

uses a 55-45 r a t i o  t o  a l l o c a t e  c o s t s  between p r i v a t e  and 

commerc i a l  us e r s .  He d e r i v e s  t h i s  r a t i o  from the r e s u l t s

1 ‘7

' Th' cse methods are t he c o s t  f u n c t i o n  method,  t he  
v e h i c l e  m i l e  method, t he ton m i l e  method and t he  i n c r e ­
mental  c o s t  method. See W i l b u r  Smi th  and A s s o c i a t e s ,  
op . c"I t «, p 168.

* JEapen and Eapen, ojk c i t . , p. 81.
■’ 0 G i l l e s p i e ,  o p . c i t . ,  p. 184.
21 Wi l l i am D. Ross, F i nancing Highway Improvemen ts i n 

Loui s i ana (Bator* Rouge: Louisiana State U n i ve r s i t y , 1 9 55) .
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of three previ  ous expendi ture incidence s tu d ie s ,  each of
22which used s i m i l a r  r a t i  os .

Singer a l l  ocates a 11 user costs to p r i v a t e  passenger
23c a r s ,  Musgrave, et  a 1 . ,  use a 67-33 d iv is i o n  between

2 4i n d i v i d u a l s  and commerc i a 1 users , Reyno l ds  and Srnolens ky
o fr

a l l o c a t e  a l l  h i ghway e x p e n d i t u r e s  to p r i v a t e  a u t o  owners 

Tucker  a l l o c a t e s  50 p e r c e n t  o f  a l l  f e d e r a l  h i ghway  spend i ng  

to users on the basis of a u t o m o b i l e  e x p e n d i t u r e s ,  and

the Tax Found a t i o n  a l l o c a t e s  t o t a l  h i ghway c o s t s  t o  u s e r s ,

50 p e r c e n t  by au t o  o p e r a t i n g  expendi tures and 50 p e r c e n t  by
2 7c u r r e n t  consumption e x p e n d i t u r e s .

B e n e f i t s  whi ch  acc r ue  to commer c i a l  users  are 

i n v a r i a b l y  assumed to be s h i f t e d  f o r w a r d  t o  consumers. The 

r a t i o n a l e  fo r  t h i s  s h i f t i n g  as s ump t i on  i s  that  h i ghways  l owe r  

t r a n s p o r t a t i o n  c o s t s  and t h e se  c o s t s  s a v i n g s  are passed a l o n g  

to consumers.  The b e n e f i t s  a r e  a l l o c a t e d  t o  consumers by 

the d i s t r i b u t i o n  o f  c onsumpt i on  e x p e n d i t u r e s  by i ncome.

P r i v a t e  user  b e n e f i t s  are a l l o c a t e d  by v a r i o u s  

methods,  t he most  common of  wh i ch  a r e  by t h e  d i s t r i b u t i ons 

of  o i l  and gas e x p e n d i t u r e s ,  auto operat ing  e x p e n d i t u r e s  and

c ' 'Ross s Okl a h o ma , ojk ci t . , pp.  68-69 .
2 3

‘ Singery op. c i t . , p . 94.
?&.

Musgrave,  et  a l . 9 op.  c i t . ,  p. 34,
25

Reyno ids a n d  Smo 1 e n s  ky  , ( 1 ) , og_. ci t . ,  p . 4 3 ,

26 Tu cker,  op. ci t . , pp. 532-533.
27

Tax Fo u n d a t i o n , op . c i t , ,  p.  12,
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auto ownersh ip .  The d i s t r i b u t i o n  of  auto o p e r a t i ng 

expendi tures seems to be the most  p r e f e r a b le  of  the three

a l t e r n a t i v e s  because these expendi tures are more in c lu s iv e  

of the costs of ve h ic le  use than on l y  o i l  and gas expendi­

tures . a l t hough both of these a l t e r n a t i v e s  w i l l  tend to 

have a p r o g r e s s i v e  bias t o the ex ten t  t h a t  hi gher cos t s  per 

mi l e are assoc i a t ed  w i t h  l a r g e r ,  more expens i ve, c a r s .

Auto ownership seems to be the 1 east  p r e f e r a b l e  of the 

three because ownership does not  n e c e s s a r i l y  r e f l e c t  use,  

and benefi  t s  would tend to be b i ased toward p r o g r e s s i v i t y  

because of  the p o s i t i v e  c o r r e l a t i o n  between m u l t i p l e  owner­

ship and income.

Among the s t u d i e s  which a l l o c a t e  b e n e f i t s  to rion­

us e r s , on l y  Stoss has made an a l l o c a t i o n  o f  b e n e f i t s  to 

both commerc i a l  and p r i v a te  b e n e f i c i a r i e s .  He uses r ea l  

p r o p e r t y  assessments t o  d i v i d e  b e n e f i t s  between commercial  

and r e s i d e n t i a l  non - use r s ,  and assumes a l l  commercial  

b e n e f i t s  are s h i f t e d  f o r war d  t o  consumers,  w h i l e  r e s i d e n ­

t i a l  non-users r e c e i v e  b e n e f i t s  on the bas i s  o f  the d i s t r i ­
psbut i  o 'o by i ncome o f  e x p e n d i t u r e s  on homes .

Tht  issue of out - o f - s t a t e  s h i f t i n g  of  benef i ts

arose i n  t h ree o f  the f o u r  s t a t e - l e v e l  s t u d i e s  (Ross d i d  not

address the prob l em) -  Eapen and Eapen a l l o c a t e d  10 pe r c e n t

of  t o t a l  user  b e n e f i t s  t o  o u t - o f - s t a t e  users of t he h i gh -  
29ways and Brown 1ee assigned 8 percent of passenger car

28 Ross, Oklahorna , op . c i t . ,  p. 71.
29 Eapen and Eapen, op.  c i t . ,  p. 82.
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30user b e n e f i t s  to o u t - o f - s t a t e  d r i v e r s .  Musgrave and

Dai c o f f  shi f  ted benef i ts  to o u t - o f - s t a t e  res i den ts from
31only the business share of  benefi  t s .

The assumpt ion about the business share of  benefi  ts 

Is t h a t  they a re t rea ted as a n e ga t i v e  sales t a x , so Mus­

grave and Da i c o f f  a l 1ocated 54.94 percent of  the bus iness 

share o f  highway benefi  ts to o u t -o f -s  ta te cons umers. Thi  s 

p r o p o r t i o n  (54 .94  percen t ) was the proport ion o f  t o t a l  

sales of Michigan f i r m s  which were made o u t s i d e  o f
O'"4

M1 chi  gan

I t  s h o u l d  be a p p a r e n t  f rom the preced i  ng discussion  

t h a t  t he c o n v e n t i o n a l  p r oc ed u r es  o f  h i ghway b e n e f i t  a l l o c a ­

t i o n  a t t e m p t  to accoun t s  a t  l e a s t  i n  p a r t ,  f o r  p o s i t i v e  

e x t e r n a l i  t i e s  whi ch  a r i s e  from the construct ion and mai n ­

tenance o f  t he h ighway sys t em.  These methods do n o t » 

However.  address  t he r e c u r r i n g  i s s u e  o f  t he as su mp t i o n  o f  

the i d e n t i t y  of c o s t s  and benefi  t s , nor do they r e c o g n i z e

the nega t i ve  e x t e r n a l i t i e s  o f  highway development .  In a
3 3cos t - o e n e f 11 a n a l y s i s  o f  urban highway spend i ng ,  “ He r be r t  

Mohr lag acknowledges the e x i s t e n c e  o f  both p o s i t i v e  and

30" B r  o w n 1 e e , op. c 1 1 . , p . 35.
3 1J 'Musgrave and Dai c o f  f ,  op., c i t . ,  p.  182.

32 i b l d . , p. 182.
3 3He r be r t  Mohri ng, "Urban Highway I n v e s t m e n t s , "  i n  

Measu r i  ng Benef i t s  o f  Government  I n v e s t m e n t s , ed. by Robert  
Dor fman" (Washington,  D. C. :  The Brook ings I n s t i t u t i o n ,
1965) ,  pp .  2 3 1 - 2 9 1 .
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negative e x t e r n a l i t i e s  but admits t h a t  data to value the 

e x t e r n a l i t i e s  are l a c k i n g . ^

In order to assume the i dent i  ty of the costs and

di rect  benefi  ts of highway expendi t u r e s , i t  i s  also neces­

sary to assume that  pos i t i  ve and negat ive e x t e r n a l i t i e s  

are not only equal  but also t h a t  they have i d e n t i c a l  d i s ­

t r i b u t i o n a l  impac t s .  The second condi t i  on i s  necessary 

because w i t h o u t  i t  the convent ional  a l 1 ocat ive  procedures 

would be e r roneous .

In keeping w i t h  c o n v e n t i o n a l  p r a c t i c e ,  and because

data do no t  e x i s t  t o  va l ue e x t e r n a l i t i e s ,  t h i s  s t udy  a l s o

assumes t h a t  b e n e f i t s  equal  the cos t  o f  p r o v i d i n g  highway 

f a c i l i t i e s .  I t  i s  i m p o r t a n t  to r e c o g n i z e ,  however  , t h a t  

i n the case o f  highway spend i ng ,  b e n e f i t s  are p r obab l y  o v e r ­

s t a t ed  when equated t o  c o s t s .  The d i s t r i b u t i o n a l  i mpact  o f  

the value of  e x t e r n a l i t i e s  i s  l i k e l y  to be r e g r e s s i v e  

because the c o n c e n t r a t i o n  o f  ne g a t i v e  e x t e r n a l i t i e s  such as 

p o l l u t i o n  and conges t i on  i s  p r i n c i p a l l y  i n  the cen t e r s  o f  

l a r g o  u r b a n  areas where t h e r e  are l a r g e  c o n c e n t r a t i o n s  o f  

persons w i t h  r e l a t i v e l y  low income.

The A l l o c a t i o n  o f  B e n e f i t s  i n  t h i s  Study

W i t h  t hese caveats i n  mind,  th i  s sect ion  takes up 

the d e t a i l e d  d i s c u s s i o n  of the a l l o c a t i v e  methods used i n

3 4 I b ± d .> P. 231.
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this study. For the most p a r t ,  these methods are s i m i l a r
35 36to those used by Eapen and Eapen and Ross.

The a l l o c a t i v e  procedures used i n  t h is  study have

one s i g n i f i c a n t  advantage over those used i n previ  ous

studies because of  the a v a i 1 a b i 1 i ty of  two recent  studies
37of the Michigan highway f i s c a l  s t r u c t u r e . The au t ho rs  

of ot her  e x p e n d i t u r e  incidence studies which used s i m i l a r  

methods ( G i l l e s p i e ,  Eapen and Eapen, and Ross) used the

r e s u l t s  o f  a highway s t udy  done i n  Lo u i s i a n a  (see note 2 1 )

to generate t h e i r  a l l o c a t i v e  p r o p o r t i o n s .

The f i r s t  s t udy  a v a i l a b l e  for  Michigan was completed

in 1962. This s tudy  made highway cost p r o j e c t i o n s  f o r  the

per i od I960 to 1980 and s e l e c t e d  the yea r  1970 f o r  a n a l y s i s .

Using the earni  ngs-credi  t  method of cost a l l o c a t i o n ,  the

Cl ine,,  e t  a I . ,  s t udy  ass i gned 64 percent of the cos t s  o f
38highways to users and 36 p e r c e n t  to highway non - use r s .

A more r ecen t  a n a l y s i s  o f  highway cos t s  was completed in 

1972 and p r o j e c t e d  cost s  over  the p e r i o d  1970 t o  1990. The 

costs f o r  the 20 - yea r  p e r i o d  were averaged on an annual  

bas i s ,  and the earn i  ng s - c r e d i  t  method o f  cost a l l o c a t i o n

35 Eapen and Eapen, op.  c l t .
3 6Ross, Ok 1ahoma , op. ci  t .

^ S e e  note 4.
90

C l i n e ,  e t  a 1 . ,  op. c i t . , p. 147.
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assigned 62 percent  as the user share of  costs and 38 per -
39cent as the non-user s h a re .

The C l i n e ,  e t  al  . ,  study did not use the incremental  

cost method to assign cost shares among vehic le  c a t e g o r i e s .

A less sophis t i  cated method was used which y ie ld e d  the

f o l l o w i n g  cos t  a l l o c a t i o n s :  passenger c a r s , 85 p e r c e n t ;

medi um-si ze t rucks-  10 percent;  and large trucks and buses, 
405 p e rc e n t .

The 1 972 highway s tudy used the i ncremental cos t

method which y i e l d e d  cos t  a l l o c a t i o n s  of 70,4 p e r c e n t  t o  

passenger  c a r s ,  1 .2  p e r c e n t  to buses» 6 . 9 p e r c e n t  to panel
A 1

and p i ckup  t r u c k s  and 21.5 pe r c e n t  to t r u c k s .  Since t he  

two highway f i s c a l  s t u d i e s  a r r i v e  a t  such s i m i l a r  r e s u l t s  

using the ea r n i  ngs-credi  t  an a l yses ,  t h i s  s t udy  s p l i t s  t he 

d i f f e r e n c e  between t h e i r  r e s u l t s  and uses a 63-37 p e r c e n t  

d i v i s i o n  between users and non- user s .  The non-comparable

i nc rement a l  cos t  a n a l y s e s ,  however ,  do no t  l end themselves

to a compromise approach.  For  t h i s  reason ,  t he r e s u l t s  of  

the 15/2 Mich igan highway f i s c a l  s t udy  are used i n t h i s  

s t u d y .

In add i t ion  to the 70.4 percent a l lo c a te d  to passen­

ger c a r s ,  3.4  percent of  the 6 .9 percent assigned to panel  

and pickup trucks is also assi gned to the pr i  vate

39W i l b u r  Smi th and A s s o c i a t e s ,  op. c i t . , p.  165,

4 0 C l i n e s e t  a 1. ,  op,  c i t . ,  pp. 199-200 , 21 1.
41 W i l b u r  Smi t h  and Associ  a t e s , op.  c i t . , p.  184.
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user  category to account approximately f o r  the proport ion  

of these v e h i c l e s  which are  pri  va te ly  owned. Thus , 73.8

p e r c e n t  of user  b e n e f i t s  acc r ue  t o  p r i v a t e  users , and 26.2

p e r c e n t  acc r ue  t o  commer c i a l  u s e r s .  These b e n e f i t s  are

d i s t r i b u t e d  among p r i v a t e  users  by t h e  di s t r i  but i  on by
42income o f  e x p e n d i t u r e s  f o r  a u t o m o b i l e  use n a t i o n a l ly .

The b e n e f i t s  t o  commer c i a l  use rs  are a l l o c a t e d  t o  consumers 

us i ng  the c o n v e n t i o n a l  s h i f t i n g  a s s u mp t i o n  t h a t  a l l  b e n e f i t s

are s h i f t e d  f orward. .  The d i s t r i b u t i o n  o f  t hese  b e n e f i t s  

to Michigan r e s i d e n t s  i s  by consump t i on  expendi tures by 

income' c l a s s

An a p p r o x i m a t i o n  o f  t he  p r o p o r t i o n  o f  highway use 

a 11o c a b 1e to o u t - o f - s t a t e  d r i v e r s  can be made from a 1964
4 /!

s tudy  or t o u r i s t s  i n  M i c h i g a n .  At  t h a t  t i me  {1 964} non­

r e s i d e n t  t o u r  i  s t s  drove over 9 b i l l i o n  mi l es . ,  w h i l e  t o t a l  

m i l e s  d r i v e n  ir< 13 70 were ove r  50 fai l  11 on., ' Mor e r e c e n t  

data for  n o n - r e s i d e n t  d r i v i n g  i s unava i 1 ab1e s so t he assump­

t i o n  i n t h i s  s t udy  i s  t h a t  20  percent  o f  p r i v a t e  passenger  

car b e v v i e s  acc r ue  to o u t - o f - s t a t e  d r i v e r s .  T h i s  est imate  

Is on l y  a p p r o x i m a t e ,  b u t  assumes t h a t  n o n - r e s i d e n t  d r i v i n g

'~t f  Hus g To. v e . e t  a. 1 , . p.  10.
4 s" R o b e r t s ,  c d « c i t ,

4 4Mi c h i g a n  Depar t ment  o f  S t a t e  Highways, Tour i s t  
T r a v e l  i n  M i c h i g a n ,  1964 ( L a n s i n g :  M i c h i g a n  Depar t ment  o f
S t a t e  H1ghways , 1964 ] .

4 c
“ i b i d . , pp.. 14-140;  M i c h i g a n  Department o f  S t a t e  

Highways , T w e n t i e t h  Annual  P r o q r ess Repo r t  ( L a n s i n g :  Mi chi
gan Depar t men t  o f  S t a t e  Highways. ,  1 97 2 ) 3 p. 4.
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increased over the si x -year  per iod to 10  b i 1 1 ion 

mi l e s .

In the case of  commercial b e n e f i t s *  Roberts has 

estimated tha t  51.7 percent  of  the t o t a 1 sales of  Michigan

firms a re made to Michigan residents and 48.3 percent  to
46o u t - o f - s t a t e  customers. The benefi  ts of highways which 

accrue to commercia1 users and non-users are reduced by 

48.3 percent to r e f l e c t  the o u t - o f - s t a t e  s h i f t i n g  of

benef1 t s .

Non-user  benefi  ts are d i v i d e d  between p r i v a t e  and 

commercial  owners of  rea 1 property accordi  ng to the d i v i -
4 7

si on of ownershi p i n  the s t a te  between the two groups.

P r i v a t e  non-user  benefi  ts are a l l o c a t e d  by the d i s t r i b u t i o n  

of p r o p e r t y  1ncome, imputed rent ,  (as a proxy fo r  property
4R

ownership)  by i ncome c lass .  Commerci al non-user benef i  ts 

are again assumed s hi f t e d  f o r wa r d  to consumers and a l l o ­

cated by the d i s t r i b u t i o n  of consumpt ion e x p e n d i t u r e  by 

income.

These a l l o c a t i o n  procedures can be summarized as

f o 11ows :

4 6 r. tR o b e r t s , o p . c i z .
4 7Michigan Depar tment  of  Commerce» Economic P r o f i l e  

Sheet  No. 9 . 1, Taxes ( La ns i ng :  Michigan Department of
Commerce, 197T]^

^ S e e  Table 3, Chapter  I V .
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Users:

63 percent  of t o t a l  ben ef i t s

Pr iva te  users 37.2 percent  
[ (63X. 7 3 8 ) X.82]

Commercia1 users 8 .5 percent  
[ (63X. 2 6 2 ) X .517]

Non-users:

37 percent  of  t o t a l  benefi  ts

Pr ivate  22,9 percent  
[ (3 7 X, 6 2 ) ]

Commercial 7,3 percent  
[ ( 37X. 3 8 )X .517]

Total  Michigan res iden t  benefi ts

D is t r ib u te d  b y :

Automotive expenditures  

Consumption expenditures

Property Income (imputed 
re n t )

Consumption expenditures  

75.9 percent



CHAPTER IX

HIGHWAY EXPENDITURES: A RADICAL ANALYSIS

The rad ica l  ana lys is  uses a d i f f e r e n t  model of  the 

s o c i a l , economic, and p o l i t i c a l  system in the U.S. and 

Michigan to analyze the incidence of  pub l ic  sector  e x p e n d i ­

t u r e s .  This model attempts to make the class s t r u c tu r e  of  

our  capi t a 1 i st  system endogenous, and by doing so the 

model makes possible a d i f f e r e n t  i n t e r p r e t a t i o n  of the 

spending p a t t e r n s  of  the publ ic  s e c t o r .

In t he case of h i ghways , the r a d ic a l  model i s  no 

bet ter  equipped than the conventional  model to v a l ue  the 

external  i t i e s  which r esu l  t  from highways , but i t s  assump­

t i o n  of c l ass  domi nat ion of  the socioeconomic system y ie ld s  

an i n t e r p r e t a t i  on of  the reasons fo r  e x t e r n a l i t i e s  which 

i s  u s u a l l y  l a c k i n g  i n  conventional  s t u d i e s .  Further  * the 

c l ass domi nat i on  assumpt i on i n  the r a d i c a l  a n a l y s i s  y i e l d s  

d i f f e r e n t ,  and perhaps more a c c u r a t e ,  d e s c r i p t i o n s  o f  t he 

b e n e f i t s  and b e n e f i c i a r i e s  of spending f o r  highways.

The r a d i c a l  a n a l y s i s  r e t a i n s  the assumpt i on of  the 

ident i  ty of  b e n e f i t s  and cos t s  and the user/non-* user 

di chotomy of benefi  t  r e c i p ie n t s .  B u t , i n  addi t i  on to the

167
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user/non-user d i s t i n c t i o n ,  the r a d ic a l  ana lysis i d e n t i f i  es 

another group of ben ef i t s  and b e n e f i c i a r i e s .  These ben ef i t s  

have prev iously been ca1 1 ed class goods be n e f i ts  because 

they accrue to a p a r t i  cu la r  class of  people,  the capi t a l i  sts . 

These benefi  ts a r i s e ,  i n  the radi  cal a n a l y s i s ,  because of  

the nature of  the class s t r u c t u r e  in a c a p i t a l i s t  soc io­

economic system. C a p i t a l i s t s  are assumed to be the 

domi nant class . Thus, whi le  user and non-user benef i  ts 

are a l l o c a t e d  i n  the same way as i n  t he convent iona1 

ana lys is ,  t he amount of t hese benef i  ts i s  reduced by the 

amount of  class benef i ts which accrue to capi t a l i s t s .

The Nature of  B e n e f i t s  from 
Highway Spending

The b e n e f i t s  of highway spending can be div ided  

between user,  non-user and class goods benefi  ts . User and 

non-user b e n e f i t s  are qua 1 i t a t i  vely s i m i l a r  to those i n  the 

conven t i ona l  a n a l y s i s :  reduced t r a v e l  , operat i  ng and

acc i de n t  cos t s  and access t o  p r o p e r t y ,  r e s p e c t i v e l y .

To account  for  other  s i g n i f i c a n t  ben ef i t s  which 

accrue as c l ass  goods,  t he r a d i c a l  a n a l y s i s  assumes that  

pa r t  o f  the b e n e f i t s  f rom the p u b l i c  p r o v i s i o n  o f  highways 

r e s u l t s  f rom the domi na t i on  o f  t he  p o l i t i c a l  and s o c i o ­

economic sys tem by capi t a 1i s t  i nteres t s . The category of  

c l ass goods b e n e f i t s  shoul d count  t he b e n e f i t s  whi ch accrue 

to owners of capi t a l  i n  the automobi1e i ndus t r y  and auto-  

or highway-related indus t r i es  which inc lude,  among o t h e r s ,
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the petroleum, ru bbe r , s t e e l , g la ss ,  concrete , a s p ha l t ,  

a u to - re la te d  serv ice  and r e c r e a t i  on and t ra ns po r ta t io n  

i ndus t r i  e s . In a d d i t i o n ,  the automobi1 e and the hi ghway 

system ha ve been important  fac tors  in the s p a t i a l  develop-  

ment of urban and suburban a r e a s , and highways are an 

important means by which some people can escape the con­

gest ion,  p o l l u t i o n  and noise in c i t i e s  and l i v e  in the 

suburbs .

The development of  highways has been both a means 

for and a r e s u l t  of  the exodus from c i t i e s  of  i ndustr i  a 1 

and commercia 1 a c t i v i t i e s ,  and large numbers of  upper- and

middle-class persons. Thus, highway development and expan­

sion of the system have been, in O'Connor's words, s upported 

by ". . . many other sectors of  monopoly capi t a 1 [ i n  ad d i -  

t i  on to the automobile 1 obby] and the genera 1 p u b l i c . "

The concept of  s o c i a l l y  necessary costs can be used 

to descri  be the types of ben ef i t s  from h i ghway spendi ng 

and t h e i r  a l l o c a t i o n .  There would be widespread agreement 

among ra d ica ls  that  the highway systern in the U.S. and 

Michigan is over-developed r e l a t i v e  to other  means of  

t ra nspor t a t ion .  There would also be agreement with the 

posi t i  on that  the exi s t i  ng hi ghway system would be necessary 

even under a more r a t io n a l  sys tern of socia l  p r i o r i t i e s ,  

at l ea s t  in the short  term. As Andre Gorz has w r i t t e n :

^O'Connor ,  o p . c i t . , p . 106.



170

And f i n a l l y  the p r i v a t e  automobi1e becomes a socia l  
n e c e s s i ty : urban space i s  organized in terms of
pr i  vate t r a n s p o r t a t i o n ; publ ic  t r a n s p o r t a t i  on lags 
f a r t h e r  and f a r t h e r  behind the spread of the 
suburbs and the increasing distance requi red to 
t rave l  to work; . . . The possession of an auto ­
mobi 1e becomes a basic necessi ty because the u n i ­
verse is organized in terms of p r i v a t e  t r a n s p o r t a ­
t ion  . . . [M ]o to r i  zed escape [from unbearable  
ci t i  es] w i l l  cont i  nue to be an impor tan t - -a l though  
decreasi  ng--element  in the reproduct ion of labor  
power, even when p r i o r i t y  has returned to ci ty  
planning,  to c o l l e c t i v e  s e rv ices ,  and to publ ic  
t r a n s p o r t a t i  on . 2

The present s t udy  accepts t he premise t h a t  t he 

au t omob i l e  i s  a social  necess i ty and tha t  the present system 

of highways i s  a 1 so s o c i a l l y  neces sa r y , a t  1 eas t fo r  some 

i n d e f i n i t e  p e r i o d  of t ime. However, expansion of  the h i g h ­

way system under a s o c i a l i s t  socioeconomic systern would 

become un i mp o r t a n t  r e l a t i v e  to emphasis on expanding publ ic  

t r a n s p o r t a t i o n  options and encouraging work- 1 i vi ng ar range­

ments which would reduce a 11 types of  t r a n s i t . T h e r e fo r e , 

onl y  t h a t  p r o p o r t i o n  of highway expendi tures fo r  purposes 

o t her  than c o n s t r u c t i o n  i s  cons i de red  s o c i a l l y  necessary 

costs  ,

The p r i n c i p a l  shortcomi ng of  th is  approach could

be t h a t  the c o n s t r u c t i o n  c a t ego r y  o f  cos t s  i n c l u d e s  i mp r o v e ­

ments to the e x i s t i n g  sys tern o f  h i ghways,  as we 11 as con- 

s t r u c t i on o f  new highways.  However,  i t  I s  l i k e l y  t h a t  much 

of the improvement of highways comes a t  the expense of  

deve l op i ng  o t h e r  means o f  t r a n s i t  and i s  a r e s u l t  o f  the 

hi s t o r i  ca1 ly one-si  ded approach to t r a n s i t  i n  Michigan.  11

2
Quoted i n  Gordon, o p . c i t . ,  p . 413.
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is also reasonable to assume that  judgments about the 

adequacy of e x is t ing  roads are i n  1 arge par t  based on 

c r i t e r i a  which exclude considerat ion  of a l t e r n a t i v e  forms 

of t r a n s p o r t a t i  on or reduced t ra ve l  a l t o g e t h e r . T h e r e fo r e , 

improvements as we l l  as new construct ion are assumed to be 

s o c ia l l y  unnecessary.

In the 1ong run * t he e x is t ing  hi ghway system would 

become a l ess  important fea ture  of the t r a n s p o r ta t io n  

system, so some part  of  maintenance costs cou l d  also be 

cons i dered s o c ia l l y  unnecessary. This s tu d y , however, deals 

only with one year and takes a shor t - run  v iew of  e x p e n d i ­

t u r e  a n a l y s i s .  T he re fo re , s i nce  maintenance cos t s  cou l d  

be discontinued a t  any t i  me, depending on the need for  

various parts of  the hi ghway system, these costs are con­

si dered s o c ia l l y  necessary i n  th is  s t udy.

Ident i  fy i ng Benef i t  Reelp i ents

Within the category of s o c i a l l y  necessary costs,  

benefi  t  rec i pi ents can be i d e n t i f i e d  as users and non-users 

of highways.  The procedure used to make th is  d i s t i n c t i o n  

i s  the same as tha t  used i n the conventional  ana 1ys i s i n  

the previous c h a p t e r .  Thus, the same propor t i  ons a re used 

to a l 1 ocate s o c i a l l y  necessary costs between users and 

non-users as were used to a l l o c a t e  the f u 11 amount of  

hi ghway expendi tures i n  the conventional  a n a ly s is .  Fur ther ,  

the d i s t r i b u t i o n a l  ser ies used to a l l o c a t e  bene f i ts  among
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income classes in the convent iona1 ana lys is  are a lso used 

in the rad ica l  a n a l y s i s .

The amount o f  class goods benefi  ts o f  highway expen-  

di tures ( the excess of a c t u a l  over s o c i a l l y  necessary 

costs) i s  determi ned by assuming th a t  construct ion  costs 

were not s o c i a l l y  necessary. Spending fo r  a l l  other aspects 

of highway programs i s  assumed to be s o c i a l l y  necessary.

To compute the proport ions represented by each of

these c a t e g o r i e s , f e d e r a l  aid f o r  highways was assumed to

be devoted e n t i r e l y  to c o n s t r u c t i o n .  The ca l e n d a r  1969

budgets of  the county road commissions and c i t i e s  and

v i l l a g e s ,  as w e l l  as the f i s e a l  1971 budget  of the State

Trunkl ine Fund., were used t o  de t e r mi ne  the amounts devoted
3to cons t ru e t io n  and other expendi tures .

Ap p r ox i ma t e l y  47 percent of t o t a l  expenditures fo r  

highways a t  a l l  t h r ee  l e v e l s  o f  government  was devoted to 

c o n s t r u c t i o n  e x p e n d i t u r e s .  F e d e r a l l y  shared highway 

revenues have been s ubtracted from both t o t a l  spendi ng 

and construct ion spend i ng.

The c l a s s  goods benefi  ts of  highway expendi tures  

(47 percent of  t o t a l  spending f o r  h i ghways)  are a l lo c a te d  

to c a p i t a l i s t s .  This procedure i s  p re fe r a b le  to using the 

money f l o w  concept of b e n e f i t  a l l o c a t i o n , because the money 

flow approach would a 1 1 ocate the benefi  ts of  s o c i a l l y

3
Mi ch i gan Department of  Sta te  Highways, Twent ieth  

Annual Progress Repor t , op. c i t . , pp. 72,  93,  l lTT ’



173

unnecessary expendi tures p r i n c i p a l l y  to the road construc­

t ion i ndus t ry  as the di re c t  rec i  pi ents of  money payments 

for  hi ghway construct i  on.

The money f l o w  concept i s  re jec te d  in th is  study 

because i t  ignores other important  b e n e f i c i a r i e s  of  spend­

ing fo r  hi ghways , such as the h i g h w a y - r e l a t e d  i ndustr i  es 

l i s t e d  above. Using t he money f l o w  concept  a l so  i gnores  

the composi t i on o f  the dominant  c l a ss  a t  t he s t a t e  l e v e l 8 

and would i mp l y  p a r t i a l  r e j e c t i o n  of  t he assumpt ion of  

class dominat ion, ,

The comp o s i t i o n  of  t he  dominant class in Michigan 

includes persons who rece ive money payments fo r  highway 

construe t i  on , bu t  i t  also i ncludes the reci  pi ents of  

a n c i l l a r y  b e n e f i t s  o f  t he  p u b l i c  p r o v i s i o n  o f  highways.  

M i c h i g a n ' s  ma n u f a c t u r i n g  s e c t o r  i s  h e a v i l y  dominated by 

the motor  v e h i c l e  i n d u s t r y  and i n d u s t r i e s  r e l a t e d  t o  e i t h e r  

au t omob i l e  manufac tu re  or c o n s t r u c t i o n  o f  h ighways.  An 

example o f  the impor t ance o f  t hese i n t e r e s t s  i n  the manu­

f a c t u r i n g  s e c t o r s ignor ing the importance of highways fo r  

the government  and s e r v i c e  s e c t o r s ,  i s  t h a t  i n  1969 , 51 

percen t  o f  t o t a l  va l ue  added by ma n u f a c t u r i n g  i n  Mi ch igan 

occurred i n  a u t o mo b i l e -  or hi ghway-rela ted i n d u s t r i e s ,  and 

42 percent o f  manufacturing employment was also centered  

i n t hese i n d u s t r i e s .

^Michigan S t a t i s t i c a l  A b s t r a c t ,  1972 (East Lansing: 
Di vi si on of  Research, Graduate School of  Business, Michigan 
State U n i v e r s i t y ,  1972) ,  pp. 275-280.
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The importance of  the automobi1e and r e la ted  indus-  

t r i  es , and consequently hi ghways, in the Michigan economy 

means tha t  the owners of  c a p i t a l  i n  these indus tr i es  are  

also important  members of  the c a p i t a l i s t  class i n  Michigan.

0 1 Connor argues t h a t  la rge  segments of  monopoly capi t a l  

have re c e n t ly  begun to advocate mass t r a n s i t  programs i n  

o p p o s i t i o n  to the i n t e r e s t s  o f  the au t omob i l e  l o b b y . '  Thi s  

apparent s p l i t  i n  the i n terests  of the monopoly capi t a 1 i s t  

s e c t o r  mi ght  argue f o r  a d i f f e r e n t  t echn i que  to a l l o c a t e  

the c l ass  goods benefi  ts of  hi ghway spendi ng i n  th is  s t udy .  

But i t  i s  also important  to r ecogn i ze  tha t  studies of the  

r e c e n t l y  developed mass t r a n s i t  programs i n  San Franc i sco  

and Washington, ,  B.C . ,  have found t h a t  the b e n e f i c i a r i e s  of  

these programs are also members of the monopoly capi t a l i s t

c lass  i n  the two c e n t r a l  c i t i e s  and the suburban areas of
6these c i t i e s  . Fu r t he r s  some of  the i ndus t r i  es which s upport

highways* i n c l u d i n g  the au t omob i l e  i n d u s t r y *  would a l so  

benefi  t  f rom mass t rans i  t  programs * for  example* the con­

s t r u c t i o n  and s t e e l  i n d u s t r i e s .

Thus* t he p r e s e n t  system o f  highways and two re c e n t l y  

developed mass t r a n s i t  systems are designed p r i n c i p a l l y  to 

benefi  t  the c a p i t a l i s t  class .  U l t i m a t e l y *  the domi nance

50 1 Connor , op. c i t . * p. 107.
£

Danny Beagle*  Al Haber and David Wellman* "Rapid 
Transi t : The Case of BART/' and W i l l a r d  M. Bri t t a  i n ,
"Metro: Rapid T r a n s i t  fo r  Suburban Washington," in
Gordon, op. c i t . , pp. 437-439,  and 439-443,  r e s p e c t i v e l y .
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over the p o l i t i c a l  sys tem exerci  sed by capi t a l i  s t  i n t e r e s t s  

w i l l  prec 1 ude the development of  programs which do not 

serve ei ther  the accumulati  on or l e g i t i m i z a t i o n  purposes 

of the domi nant class . The continued,  though decreasing , 

emphasis on highway development (const ru ct io n)  is a r e f  1 ec- 

t ion of  the domi nant i nteres ts of  capi t a l i  s t s .

Summary

The radi  cal analysi  s of  the i nci dence of  hi ghway 

spendi ng i ncludes three categor i  es of  benef i  c i a r i  e s : use rs ,

non-users, and capi t a l i  sts who recei  ve class goods benefi  t s . 

The a 11 oca t i  on of benef i  ts to pr i  va te passenger car users 

of highways is probably overestimated in convent iona1 

studies because of  the lack of t r a n s p o r t a t i  on options open 

to these users . E s s e n t i a l l y  th is  means tha t  the coerci  ve 

element of  l im i te d  opt i  ons should reduce the benefi  ts 

al located  to pr i  va te users . The radi  cal analys i s accounts 

in par t  fo r  thi  s bias by l i m i t i n g  user and non-user benefi  ts 

combined to percent of  the t o ta l  benefi  ts of  highway 

spendi ng. The rema i ni ng 47 percent of bene f i ts  ar ises from 

construct ion costs and is cons i dered class benef i  ts which 

accrue to capi t a l i s t s . The a l 1ocat i  ve procedures used in 

the r a d i c a 1 ana lysis are s im i 1ar to those used in the con­

venti  ona 1 ana lys is  of  the preceding chapter and can be 

summarized as f o l 1ows:



1 7 6

Users

33.4 percent of  t o t a l  benef i  ts 
(53X.63)

Net p r i v a t e  19.7 percent  
[ ( 3 3 . 4X. 7 3 8 ) X.8 ]

Net commercial  4 .5  percent  
[ ( 3 3 . 4X. 2 6 2 ) X .517]

Net user b e n e f i t s  24.2 percent

D i s t r ib u t e d  by:

Automotive expenditure

Consumption expendi ture

Non-users:

19.6 percent of  t o t a l  ben ef i t s  
(5 3 X. 3 7)

Net p r i v a t e  12.2 percent  
(19 .6X.62)

Net commercial 3 . 8 pe r cen t  
[ ( 1  9 .  6 X . 3 8 ) X . 5 1 7 ]

Net non-user b e n e f i t s  16.0 percent

C a p i t a l i s t s :  47 percent

Property income 

Consumpti on expendi ture

C a p i t a l i s t  income

Total  Mi ch i gan resi  dent benef i  ts 87.2 percent

The above numbers are der i  ved by re ference  to the 

proport ions developed i n  the previous c h a p t e r :  user bene­

f i t s  are 63 percent  of t o t a 1 user /non-user  benef i  t s ; 

p r i v a t e  user  b e n e f i t s  are 73.8 percent  of  user benefi  ts 

and n o n - r e s i d e n t  b e n e f i t s  amount t o  20 p e r c e n t  o f  p r iv a t e  

user b e n e f i t s ;  r e s i d e n t  commercial user benef i  ts are 51.7  

percent of  t o t a l  commercia i user benef i  t s ; pr i  vate non-user  

benefi  ts are 62 percent o f  t o t a l  non-user benef i  t s ; and

51.7 percent of  commercial non-user benef i  ts accrues to 

Mi chi gan res i de n ts .
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The ra d ic a l  a n a ly s is ,  because the a l l o c a t i o n  pro­

cedures d i f f e r  from the conventional  a n a ly s is ,  assigns a 

greater  proport ion  (87 ,2  percent)  of  highway ben ef i ts  to 

Michigan res idents  than th a t  a 11ocated in the conventional  

analysis (75 .9  p e r c e n t ) , This r e s u l t  der ives p r i n c i p a l l y  

from the assumption that  capi t a 1 i st  benefi  ts are not  

sh i f ted  o u t - o f - s t a t e . In order to make the two analyses 

comparable, 11.3 percentage poi nts of  capi t a l i  st  benefi  ts 

would have to be assumed to be s hi f ted  to non-res i den t s . 

There is no reason to assume tha t  exac t ly  th is  amount of  

class goods benefi  ts accrues to n on - re s id e n ts . The hi ghway 

1 obby i s ,  of course, powerful a t  the nat i  onal leve l  , as 

well as in Michigan,  and is respons i ble in par t  for  the 

development of  the i n t e r s t a t e  hi ghway system in Michigan.  

Fur ther,  the highway and automobile lobbies support e f f o r t s  

to r e s t r i  ct  the use of  fe d e r a 1 gas tax moni es to highway 

purposes and fe d e r a 1 hi ghway funds a re used to share the 

costs of  highway construct ion with s ta te governments on a 

90-10 basis for  i n t e r s t a t e  highways. Thus , there is a 

basis fo r  al locat ing  some proport ion of class goods benefi  ts 

to non-resident  c a p i t a l i s t s ,  a 1 though there is no basis on 

which to pos i t  a s p e c i f i c  number. For compa ra t i  ve purposes, 

however, the incidence c a lcu la t io ns  are made under the 

assumption tha t t o t a 1 res i den t benefi  ts are equa1 in both 

cases .
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The r e su l ts  of both the conventional  and radica l  

analyses of  highway expenditures are shown in Table 15.

The procedures used to a l l o c a t e  the s p e c i f i c  goods benef i ts  

are i d e n t i c a l  in both analyses,  but the incidence of t o ta l  

benef i ts  shows the impact of a l l o c a t i n g  35.7 percent of  

to ta l  bene f i ts  as class goods bene f i ts  in the rad ica l  

analys is .  In the conventional  a n a ly s is ,  the pat tern  of  

incidence is regressive in the lowest brackets ,  roughly 

proport ional  between $5,000 and $12,000,  and regressive in 

the upper brackets.  In the rad ica l  a n a ly s is ,  on the other  

hand, there is l i t t l e  r e g r e s s i v i t y  in the lowest brackets,  

a mixed pat tern  in the middle brackets,  and p ro gres s !v i ty  

in the top two brackets.
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TAELE 15

The D i s t r i b u t i o n  of Benef i ts  of  
Highway E x pe nd i tu re s '5^

Income
Bracket Convent i ona l  Radical
( $0 0 0 ) A n a l y s i s  Analysis

Under 1 . 77 3. 28) .42 (1 . 6 6 )
1 - 2 1 . 54 1 .48) . 96 ( .87)
2-3 1 . 52 1 .06) 1.15 ( .77)
3-4 1 . 67 .89) 1 .48 ( .77)
4-5 2. 36 1 .03) 2.03 ( .87)
5-6 2.74 . 92) 2.40 ( .80)
6-7 3.74 .97) 3.17 ( .82)
7-8 4.76 . 93) 3.62 ( .70)
8-9 6 . 05 . 96) 4.20 ( .67)
9-10 6.55 . 95) 4.63 ( -67)

1 0 - 1 2 14 .63 . 97) 9.80 ( -65)
12-15 16.35 .76) 11 .77 ( .55)
1 5-25 28. 22 .75) 22.49 ( -60)

Over 25 9. 1 C .32) 31 . 8 8 (1 .13
TOTALS 1 0 0 . 0 0 r~T74T 1 0 0 . 0 0 T -74T

MONEY
AMOUNT
($ 0 0 0 ) 288,268

‘ F i gures  i n parentheses are percentages of  
ad j u s t e d  broad income;  o t h e r  f i g u r e s  are 
percentages of  the money amount shown at  
t he bot tom o f  the t a b l e ,

2
See t e x t  f o r  e x p l a n a t i o n  o f  the d i s t r i b u t i o n  
o f  highway e x p e n d i t u r e s .

Sour ce : Consumpt ion expend i t u r es  f rom Douglas
Rober t s ,  " I n c i d e n c e  o f  S t a t e  and Local  
Taxes ; "  auto o p e r a t i n g  e x p e n d i t u r e s  
f rom Musgrave,  e t . a l . ,  D i s t r i b u t i o n  
o f  F i sca l  Burdens and Benef' i t s T T a b l  e 5 , 
p. 1 0 ; imputed r e n t  f rom Table 3 .



CHAPTER X

A CONVENTIONAL ANALYSIS OF HEALTH 

AND HOSPITAL EXPENDITURES

Expenditures fo r  hea l th and hospi ta ls  to ta le d  $238 

m i l l io n  in f i s c a l  1970. This amount was 4 .9 percent  of  

to ta l  net expenditures by s ta te  and local  governments in 

Michigan during 1970 (see Table 4,  Chapter I V ) .  Although 

these expenditures are of ten lumped together  fo r  ana lysis  

in other incidence studies (and in Census d a t a ) ,  i t  is 

possible to d is t in guish  between expenditures for  publ ic  

health and hospi tal  services and expenditures fo r  mental 

health and hospi tal  se rv ices .  I t  is des i r ab le  to d is t in guish  

between these two types of expenditures fo r  two reasons:

( 1 ) the publ ic and mental hea l th  programs are administered  

by two d i f f e r e n t  s ta te  government departments,  and ( 2 ) the 

benef i ts which r e s u l t  from the various types of  services  

offered by the two departments are d i f f e r e n t  enough to 

deserve separate discussion.

180
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The Nature of Hea1th Services  
and Thei r  Benef i ts

The Michigan Department of  Publ ic Hea1th is 

respons i ble for  providing a v a r i e t y  of  hea1 th servi  ces to 

Michigan res i den ts . Among these a re providing s upport to 

county heal th depa rtments and l icens ing hosp i t a 1 s through­

out the s ta t e . In a d d i t i o n ,  the s t a te  heal th department  

provides 1 a bo ra tory diagnos t i  c serv ices ,  vacci ne develop­

ine n t and d i s t r i b u t i o n ,  ep i demi ologi  ca1 servi  ces , water

q ua l i ty  moni tor ing ,  occupational  heal th i nves t i  gat i  ons and
1

health s ta t i  s t i  cs development.

County heal th departments provi de services s i m i l a r  

to those provided by the s t a t e  hea lth department.  These 

services include record keepi ng , 1 i cens i ng of hospi t a l s , 

control of contagious diseases,  sani t a t i  on and p o l l u t i o n  

control and publ ic hea l th c l i n i c s .  Many counti  es also  

opera te hospi tals  and sani t o r i  a which are governed by 

hospital  boards of t rus te es .

The nature of  the services provided by the s t a te  and 

county health departments and expendi tures for  heal th  

purposes throughout the s ta te  are such that  s p e c i f i c

1
Michigan Department of Publ ic Heal th,  Michigan's  

Heal th  (Lansing: Michigan Department of Publ ic Hea1t h ,
1970).

2
Kenneth VerBurg, Guide to Michigan County Govern­

ment (East Lansing: I n s t i  tu te  for  Commun i ty Development,
Michigan S ta te Uni vers i ty , 1 972 ) ,  pp. V - 5 , 6 .

31b i d . , pp. V-10-13.
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b e n e f i c i a r i e s ,  as members  o f  i n c o me  g r o u p s ,  w o u l d  be 

di  f f i  c u l t  t o  i d e n t i f y .  R a t h e r ,  t h e  p u b l i c  h e a l t h  s e r v i c e s  

b e n e f i t  a b r o a  d s p e c t r u m  o f  M i c h i g a n  r e s  i  d e n t s  t h  r o u g h  

p r e v e n t i v e ,  d i a g n o s t i c ,  educa  t i  o n a 1 and s u p p o r t  p r o g r a m s . 

These programs r e s u l t  i n  b e t t e r  c a r e  f o r  s u c h  p e r s o n s  and 

b e t t e r  h e a l t h  f o r  many M i c h i g a n  r e s  i  d e n t s , as a c o n s e q u e n c e  

not on l y  of  d i r e c t  p r o g  rams b u t  t h e  e x t e r n a l i  t i  es g e n e r a t e d  

by t h e s e  p r o g r a m s  and t h e  p r e v e n t i  ve and e d u c a t i o n a l  f u n c ­

t i o n  s per f ormed by the s ta t e  and c o u n t y  h e a l t h  d e p a r t m e n t s .

The p o s i t i v e  e x t e r n a l i  t i  es o f  h e a l t h  care r a i s e  

once ag a i n  the p r ob l em of  v a l u i n g  the be ne f i  ts o f  s p e n d i n g  

f or  h e a l t h  p u r p o s e s . Cos t - be n e f i  t  s t u d i e s  o f  h e a l t h  p r o ­

grams va l ue  b e n e f i t s  a t  the costs  of  di s ea se per  case and 

compare the va l ue  of  r educ i  ng these cost s  w i t h  the  cost  o f  

i n c r e a s i n g  h e a l t h  s e r v i c e s . ^  Thus , i t  would seem t h a t  

v a l u i n g  benef  i ts a t  the  c o s t  o f  p r o v i d i n g  he a1th s e r v i  ces 

pr obabl y  u n d e r s t a t e s  the t o t a 1 b e n e f i t s  o f  h e a l t h  s erv i ces . 

For t he  purposes  o f  t h i s  s t u d y ,  howe v e r , i t  i s  s u f f i c i e n t  

to r e c o g n i z e  t h i s  c o n s i d e r a t i o n  w h i l e  using t he  assumpt ion  

t h a t  cos t s  equal  b e n e f i  t  s .

There i s  no s t a t e - m a n d a t e d  p o l i c y  f o r  d e t e r m i n i n g  

the f ee  p o l i c i e s  o f  co u n t y  h o s p i t a l s .  I t  i s  r e a s o n a b l e  to 

assume t h a t  f ee p o l i c i e s  va r y  among c o u n t y - o p e r a t e d  

h o s p i t a l s  and t h a t  t hese  p r a c t i c e s  c o r r e s p o n d  t o  t hose o f

^ H e r b e r t  K l a r man,  " S y p h i l i s  C o n t r o l  P r og r ams , "  i n  
Dor fman, op. c i t . ,  p.  370.
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5
p r i v a t e l y  o p e r a t e d  h o s p i t a l s .  T h u s ,  n e i t h e r  t h e  s t a t e  n o r  

c o u n t y  g o v e r n m e n t s  a r e  p r o v i d i n g  s u b s i d i e s  f o r  h o s p i t a l  

p u r p o s e s  w h i c h  b e a r  any  r e l a t i o n  t o  t h e  i n c o m e  o f  t h e  

p a t i  e n t s .

The Mi c h i  gan D e p a r t m e n t  o f  M e n t a 1 He a 1 t h  has been  

t h e  p r i  n c i  pa 1 p r o v i  d e r  o f  m e n t a l  h e a l t h  s e r v i c e s  i n  Mi c h i  g a n .

S i n c e  1 9 6 3 ,  h o w e v e r , communi  t y  m e n t a 1 h e a l t h  p r o g r a m s  have

6been es t a b  1 i  s hed by i n d i v i d u a l  o r  g r o u p s  o f  c o u n t i e s .  The 

f u n c t i o n '  p e r f o r m e d  a t  b o t h  l e v e l s  o f  g o v e r n m e n t  a r e  q u i t e  

s i m i l a r :  d i a g n o s i s  and t r e a t m e n t  o f  m e n t a 1 l y  i 11 p e r s o n s

on an i n p a t i e n t ,  o u t p a t i e n t  o r  e me r g e n c y  b a s i s  and r e h a b i 1 i -  

ta t i  on o f  men t a 1 l y  d i s a b l e d  p e r s o n s  who ha ve  r e c e i  ved p r i o r
7

t r e a t m e n t .  I n  a d d i t i o n ,  t h e  s t a  t e  men t a 1 h e a 1 t h  d e p a r t m e n t

d i r e c t l y  o p e r a t e s  o r  s u p p o r t s  15 f a  c i 1 i  t i  es f o r  t h e  m e n t a 11y

i l l  and 13 c e n t e r s  f o r  m e n t a 1 l y  r e t a r d e d  p e r s o n s , and

p r o v i d e s  s i g n i f i c a n t  s u p p o r t  f o r  communi  t y  m e n t a l  h e a l t h  

8p r o g r a ms  .

Many o f  t h e  m e n t a l  h e a l t h  s e r v i c e s  p r o v i d e d  by t h e  

s t a t e  and c o u n t y  d e p a r t m e n t s  o f  m e n t a l  h e a 1 t h  a r e  p a i d  f o r

5
I h i s  i s  t h e  c a s e  a t  t h e  I ngham Medi  c a l  Hos p i  t a 1 i n  

L a n s i n g .  I n d i g e n t  p a t i e n t s  a r e  r e f e r r e d  t o  t h e  h o s p i t a l ' s  
s o c i a l  s e r v i  ces depa r t m e n  t  f o r  a s s i s t a n c e  i n  paymen t  o f  t h e  
c h a r g e s  t h r o u g h  v a r i  ous g o v e r n m e n t  p r o g r a m s  f o r  w h i c h  t h e  
p a t i  en t. may q u a l i f y .  I n t h e  m a i n ,  h o w e v e r , t h e r e  i s  no 
p r o v i  s i  on f o r  f e e s  ba sed  on a b i 1 i  t y  t o  pay .

6 V e r B u r g , o p . c i t . ,  p .  V - 1 5 .

7 1 b i  d . , p .  V - l 7.
O

M i c h i g a n  D e p a r t m e n t  o f  M e n t a l  H e a l t h  , L i  nk , V o l .  4 ,  
No. 3 ( L a n s i n g :  M i c h i g a n  D e p a r t m e n t  o f  M e n t a l  H e a l t h ,
S e p t e mb e r  20 ,  1 9 7 3 ) .
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i n  p a r t  by c h a r g e s  t o  t h e  p e r s o n s  r e c e i v i n g  c a r e .  Th e s e

c h a r g e s  a r e  l e v i e d  on an a b i 1 i t y - t o - p a y  b a s i s .  P a t i e n t s

a d m i t t e d  t o  s t a t e  h o s p i t a l s  a r e  d i v i d e d  i n t o  t h r e e  c l a s s e s :

p u b l i c  p a t i  e n t s , f o r  whom t h e  s t a t e  pa y s  ; p a r t i a l - p a y

p a t i e n t s ,  who assume some f r a c t i o n  o f  t h e  c o s t s  o f  t h e i r

c a r e ;  and  f u l l - p a y  p a t i e n t s ,  who pay  f o r  t h e  s e r v i c e s  i n  
g

f u l l .  Commu n i t y  m e n t a 1 h e a l t h  p r o g r a m s  a r e  r e q  u i  r e d  by 

l aw t o  e s t a b l i s h  f e e  s c h e d u l e s  b a s ed  on a b i l i t y  t o  p a y ,  ̂ ^ 

and t h e  m o n t h l y  f e e  f o r  t h e  c a r e  o f  m e n t a 1 l y  r e t a r d e d  

p e r s o n s  i s  a l s o  es t a  b l i  s hed by s t a  t e  1 aw on a n a b i 1 i t y - t o -

u - 11pay b a s i s  .

A l t h o u g h  e x t e r n a  1 i  t i  es a r i  se f r o m  t h e  t r e a t m e n t  and 

p r e v e n t i o n  o f  ment a  1 i l l n e s s ,  e s p e c i a l  1y  i n  c a s e s  i n  w h i c h  

v i o l e n c e  i s  a man i  f e s  t a  t i  on o f  t h e  i l l n e s s ,  t h e s e  e x t e r n a l i  -  

t i e s  a r e  n o t  a s wi  d e s p r e a d  as t h o s e  w h i c h  r e s u l t  f r o m  o t h e r  

h e a l t h  p r o g r a m s . M e n t a l  i l l n e s s  i s  n e i  t h e r  c o n t a g i  ous  o r  

c o m m u n i c a b l e ,  and t h e  e f f e c t s  o f  t h e  t r e a t m e n t  o r  p r e v e n t i o n

o f  men t a 1 i l l n e s s  a r e  1a r g e l y  l i m i t e d  t o  t h e  i  n d i  v i  d u a l

p a t i e n t  and h e r  o r  h i s  f a m i l y . T h u s ,  t h e  b e n e f i  t s  o f  

me n t a l  h e a l t h  p r o g r a m s  a r e  s i m i l a r  t o  t h o s e  o f  p u b l i c  h e a 1 t h  

p r o g r a m s , b u t  t h e  number  o f  b e n e f i c i a r i e s  i s  l i m i t e d  t o  mor e

^ M i c h i g a n  C o m p i l e d  L a w s , 1 9 7 0 ,  V o l .  I l l ,  S e c . 
3 3 0 . 1 7 ( 7 )  ( L a n s i n g :  M i c h i g a n  L e g i s l a t i v e  C o u n c i l ,  1 9 7 1 ) .

10MCL, o p .  c i t . ,  S e c . 3 3 0 . 6 1  4 1 4 ( a ) .

1 ] MCL, op- c i t . ,  Sec. 330.658 8 ( 1 ) .



185

e a s i l y  i d e n t i f i a b l e  i n d i v i d u a l s  b e c a u s e  o f  t h e  r e l a t i v e  

a b s e n c e  o f  t a n g i b l e  s p i l l o v e r  e f f e c t s .  T h e r e  may be 

i n t a n g i  b l e  s p i l l o v e r s  w h i c h  r e s  u l t  f r o m  t h e  des i  r e  on t h e  

p a r t  o f  t h e  c o m m u n i t y  t o  t r e a t  men t a 1 i l l n e s s ,  b u t  t h e s e  

s p i 11 o v e r s  a r e  a l s o  i g n o r e d  i n  t h i  s s t u d y  and i n  o t h e r  

e x p e n d i t u r e  i n c i d e n c e  s t u d i e s .

The A l 1o c a t i o n  o f  B e n e f i t s  
i n  P r e v i o u s  S t u d i e s

A v a r i  e t y  o f  me t h o d s  has been used  t o  a 11 oca t e  t h e

b e n e f i t s  o f  h e a l t h  and h o s p i t a l  e x p e n d i  t u r e s  i n  p r e v i o u s

s t u d i e s .  Eapen and Eapen a 11 oca t e  h o s p i  t a 1 e x p e n d i  t u r e s

on t h e  a s s u m p t i o n  t h a t  p e r  c a p i t a  b e n e f i t s  a c c r u e  t o

r e c i p i e n t s  i n  p r o p o r t i  on t o  t h e  r e c  i  p r o c a 1 o f  t h e  a v e r a g e

1 2i ncome i n  each i n c o me  c l a s s .  B r o w n l e e  uses  t h e  same

1 3met hod o f  a l l o c a t i n g  h o s p i t a l  b e n e f i t s .  Ross uses  

G i l l e s p i e ' s  d i s t r i b u t i v e  s e r i e s  f o r  a l l o c a t i n g  h o s p i t a l  

b e n e f i t s .  T h i s  s e r i e s  i s  bas ed on t h e  a c t u a l  i  ncome d i s t r i ­

b u t i o n  o f  p a t i e n t s  i n  p u b l i c  h o s p i t a l s  i n  I l l i n o i s ,  i n c l u d i n g  

t he  i m p a c t  o f  t h e  f e e s  c h a r g e d  on an ab i 1 i  t y - t o - p a y  b a s i s . ^  

Mu s g r a v e  and D a i c o f f  a l l o c a t e  a sma 1 1 f r a c t i o n  o f  h e a l t h  and 

h o s p i t a l  e x p e n d i t u r e s  t o  w e l f a r e  r e c i p i e n t s  and t h e  r e m a i n ­

de r  i s  a l l o c a t e d  by t h e  e s t i m a t e d  d i s t r i b u t i o n  o f  i n c o m e  o f

1 2Eapen and Ea p en ,  op^ c i t . ,  p p .  84 and 87 .

1 3B r o w n l e e ,  op_. c i t . , p .  34 .

^ R o s s ,  op.  c i t . ,  pp.  7 3 - 7 4 .
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1 5p a t i  e n t s  i n  p u b l i c  h o s p i  t a l s . M u s g r a v e , e t  a l . ,

a l l o c a t e  h o s p i t a l  b e n e f i t s  by t h e  d i s t r i b u t i o n  o f  i nc o me

16o f  p a t i  e n t s  i n  f u n d e d  h o s p i  t a  1 s , w h i 1e R e y n o l d s  and

Smo1e n s k y  and t h e  Tax  F o u n d a t i o n  do n o t  s e p a r a t e l y  a 11 o c a t e

1 7h o s p i t a l  e x p e n d i t u r e s .

H e a l t h  e x p e n d i  t u r e s  have  u s u a l l y  been a l 1o c a t e d  as

g e n e r a  1 goods  i n  p r e v i o u s  s t u d i e s .  R o s s ,  B r o w n l e e ,  Mus ~

g r a v e  e t  a l . ,  R e y n o l d s  and Smo1ens k y , G i l l e s p i e ,  T u c k e r ,

and t h e  Tax F o u n d a t i o n  a 11 oca t e  h e a l t h  e x p e n d i  t u r e s  as

g e n e r a l  goods  . Eapen and Eapen a 11 oca t e  75 p e r c e n t  o f

h e a l t h  e x p e n d i t u r e s  on a p e r  f a m i l y  b a s i s  and  25 p e r c e n t

t o  f a m i l i e s  w i t h  i n c o m e s  b e ! o w  $ 7 , 5 0 0  i n  p r o p o r t i o n  t o  t h e

1 8number  o f  c h i I d r e n  i n  each  i ncome g r o u p .

I n  sum,  t h e  p r o c e d u r e s  use d  t o  a 11 oca t e  t h e  b e n e f i t s  

o f  h e a l t h  and h o s p i  t a l  e x p e n d i  t u r e s  t y  p i  c a 11y i n v o l v e  t h e  

d i s t r i b u t i o n  o f  h o s p i t a l  e x p e n d i  t u r e s  i n v e r s e l y  t o  i  n c o m e , 

e i t h e r  by t he  e s t i m a t e d  d i s t r i b u t i o n  o f  t h e  i n c o me  o f  

p a t i e n t s ,  a d j u s t e d  f o r  t h e  f e e  s t r u c t u r e ,  o r  by  an a s s u m p t i o n  

a b o u t  t h e  i n v e r s e  r e l a t i o n s h i p  b e t w e e n  b e n e f i t s  and  i  n c o me . 

H e a l t h  e x p e n d i  t u r e s , on t h e  o t h e r  h a n d ,  a r e  u s u a l l y  ass umed 

t o  be g e n e r a l  goods  and a r e  d i s t r i b u t e d  on a p e r  f a m i l y  

b a s i s .

1 5M u s g r a v e  and D a i c o f f ,  o p .  c i  t . , p .  183 .

1 6M u s g r a v e ,  e t  a 1 . ,  op . c i  t . ,  p .  34.

1 7
R e y n o l d s  and Smo1ens k y , ( 1 ) ,  o p .  c i  t . , p .  4 2 ;  Tax 

F o u n d a t i o n ,  op .  c 11 . , p . 12.

1 8 Eapen and Eapen, op . c i  t . , p . 87,
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The A l l o c a t i o n  o f  B e n e f i t s  i n  T h i s  S t u d y

T h i s  s t u d y  uses  a l 1o c a t i  ve p r o c e d u r e s  w h i c h  c o r r e s ­

pond c l o s e l y  t o  t h o s e  used  i n  t h e  p r e v i o u s  s t u d i e s .  He a 1 t h  

e x p e n d i  t u r e s  a r e  a 11 oca t e d  as g e n e r a l  g o od s  b e c a u s e  o f  t h e i r  

v a r i  ed n a t u r e ,  t h e  s i g n i f i c a n t  e x t e r n a  1 i  t i  es w h i c h  a r i s e  

f r o m  h e a 1 t h  s e r v i  c e s , t h e  d i  f f i  c u l t y  i n  i  d e n t i  f y i  ng 

i  nd i  v i  d u a 1 r e c i  p i  e n t s  and t h e  l a c k  o f  f e e  s t r u c t u r e s  b a s e d  

on a b i 1 i  t y  t o  p a y . The t e n d e n c y  i n  p a s t  s t u d i  es t o  a l l o c a t e  

t h e s e  b e n e f i t s  on a p e r  f a m i l y  b a s i s  i s  p r o b a b l y  no b e t t e r  

j u s t i f i e d  t h a n  a l l o c a t i n g  b e n e f i t s  by i  ncome o r  p a r t  by 

i nco me  and p a r t  on a p e r  f a m i l y  b a s i s . One o f  t h e  p r i  n c i  p a l  

b e n e f i t s  o f  h e a l t h  c a r e  i s  t h e  a v o i d a n c e  o f  c o s t s  a s s o -  

c i a t e d  w i t h  an i l l n e s s ;  one o f  t h e s e  c o s t s  i s  l o s t  i  n c o m e . 

T h e r e f o r e , h e a 1 t h  b e n e f i t s  a r e  a 1 l o c a t e d  i n  t h e  same ma n n e r  

as o t h e r  g e n e r a  1 goods  b e n e f i t s :  on a p e r  f a m i l y  b a s i s ,

by a d j u s t e d  b r o a d  i n c o m e ,  o n e - h a  1 f  by f a m i l i e s  and o n e - h a l f  

by i  n come and by t h e  M a i t a l  u t i l i t y  f u n c t i o n .

I n t h e  c a s e  o f  men t a 1 h o s p i  t a 1 e x p e n d i  t u r e s , t h e

b e n e f i t s  a r e  a l l o c a t e d  by t h e  same p r o c e d u r e  as Eapen and

Eapen u s e d :  b e n e f i  t s  a r e  a 11 oca t e d  on a p e r  f a m i l y  b a s i s

i n  p r o p o r t i o n  t o  t h e  r e c i  p r o c a 1 o f  t h e  a v e r a g e  i n c o me  i n

1 9each i  ncome c l a s s  . T h i s  p r o c e d u r e  i s  used b e c a u s e  no

da t a  a r e  a va i 1 a b 1e f o r  t h e  d i s t r i b u t i o n  o f  i  ncome f o r  

p a t i  e n t s  i n  M i c h i g a n  m e n t a l  h o s p i  t a l s , i n c l u d i n g  cen  t e r s  

f o r  t h e  men t a 1 l y  r e t a r d e d ,  and b e c a u s e  f e e s  f o r  m e n t a l

1 9 1bi  d . ,  p. 87.
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h e a l t h  s e r v i c e s  a t  a l l  l e v e l s  o f  g o v e r n m e n t  a r e  b a s ed  on

a b i l i t y  t o  pay  ( i n v e r s e  t o  i n c o m e ) .  T h e r e f o r e , b e n e f i t s

a c c r u e  i n v e r s e l y  t o  i n c o me  b e c a u s e  t h e  p r o p o r t i o n  o f  t h e

cos t s  o f  m e n t a 1 h e a l t h  s e r v  i ces p a i d  w i l l  r i s e  w i t h  i  ncome

and n e t  b e n e f i  t s  w i l l  d e c l i n e  wi  t h  i  n c o m e .

A p r e c i  se b r e a k d o w n  o f  t h e  t o  t a 1 cos  t s  o f  h e a 1 t h

and h o s p i t a l  c a r e  i s  n o t  a v a i l a b l e  f r o m  Census  da t a . O n l y

s t a t e - l e v e l  e x p e n d i t u r e s  a r e  g r o u p e d  i n t o  h o s p i t a l  and

h e a l t h  c a t e g o r 1e s . A t  t h e  s t a t e  l e v e l ,  a p p r o x i m a t e l y  60

p e r c e n t  o f  h e a 1 t h  and h o s p i  t a 1 e x p e n d i t u r e s  i s  f o r  men t a 1

20h o s p i t a l  p u r p o s e s . The 1967 Census  o f  G o v e r n m e n t s  p r o -  

v i des  some i n d i c a t i o n  o f  t h e  p r o p o r t i  ons o f  s p e n d i  ng f o r  

h o s p i t a l s  and h e a l t h  p r o g r a m s  by 1 oca 1 l e v e l s  o f  g o v e r n m e n t  

A c c o r d i  ng t o  t h i  s s o u r c e , s p e n d i  ng f o r  h o s p i  t a l s  a l l  l o c a l

l e v e l s  o f  g o v e r n m e n t  a mo u n t e d  t o  7 6 p e r c e n t  o f  t o  t a 1 s p e n d -

? 1m g  f o r  h e a l t h  and h o s p i t a l s . "

L o c a l  l e v e l s  o f  g o v e r n m e n t ,  h o w e v e r  , p r o b a b l y  a l l o ­

c a t e  m o s t  o f  t h e i r  h o s p i t a l  s p e n d i n g  t o  g e n e r a l  h o s p i t a l s  

r a t h e r  t h a n  m e n t a l  h e a 1 t h  f a c i l i t i e s ,  a l t h o u g h  d a t a  do n o t  

e x i s t  t o  a c c u r a  t e l y  d e s c r i b e  t h e  r e l a t i v e  p r o p o r t i o n s .  

T h e r e f o r e ,  t h i s  s t u d y  assumes  t h a t  25 p e r c e n t  o f  l o c a l  

h o p s i t a l  s p e n d i n g  i s  f o r  m e n t a l  h e a l t h  p u r p o s e s . The 

res  u 11 o f  t h  i  s ass  u m p t i  on i s  t h a  t  39 p e r c e n t  o f  t o t a 1 s t a  t e

20 U . S .  D e p a r t m e n t  o f  C omme r c e , B u r e a u  o f  t h e  Census  
S ta t e  G o v e r n m e n t  F i n a n c e s  i n  1 9 7 0 ( Wash i  n g t o n , D . C . :  U . S .
Go v e r n me n t  P r i n t i n g  O f f i c e ,  1 9 7 1 J , pp .  3 2 - 3 3 .

21 Bureau of  the Census , 1 967 Census of  Governments ,
op. ci  t . ,  p . 27.
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and l o c a l  s p e n d i n g  f o r  h e a l t h  and h o s p i t a l  p u r p o s e s  i s

d e v o t e d  t o  m e n t a l  h e a l t h  c a r e  and t h e  r e m a i n d e r  (61 p e r c e n t )

i s  f o r  p u b l i c  h e a l t h  and g e n e r a l  h o s p i t a l  s e r v i c e s .

The p r o c e d u r e  used t o  a l l o c a t e  t h e  b e n e f i t s  o f

h e a l t h  and  h o s p i t a l  e x p e n d i t u r e s  i n  t h i s  s t u d y  assumes

t h a t  39 p e r c e n t  o f  t h e s e  b e n e f i t s  a r e  s p e c i f i c  goods

b e n e f i t s  w h i c h  a r e  a l l o c a t e d  i n v e r s e l y  t o  t h e  a v e r a g e  b r o a d

22i ncome  i n  each  i n c o me  c l a s s .  The r e m a i n i n g  61 p e r c e n t  o f  

t h e  b e n e f i t s  a r e  a l l o c a t e d  as g e n e r a  1 goods  b e n e f i t s  and 

t h e r e  i s  a p r e f e r e n c e  i n  t h i s  s t u d y  f o r  a 1 1 o c a t i  ng t h e s e  

genera l  b e n e f i  t s  by i  ncome and p o p u l a t i o n ,  r a t h e r  t h a n

2 2 -
i

' The p r o c e d u r e  used  by Eapen and Eapen t o  a l l o c a t e  
b e n e f i t s  i s  t h e  f o l l o w i n g :

Where Hi  = h o s p i t a l  e x p e n d i t u r e  a l l o c a t e d  t o  ea ch  g r o u p ;  
Pi  = p o p u l a t i o n  i n  each  i n c o me  g r o u p ;
Mi = mean i n c o me  i n  each i n c o me  g r o u p ;

S o l v i n g  f o r  y i e l d s

( 1 )  H,  = Z

J  . p ,

l
i

( 2 )  And n
1 Hi  = I ji-V  
V i P i n
1 v  • i

Mi 1
El
M"i
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s t r i c t l y  on a per fami ly  basis.  I t  seems l i k e l y ,  as Eapen

and Eapen recognize,  that  poor persons are more l i k e l y  to

avai l  themselves of publ i c  heal th se r v i ces ,  whi l e  the

opportuni ty costs of l os t  income are g r e a t e r  for  upper-

income f a m i l i e s .

As Table 16 shows , the s p e c i f i c  goods benef i  ts of

heal th and hospi tal  expendi tures are very regres s i vely

d i s t r i bu t e d .  Total  benef i t s  a re also con s i s t e n t l y

regressive under Assumptions 1 -3 ,  but become progressive

in the top bracket  under Assumptions 4 and 5. The pat tern

of regressi  vi ty under the f i r s t  three assumptions about

genera 1 goods benef i ts  is s i m i l a r  to the resu1 ts of  the
23two most recent  s ta t e - 1 evel  studies.

A l 1 oca t i  ng the s p e c i f i c  benef i  ts of  hea1th and 

hosp i t a 1 expendi tures i nversely to mean broad i ncome 

makes them an i mporta n t  eq ua1 i z i ng i n f 1 uence on the d i s ­

t r i b u t i o n  of income. They are such a small  f r a c t i o n  of  

tota l  adjusted broad income, however,  t h a t  i t  is u n l i ke l y  

that  other a l l o c a t i v e  procedures would change the overa l l  

pat tern of  the incidence of  t o t a l  expendi tures.

Since the l e f t  hand side of this equat ion is t o t a 1 hospi t a l
H icosts and everything but )’ p-r is known on the r i g h t  hand

side,  one can solve for  and s u b s t i t u t e  i n t o  equat ion ( 1 ) .  
2 3Ross, Ok 1 ahoma, op. c i  t . ,  pp.  89 and 91;  and

Eapen and Eapen, op. c i  t . , p . 107.



TABLE 16

The D i s t r i b u t i o n  cf  Benef i ts From Heal th and Hospi tal  Expenditures - -
Conventional  Analysis'*

Income 
Bracket  
($ C C 0)

Spec i f i c  Goods 
Benef i t  s 2

1 o t a 1 Heal th and
3

Hospi tal  Benef i ts

Assumption 1 Assumption 2

Under 1 51.00 ( 70.04) 23.71 (83.51 ) 19.99 (70.41)
1 - 2 15.33 ( 4.71 ) 10.35 ( 8 . 16) 6.45 ( 5 .09)
2-3 6 . 6 6  ( 1.49) 5.90 ( 3.38) 3.25 ( 1 . 8 6 )
3-4 4.02 ( . 69) 4.42 ( 1 -93) 2.42 ( 1 .06)
4-5 2.76 ( .39) 3. 67 ( 1 .33) 2 . 1 1 ( -76)
5-6 2 . 3 9  ( .26) 3.62 ( 1 - 0 1 ) 2.28 ( -63)
6-7 2 . 1 4  ( .18) 3.72 ( -80) 2.58 ( -55)
7-8 2.26 ( .14) 4.28 ( -69) 3.20 ( -52)
8-9 2 . 2 6  ( . 1 2 ) 4. 64 ( .61 ) 3.74 ( .49)
9-10 1 . 8 6  ( . 09) 4. 38 ( .52) 3.86 ( .46)

1 0 - 1 2 3. 27 ( . 07 ) 8 . 26 ( .45) 8.13 ( .44)
12-15 3.02 ( . 05) 9.22 ( .36) 10.89 ( .42)
15-25 2.76 ( . 0 2 ) 11 . 2 0 ( -25) 18.21 ( -40)

Over 25 .25 ( * 2.63 .08) 1 2 . 8 8 ( .38
TOTALS

MONEY
AMOUNTS
( $ 0 0 0 )

1 0 0 . 0 0  ( 

92,820

. 24) 1 0 0 . 0 0

238,000

( .61) 9 9 . 9 9 ( -61)



TABLE 16 ( c o n t ' d . )

3
Income Total  Health and Hospi tal  Benef i ts
Bracket —--------------------------------------------------------------------------------------------------------
($000) Assumption 3 Assumption 4 Assumption 5

Under 1 21 . 85 (76.96) 19.93 (70.17) 19.93 (70.18)
I -2 8 . 40 ( 6 .63) 6.15 ( 4 . 85) 6.16 ( 4.86)
2-3 4. 57 ( 2.62) 2 . 8 8 ( 1.65) 2 . 8 8 ( 1 .65)
3-4 3. 42 ( 1.50) 2.03 ( .89) 2.03 ( -89)
4-5 2.83 ( 1-04) 1 .69 ( -61 ) 1 .70 ( .61 )
5-6 2.95 ( .82) 1 .76 ( .49) 1 .77 ( -49)
6-7 3. 15 ( . 6 8 ) 1 .95 ( -42) 1 .96 ( .42)
7-8 3.74 ( .61 ) 2.41 ( -39) 2.42 ( -39)
8-5 4.19 ( .55) 2.83 ( .37) 2.85 ( -37)
9-10 4.12 ( • 49) 2. 99 ( -36) 3. 00 ( .36)

1 0 - 1 2 8 . 20 ( -45) 6.40 ( -35) 6.44 ( -35)
12-15 10.05 ( .39) 9.18 ( .35) 9. 23 ( • 36)
15-25 14.70 ( -32) 17.66 ( .39) 17.70 ( .39)

Over 25 7.76 ( -23) 22.15 .65) 21 .93 .64
TOTALS 99. 99 ( . 6 1 ) 1 0 0 . 0 0 ( -61) 1 0 0 . 0 0 ( - 61)

 ̂L e s s than .01.
Figures in parentheses are percentages of adjusted broad income from 
Table 6 ; other f igures are percentages of the money amounts shown at  

othe bottom of the t ab l e .
6See tex t  for  explanat ion of the d i s t r i b u t i o n  of spec i f i c  goods 
2 b e n e f  i t s .

See Chapter I I  f o r  explanat ion of  Assumptions 1-5.



CHAPTER XI

A RADICAL ANALYSIS OF HEALTH AND 

HOSPITAL EXPENDITURES

In the radical  a n a l y s i s ,  the p r ac t i ce  of  making the 

class s t r uc t ur e  of s oc i ety and the i nst i  t u t i  onal r e l a t i  on- 

ships of cap i t a l i sm endogenous to the model puts the 

convent ional  i n t e r p r e t a t i o n  of the ro l e  „ T the publ ic  

sector  in the heal th care system in ques t i  on. The p r i n c i ­

pal reason for  the d i f f e rences  in analysis which ar i se  

is t h a t  the convent ional  model examines publ ic heal th pro­

grams in an i n s t i t u t i o n a l  vacuum. A radi ca l  a na l y s i s ,  on 

the other  hand, places publ ic heal th programs in the 

broader context  of the e n t i r e  heal th system, and, in f a c t ,  

iri the context  of  the e n t i r e  socioeconomic system of  

capi ta l i sm.

The a n a l y t i c a l  framework of  the rad i ca l  model c a l l s  

into quest ion a basic assumption about heal th care in the 

convent ional  model: that  the at ta inment  of  heal th is

". . . the u l t i mat e  social  ob j ec t i ve  of  the medical  system."

^Eric H e l t ,  "Economic Determinism: A Model of  the
P o l i t i c a l  Economy of Medical  Care," I n t e r n a t i o n a l  Journal  
of Heal th Se r v i c e s , Vol .  3, No. 3 ( 1 973) ,  pp ” 475-485.
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The fo l l owi ng sect ion examines t h i s  assumption in an 

analysis of  the heal th care system in the U.S.

The P o l i t i c a l  Economy of  Hea1th Care

The orga ni za t i  on of  the pr i  vate heal th care system

in the U.S.  has become i nc r e as i ng l y  dominated by the needs

of the prof i  t-ma ki ng i n s t i t u t i o n s  which domi na te the pro-  

vision of  hea1th serv ices .  Among thes e domi nant groups 

are the American Medical  Associ a t i on,  the large drug com­

panies,  manufacturers of  hospi t a 1 equi pment, p r i v a t e  

prof i  t -maki  ng hospi t a l s  and the providers of  hea1 th i ns ur -
p

ance l i k e  B1ue Cross/Blue Shie l d .  The prof i  t  o r i e n t a t i o n  

of the p r i v a t e  heal th care systern has important  inf luences  

on both the reasons for  the exi  s tence of  publ ic  heal th  

programs and the ki nds of heal th care recei  ved by di f f e r e n t  

groups in soci e t y .

The ent ry of government into the hea1th care systern

is a d i r e c t  consequence of the pr o f i  t  mo t i  ve of  the pr i  vate

heal th i ndust r y . Medical  techno 1ogy has become increasi  ngly 

complex and the t ra i n i ng of medi ca1 personnel  and the 

del i very  of  hea1 th services have become more sp e c i a l i z e d .  

These trends mean that  the pr i  vate heal th indust ry was 

required to make major investments in physi cal and human 

capi ta l  wi thout  what the i ndustry consi dered adequate

2
Gordon,  op. ci  t . , p. 318.
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f i na nc i a l  guarantees t ha t  the investments would be p r o f i t ­

able .^

The f i r s t  response to the desi re for  a p r o f i t a b l e  

investment c l imate was the r i s e  of  the pr i  vate hospi ta l
4

insurance i ndust r y , of  which B1ue Cross was the p i one er .

The expansion of  the t h i r d - p a r t y  payment systern removed 

some o f  the uncer ta i nty  about fee payment in i ncreas i ngly 

expens i ve hospi ta 1 f a c i 1 i t i e s .

The increasing t e c h n o l o g i c a l , t r a i  ni ng and de l i  very 

costs,  comb i ned wi th i ncrea sed demands for  equal heal th  

care for  everyone, 1 ed to a l arger  government r o l e  in the 

area of  hea1th c a r e . Government programs began by pro­

viding wel fa re and subsidized medi cal care- -whi  ch f u r t h e r  

enhanced the prof i  tab i 1 i ty of  the pri  vate heal th i nd u s t r y - -  

and have evo1 ved into programs which include l a r ge - sc a l e  

f inancing of various heal th programs. ^

Another way in which the desi re for  p r o f i t s  has 

inf luenced the h ea1 th care sys tern is the o r i e n t a t i o n  in 

medical technology and research toward the s p e c i f i c ,  organic  

causation of  di sease. This o r i e n t a t i  on gives r i s e  to 1arge 

research s t a f f s  in hospi t a 1 s and a growi ng research or i  enta-  

t ion among medical  professionals which encourages govern­

ment sponsored research programs.

3
H e l t ,  op. c i t . ,  p. 479.

4Barbara and John Ehrenreich,  The Amer ican Heal th 
Empi re (New York: Random House, 1 970) , p. 126.

5
H e l t ,  op. c i t . , p. 480.
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By focusing on s p e c i f i c  organic e t i o l o g y ,  other  

causal elements of  diseases are ignored,  and consequent ly  

the causes of  many diseases remain undiscovered.  Thus,  

as r e l a t i  vely more medical personnel enter  research-  

ori  ented , ra ther  than p a t i e n t - o r i  ented f i e l d s ,  the
6accessi  b i 1 i ty to qua 1 i ty medica1 care has dec 1 i ned .

A t h i r d  r e s u l t  of  the prof i t -maki ng bias of  the 

pri  vate heal th care systern is what Al ford c a l l s  a " two-  

class" system of heal th c a r e . The poor recei  ve subsidized  

care which is s i g n i f i c a n t l y  d i f f e r e n t  both q u a l i t a t i v e l y  

and quanti  t a t i  vely from t hat  recei  ved by pat i  ents who
7

e i t her  pay t h e i r  own fees or are covered by insurance.

Often poor pat i  ents are used as research objects f o r  the 

t r a i n i ng  of doctors , ra ther  than rece iv ing adequate t r e a t ­

ment for  t h e i r  problems.

The nature of the pr i  vate heal th care system,  

domi nated by monopoly elements in the drug i ndustry and 

the r e s t r i c t i v e  pract ices of the AMA, has resul ted in a 

heal th care sys tern in which "costs go up a s a r e s u l t  of  

the establ ishment  of new, expensive programs . The accessi -  

b i l i t y  o f  care goes down a s a r e s u l t  of  the pr o l i  f e r a t i  on 

of s p e c i a l i z e d ,  hi gh-technology , research-  or

6 1b i d . , pp. 477-480.

^Robert A l f o r d , "The P o l i t i c a l  Economy of  Hea1th 
Care: Dynamics wi thout  Change," P o l i t i c s  and Society
(Winter ,  1972) ,  p. 147; see also Ehren rei  ch , op. ci  t . , 
pp. 14-16;  Rodger Hur ley,  "The Heal th Cr i s i s  of  the Poor,"  
in The Social  Organizat ion of He a l t h , ed . by H. P. Dr e i t z e l  
(New'York: MacMi 11 an , 1 971"]', pp.' 104-110.
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t eachi ng-or iented heal th care u n i t s . "  And government

programs have "come into being s e q ue nt i a l l y  as unbearable
g

defects are uncovered" in the pr i  va te heal th care system.

As Gordon ma kes c l e a r ,  however, the organi  za t i  on of  the

hea1 th care sys tern makes i t  un l i k e l y  t h a t  the i r r a t i  ona1 i ty

of  the sys tern w i l l  be r a d i c a l l y  changed to provi  de q ua1 i ty

hea1th care f or  everyone. A fundamental  r e s t r uc t ur i ng  of

the p r i v a t e  care i ndustry is probably not possible wi tho ut

changes in the ways the capi t a l i  st  system i t s e l f  is 
1 0organized.  Thus, we are 1 e f t  wi th a heal th care system 

which can be character i zed as one in which p a t i e n t  care 

( the a t t a  i nment of hea l th)  is of ten secondary to p a t i e n t  

"use" for  research and t r a i n i  ng purposes , which di r e c t l y  

meet the accumulat ive needs of  the p r i v a t e  hea1 th i ndus t r y .

I d e n t i f y i n g  the Benefi  ts and Be ne f i c i a r i  es 
of  Spending for  Hea1th and Hospi tals

The cr i  t e r i  on of socia l  1y necessary costs can be 

appl ied to spendi ng f or  hea1th and hospi t a l s . At f i r s t  

glance,  i t  might seem that  spendi ng for  these purposes is 

s o c i a l l y  necessary to maintain the product i  vi ty of the

^Al ford,  op. ci  t . , p. 147.
9

Dr. James A. Shannon, former di r e c t o r , Nat ional  
I ns t i  tutes of  Hea1t h , quoted in A l f o r d , op. c i t . , p. 153.

^Gordon,  op. c i t . ,  p. 318.
11 Ehrenrei  ch, op. c i t . ,  pp. 24-27 ; D r e i t z e l ,  op. c i t  

pp. x i - x i i i .
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work force .  However, the analysis  of  the heal th care

system in the precedi  ng sect ion and a closer  look a t  the

r e l a t i on s h i p  between i l l n e s s  and income y i e l d  a d i f f e r e n t

i nterpreta t i  on of  the costs of  hea1 th c a r e .

One can argue persuasively  t ha t  the i nci dence of

i l l nes s  is negat i ve ly  a s soc i a ted wi th i ncome . For example,

57.6 percent  of  the populat ion wi th i ncomes under $7,000

in 1 964 suf fered from one or more chronic i 11 nesses, whi le

only 42.9 percent  of the populat ion wi th incomes over
1 2$7,000 s uf fered from chronic condi t i  ons. F u r t h e r , the 

d i s t r i b u t i o n  of  i ncome is a r e s u l t  of  the workings of  our 

c a p i t a l i s t  system. Thus, i f  the systern i t s e l f  is to blame 

for  par t  of  the higher incidence of  i l l n e s s  among the 

populat ion to which some publ ic hea1 th services are di r e c t e d , 

the propor t i  on of  spendi ng for  publ ic heal th devoted to 

these servi  ces should be co ns i dered to be s o c i a l l y  unnec- 

essa ry .

There seems to be room for  l i t t l e  doubt t h a t  poverty

and sickness are causa 1ly re l a  ted . F u r t h e r , the high

incidence of  d isabl ing diseases among the poor is a s i g n i -
13f i c a n t  fa ctor  in t h e i r  rema i ni ng poor : "sickness makes

1 4people poor . . . poverty makes people s i c k . "  Poor people 

1 2Hur ley,  op. c i t . ,  p. 94.

1 3 1b i d . ,  pp. 86-95.
1 4Dr . Charies Mayo, quoted in Hur ley,  op. c i t . ,

p. 93.
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suf f e r  " f i v e  times as much mobi1 i ty 1 imi t a t i  on from chroni  c

i l l ne s s  as do the r i c h ,  and almost f i v e  times as many are
1 5confined to t h e i r  homes." “

I n addi t i  on to the i n t e r r e l a t i o n s h i p  between

poverty and sickness,  the reasons f or  publ ic  and menta1

heal th programs des i gned to meet the needs of  the poor are

a r e s u l t  of the i n a b i l i t y  of the pr i  va te heal th sys tern

to meet the needs of  a l l  the people in soc i e t y .  The prof i  t

ori  enta t i  on of the pr i  va te heal th system means t ha t  i ndigent

pat i  ents ei ther  do not receive care (of ten be i ng studied

instead of cured or aided)  or they are pushed o f f  on publ ic

or pub l i c l y  s ubsi di zed f a c i 1i t i  e s . The care recei  ved by

poor people,  not only in publ ic  f a c i 1 i t i  es but also in

pr i va te  f a c i 1 i t i  es under s ubsi di es , is demonstra tably

d e f i c i e n t  r e l a t i v e  to the ca re recei  ved by peop1e who pay

t he i r  own fees or whose fees a re covered by hea1 th 
16ins ura nee.

In the mental heal th area,  the social  cont r o 1 

aspects of heal th care become an important  consi dera t i  on 

in eva1ua t i  ng the benef i  ts of  the hea1th system. The social  

control  mechani sm works in two ways: psychi a t r i  sts are

given the task of  i d e n t i f y i n g  social  1y d i s r upt i ve  people , 

and ". . . the symptoms of  mental  i l l n e s s  can be seen as

1 5H u r 1ey , op.  c i t . ,  pp.  9 4 - 9 5 .

^ S e e  not e  6 .
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1 7value choices of how men should not behave." Thus, 

menta1 i l l n e s s  is no t  o b j e c t i v e l y  determi ned but is def i  ned 

in a context  of  hi dden va1ues which are funct ions of the 

society in which they are imposed. When poor people are 

judged mental ly  i l l ,  the s tanda rds which p r ev a i l  a re those 

which are ". . . conceptua1 ly i dent i  ca1 to the middle-
1 O

class model appl ied to pr i  va te p a t i e n t s . "

11 is reasonable to assume, in a class domi nat i  on 

model, that  acceptable behavior  norms are those which 

correspond to the values and i n teres ts of  the domi nant  

class.  The social  cont rol  f unct i  on of  the di agnos i s and 

trea tment of  the men t a 1 l y  i l l  is a means of  maintai  ni ng 

the s tatus quo and rei  n forc i  ng the socia l  r e l a t i o n s  of the 

c a p i t a l i s t  system. This funct i  on is performed pr i  nci p a l l y  

by the s t a t e  which operates a large number of  menta1 heal th  

fac i 1 i t i  es .

I t  is apparent  t ha t  the benef i t s  from the publ ic  

provision of  many heal th services may be more complex in 

a radi  ca1 model than they appear in the convent i  ona1 

analysis .  On the one hand, there are benef i  ts to the general  

populace from di sease cont rol  and heal th educa t i  on programs , 

benef i ts whi ch are the same as those di scussed in the

1 7Thomas S c h e f f , "On Reason and Sani t y : Some
P o l i t i c a l  Imp!i  cat ions of  Psychi a t r i  c Thought ," in 
D r e i t z e l ,  op. c i t . ,  p. 294.

1 RHarry Bri  ckman , "Menta1 Heal th and Social  Change :
An Ecologica1 Perspect i  v e ," in D r e i t z e l ,  op. c i t . ,  p. 18.
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previous chapter .  I t  is also obvious t ha t  there are bene­

f i t s  which accrue as class goods to the c a p i t a l i s t  c lass.

In the case of publ ic heal th , class goods benef i t s  

ar ise  because of the under lying reasons f or  the need f o r  

publi  c hea1th programs, A p r i nc i pa l  cause f o r  these pro­

grams is the ma l d i s t r i b u t i o n  of  i ncome and the reasonable  

content  i on that  poverty and sickness are causa l l y  r e l a t e d .  

The a l l e v i a t i o n  of  poverty would also el iminate, ,  to a 1 arge 

degree, the need for  publ ic  subsidies f or  the hea1 th needs 

of the poor . A l t e r n a t i v e l y ,  the hea1th care system could 

be taken from the cont rol  of  the pr i  vate sector  and 

reor iented to the ends of t rue pa t i e n t - c e n t e r e d  c a r e .

This opt ion would only serve to i ncrease the qua1i ty of  

care recei  ved by the poor ; i t  would not a ddres s the funda­

mental problem of  the heal th needs of the poor . This 

l a t t e r  a l t e r n a t i v e ,  of  course, would be opposed not only 

by the Ameri can Medical  Associa t ion,  which opposes almost  

every heal th ca re r e f or m, but also by a l l  other  elements 

in the capi t a 1 i st  class because of  the t h r e a t  of  a domi no 

e f f e c t  of  State cont r o1 over p r i v a t e  indust ry .

Many people who are e i t h e r  insured or able to pay 

for  thei  r own heal th ca re have no i ncent i ve  to change the 

ex i s t i ng heal th ca re system. In f a c t  f they might lose by 

a merger of  p ub 1 i c and pr i  va te systems because the t o t a 1 

quanti  ty of  heal th care a v a i 1 ab1e for  them to consume
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1 9might dec l i ne .  Thus, there is a b u i l t - i n  resistance to 

change of the heal th care system which is a r e s u l t  of  the 

nature of the capi t a 1 i s t  system.

Thi s i n t e r p r e t a t i  on of the organizat ion and control  

of the publ ic heal th system leads to the conclusions t hat  

the system in p a r t ,  a t  l e a s t ,  ex i s ts  because of the socio­

economic system and y i e l ds  benef i t s  which accrue in par t  

to the domi na nt class in s o c i e t y .

An even be t t e r  be t t e r  case for  class goods can be 

made in the analysis of  mental heal th programs. The socia l  

control  funct ion of the mental heal th system is the p r i n c i ­

pal reason for  the existence of  class goods b e n e f i t s .  The 

importanee of the social  control  funct ion der ives from the 

nature of  a c a p i t a l i s t  soci ety and the nature of  the causes 

and t reatment  of  menta1 i 11ness. An important  e 1ement in

th e t rea tment of men t a 1 i 11 ness is the ori  entat i on to the
20doctr i  ne of s p e c i f i c  e t i o l ogy  of  di sease. Adherence to

this doct r i  ne means that  the causes of many diseases ,

including men t a 1 i l l n e s s ,  have not been di scovered, and in

fact  may never be discovered because there may be many
21causes of a s ingle i l l n e s s .  In essence, the causes of  

some men t a 1 i l l nes s  may 1 i e in the r e l a t i ons h i p  of  people

^ A l f o r d ,  op. c i t . ,  p. 163.  

^ H e l t ,  op. c i t . ,  p. 477.

21 Ibid . , p. 477.
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to t h e i r  social  and physical  environments,  and i t  is these
22r e l a t i onsh i  ps which our heal th system typi  ca1 ly i gnores.

This analysis of  the diagnoses and t reatment  of  

menta1 i l l n e s s  is important  for  the radi  cal analysis  

beca use the nature of  p roduc t i  on in the capi t a 1 i s t  system 

engenders a 1 i en ta t i  on among workers whi ch i t s e l f  may be a 

cause of aberrant  behavior .  I f  the seeds for  menta1 i 11nes s 

1 i e in par t  in the soci oeconomi c sys tern and the cr i  t e r i  a 

by which behavior is judged are also determined wi th r e f e r ­

ence to the c a p i t a l i s t  sys tern, a means of socia l  control  

of deviant  behavior  is necessary.

In a s o c i a l i s t  system there would also be c r i t e r i a  

for  behavior  evaluat ion and the determi nat i  on of  mental  

i l l n e s s ,  and f or  th i s reason the costs of mental heal th  

ca re could be considered s o c i a l l y  neces sa r y . This con ten-  

t i on,  however, i gnores the ro le  p1ayed by the domi na nt  

i n teres ts in a capi t a 1 i st  s oci ety in the es t ab l i  shment of  

behavior norms and the t reatment  of  menta1 i l l n e s s .  I f  

the soci oeconomi c sys tern i t s e l f  is res ponsi b1e in par t  for  

causing menta1 i l l n e s s ,  and i f  the trea tment which soci ety  

provides i gnores important  causal  f a c t o r s , i t  seems reason-  

ab1e to co nc1 u de that  not a 11 of the cos ts of men tal  heal th  

are social  1y necessary.  Class goods benef i ts  r e s u l t  from 

the publ ic p rov i s i on of men t a 1 heal th care because the

2 2 1 b i d . , p. 478.
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system is dominated by the medical  e l i t e  which enforces the 

values of the dominant class in soc i e t y .

The A l l oca t i on  of  Benef i ts

As the precedi  ng discussion i ndi c a t e s , there is 

ample reason to be l i eve  t hat  class goods benef i t s  der ive  

from the publ ic  provis ion of heal th care,  inc luding mental  

heal th serv ices.  I t  is d i f f i c u l t ,  however,  to be at  a l l  

precise about th e r e l a t i v e  propor t i  ons of s pec i f i  c goods 

benefi  ts and class goods benefi  ts .

Publ ic heal th services are predominant ly or i ented  

toward servi  ces which are not competi t i  ve wi th the pr i  vate  

heal th care system. The need f or  servi  ces such as job 

envi ronment inspect ion and ma t e r n a 1 and ch i l d  care f or  the 

poor may be a r e s u l t  of  the c a p i t a l i s t  system. Ava i l ab l e  

budget d e t a i 1 f or  f i s c a l  1970 show that  gross expendi tures  

for  ma te rna 1 and ch i l d  ca re and envi ronmen t a 1 h ea1 th pur ­

poses amounted to 25.5 percent  of  t o t a 1 gross expendi tures
2 3of the Michigan Department of  Publ ic Heal th.  S i mi l a r  

da ta do not e x i s t  f o r  1 oca 1 l evels  of  government.  11 is 

possible that  some par t  of  the expendi ture f or  envi  ronmental  

and ina t e r n a 1/ ch i  Id ca re purposes is s o c i a l l y  necessary,  but  

i t  is also possible t ha t  o ther  expendi tures by the va r i  ous 

heal th departments are not s o c i a l l y  necessary.  T h e r e f o r e ,

23 State of  Michigan,  Petal  I of  the Current  Opera­
t ions of  the Execut ive Budnet,  Fiscal  Year 1972 (Lansing,
T972)7 p7l<^27
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an a r b i t r a r y  f i gur e  of 25 percent  is assumed to be the 

class goods propor t ion of  t o t a l  benef i t s  from publ i c  

hea1th servi  ces ; the remai ni ng 75 percent  is a l l oc a t e d  

as general  goods.

A s i m i l a r  problem ar i ses wi th expendi tures for  

mental heal th and hos p i t a l s .  Wi thout  b e t t e r  knowledge of  

the e t i o l ogy  of mental  i l l n e s s ,  which would enable one 

to der ive es t i  ma tes of  the extent  of  system-caused i l l ­

ness , 25 percent  of  spending f o r  these purposes is also  

ass umed to be class goods benef i  t s . The remai ni ng 75 per ­

cent of men t a 1 heal th and hospi tal  expendi ture is a l l o ­

cated as speci f i  c goods . These a l 1ocat i  on procedures, 

whi le admi t t e d l y  imprecise,  account in par t  for  the various  

inf luences exer ted by the s t r uc t ur e  of classes in our 

s o c i e ty .

The s p e c i f i c  goods benef i  ts of  hea1th and hospi t a 1 

expendi tures are a 11 oca ted in the same way as in the con- 

vent iona1 ana l ys i s .  As Tab 1e 17 shows, a l l o c a t i  ng 25 per ­

cent of  the t o t a 1 benef i t s  a s class goods ca uses the 

i nci dence of  t o t a l  benef i t s  to be both 1 ess reg res s i ve in 

the 1 ower brackets and progressi  ve in the top bracket  

(Assumptions 1 and 3 ) ,  and in the top two brackets under 

Assumptions 2 , 4 and 5.



TABLE 17

The D i s t r i b u t i o n  of Benef i ts From Heal th and Hospi tal  Expenditures
Radi c a 1 Analysis' !

3
Income total  Heal th and Hospi tal  Benef i ts
Bracket Speci f i c  Goods -----------------------------------------------------------------
($000) Benef i ts? Assumption 1 Assumption 2

Under 1 51 .00 (48.86) 17.75 58.27) 15.01 (49.16
1 - 2 15.33 ( 3 . 34) 7 .84 5.85) 4.94 ( 3.68
2-3 6 . 66 ( 1.08) 4.61 2.54) 2.64 ( 1 .46
3-4 4. 02 ( • 50) 3.63 1 .55) 2.15 ( .92
4-5 2.76 ( • 29) 3.17 1 . 1 2 ) 2 . 0 1 ( -71
5-5 2.39 ( -19) 3. 22 . 8 8 ) 2.23 ( .61
6-7 2.14 ( -13) 3.42 .73) 2.57 ( . 55
7-8 2.26 ( - I D 3.79 .61 ) 2.98 ( .48
8-9 2 . 26 ( -09) 4.01 .52) 3.33 ( .44
9-10 1 .08 ( -07) 3.90 .46) 3.51 ( .42

1 0 - 1 2 3. 27 ( -05) 7.28 .40) 7.18 ( .39
12-15 3. 02 ( -03) 8.57 .33) 9.18 ( .38
15-25 2.76 ( - 0 2 ) 12.41 .27) 17.63 ( .39

Over 25 . 25 S * - - ) 16.36 .48) 24.01 ( .70
TOTALS 1 0 0 . 0 0 ( .18) 1 0 0 . 0 0 .61) 1 0 0 . 0 0 ( .61

MONEY
AMOUNTS
($ 0 0 0 ) 69,615 238,000

90
2



TABLE 17 ( c o n t ' d . )

3
Income Total  Heal th and Hospi tal  Benef i ts
Bracket   ;-
($000) Assumpt ion3 Assumption 4 Assumpt ion5

Under 1 1 6.40 (53.71 ) 14.94 (48.94) 14.95 (48.94)
1 - 2 6 . 39 ( 4.77) 4.68 ( 3.49) 4.68 ( 3 .49)
2-3 3.62 ( 2 . 0 0 ) 2.33 ( 1 .28) 2.33 ( 1 -29)
3-4 2.89 ( 1.23) 1 .82 ( -77) 1 .82 ( .78)
4-5 2.59 ( -91 ) 1 . 6 6 ( . 58) 1 . 6 6 ( .59)
5-6 2.72 ( -75) 1 .80 ( -49) 1 .80 ( .49)
6-7 3.0C ( ■ 64) 2.05 ( .44) 2 .C6 ( -44)
7-8 3.39 ( -55) 2.31 ( .37) 2.32 ( .37)
8-9 3.67 ( -48) 2. 54 ( .33) 2.56 ( .33)
9-10 3.71 ( -44) 2.74 ( .33) 2.75 ( -33)

1 0 - 1 2 7.23 ( .39) 5.61 ( .31) 5.64 ( .31 )
12-15 9.19 ( .35) 8.14 ( .31 ) 8.17 ( -31 )
15-25 15.01 ( 3^) 16.60 ( .36) 16.65 ( .36)

Over 25 20.19 .59) 32.78 .96) 32.61 ]  .96
TOTALS 1 0 0 . 0 0 ( .61) 1 0 0 . 0 0 ( . 6  T) 1 0 0 . 0 0 ( .61)

tLess than .01.
Figures in parentheses are percentages of adjusted broad income from 
Table 10; other  f igures are percentages of the money amounts shown 

„at  the bottom of the t ab l e .
See t e x t  for  explanat ion of  the d i s t r i b u t i o n  of spe c i f i c  goods 

- be n e f i t s .
See Chapter n  for  explanat ion of Assumptions 1-5.
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CHAPTER X I I

A CONVENTIONAL ANALYSIS OF 

GENERAL EXPENDITURES

The heading "general  expendi t u r e s " includes the 

fo l lowing i tems: po l i c e ,  f i r e ,  s a n i t a t i o n ,  sewerage,

local  parks and r e cr ea t i on ,  f i n a n c i a l  ad mi n i s t r a t i o n ,
i

general  c o n t r o l ,  and "a l l  other  general  expendi tures . "  

These expendi tures t o ta l  $1 ,118.2  m i l l i o n  and were 23.2  

percent  of  t o ta l  spending by Michigan s t a t e  and local  

governments in f i s c a l  1970. These are expendi tures for  

what are commonly known as publ ic  goods, and they are 

aggregated for  incidence purposes because of  the nature of  

t h e i r  b e n e f i t s .

The Benef i ts  of General  
Goods Expendi tures

As t h e i r  c l a s s i f i c a t i o n  i mpl i es ,  t h i s  group of  

expendi tures y i e l ds  benef i t s  for  which i t  is d i f f i c u l t  to 

i d e n t i f y  rec i p ients  as members of  income groups. The

^These are the categor ies in Bureau of the Census,  
Governmental Finances in 1969-70 , op. c i t . , p . 37.

208
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benef i ts  of expendi tures such as general  control  (govern­

ment admi n i s t r a t i on)  and f i n a nc i a l  admi n i s t r a t i o n  accrue 

to a l l  residents of  the s t a t e  by v i r t u e  of  t h e i r  residency  

and there is no way to exclude residents from the benef i t s  

of these serv ices.  Other expendi tures,  such as f o r  pol i ce  

and f i r e ,  y i e l d  s p e c i f i c  benef i t s  to those protected from 

cri  me and f i  r e , but also give r i s e  to externa 1 i t i  es such 

as deterrance a nd prevent ion which benef i  t  a l l  res i dents 

of the s t a t e . In s h o r t , the benef i ts  of  expendi tures 

such as th es e accrue to everyone in th e s t a t e  because 

there is no way, by thei  r nature,  to exclude Michigan 

residents from receiv ing b e n e f i t s .

Nevertheless,  i t  is possible t hat  there a re three  

excepti  ons to th i s general i  zat i  on in the case of sani t a t i  on, 

sewera ge, and local  parks and recrea t i  on. Each of  thes e 

services could be of fered on a f e e - f o r - s e r v i  ce basis ,  which 

could be used a s an exclusion device.  In these i nsta nces , 

the charges for the services would reduce the t o t a l  amount 

of benef i ts  a v a i l a b l e  (charges have a l ready been subtracted  

from a l l ocab l e  expendi tures in Chapter I V ) ,  but the extent  

to which charges would l i m i t  the consumpti on of benef i t s  

is probably smal l .  F u r t h e r , there a re externa 1i t i  es from 

the publ ic provision of these services which make the 

assumption of  g e n e r a l i t y  appl i cab l e  to these expendi tures  

as w e l l .
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The A l l o c a t i o n  o f  B e n e f i t s  i n  
P r e v i o u s  S t u d i e s

The mo s t  p o p u l a r  o f  t h e  v a r i o u s  a l l o c a t i v e  m e t h o d s  

used i n  p r e v i o u s  s t u d i e s  a r e  a l l o c a t i o n  on a p e r  f a m i l y  

b a s i s  and i n  p r o p o r t i o n  t o  i n c o m e .  A t  l e a s t  one o f  t h e s e  

t wo m e t h o d s  was used  i n  each  o f  t h e  t h i r t e e n  e x p e n d i t u r e  

i n c i d e n c e  s t u d i e s  c i t e d  i n  C h a p t e r  I ( n o t e  8 ) .  I n  some 

c a s e s  t h e  two me t h o d s  we r e  c o m b i n e d  t y  a l l o c a t i n g  50 

p e r c e n t  o f  g e n e r a l  goods  b e n e f i t s  bv i nco me  and 50 p e r c e n t
r\

on a p e r  f a m i l y  b a s i s . ^

O t h e r  me t h o d s  used  i n c l u d e  a l l o c a t i o n  by c a p i t a l

3 4 5i nc o me  and d i s p o s a b l e  i n c o m e ,  c o n s u m p t i o n ,  and t a x e s .

A l l o c a t i n g  b e n e f i t s  by t h e  d i s t r i b u t i o n  o f  t a x e s  assumes  

t h a t  t h e  b e n e f i t  p r i n c i p l e  o f  t a x a t i o n  i s  o p e r a t i v e ,  i . e . ,  

t h a t  t a x e s  pay  f o r  b e n e f i t s  r e c e i v e d .

Musgr a  ve and D a i c o f f  and Eapen and Eapen assume 

t h a t  some g e n e r a l  goods  e x p e n d i t u r e s ,  such  as f o r  s a n i t a ­

t i o n  and s e w e r a g e ,  p r o v i d e  s e r v i c e s  t o  b u s i n e s s e s ,  and t h a t
C

t h e s e  b e n e f i t s  a r e  s h i f t e d  t o  c o n s u m e r s .  Consumer  b e n e f i t s  

2
Eapen and Eapen ,  o p .  c i t . ,  p .  8 9 ;  R e y n o l d s  and 

S m o l e n s k y ,  op .  c i t . ,  p .  13;  Tax  F o u n d a t i o n ,  o p .  c i t . ,  p .  12.
3

G i l l e s p i e ,  o p . c i t . ,  p .  161 ;  M u s g r a v e  and D a i c o f f ,  
o p . c i t . ,  p p .  1 5 4 - 1 5 5 .

4
T u c k e r ,  op .  c i t . ,  p .  529 .

5
S i n g e r , o p .  c i t . ,  p p .  1 0 1 - 1 0 2 ,  M u s g r a v e ,  e t  a l  . , 

o p .  c i t . , p . 34.

^Musgrave and D a i c o f f ,  o p . c i t . ,  pp.  154-155;  Eapen
and Eapen, o p . c i t . ,  p. 89.



211

a r e  a l l o c a t e d  by t h e  d i s t r i b u t i o n  o f  c o n s u m p t i o n  e x p e n d i ­

t u r e s  by i n c o m e .

The a u t h o r s  o f  t h e  m a j o r i t y  o f  p r e v i o u s  s t u d i e s  

w e r e  u n w i 1 1 i ng t o  c h o o s e  a s i n g l e  a 1 l o c a  t i  ve t e c h n i q u e  

b e c a u s e  t h e r e  seemed t o  be good  r e a s o n s  t o  s e l e c t  any o f  

t h e s e  me t h o d s  l i s t e d  a b o v e .  A l l o c a t i n g  on a p e r  f a m i l y  

b a s i s  assumes t h a t  a l l  f a m i l i e s  s h a r e  e q u a l l y  i n  g e n e r a l  

goods  b e n e f i t s .  T h i s  me t h o d  has some v a l i d i t y  b e c a u s e  o f  

t h e  d e m o c r a t i c  p o l i t i c a l  p r o c e s s  w h i c h  d e t e r m i n e s  t h e  

compos i  t i  on o f  b u d g e t s . M e t h o d s  w h i c h  a 11o c a t e  g e n e r a l  

b e n e f i t s  by i n c o m e  o r  c a p i  t a 1 i n c o m e ,  a s s u me ,  as S i n g e r  

d o e s , " .  . . t h a t  o n e ' s  s h a r e  i n  t h e  i  n f r a - s  t r u c t u r e  o f
7

t h e  economy i s  p r o p o r t i o n a 1 t o  o n e ' s  o t h e r  i n c o me  . . . "  

S t u d i e s  w h i c h  use a comb i  na t i  on o f  i  ncome and f a m i l y  d i s ­

t r i b u t i o n  t o  a l l o c a t e  g e n e r a  1 goods  b e n e f i  t s  a t t e m p t  t o  

b a l a n c e  t h e s e  a s s u m p t i o n s  .

The d i  s c u s s  i on i n  C h a p t e r  11 i  n c 1uded a d e s c r i p t i o n  

o f  t h e  u t i l i  t y  ass  ump t i  ons w h i c h  a r e  i m p l i c i t  i n  t h e s e  

a l l o c a t i v e  p r o c e d u r e s  . A a r o n  and M c G u i r e  and M a i t a l  have  

made exp l i c i t  t h e  u t i l i t y  f u n c  t i  on o f  i  ncome wh i  ch t h e y  

f e e l  i s  r e a s o n a b l e  t o  use f o r  a l l o c a t i n g  g e n e r a l  goods  

b e n e f i  t s . T h i s  f u n c t i  on [ MU( Y ) = C/ Y ^ ’ ^ ]  has n o t  been  used 

i n  any  p r e v i o u s  s t u d i e s ,  b u t  A a r o n  and M c G u i r e  used s i m i l a r  

f u n c t i o n s  t o  a d j u s t  t h e  r e s u l t s  o f  t h e  Tax  F o u n d a t i o n  s t u d y .

7
S i n g e r ,  o p . ci  t . , p. 101.
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The c e n t r a l  p r o b l e m  i n  t h e  a l l o c a t i o n  o f  g e n e r a l  goods  

b e n e f i t s  i s  w h e t h e r  t h e  o b j e c t i v e  c i r c u m s t a n c e s  o f  b e n e ­

f i c i a r i e s  o r  t h e i r  s u b j e c t i v e  e v a l u a t i o n  o f  b e n e f i t s  s h o u l d  

be t h e  b a s i s  f o r  t h e  a l l o c a t i o n  p r o c e d u r e .  As t h e  p r e c e d i n g  

d i s c u s s i o n  o f  m e t h o d s  i n d i c a t e s ,  mo s t  p r e v i o u s  s t u d i e s  t a k e  

t h e  p o s i t i o n  t h a t  o b j e c t i v e l y  d e t e r m i n e d  c i r c u m s t a n c e s ,  

i . e . ,  t h a t  a l l  p e r s o n s  can consume e q u a l  a mo u n t s  o f  g e n e r a l  

g o o d s ,  o r  t h a t  g e n e r a l  go od s  p r o v i d e  b e n e f i t s  i n  p r o p o r t i o n  

t o  i  ncome , a r e  t h e  p r i n c i p a l  c r i  t e r i  a f o r  a 1 1 o c a t i  ng t h e s e  

b e n e f i t s .  The o t h e r  p o s i t i o n ,  t h a t  o f  Mai  t a 1 and Aa r o n  

and M c G u i r e ,  i s  t h a t  s u b j e c t i v e  e v a l u a t i o n , i . e . ,  w i l l i n g ­

ness t o  s p e n d  f o r  g e n e r a  1 g o o d s , s h o u l d  be t h e  b a s i s  f o r  

b e n e f i t  d i  s t r i  b u t i  o n . As DeWu l f  o b s e r v e s  , none  o f  " .  . . 

t h e s e  [ f o r m u l a e ]  i s  v e r y  c o n v i  n c i  ng . . . r a t h e  r  [ t h e y  a r e ]  

q u a n t i  f i  c a t i  ons  o f  a s e t  o f  i n i t i a l  a s s u m p t i  ons a b o u t  t h e  

i  n c i  d e n c e  o f  g e n e r a  1 g o v e r n me n  t  e x p e n d i t u r e s . " ^

The A 1 l o c a t i o n  o f  B e n e f i t s  i n  T h i s  S t u d y

The p r o b l e m s  s u r r o u n d i n g  t h e  s p e c i f i c a t i o n  o f  a l l o ­

c a t i v e  m e t h o d s  f o r  g e n e r a l  goods  b e n e f i t s  c a n n o t  be 

r e s o l v e d  i n  t h i s  s t u d y . R a t h e r  i t  seems p r e f e r a b l e  t o  

a d o p t  t h e  me t h o d  d i  s c u s s e d  i n  C h a p t e r  11 w h i c h  i s  t o  

a 11 oca t e  g e n e r a  1 goods  i n  t h e  f i v e  ways  d i s c u s s e d  e a r 1 i  e r . 

These  a 1 t e r n a  t i  ves p r o b a b l y  c o v e r  t h e  i n c i d e n c e  s p e c t r u m ,

O
Luc D e W u l f ,  " Do P u b l i c  E x p e n d i  t u r e s  Reduce 

I n e q u a l i t y ? "  F i n a n c e  and D e v e l o p m e n t , V o l .  I I  ( S e p t e m b e r  
1 9 7 4 ) ,  p.  22.
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w i t h  t h e  p e r  f a m i l y  b e n e f i t s  as t h e  m o s t  r e g r e s s i v e  ( p r o ­

p o o r )  and t h e  M a i t a l  f u n c t i o n  y i e l d i n g  t h e  m o s t  p r o g r e s s i v e  

( p r o - r i c h )  i n c i d e n c e .

A f u r t h e r  r e f i  n e m e n t , s i m i 1 a r  t o  t h a t  used  by 

M u s g r a v e  and D a i c o f f  and Eapen and E a p e n , i s  a l s o  u s e d .  

C e r t a i n  t y p e s  o f  g e n e r a l  goods  s p e n d i n g  b e n e f i t s  b u s i n e s s e s  

as w e l l  as p r i v a t e  c o n s u m e r s  o f  t h e  s e r v i c e s .  M u s g r a v e  and

D a i c o f f  assumed t h a t  20 p e r c e n t  o f  g e n e r a l  g o o d s  b e n e f i t s

9a c c r u e d  t o  b u s i n e s s e s ,  w h i l e  Eapen and Eapen a l l o c a t e d  p a r t  

o f  s a n i t a t i o n  and s e w e r a g e  s p e n d i n g  t o  b u s i n e s s e s  by t h e  

d i v i s i o n  o f  p r o p e r t y  t a x  p a y m e n t s  b e t w e e n  b u s i n e s s  and 

p e r s o n a l  t a x p a y e r s . ^  Th o s e  e x p e n d i t u r e s  w h i c h  b e n e f i t  

b u s i n e s s e s  as w e l l  as p r i v a t e  g r o u p s  a r e  p o l i c e ,  f i r e ,  

s e w e r a g e ,  s a n i t a t i o n ,  g e n e r a l  c o n t r o l ,  f i n a n c i a l  a d m i n i s ­

t r a t i o n  and a l l  o t h e r  g e n e r a l  e x p e n d i t u r e s .  T h e s e  e x p e n ­

d i t u r e s  a mo u n t  t o  95 p e r c e n t  o f  a l l  g e n e r a l  e x p e n d i t u r e s .  

P o l i c e ,  f i r e ,  s a n i t a t i o n  and s e w e r a g e  p r i n c i p a l l y  b e n e f i t  

o wne r s  o f  p r o p e r t y  and t h e  a l l o c a t i o n  t o  b u s i n e s s  o r  

f a m i l i e s  i s  b a s e d  on t h e  r e l a t i v e  p r o p o r t i o n s  o f  t o t a l  

a s s e s s e d  v a l u a t i o n  o f  r e a l  p r o p e r t y  r e p r e s e n t e d  by t h e  

p r o p e r t y  o f  each  g r o u p .  These  p r o p o r t i o n s  a r e  6 1 . 7  p e r c e n t

r e s i d e n t i a l ,  and 3 8 . 3  p e r c e n t  c o m m e r c i a l ,  a g r i c u l t u r a l  and 

1 1i n d u s t r i a l .  Of  t h e  r e m a i n i n g  g e n e r a l  e x p e n d i t u r e s ,  20

^ M u s g r a v e  and D a i c o f f ,  op .  c i  t . , p p .  1 5 4 -  1 55.

^ E a p e n  and  Ea p e n ,  o p . c i  t . , p .  89 .

^ M i c h i g a n  D e p a r t m e n t  o f  Commer ce ,  Economi  c P r o f i 1e 
S h e e t  No.  9 . 1 ,  t a x e s  , o p .  c i  t .
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p e r c e n t  i s  assumed  t o  b e n e f i t  b u s i n e s s e s  and 80 p e r c e n t  o f  

t h e  b e n e f i t s  t o  a c c r u e  t o  f a m i l i e s .  A l l  b u s i n e s s  b e n e f i t s  

a r e  assumed t o  be s h i f t e d  t o  c o n s u m e r s  and a r e  a l l o c a t e d  

by cons  u m p t i  on e x p e n d i  t u r e s , w i t h  4 8 . 3  p e r c e n t  o f  b u s i  ness  

b e n e f i t s  a c c r u i n g  t o  o u t - o f - s t a t e  r e s i d e n t s .

The a l l o c a t i o n  p r o c e d u r e s  w h i c h  r e s u l t  f r o m  t h e  

p r e v i o u s  d i s c u s s i o n  can  be s u m m a r i z e d  as f o l l o w s :

7 4 . 9  p e r c e n t  o f  t o t a l  g e n e r a l  e x p e n d i t u r e s  a c c r u e s  

t o  M i c h i g a n  f a m i l i e s ,  w i t h  t h i s  a mo u n t  a l l o c a t e d

by t h e  f i r s t  t h r e e  me t h o d s  d i s c u s s e d  a b o v e ;

1 3 . 0  p e r c e n t  o f  g e n e r a l  e x p e n d i  t u r e s  a c c r u e s  t o  

b u s i n e s s e s ,  and i s  a 1 1 o c a t e d  t o  c o n s u m e r s  by 

t h e  d i s t r i b u t i o n  by i n c o me  o f  c o n s u m p t i o n  

e x p e n d i t u r e s :  and

8 7 . 9  p e r c e n t  o f  g e n e r a l  go od s  b e n e f i t s  a c c r u e s  t o  

M i c h i g a n  r e s i d e n t s .

T a b l e  18 shows t h e  r e s u l t s  o f  t h e  f i v e  m e t h o d s  o f  

a l l o c a t i n g  g e n e r a l  goods  e x p e n d i t u r e s .  A s s u m p t i o n s  1 and 

3 y i e l d  r e g r e s  s i ve i n c i d e n c e  p a t t e r n s ,  as e x p e c t e d , w h i l e  

A s s u m p t i o n  2 y i e l d s  r e s u l t s  w h i c h  a r e  m i l d l y  r e g r e s s i v e  

and w h i c h  w o u l d  be p r o p o r t i  o n a 1 e x c e p t  f o r  t h e  i m p a c t  o f  

a l l o c a t i n g  p a r t  o f  t h e s e  e x p e n d i  t u r e s  by  t h e  d i s t r i b u t i o n  

o f  cons  ump t i  on e x p e n d i  t u r e s  . A s s u m p t i o n s  4 and 5 ,  w h i c h  

use t h e  M a i t a l  f u n c t i o n , y i e l d  mi I d l y  p r o g r e s s i  ve r e s u l t s  

a b ove  t h e  $ 5 , 0 0 0  i nco me  b r a c k e t .  T h e s e  d a t a  d e m o n s t r a t e  

t h a t  t h e  c h o i c e  o f  a l l o c a t i v e  t e c h n i q u e s  f o r  g e n e r a l  go ods
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b e n e f i t s  has a s i g n i f i c a n t  i m p a c t  on t h e  i n c i d e n c e  p a t t e r n  

o f  t h e  r e s u l t s .  The M a i t a l  f u n c t i o n ,  i n  p a r t i c u l a r ,  

shows t h a t  g e n e r a l  goods  may n o t  n e c e s s a r i l y  be r e d i s t r i ­

b u t i v e  t o  l o w  i n c o me  g r o u p s .



TABLE 18

The D i s t r i b u t i o n  o f  B e n e f i t s  From G e n e r a l  E x p e n d i t u r e s  - -
C o n v e n t i o n a l  A n a l y s i s ' !  >2

Income 
B r a c k e t
( $000)  Assumption 1 Assumpt ion 2 Assumpt ion 3 Assumpt ion 4 Assumpt ion 5

Under  1 5. 47 (7 9 50) 27 3 91 ) o
L 87 (41 71 ) 18 <£ 57) 18 ( 2 60)

1- 2 6 45 (21 C3) 1 01 3 29) <j 74 (12 17) 5 9 1 91 ) 60 ( 1 94)
2- 3 4 97 (11 77) 1 27 3 01 ) 3 1 2 ( 7 39) 7 5 1 77 ) 75 ( 1 79)
3- 4 4 37 ( 7 8 8 ) 1 57 2 84) 2 97 ( 5 36 ) 1 02 1 8 5 ) 1 03 ( 1 8 6 )
4- 5 4 03 ( 6 01 ) •*i 85 9L. 77) 2 94 ( 4 38) i 26 1 88) 1 27 ( 1 90)
r, _ 6 4 2 3 ( i1- 86 ) 2 36 2 71 ) 9 29 ( 3 78) 1 64 1 88) 1 64 ( 1 . 8 9 )
6- 7 4 60 ( 4 07) 3 00 2 6 6 ) 3 79 ( 3 36) 2 13 1 8 9 ) 2 14 ( 1 90)
7 - 8 5 47 ( 3 6 6 ) 0 97 2. 65) 4 73 ( 3 16) 2 86 1 91 ) 2 88 ( 1 . 9 2 )
8 - 9 6 12 ( 3 32) 4 85 2 63) 5 49 ( 2 98) 3 58 1 94) 3 61 ( 1 96)
S - 1 0 5 99 ( 2 96) 5 27 2 61 ) c 63 ( 2 78) 4 05 2 . 0 0 ) 4 07 ( 2 . 01 )

1 0- 1 2 1 1 64 ( 2 63) 11 47 2 59) 11 56 ( 2 61 ) 9 05 2 04) 9 10 ( 2 05)
1 2- 15 13. 69 ( 2 18) 1 6 03 2 55) 14 86 ( 2 37) 1 3 64 2 17) 1 3 72 ( 2 .19)
1 5- 25 17 92 ( 1 62) 27 71 2 50) 22 81 ( 2 06) 26 93 2 43) 27 00 ( 2 44)

Over 25 5 05 f 1 5 37 2 34) 1 2 21 1 48 32 31 3 5U 32 01 ( 3 . 8 7 )
TOTALS 1 00 CO ( 2 5 4 i   ̂ / 100 00 0L- 54) 1 CC 01 I 2 54) 9 S 99 2 54) 1 00

oo

( 2 . 5 4 )
KCNEY

AMOUNT
( $ 0 0 0 )  9 8 2 , 8 9 8

1
F i g u r e s  i n  p a r e n t h e s e s  a r e  p e r c e n t a g e s  o f  a d j u s t e d  b r o a d  i n c ome  f r o m  T a b l e  6 ;  o t h e r  

2 f i g u r e s  a r e  p e r c e n t a g e s  o f  t h e  money a mo un t  shown a t  t h e  b o t t o m  o f  t h e  t a b l e .
See C h a p t e r  I I  f o r  e x p l a n a t i o n  o f  A s s u m p t i o n s  1 - 5 .



CHAPTER X I I I

GENERAL EXPENDITURES: A RADICAL ANALYSIS

In the convent ional  analys i s ,  general  expendi tures  

are assumed to provide i nc l us i ve  benef i t s  to a l l  segments 

of the populat ion.  With few except ions,  previous expen­

d i t ur e  incidence studies accept this assumption of  

g e n e r a l i t y .  The radical  ana l ys i s ,  on the other  hand,  

examines the incidence of these expendi tures using a d i f f e r ­

ent i n t e r p r e t a t i o n  of  the ro le  of the State  and i t s  general  

a c t i v i t i e s .  Wi thin the context  of the rad i ca l  ana l y s i s ,  

the c r i t e r i o n  of  s o c i a l l y  necessary costs is appl i ed to 

general  expendi tures to determine what propor t ion of  

these expendi tures should be a l l ocated  to c a n i t a l i s t s  as 

class goods. As has been the case in the r a d i ca l  analysis  

in some previous chapters,  the class goods propor t ion of  

t o ta l  benef i t s  is d i f f i c u l t  to determine,  al though the 

a l l o c a t i o n  procedures used in this chapter  are probably no 

worse than those used in the convent ional  analysis  of  

general  expendi tures.

21 7
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The Benef i ts  and Be ne f i t  Recipients  
of  General  Spending

In cont rast  to the convent i  ona1 a n a l y s i s ,  the 

radi ca l  analysis  of  general  spending assumes t ha t  there  

a re s p e c i f i c ,  i dent i  f i  able reci  pi ents of  par t  of  the 

benefi  ts of  these expendi t u r e s . The very nature of  the 

Sta te in a capi t a l i  st  s oci oeconomi c sys tem precludes the 

convent ional  b e n e f i t  assumption.  In the radi ca l  i n t e r -  

preta t i  on , the State  is seen a s a means for  perpetua t i  ng 

the class s t r uc t ur e  of  c a p i t a l i s m ,  which is the dominance 

of  one c l a s s - - c a p i t a l i s t s - - o v e r  other classes in soc ie ty .

In other words, the neoclassical  ass umpti on t ha t  the Sta te 

is a mediator  of  class di f ferences is expl i  ci  t l y  r e j e c t e d . 

The r e f or e , i t  is necessary to exami ne genera 1 expendi tures  

in a di f f e r en  t  context  to determi  ne which of  the expendi ­

ture act ions of the State  a re undertaken to preserve the 

s t r uc t ur e  of  capi t a 1 i sm.

The most obvious general  expendi ture which i nc1udes 

e 1ements of  class bias is pol i ce  expendi ture . There can 

be l i t t l e  doubt t hat  the law enforcement and cr i  mi nal 

j u s t i c e  systems di s p1 ay a cons is t ent  class bias.  This bias 

favors middle-  and upper- i  ncome g roups and res u1 ts in a two-  

class sys tem of j u s t i c e . ^  F u r t h e r , the causes of much cr i  me 

are the resul ts  of  the working of  the c a p i t a l i s t  sys tem.

 ̂See the di scussi  on by Gordon, op. c i t . , pp. 276-  
280, and Rona1d Goldfarb,  "Pr ison:  The Nat ional  Poorhouse,"
in Gordon, op. c i t . ,  pp. 310-313.
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As Gordon describes the r a d i ca l  analysis  of  cr ime,

the class bias of  po l i ce  expendi tures becomes more c l e a r .

One element of  class bias is the s e l e c t i v e  enforcement of

laws wi t h i n  a s t a t u t o r y  sys tem whi ch is nomi na1 ly genera 1 .

Thus, many of  the laws against  act ions commi t t ed  by the

poor because of t h e i r  lack of  economic a l t e r n a t i v e s

(numbers runni ng and p r o s t i t u t i o n ,  for  example) are more

heavi ly  enforced and punished than laws against  whi te

c o l l a r  or corporate cr ime.

The s e l e c t i v e  enforcement of  laws on a class basis

ar ises in par t  from the nature of the act ions which are

made i l l e g a l .  Much of  ghet to cr ime,  organized crime and

corpora te cr i  me is a response to the economi c c i rc urns tances
2

of the p e r p e t r a t o r s . Crime in the ghet to is p a r t i a l l y  an 

a l t e r n a t i v e  to the lack of legal  means of gaining economic 

s e cu r i t y ,  wh i 1e organized crime provides a market for  

i l l e g a l  services f or  which deman d e x i s t s ,  and corpora te 

crime is of ten engendered by the need to p r o t ec t  and
3

enhance corporate p r o f i t .

Both the nature of  i l l e g a l  a c t i v i t y  and the s e l e c ­

t i ve  enforcement of  laws against  c e r t a i n  types of  crime 

act  to r e i n f or c e  the s t r uc t ur e  of c a p i t a l i s m.  Since i t  

is more of ten the poor than the weal thy whose crimes are 

punished,  cr iminal  convict ions can be a means of l i m i t i n g

2
Gordon, op. c i t . ,  pp. 276-277.

3 1b i d . ,  pp.  276-277.
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oppor tuni t i es for  the lower c l a s s e s . 4 F i n a l l y ,  there is a 

predominant pat tern  of enforcement aga inst  i nd i v i dua l s  

rather  than i n s t i t u t i o n s ,  which also r e i nforces the s t r u c ­

ture of  the system.

Sa ni t a t i on  and sewerage expendi tures also contain  

elements of  class bias because they enhance the p r o f i t ­

a b i l i t y  of  p r i v a t e  i nves tments whi ch wou1d otherwi  se be 

less p r o f i t a b l e  or not undertaken at  a l l .  These expendi ­

tures are what 0 ' Connor c a l l s  complementary and di scre-
5

t ionary investments. While i t  is t rue t h a t  these types 

of expendi tures would be necessary in a s o c i a l i s t  economy, 

i t  is u n l i k e l y  that  the benef i t s  of  these expendi tures are 

sh i f t ed  to f a m i l i e s ,  as the conventi  ona1 analys i s assumes, 

and i t  is also u n l i k e l y  t ha t  more s o c i a l l y  responsible  

i ndustry would requi re  the same degree of  comp 1ementary and 

diser e t i onar y  subsidies of  product ion.  Thus, there is an 

element of class goods b e n e f i t  in these expendi tures as 

wel l .

The remaining general  goods expendi tures are essen­

t i a l l y  for  the support  of  government opera t i ons ,  f i r e  pro­

t ec t ion  and miscel laneous serv ices .  Class goods benef i  ts 

ar i se  from these expendi tures to the extent  t ha t  the 

dominant class uses the State to preserve the s t r uc t ur e  of  

the system.

4 I b i d . , p.  2 78.
5

O'Connor ,  op . c i t . , p . 102.



221

The Al l oca t i on  of  Benef i ts

The preceding discussion does not lead to empi r ical  

est imates of class goods b e n e f i t s .  Crime would c e r t a i n l y  

e x i s t  in a s o c i a l i s t  economy, al though the nature and 

causes of  c r i  me would be di f f e r e n t . Pol ice p r o t ec t i  on, 

in a radi  ca1 ana lys i s ,  goes beyond protect i on of  property  

and person because i t  is par t  of  a j  us t i  ce sys tem which 

works to preserve the i n s t i t u t i o n a l  and class s t r uc t ur e  of  

ca p i t a l i sm.  As an arbi  t ra  ry es t i  mate,  38.3 percent  of  

pol i ce  expendi tures is assumed to benef i  t  capi t a 1 i s t s .

This is the same proport ion ass umed to benefi  t  bus i ness in 

the convent ional  ana lys i s ,  but the radi  cal  ass urnption is 

that  these benef i t s  a re not sh i f t ed  to fami l i e s .  This pro­

cedure w i l l  account in par t  for  the class bias of  law 

enforcement and i ts sys tem-s us ta i ni ng qua 1 i t i  es .

I n the case of s a n i t a t i o n  and s ewerage expendi tures,  

the same procedure is used to a l l o c a t e  benefi  ts between 

capi t a 1 i s ts and f ami 1 i es : class goods accrue in the same

proport ion as the real  property of business is of  t o ta l  

real  prope r t y  in Michigan,  a nd i t  is ass umed tha t  the 

benef i t s  are not shi f t ed  to consumers. This procedure 

accounts for  the prof i  t -enhanci  ng and soci a l l y  unnecessary 

aspects of spending for  these purposes.

The benef i ts  of  the rema i n i ng genera 1 expendi tures 

are divided between those which accrue to f ami 1 ies and 

those which accrue to capi t a 1i s t s . This a l l o c a t i o n  is
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made by the same r a t i o  as the benef i ts  of  s p e c i f i c  expen­

di tures are divided between these two groups (44.49 per ­

cent accrues to c a p i t a l i s t s ) .  The r a t i o n a l e  f or  a l l oc a t i n g  

these general  goods benef i t s  in t h i s  fashion is t hat  these 

e s s e n t i a l l y  i n f r a - s t r u c t u r e  expendi tures are incurred to 

support  the governmental  s t r uc t ur e  which provides the 

benef i ts  from the s p e c i f i c  expendi tures.  The convent ional  

assumption of  o u t - o f - s t a t e  s h i f t i n g  of  business benef i t s  

is reta ined in the radica l  analysis  for  s h i f t i n g  class 

goods b e n e f i t s ,  i . e . ,  51.7 percent  accrues to Michigan 

res i den ts .

The r e s u l t  of th is  a l l o c a t i o n  procedure is that  

80.5 percent  of general  goods spending accrues to Michigan 

residents.  This proport ion is 7.4 percentage points less 

than the proport ion which resul ts  from the convent ional  

ana lys i s .  Again,  for  purposes of comparison,  the radica l  

proport ion is adjusted so t hat  t o t a l  res i dent benef i ts  are 

i de n t i ca l  in both analyses.  The r adi ca l  a l l o c a t i o n  of  

general  goods benef i ts  can be summarized as fol lows:

40.32 percent  of  general  benef i t s  accrues to 

c a p i t a l i s t s  as class goods and 51.7 percent  

of c a p i t a l i s t  benef i ts  accrues to Michigan 

res i dents;  t her e f or e ,  20.85 percent  of general  

benef i t s  accrues to Michigan c a p i t a l i s t s ;

59.58 percent  of  general  benef i t s  accrues to 

Michigan f a mi l i es  and is a l l oc a t e d  by each 

of the four methods discussed above; and
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80.53 percent  of  general  goods benef i t s  accrues 

to Michigan resi  dents . This proport ion is 

adjusted to 87.9 percents f o r  comparabi l i t y  

with the convent ional  a n a l y s i s ,  by r a i s i ng  

the res i dent  capi t a l i  st  proport ion to 28.22  

p e r c e n t .

The pr i nc i pa l  d i f f e r ences  between the radi ca l  and 

convent ional  a l l oc a t i ons  of general  goods benef i t s  are  

that  consumption expendi tures are not used to a l 1 ocate 

par t  of  the benef i t s  under Assumpti ons 1 - 3 ,  and t ha t  the 

rad i ca1 d i s t r i b u t i o n  of  adj  usted broad i ncome, which is 

used in the Ma i t a 1 u t i l i t y  f unct i  on, is s i i  ght l y  d i f f e r e n t . 

As Table 19 shows, the r esu l t s  of the radical  analysis of  

general  goods benef i t s  are somewha t  d i f f e r e n t  than those 

of the conventi  onal analysis  . Assumptions 1 and 3 are 

regressive up to the top b r a c k e t , and Assumptions 2,  4 and 

5 y i e l d  v a r i a b l e  p a t t e r n s : progress i ve up to $5 ,000,

regress i ve between $6,000 and $9,000,  and progress i ve 

above $1 0 , 0 0 0 . In the 1 a t t e r  cases,  the shape of  the d i s ­

t r i b u t i o n  of capi t a l i  st  income (see Table 8 ) causes these 

d i s c o n t i n u i t i e s  in the i nc i dence p a t t e r n s . The r esu l ts  

are s i m i l a r  to the convent ional  analysi  s , however, in t hat  

Ass umpti on 1 is the mos t  regress i ve and Ass umpti on 4 the 

most progressive.
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TABLE 19
1 °he D i s t r i b u t i on  of Benef i ts Frcr, General Expenditures - -  Radical  Analysis *u

I n c o m e
Br acke t
($0 0 0 ) As s i; r  p t  i or 1 Ass u m pt i  on r~iL A s s u m pt i e r 3 Assumpt i on 4 Assumpt i c n 5

Under 1 4 .20 (5 7. 6 6 ) 14 ( 1 • 8 2 ) nc_ . 20 (29. 7 5) . 04 ( . 50) 04 ( . 52)1! - L r .97 (1 rU . ou ) 66 /\ £ ■0 2 ) 2 . P 2 ( 3. 67) . 27 ( .84) 26 ( . 8 6 )
L“ 3 yj • 01 ( r<CJ »91 ) c c ( 3- 25) . 4 5 ( 5. r 9 \ w  ̂ / . 52 ( 1 . 2 0 ) 53 ( I • 21 )
yj 3.59 (  ̂* 31 ) 1 3 o ( 2 . h O ) iL . 4 9 ( 4 . 38) . 8 9 ( 1.56) #89 ( 1 .57)
4- 5 .42 ( I 98) 11 7 0 fI n . 48) o £. . 5 6 ( 3. 7 3) 1 ! 18 ( 1.71) 1 . IS ( 1 .72)

-6 <.05 ( oq) O 1 7i / ( ? 37) n £ . or • -• ( 3. 17) } .53 ( 1.67) 1 . 53 ( 1 . 6 8 )
ry-7 u n o {• L. V 3. 53) 2 . 7 7 ( 2 . 43) 0<J . —. r-O 4/ ( 2 . 98) £_. 00 1 .75) 2 . 00 ( 1 . 76)•nl -8 4 . 53 ( oJ . 0 1 ) 3. 3 3 / ^1 dl . 2 1 ) U . 93 ( 2 . 61 ) Ou . 34 ( 1.55) 2 . 35 ( ] .56)

_ 0 4 .06 ( 0 € 6 3' 3 5 (  2 . 08) 4 . 3 6 ( 2 . 35) 2 .69 ( 1 . 4 5 ) 2 . 70 ( i .46)
- 10 4 .04 ( 2 . 38 ) 4 2 7 (  2 . 1 0 ) £ . 5 n (  2 . 24) •*»

J . 12 ( 1 . 54) 3. 14 ( i . 54)
*j r - 12 9 .17 ( n

C . 06) 9. 02 /  S'
\ £ 03) g  , 10 ( 0 5) £ .69 ( 1.51) 6 . 74 ( i . 52)

1 2-15 1 1 .07 ( 1 . 76) 1 2 . 91 ( o \ c • 05) i 2 . 0 0 ( 1 • 31 ) 1C.44 ( 1 . 6 6 ) 1 0 . 49 ( i . 67)
15 -25 16 •41 ( 1 . 48) 24. 1 e ( 18) 2 0 . i l  0 ( 1 • 83 ) 22 .63 ( 2.04) 2 2 . 70 ( 2 .05)

C ve r  25 21 .20 r)L . 58) 32. 6 5 ! 3-9 5 ) 26. 97 ( 3. 26_) 4 5 .67 (5. 53) 45. 42 (5 .49
TOTALS 1 00.00 ( i— . 53) 1 CC oV ( 2-5 3) 1 0 0 .or ( 2 o b 3 ) Tec.01 T 2. 537 99. 99 ( n

L . 53)
MONEY

AMOUNT
(sooo) 982 , 898

rotV)

1 Figures in parentheses are percentages of adjusted broad income from 
other f  i gures are percentages of the money amount shown at  the bottom 
, tabl  e .
See Chapter 11 for  explanat ion of Assumptions 1-5.

able 1 0 ; 
of  the



CHAPTER XIV

A SUMMARY OF THE RESULTS AND A CONCLUSION

This chapter  contains the r esu l t s  of  both the con­

vent ional  and radi ca l  analyses in order  to f a c i l i t a t e  

comparisons between the incidence est imates which r e s u l t  

from the d i f f e r e n t  mode 1s . The percentage d i s t r i b u t i o n  

and the incidence of  expendi ture benef i  ts whi ch deri  ve 

from convent ional  assumptions are shown in Table 20,  whi l e  

Table 21 shows the i nci dence and percentage di s t r i  but i  on of  

t o t a 1 benef i ts  under radi  ca1 ass urnptions. Table 22 is a 

t abular  representa t i  on of  the Lorenz curves of  the various  

income d i s t r i b u t i o n s  and Table 23 is a l i s t  of  the percen­

tages ser i  es used in the process of a 1 1 ocat i  ng the var ious  

expendi tures.

Discussion of  the Resul ts

As Table 20,  column 1 shows, s p e c i f i c  goods benef i  t s , 

under convent ional  assumpti ons, are di s t r i  buted almos t  

equal ly  among the i ncome brackets below $10,000.  The 

r e l a t i  vely 1arge proport ions accruing to the i ncome brackets  

between $1 0,000 and $25,000 r e s u l t  p r i m a r i l y  from the
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TABLE 20

The D i s t r i b u t i o n  and Incidence of Expenditures Under Conventional  Assumptions^

2
Total  Expenditures

Income ------------------------------------------------------------------------------------------
Bracket Speci f i c  Assumption 1 Assumption 2 Assumption 3
($000) Expenditures

Under 1 4. 18 (1 43 47 ) 5. 01 (332 50) 2 . 27 (150 36) 3. 64 (241 43)
1 - 2 6 . 12 ( 47 06) 6 47 ( 96 14) 3 59 ( 53. 40.) 5. 03 ( 74 77)
2-3 5. 22 ( 29 2 2 ) 5. 22 ( 56. 38) 3 26 ( 35 27) 4 24 ( 45 82)
3-4 6 . 52 ( 27 77 ) 5 56 ( 45 80) 4 09 ( 33 64) 4 82 ( 39 72)
4-5 6 . 48 ( 22 82) 5 36 ( 36. 45) 4 21 ( 28 64) 4 78 ( 32 54)
5-6 6 . 18 ( 16 74) 5. 28 ( 27 69) 4 29 ( 22 50) 4 79 ( 25 09)
6-7 5. 97 ( 12 50) 5 34 ( 21 61 ) 4 50 ( 18 2 1 ) 4. 92 ( 19 91)
7-8 6 24 ( 9 85) 5 90 ( 17 98) 5 10 ( 15 55) 5 50 ( 16 .76)
8-9 6 49 ( 8 30) 6 32 ( 15 64) 5. 65 ( 13 99) 5 99 ( 14 .81 )
9-10 6 26 ( 7 31 ) 6 . 1 3 ( 13. 82) 5 75 ( 12 .96) 5 94 ( 13 39)

1 0 - 1 2 10 32 ( 5 50) 10 91 ( 11 23) 10 81 ( 11 14) 10 86 ( 11 .18)
12-15 11 36 ( 4 27) 12 35 ( 8 98) 13 59 ( 9 87) 12 97 ( 9 43)
1 5-25 13 13 ( 2 80) 1 5 09 ( 6 2 2 ) 20 26 ( 8 .35) 17 68 ( 7 .29)

Over 25 5 53 ( 1 58) 5 06 ( 2 80) 12 62 ( 6 97) 8 84 ( 4 . 8 8
TOTALS 100 00 ( 5 .99) 1 00 00 ( 11 57) 99 99 ( 11 .57) 1 00 00 ( 11 .57)

MONEY
AMOUNTS
($000) 2,320,013 4,483,468
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TABLE 20 ( c o n t ' d .  )

I ncome T o t a l  E x p e n d i t u r e s
B r a c k e t  -------------------------------------------------------------------------
( S0 0 0 )  A s s u m p t i o n 4  A s s u m p t i  on 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 ( 2 0 . 2 2 )
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 ( 1 1 .33 ) 5.03 ( 11.35)

1 0 - 1 2 9. 40 ( 9 .68)  9.42 ( 9.70)
12-15 1 2 . 2 1 ( 8 . 87)  12.25 ( 8 .91)
1 5-25 19.91 ( 8 . 21)  19.94 ( 8 . 2 2 )

Over  25 20.30 ( 11 .21 ) 20.13 ( 1 1 . 1 1 )
TOTALS 9 9 . 9 9 ( 1 1 .57 ) 99.98 ( 11 . 57

MONEY
AMOUNTS
( $ 0 0 0 ) 4,483,468

^ F i g u r e s i n  p a r e n t h e s e s  a r e  p e r c e n t a g e s o f
a d j  us t e d b r o a d  i n c o me  f r o m  T a b l e  6.

^ F o r  t h e d e s c r i p t i o n  o f  A s s u m p t i o n s  1-5, see
C h a p t e r I I .

S o u r c e : ( a b l e  5 , and t h e  money a c c o u n t s r e p r e -
s e n t e d  in T a b l e s  12, 13, 15,  16 and 18

111
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d i s t r i b u t i o n  of  educat ion and highway expendi tures.  The 

d i s t r i b u t i o n s  of t o t a l  expendi tures under the f i r s t  three  

assumptions r e f l e c t  s i m i l a r  pat terns among income brackets.

The i ncidence of expendi tures under convent ional  

assumptions,  as s hown in Table 20,  is consi s tent l y  

regressive (pro-poor )  for  s p e c i f i c  goods and t o t a l  expendi ­

tures under the f i r s t  three general  goods assumptions.

These r esu l ts  are s i m i l a r  to those of the other  recent
1 2expendi ture incidence studies.  Ross, Eapen and Eapen,

3 4Musgrave, et  a 1 . ,  and Reynolds and Smolensky have found

that  s t a t e  and local  expendi tures are cons i s t ent l y  regres­

sive up to the level  of the highest  income bracket  used in 

this study,  under a broad range of  assumptions s i m i l a r  to 

those used in this study.  Thus, there are no surpr ises in 

the r esu l ts  of the convent ional  analysis  and i t  is d i f f i ­

cu l t  to imagine d i f f e r e n t ,  reasonable assumptions about  

spe c i f i c  expendi tures which would make the d i s t r i b u t i o n  of  

benef i ts  progressive,  or even s i g n i f i c a n t l y  less regressive.

I t  is important  to point  out that  the regressive  

pat tern of  incidence occurs even though upper-income groups 

receive large amounts of b e n e f i t s .  The two top income 

groups, which receive 48.61 percent  of broad income, also

^Ross, Ok 1ahoma, op. c i t . ,  pp. 89-91.
2

Eapen and Eapen, op. c i t . ,  p. 107.
3
Musgrave,  e t a l . ,  op. c i t . , p. 46.

^Reynolds and Smol ensky ,  ( 1 ) ,  o p . c i t . ,  p.  18.
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receive 18.65 percent  of s p e c i f i c  goods benef i ts  and between 

20.15 percent  and 32.88 percent  of a l l  expendi ture b e n e f i t s ,  

depending on which of the f i r s t  three assumptions is used 

to a l l o c a t e  general  goods b e n e f i t s .  I t  is prec i se ly  these 

income groups,  however, which are l east  in need of the 

benef i ts  of  publ ic sector  spending.

The two general  goods assumptions which use the 

Mai tal  u t i l i t y  funct ion y i e l d  r e su l t s  in which the incidence  

of genera 1 expendi tures is progressive,  and the i nci dence 

of t o t a l  expendi tures is regressive up to the top bracket .  

These two assumptions,  however,  y i e l d  less regressive  

incidence est imates than the f i r s t  three assumptions about  

general  goods, al though there is not much d i f f e rence  between 

the resul ts  of  Assumptions 4 and 5.

As Table 21 i nd i c a t e s ,  the r esu l ts  of the radical  

analysis are s i m i l a r  to the convent ional  resul ts  in t hat  

to ta l  expendi tures are regressive up to the $25,000 bracket .  

The top income bracket ,  however,  receives a considerably  

l arger  proport ion of  b e n e f i t s ,  causing the r e g r e s s i v i t y  to 

stop at  that  bracket .  The reason for  this d i s cont i nu i t y  

in the top bracket  is the a l l o c a t i o n  of a large proport ion  

(42.38 percent )  of  t o t a l  benef i t s  as class goods benef i t s  

which are d i s t r i b u t e d  l a r ge l y  to the highest  income bracket .  

As expected,  the radi ca l  assumptions r e s u l t  in s i g n i f i c a n t l y  

less r e g r e s s i v i t y  of t o t a l  expendi tures than the convent ional  

ana l ys i s .



TABLE 21

The Distribution and Incidence of Expenditures Under Radical Assumptions'*

2Income Total Expenditures
Bracket Specific Class Goods ----------------------------------------------
($000) Expenditures Expenditures Assumption 1 Assumption 2

Under 1 4.10 (101.89) .02 .52) 2.75 169.38) 1.69 (104.44)
1-2 6.27 ( 35.51) .31 1.85) 3.90 54.79) 2.80 ( 39.35)
2-3 5.38 ( 22.57) .73 3.22) 3.41 35.54) 2.67 ( 27.93)
3-4 6.75 ( 21 .8 6 ) 1.27 4.32) 4.07 32.70) 3.51 ( 28.18)
4-5 6.64 17.79) 1.65 4.65) 4.11 27.33) 3.67 ( 24.43)
5-6 6.23 ( 12.98) 2.03 4.44) 4.14 21.36) 3.76 ( 19.41)
6-7 5.94 ( 9.59) 2.53 4.29) 4.29 17.17) 3.97 ( 15.88)
7-8 6.21 ( 7.59) 2.33 2.99) 4.46 13.50) 4.15 ( 12.57)
8-9 6.44 ( 6.39) 2.12 2 . 21 ) 4.56 11.23) 4.30 ( 10.59)
9-10 6.15 ( 5.57) 2.46 2.34) 4.56 10.23) 4.41 ( 9.90)

10-12 10.08 ( 4.17) 4.36 1.90) 7.89 8 . 10) 7.85 ( 8.06)
12-15 11.22 ( 3.28) 6.62 2.04) 9.61 6.97) 10.08 ( 7.31)
15-25 12.65 2 . 10) 16.03 2.80) 14.76 6.07) 16.74 ( 6.89)

Over 25 6.93 1.32) 57.54 13.46) 27.50 15.18) 30.39 ( 16.77)
TOTALS 99.99 ( 4.64) 100.00 4.88) 100.01 11.52) 99.99 ( 11.52)
MONEY

AMOUNTS
($000) 1,807,033 1 ,900,208 4,483,468
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TABLE 21 (cont ' d.)

Income Total Expenditures
Bracket -----------------------------------------------------
($000 ) Assumption 3 Assumption 4 Assumption 5

Under 1 2.22 (136.91) 1.67 (102.89) 1.67 (102.92)
1-2 3.35 ( 47.07) 2.70 ( 37.98) 2.70 ( 38.00)
2-3 3.04 ( 31.67) 2.55 ( 26.56) 2.55 ( 26.57)
3-4 3.79 ( 30.44) 3.38 ( 27.17) 3.38 ( 27.18)
4-5 3.89 ( 25.88) 3.54 ( 23.54) 3.54 ( 23.54)
5-6 3.95 ( 20.39) 3.60 ( 18.57) 3.60 ( 18.58)
6-7 4.13 ( 16.53) 3.77 ( 15.10) 3.77 ( 15.10)
7-8 4.30 ( 13.03) 3.90 ( 11.81) 3.90 ( 11.81)
8-9 4.43 ( 10.91) 4.00 ( 9.86) 

( 9.24)
4.01 ( 9.87)

9-10 4.48 ( 10.07) 4.12 4.12 ( 9.25)
10-12 7.87 ( 8.08) 7.26 ( 7.45) 7.27 ( 7.46)
12-15 9.84 ( 7.14) 9.45 ( 6.85) 9.46 ( 6 .8 6 )
15-25 15.75 ( 6.48) 16.35 ( 6.73) 16.37 ( 6.74)

Over 25 28.95 ( 15.98) 33.71 ( 18.61) 33.65 ( 18.57)
TOTALS
MONEY

AMOUNT
($000 )

99.99

4,483,468

( 11.52) 100.00 ( 11.52) 99.99 ( 11.52)

Figures in parentheses are percentages of adjusted broad 
gincome from Table 10.
For the description of Assumptions 1-5, see Chapter I I .  

Source: Tables 8 and 9, and the money amounts represented
in Tables 14, 15, 17 and 19.
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Again,  in terms of  the absolute amounts of benef i t s  

accruing to each i ncome bracket ,  the rad i ca1 analysis  

yi e l ds  some i n t e r e s t i n g  comparisons.  The top two income 

brackets recei  ve 18.58 percent  of  speci f i  c goods benefi  ts , 

73.57 percent  of  class goods benef i t s  and between 42.26 

percent  and 47.13 percent  of t o t a 1 b e n e f i t s ,  dependi ng on 

the choice among the f i r s t  three assumptions . The 1 owes t  

two income b r a c k e t s , on the other  hand, receive 10.37 

percent  of s p e c i f i c  goods benefi  ts , .33 percent  of  class 

goods benefi  ts and between 4.49 percent  and 6.65 percent  

of t o ta l  expendi ture b e ne f i t s .  Assumpti ons 4 and 5 y i e l d  

less regressi  ve incidence pat terns and l a r ge r  amounts to 

the highest  income bracket  than the f i r s t  three ass umpti ons. 

The d e f i n i t i o n  of  Y in the Mai tal  funct ion is the surn of  

adjusted broad i ncome ( r a d i c a l ) ,  s p e c i f i c  goods benefi  t s , 

and class goods benef i t s  minus taxes paid in each income 

bracket .

With the exception of Assumpti ons 4 and 5, the 

convent ional  analysis y i e lds  es t i  mates which describe a 

cons i s t e n t l y  regressive pat tern of publ ic  expendi ture  

incidence.  The Mai tal  assumptions y i e l d  i nci dence pat terns  

which could be descri  bed as being both pro-poor and pro­

r i c h .  S i mi 1 ar  descr ipt ions could be appl i ed to the r a d i - 

ca 1 ana lys i s ,  i . e . ,  the resul ts  show redi  s t r i  but i  on to 

both low- and hi gh- i  ncome groups, whi le f avor i  ng the 

1 owes t  i n come brackets . However, DeWulf points out that  

whi 1e the incidence pa t t ern  may imply a n 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 Radica

Under 1 6.27 .21 .21 .17 .19 .53 .40
1-2 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
5-5 32.19 8.19 7.93 7.33 7.51 9.41 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 73.20 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 .4477 .4450 .4106 .4306
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TABLE 22 ( c o n t 1 d. )

Income
Bracket
( $0 0 0 )

Under 1 
1 - 2
2-3
3-4
4-5
5-6
6-7
7-8
8-9
9-10 

10-12 
12-15 
1 5-25

Over 25
GIN I COEFFICIENT

(S) (9)
Total  Income-- Total  Income--

Conventional  Radical

. 38 .34
1 .42 1 . 35
2 . 6 8 2.61
4.33 4.25
6.25 6.17
8 . 63 8 . 54

11 .61 11.51
15.47 15.32
20.17 19.93
25.29 24.96
2 6 . 34 3 5.78
51 . 8 8 51 .00
79.11 7 7 .80

1 0 0 . 0 0 10 0 . CO
. 4296 .4378
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TABLE 22 ( c o n t ' d . )

Notes: Column (1) Table 1.
C o l umn (2) Table 1.
Column (3) Table 3.
Column (4) Table 5.
Column (5) Table 10 «
Column (6) Table 6 

i n  Table
end

20 ,
the money amounts 

Assumpt ion 3 .
r epresented by percentages

C o 11! rn n (7) Table 1C 
in Table

and 
21 ,

the money amounts 
Assumpt ion 3 .

represented by percentages

Column (£) Table 6 and the money amounts represented by percentages

(9)
in Table 2C, Assumpt i  on 4 .

C o 1 u m n Table 10 and the money amounts r epresented by percentages
i r Table 21 3 Assumpt ion 4. 235
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r e d i s t r i b u t i o n  of  i ncomes, " [o]ne ought , perhaps, to con­

cent r a t e  on the absolute amounts of benef i t s  t r ans f er r ed  

to the various subgroups of  the populat ion;  only when the 

poor get more than the r ich can one r e a l l y  t a l k  about the
5redi  s t r i b u t i  on of income through governmen t  expendi t u r e s ."

As f a r  as this study is concerned, DeWulf is only

p a r t i a l l y  c o r r e c t . Table 22 shows the cumu1 a t i  ve s hares

of income received by each i ncome class f o r  the var i  ous

d i s t r i b u t i on s  of i ncome . These income shares , combi ned

with the cumulat ive d i s t r i b u t i o n  of  f a m i l i e s ,  represent  the

points of  Lorenz curves which descri  be the i nequa1i ty of

the income d i s t r i b u t i o n .  At the bottom of  each column is
6the Gini  c o e f f i c i e n t  of  i nequa 1i t y . The t abu l ar  form of  

presentat i  on is p r e f e r r ed  because,  as Figure 1 s hows, i t  

would be d i f f i c u l t  to show many di f f e r e n t  Lorenz curves 

on a graph, especi a l l y  when the points of the curves are 

as close together  as those in Table 22.

Gini coe f f i  c ients can be mi sleadi  ng because i t  is 

possible to ha ve a lower Gini  coe f f i  ci ent ass oci a ted wi th  

a Lorenz curve which describes a more unequal income d i s ­

t r i b u t i o n  at  e i t h e r  1ow or high income l e v e l s .  For example,  

by comparing the cumulat i  ve percent  of i ncome columns for  

the vari  ous i ncome d i s t r i b u t i o n s  in Table 22,  one f inds  

tha t the lowest i ncome brackets have 1arger  propor t i  ons of

5DeWulf,  op . ci t . , p. 23.
C

James N. Morgan, "The Anatomy of Income D i s t r i b u ­
t i o n , "  Review of  Economics and S t a t i s t i c s ,  Vol .  44 (August  
1962) ,  p. 281.
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FIGURE 1

Percent of  
Income

Percent  of  
Populat i  on

I l l u s t r a t i o n  of Lorenz Curves

t o t a l  income when income is def ined to include publ ic  

sector  spending and adjusted broad income. The reason f o r  

this apparent  paradox is that  the Lorenz curves i n t e r s e c t .  

Thus, i t  is possible for  the Gini c o e f f i c i e n t ,  which is 

the r a t i o  of  the area between the Lorenz curve and the 

diagonal  to the t o t a l  area under the diagonal ,  to be 

smal ler  for  money income even though the income shares of  

the lowest income brackets are greater  f or  the d i s t r i b u t i o n s  

of t o t a l  income. This s i t u a t i o n  is shown in Figure 1, 

where curve A represents the d i s t r i b u t i o n  of money income 

and curve B represents t o t a l  income; the curves i n t e r s e c t  

at  the point  which represents 66 percent  of  the populat ion.
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Both convent ional  and rad i ca l  analyses y i e l d  d i s ­

t r i b u t i o n s  of  t o t a l  income (adjusted broad income plus 

publ ic sector  b e n e f i t s )  which are more equal than adjusted  

broad i ncome under As s umpti ons 3 and 4. ( Compare columns

6 , 7, 8 and 9 wi th columns 4 and 5 by reading across 

Table 22; the higher  the number of  the same 1ine s the more 

equa1 the d i s t r i b u t i o n  of income at  t ha t  1evel  of income. )  

Under Ass umpti on 3, the radi  cal  analysis  y i e l ds  a post ­

publ ic sector  income d i s t r i b u t i o n  whi ch is only 3.24  

percent  mo re equ a l , in terms of Gini  c o e f f i c i e n t s , than 

the pre-publ i  c sector  d i s t r i b u t i o n  of  adjusted broad 

income. The convent ional  analysis under Assumption 3, 

however, y i e l ds  a t o t a l  income d i s t r i b u t i o n  t hat  is 8.29 

percent  more equal than adj  us ted broad i ncome.

Conclusi  on

There is a var i  ety of imp 1i cat i  ons from the res u1ts 

of th is  s tudy. Perhaps the most important  is t ha t  t o t a 1 

publ ic s ec tor  expendi tures are not co ns i s t e n t l y  reg ress i v e , 

a res u l t  which di f f e r s  from the conclusions of mos t  previ  ous 

expendi ture i nci dence studi  es . The i mportance of  this  

res u l t  is tha t the choice of assumpti  ons about the a l 1 oca-  

t ion of  genera 1 goods becomes c r uc i a l  in making the case
7

for the redi  s t r i  but i  ve i mpact of  the publ ic  s e c t o r .

^This p o i n t  i s  a l s o  made by Aaron and McGui re and

Mai t a  1 .
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Tables 20 and 21 show t hat  s p e c i f i c  goods expendi ­

tures are cons i s t ent l y  r egressi ve ,  in both analyses,  but  

t hat  t o t a 1 expendi tures , even in the convent ional  analysi  s 

under Assumptions 4 and 5, become progressive in the 

highest  income bracket .  In the radi ca l  ana l ys i s ,  this  

i nci dence pat tern is even more pronounced and is common to 

a l 1 f i v e  assumptions .

11 is of ten said t hat  s t a t e  and local  taxes can 

be, and even should be, regressive because t h e i r  unfa vor-  

ab1e impact is o f f s e t  by expendi tures which are d i s t r i b u t e d  

1 argely in favor  of  1ow-i ncome groups . The resu1ts of  th is  

s tudy show tha t  expendi tures i ndeed accrue as 1arge per ­

centages of the i ncome of  1 ow-i ncome f ami 1 i e s , but also t ha t  

publ ic expendi tures are important  to the most wea1 thy 

f ami l i es  as w e l l .  The r e d i s t r i b u t i o n  of  i ncome which 

resu1 ts from publ i c  sector  expendi tures does not c o n s i s t e n t l y  

come about at  the expense of  the upper-income group. Rather ,  

under the ra di ca1 assumptions and Assumpti ons 4 and 5 in 

the conventi  ona1 ana l y s i s ,  1ow-i ncome groups bene f i t  

pri  nci pa 1 ly a t  the expense of the upper mi d d l e - i  ncome 

b r ac ke t s . Thus, even though there may be an equal i  zing 

i n f 1 uence on the i ncome d i s t r i b u t i o n  from pub 1 i c expendi - 

t u r e s , the redi  s t r i b u t i  on does not always imply a reduct ion  

in the concent rat ion of i ncome in the highest  i ncome 

b r a c k e t .

I f  general  goods benef i t s  a re not shared equa l l y ,  

or in proport ion to income, and in f a c t  redound p r i n c i p a l l y
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to f ami l i es  in the highest  income b r a c k e t s , as the Mai t a 1 

funct ion i mpl i es ,  the programs undertaken by governments 

which produce these benef i  ts tend to f r u s t r a t e  e f f o r t s  to 

reduce the concent rat ion of i ncome in the hands of  a 

weal thy few. This is not the i ntent i  on of  governments, at  

l east  under the con ven t i  ona 1 ass umpti ons about the ftfl e of  

the S t a t e . On the c o n t r a r y , th is  is the r esu11 which is 

predicted by the radica l  ana l ys i s ,  i . e . ,  s p e c i f i c  expen­

di tures for l e g i t i m i z a t i o n  and accumulat i  on purposes of ten  

benefi  t  other classes d i r e c t l y ,  whi le the u11 i mate i ntent  

of the State is to serve the i nteres ts of a s i n g l e ,  p r i n c i ­

pa l l y  weal t h y , c l a s s .

These resu1ts also lend support  f o r  the widespread 

di ssat i  s f ac t i  on among mi dd l e - i  ncome f a m i l i e s .  This di s - 

content  may in par t  be a resu1 1 oT"the sub j e c t i ve  eva1 uat ion  

of benef i ts  from publ ic  expendi tures and the percept ion tha t  

these groups are not recei  vi ng what they cons i der to be 

t h e i r  s ha re of  b e n e f i t s .  This s tudy can go no f u r t h e r  tha n 

to point  out that  these percept i  ons may be v a l i d ,  under 

Ass umpti ons 4 and 5, f o r  the income brackets above the 

$7,000 to $8 ,000 l e v e l . I n the conventi  ona1 analys i s , 

re di s t r i  buti  on occurs from a 11 the brackets above th is  

l evel  to a 11 of  the brackets be 1ow. In the radi  cal an alys is 

under Ass umpti ons 4 and 5, the brackets between $7,000 and 

$2 5 , 0 0 0  lose,  re 1a t i  ve to the d i s t r i b u t i o n  of adj  us ted 

broad i ncome, whi le the 1ower brackets and the highest  

bracket  recei  ve i ncreased sha res of  income.
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The resul ts  of  this s tudy, however,  are subject  to 

s ome q ua1i f i  cat ions.  The most basic 1i mi ta t i  on of th is  

study and others l i k e  i t  is t hat  the res u l ts  of  the study 

may be def i  ci ent because of  the genera 1 e q u i 1 i br i  urn problem 

which was discussed in Chapter 11 . 11 is unrea1i s t i  c to

examine the impact of a publ ic sector  by assumi ng that  

the impact can be measured by i nser t i  ng a publ i c  sector  

i nto a pr i  va te economy, whi le  also ass umi ng t h a t  the under­

lying i ncome d i s t r i b u t i o n  does not change as a resu1 1 of  

adding the publ ic sector .  In the case of  a s i ng l e  s t a t e ,  

however, this problem is minimi zed because of  the r e l a t i  ve 

unimportance of the s ta t e 1s publ ic sector  compared to the 

publ ic sectors of the f eder a 1 government and other  s t a t e  

and local  governments.

F ur t he r , there are 1i mi ta t i  ons in some of  the da ta 

used to a 11 oca te s p e c i f i c  expendi t u r e s . In some cases 

da ta do not e x i s t  for  Michigan f or  1 970 and i t  was necessary 

to use nat ional  da ta for  di f f e r e n t  y e a r s . This is probably  

a minor shortcomi ng because the overa l l  res u1 ts of  the 

study are r e l a t i  vely i nsen si t i  ve to small  changes in the 

d i s t r i b u t i o n  of a ny single expendi ture ca t egor y .

The choice of a l l o c a t i v e  techni  ques f o r  d t s t r i  but i  ng 

genera 1 goods benef i. ts is also not resol  ved. As the data 

in Tables 20 and 21 i n d i c a t e ,  the di f ferences in overa11 

incidence which r e s u l t  from the f i r s t  three assumptions 

are not gr ea t ;  however, in the case of the Mai t a l  f unct i  on,
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the i nci dence r esu l ts  are s i g n i f i c a n t l y  di f f e r e n t  from the 

resu1 ts of  the f i r s t  three assumptions.

There has been no at tempt  in thi  s s tudy to choose 

among these a 11 oca t i  ve techniques. ,  but the use of  the 

co s t s - i nc ur r e d - o n - b e h a l f - o f  concept would tend to make the 

per f ami ly  ass umpti on the mos t  a t t r a c t i  ve in the conven­

t i onal  model. The per fami ly  assumpti on is a t t r a c t i v e  

because general  goods (and the external  benef i t s  of  

s p e c i f i c  goods) are provided f or  the benefi  t of  a 11 members 

of  soci ety . The Mai t a l  funct i  on impl ies t ha t  the value of  

benefi  ts recei  ved by various i ncome brackets depends on the 

subject i ve  eva1 ua t i  on of the benef i  t s , ra ther  than the 

i n t e n t  of the government when i t  provi  des the benef i  ts..

I n the radi ca l  model , the Mai t a l  funct i  on seems 

to f i t  the ci rcumstances of government expend i tures f or  

class goods. I t  is much more obvious, in the radi ca l  model , 

that  capi t a 1 i s ts (who are p r i n c i p a l l y  wea1 t h y ) would be 

mo re w i l l i n g  to pay f or  the outputs of  a governmen t which 

acts to enhance and p r o t ec t  the i nterests of  the capi t a l i  st  

c l a s s . Perhaps i t  is some i m p l i c i t  or covert  awa renes s of  

the class bias of  the publ ic sector  which accounts in par t  

f o r  the posi t i  ve associ  a t i  on of wi l l i ngness  to pay wi th  

income in the convent ional  model . In order to be comparable 

to the convent ional  model , however, the radi  cal  model d i s t r i ­

butes only genera 1 goods benef i t s  by the Mai t a l  funct ion;  

class goods benef i ts  are included in disposable income.
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Regardless of  the meri ts of  any of  the assumptions 

about genera 1 goods b e n e f i t s ,  resea rchers should be caut i  ous 

about accept i  ng Mai t a l ' s judgment t ha t  hi s f unct i  on provi  des
q

"be 1 i evab1e and unambiguous" es tima tes of  net f i s c a l  

i nci dence. Wi thin the con v e nt i ona1 model of  expendi ture  

incidence which uses the cos ts - i  ncurred concep t  of  bene­

f i  t  a l l o c a t i o n ,  there is room f or  a range of ass ump t i  ons 

about the d i s t r i b u t i o n  of  general  goods benef i  t s . The 

use of a v a r i e t y  of  techniques w i l l  a l low the readers of  

these studies to se l ec t  the assumpti ons and resu1 ts which 

f o 1 1 ow from t h e i r  own evaluat ion of the mer i ts of  the 

vari  ous procedures.

F i n a l l y ,  the use of  the c o s t s - i  ncurred concept is 

open to ser ious c r i t i c i s m .  This s tudy has assumed^ as 

have other expendi ture i nci dence studi  es , t ha t  the costs 

of government prog rams are i d e n t i c a l  to the benef i  ts of  

those programs. As the discussion in Chapter 11 i ndi c a t e s , 

there is no a p r i o r i basis f or  th is  ass umpti on. 11 is

c l ear  t ha t  more i n forma t i  on is needed about the subject i ve  

evaluat ion of benef i t s  of  both s pec i f i  c and general  goods 

expendi t u r e s . Aa ron and McGuire and Ma i t a 1 have demon- 

s t ra ted tha t  subject i ve  eva1uat i  on of  general  goods 

benefi  ts y i e l d s  s i g n i f i c a n t l y  di f f e r e n t  i nci dence resul ts  

than other  a 11 oca t i  on procedures, and i t  is reasonab1e to 

ass ume that  procedures which embodi ed subject i  ve eva1 uat i  on 

of s p e c i f i c  goods benef i t s  would a lso y i e l d  di f f e r e n t

q
Mai t a l  , op.  c i t . , p. 561 .
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r e s u l t s ,  e s p e c i a l l y  i f  t h e  c o s t - b e n e f i t  i d e n t i t y  a s s u m p t i o n  

w e r e  d r o p p e d .

A f u r t h e r  l i m i t a t i o n  o f  t h e  c o s t s - i n c u r r e d  a s s u m p ­

t i o n  i s  t h a t  t h e  i n t a n g i b l e  b e n e f i  t s  o f  s p e n d i n g  by a 

c l a s s - b i a s e d  S t a t e  ( c l a s s  g oods  b e n e f i  t s ) m u s t  be s u b ­

t r a c t e d  f r o m  t h e  a c t u a l  money b e n e f i  t s  w h i c h  a c c r u e  t o  

d i  r e c t  r e c  i  p i  en t s . R e j e c t i o n  o f  t h e  a c c o u n t i n g  m e t h o d  o f  

b e n e f i  t  v a l u a t i o n  w o u l d  a 11ow f o r  t h e  p o s s i b i l i t y  t h a t  t h e  

c l a s s  go od s  b e n e f i t s  may a c c r u e  i n  a d d i t i o n  t o  t h e  b e n e f i  t s  

o f  s p e c i  f i  c g o o d s .

I n  sum,  t h i s  s t u d y  has been d e s i g n e d  t o  d e m o n s t r a t e  

t h a t  d i f f e r e n t  a s s u m p t i o n s  a b o u t  t h e  r o l e  o f  t h e  S t a t e  

w i 11 y i e l d  s i  g n i  f i  c a n t l y  d i  f f e r e n t  i  n c i  d e nc e  r e s u 1 t s . T h i s  

h y p o t h e s  i  s has b een  subs  t a n t i  a t e d , b u t  t h e  p r o o f  has been  

a c h i  eved  i n  t h e  c o n t e x t  o f  a s e t  o f  p r o c e d u r e s  f o r  m e a s u r i n g  

e x p e n d i  t u r e  i  n c i  d e nc e  w h i c h  ha ve s e r i o u s  s h o r t c o m i  n g s .

W h i l e  t h e  c e t e r i s  p a r i b u s  a p p r o a c h  o f  t h e  s t u d y  does n o t  

i  n v a 1 i da t e  t h e  c e n t r a l  p u r p o s e  o f  t h e  c o m p a r i  son  o f  t h e  

a n a l y s e s  and r e s  u 1t s  , t h e  s h o r t c o m i  ngs o f  t h e  e x p e n d i  t u r e  

i n c i d e n c e  f r a m e w o r k  i t s e l f  a r e  s u c h  t h a  t  f u t u r e  r e s  ea r c h  

s h o u l d  p r o b a b l y  be o r i  en t e d  t o w a r d  r e s  o l v i  ng s ome o f  t h e  

p r o b l e m s  w i  t h  i n c i d e n c e  m o d e l s  r a t h e r  t h a n  r e p l i  c a t i  ng 

e i t h e r  c o n v e n t i o n a l  o r  r a d i  c a l  e x p e n d i  t u r e  i n c i d e n c e  

s t u d i e s .



TABLE 23

P e r c e n t a g e  S e r i e s  Used t o  D i s t r i b u t e  E x p e n d i t u r e s

I ncome ( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 )
B r a c k e t C a p i t a l i s t
( $ 0 0 0 ) F a m i l i e s Br oad  I ncome C o n s u mp t i  on I ncome U n e mp l o y me n t D i v i  d e n i

Unde r  1 6.  27 . 21 . 84 . 02 3.  20 0
1- 2 7 . 1 7 . 92 2.  33 .31 3.  60 . 32
2 - 3 5. 41 1 . 20 2 . 4 2 . 73 2 . 8 0 . 73
3 - 4 4 . 6 8 1 .51 2 . 5 7 1 . 27 2 . 4 0 1 . 94
4 - 5 4 . 2 5 1 .81 2 . 7 4 1 . 65 7 . 1 0 2 . 4 2
5 - 6 4 . 4 0 2.  28 3.  20 2 . 0 3 7 . 3 0 2 . 6 3
6- 7 4 . 7 3 2.  90 3 . 8 2 2.  53 8.  20 3 . 0 7
7 - 8 5. 57 3 . 81 4.  93 2 . 3 3 6 . 9 0 2 . 4 6
8 - 9 6 . 1 6 4 . 6 8 5 . 8 7 2 . 1 2 8.  00 2 . 41
9 - 1 0 5 . 9 7 5 . 1 2 6 . 11 2 . 4 6 8.  20 2 . 2 5

1 0 - 1 2 11 . 45 1 1 . 1 7 1 2 . 7 7 4 . 3 6 1 3 . 6 0 3 . 9 7
1 2 - 15 1 3 . 1 8 1 5 , 7 8 1 6 . 6 5 6 . 6 2 1 0 . 0 0 5 . 9 2
1 5 - 25 1 6 . 5 9 2 7 . 8 1 2 5 . 5 6 1 6 . 0 3 1 6 . 1 0 1 5 . 9 3

Ov e r  25 4 . 1 6 2 0 . 8 0 1 0 . 1 9 5 7 . 5 4 2 . 6 0 5 5 . 9 5
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I ncome ( 7 )  ( 8 )  ( 9 )  ( 1 0 )  ( 1 1 )  ( 1 2 )
B r a c k e t  P u b l i c  S o c i a l  L o c a l  H i g h e r  A u t o  O p e r a t i n g  I m p u t e d
( $ 0 0 0 )  A s s i s t a n c e  S e c u r i t y  E d u c a t i o n  E d u c a t i o n  E x p e n d i t u r e s  Ren t

Linder  1 2 . 7 0 3 . 1 0 2 . 6 2 1 . 07 . 12 1 . 77
1- 2 1 8 . 1 0 1 4 . 8 0 3 . 0 0 1 . 22 . 50 2 . 6 7
2 - 3 17 . 40 14.  20 2 . 2 6 . 92 . 66 2 . 3 0
3 - 4 1 4 . 8 0 1 1 . 9 0 6.  54 2 . 9 8 . 82 2.  44
4 - 5 1 4 . 4 0 1 0 . 0 0 5.  94 2 . 71 2 . 2 2 2 . 3 2
5 - 6 8 . 0 0 7 . 7 0 7 . 3 0 4 . 8 8 2 . 7 8 2 . 3 5
6 - 7 4 . 3 0 5 . 7 0 7 . 8 3 5.  24 4 . 2 4 2 . 8 7
7 - 8 3 . 8 0 5 . 1 0 8 . 5 1 6 . 2 5 5.  56 3 . 3 5
8 - 9 3 . 6 0 3 . 8 0 8 . 6 1 6 . 9 9 7 . 0 2 4 . 6 2
9 - 1 0 2.  40 3 . 6 0 8 . 3 6 6 . 7 8 7 . 6 8 5 . 0 3

1 0 - 12 3.  80 5 . 1 0 11 . 93 1 4 . 7 9 1 6 . 9 0 1 2 . 2 3
1 2 - 1 5 3 . 3 0 6.  00 1 3 . 7 3 17.  03 1 5 . 6 0 1 7 . 3 5
1 5 - 2 5 2.  90 6.  90 1 0 . 6 8 23.  29 2 8 . 8 0 29 . 11

Over  25 . 50 2 . 1 0 2 . 6 8 5 . 8 4 7 . 1 0 11 . 58
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N o t e s : Col umn ( 1 )
Col umn ( 2 )
Col umn ( 3 )

Col umn ( 4 )
Col umn ( 5 )

Col umn ( 6 )
Col umn ( 7 )
Col umn ( 8 )
Col umn ( 9 )

Col umn ( 1 0 )
Col umn (11 )
Col umn ( 1 2 )

T a b l e ! .
T a b l e  3.
D o u g l a s  R o b e r t s ,  " I n c i d e n c e  o f  S t a t e  and L o c a l  Taxes  
A Case S t u d y  f o r  M i c h i g a n ,  19 70"  ( u n p u b l i s h e d  Ph . D .  
d i s s e r t a t i o n ,  M i c h i g a n  S t a t e  U n i v e r s i t y ,  1 9 7 5 ) .
T a b l e  3.
A d a p t e d  f r o m  t h e  d i s t r i b u t i o n  i n  R i c h a r d  M u s g r a v e ,  
e t . a 1.  , The D i s t r i b u t i o n  o f  F i s c a l  B u r d e n s  and 
B e n e f i t s , p . 10.
R o b e r t s ,  o p .  c i t .
T a b l e  2.
T a b l e  2.
Bu r e au  o f  t h e  C e n s u s ,  C u r r e n t  P o p u l a t i o n  R e p o r t s , 
S e r i e s  P- 2 0 ,  Numbers 185 and 2 2 2 ,  p.  4 and p.  4 0 ,  
r e s p e c t i v e l y ;  a l s o  CPR, P - 6 0 ,  No.  74 
t e x t ,  C h a p t e r  V I ,  f o r  e x p l a n a t i o n .
C u r r e n t  P o p u l a t i o n  R e p o r t s  , P - 2 0 ,  No.
M u s g r a v e ,  e t .  a l . ,  op .  c i t . ,  p .  10.
T a b l e  3.

77.  See

2 3 1 ,  p.  21
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CHAPTER XV

AN ADDENDUM

T h i s  s t u d y  was c o m p l e t e d  a t  a l m o s t  t h e  same t i m e  

t h a t  D o u g l a s  R o b e r t s  c o m p l e t e d  h i s  t a x  i n c i d e n c e  s t u d y  

f o r  M i c h i g a n . ^  The c o i  n c i  d e n t a 1 comp 1e t i  on o f  b o t h  

s t u d i e s  makes i t  p o s s i b l e  t o  p r e s e n t  e s t i m a t e s  o f  t h e  n e t  

f i s c a l  i n c i d e n c e  o f  t h e  p u b l i c  s e c t o r  i n  M i c h i g a n  i n  1 9 70 .  

T a b l e  24 shows t h e s e  e s t i m a t e s  u n d e r  a s e l e c t e d  s e t  o f  

a s s u m p t i  o n s .

F o r  p u b l i c  e x p e n d i t u r e s ,  t wo a s s u m p t i o n s  w e r e  use d  

t o  y i e l d  t h e  n e t  f i s c a l  i  n c i  d e n c e  es t i  ma t e s  f o r  b o t h  t h e  

c o n v e n t i  o n a 1 and r a d i  c a 1 m o d e l s . Th es e  w e r e  A s s u m p t i o n  1 

f o r  t h e  a l 1o c a t i o n  of  g e n e r a l  goods  b e n e f i t s  on a p e r  f a m i l y  

b a s i  s and A s s u m p t i o n  4 ,  w h i c h  uses  t h e  Mai  t a l  u t i 1 i  t y  

f u n c t i o n .  Th es e  a s s u m p t i o n s  a r e  used  b e c a u s e  t h e y  r e p r e ­

s e n t  t h e  e x t r e m e s  o f  e x p e n d i  t u r e  i n c i d e n c e :  A s s u m p t i o n  1

y i e l d s  t h e  m o s t  r e g r e s s  i  ve r e s u l t s  and Ass u m p t i  on 4 y i e l d s  

t h e  l e a s t  r e g r e s s i v e  r e s u l t s  f o r  b o t h  t h e  c o n v e n t i o n a l  and

^ R o b e r t s ,  op .  c i t .
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TABLE 24

Ne t  F i s c a l  I n c i d e n c e  i n  M i c h i g a n ,  1 9 70 ,  As P e r c e n t a g e s  o f  A d j u s t e d  Br o a d  I ncome^

C o n v e n t i o n a l  A s s u m p t i o n s R a d i c a l  A s s u m p t i o n s
I ncome 
B r a c k e t  
( $ 0 0 0 )

( 1 )
Mo s t  2 

R e g r e s s i v e

( 2 )  
L e a s t  3 

R e g r e s s i  ve

( 3 )  
Mo s t  

R e g r e s s i  ve

( 4 )  
L e a s t  

R e g r e s s i  ve

Unde r  1 2 8 6 . 0 8 9 3 . 0 3 1 26 . 21 5 4 . 1 6
1- 2 7 6 . 7 8 26.  95 3 6 . 4 9 1 7 . 0 3
2 - 3 41 . 95 1 5.  50 21 . 65 11 . 05
3 - 4 3 3 . 9 3 17 . 86 21 . 11 1 4 . 5 7
4 - 5 2 5 . 6 5 1 4.  53 1 6 . 7 8 1 2 . 1 9
5 - 6 1 7 . 7 9 9.  58 11 .61 8 . 1 1
6 - 7 11 . 99 5 . 8 0 7 . 54 4 . 9 2
7 - 8 8 . 8 3 3 . 71 4 . 4 1 2 . 0 5
8 - 9 6 . 7 6 2.  53 2 . 3 9 .33
9 - 1 0 5.  33 2 . 1 7 1 . 78 .13

1 0 - 1 2 2. 78 . 59 - . 3 2 -1 .61
1 2 - 15 1 . 1 7 . 53 - . 8 2 -1 . 48
1 5 - 2 5 - . 78 . 83 - . 9 2 - . 63

Ov e r  25 -1 . 74 7 . 1 6 1 0 . 6 5 14.  56
GI NI  COEFFICIENT . 4 0 6 8 . 4 3 9 6 . 4347 . 4 4 8 6

]>Total  p u b l i c  e x p e n d i t u r e s  mi nus  
“ Col umns 1 and 3 a r e  t h e  r e s u l t s

n e t  t a x e s  ( see  
o f  s u b t r a c t i n g

t e x t  f o r  e x p l a n a t i o n ) .  
R o b e r t s '  m o s t  p r o g r e s s i v e t a x

^ e s t i m a t e s f r o m  t h e  d i s t r i b u t i o n o f  e x p e n d i t u r e s u n d e r  A s s u m p t i o n  1.
Co l umns  2 and 4 a r e  o b t a i n e d  by s u b t r a c t i n g  R o b e r t s ’ l e a s t  p r o g r e s s i v e  t a x  
e s t i m a t e s  f r o m  t h e  d i s t r i b u t i o n  o f  e x p e n d i t u r e s  u n d e r  A s s u m p t i o n  4.

S o u r c e : D o u g l a s  R o b e r t s ,  " I n c i d e n c e  o f  S t a t e  and L o c a l  T a x e s :  A Case S t u d y  f o r
M i c h i g a n ,  1970"  ( u n p u b l i s h e d  P h . D .  d i s s e r t a t i o n ,  M i c h i g a n  S t a t e  U n i v e r s i t y ,  
1 9 7 5 ) ;  and T a b l e s  6 ,  10 ,  20 and 21.
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2
r a d i c a l  m o d e l s .  R o b e r t s '  t a x  i n c i d e n c e  d a t a  a r e  a l s o  i n

t h e  f o r m  o f  i  n c i  d ence  e x t r e m e s , and comb i n i  ng t h e s e  wi  t h  

t h e  e x p e n d i  t u r e  a s s u m p t i o n s  y i e l d s  es t i  ma t e s  o f  t h e  l i m i t s  

o f  t h e  n e t  f i s c a l  i  n c i  dence  o f  t h e  p u b l i c  s e c t o r .

The mos t  r e g  r e s s  i  ve ( p r o - p o o r )  l i m i t  i s  g e n e r a  t e d  

by s u b t r a c t i n g  R o b e r t s  1 m o s t  p r o g r e s s i v e  t a x  i  n c i  dence  

d i  s t r i b u t i o n  f r o m  t h e  mos t  r e g r e s s i v e  e x p e n d i  t u r e  i n c i d e n c e  

d i s t r i b u t i o n  w h i c h  r e s  u 1 t s  f r o m  u s i n g  A s s u m p t i  on 1.  The 

l e a s t  r e g r e s s i v e  i n c i d e n c e  p a t t e r n  i s  o b t a i  ned by s u b t r a c t -  

i ng t h e  l e a s t  p r og  r e s  s i  ve t a x  da t a  f r o m  t h e  e x p e n d i  t u r e  

d i s t r i b u t i o n  w h i c h  r e s u l t s  f r o m  u s i n g  Ass u m p t i  on 4 .

The amo un t s  o f  t a x e s  s u b t r a c t e d  do n o t  i  n c i u d e  

t a x e s  s h i  f t e d  t o  o u t - o f - s  t a  t e  r e s i  d e n t s  , a p p r o x i m a t e l y  30 

p e r c e n t  o f  t o t a 1 t a x e s  u n d e r  R o b e r t s ' a s s u m p t i o n s . F u r t h e r ,  

t h e  a mo u n t s  o f  t a x e s  have  a l s o  been  r e d u c e d  by t h e  b e n e f i t  

r e c e i  ved f r o m  t h e  r e d u c t i o n  i n  f e d e r a l  i n c o m e  t a x e s  w h i c h  

r e s u l t s  f r o m  b e i n g  a b l e  t o  d e d u c t  s t a t e  t a x e s  on f e d e r a 1 

i  ncome t a x  r e  t u r n  s . T h u s , t h e r e  i s  a s i a n i  f i  c a n t  d i f f e r e n c e  

( 31 . 5  p e r c e n t  t o  34.3 p e r c e n t  o f  t o t a l  n e t  e x p e n d i  t u r e s , 

d e p e n d i  ng on t a x  s h i  f t i  ng a s s u m p t i o n s )  b e t w e e n  t h e  amo un t  

o f  e x p e n d i  t u r e s  d i s t r i b u t e d  and t h e  a m o u n t  o f  t a x e s  assumed 

t o  be b o r n e  by M i c h i g a n  r e s  i den t s . The g r e a t e r  p a r t  o f

2
Be c a us e  o f  t h e  pos s i b i 1 i  t y  o f  c o n f u s i o n  b e t w e e n  

t h  e t e r m s  " p r o g  r es  s i  v e "  and " r e g r e s s  i  v e , "  i t  i s  a p p r o p r i  a t e  
t o  on c e  mor e  d e f i  ne t h e i r  usage  i n  t h i  s c h a p t e r .  I n c i d e n c e  
i s  r e g r e s s i  ve when t h e  p r o p o r t i o n  o f  e x p e n d i  t u r e s  and t a x e s  
dec 1 i  nes as i n c o me  r i s e s .  P r o g r e s s i  ve i n c i d e n c e  i s ,  o f  
c o u r s e , j u s t  t h e  r e v e r s e .  C o n f u s i o n  may a r i s e  b e c a u s e  
r e d i s t r i b u t i o n  o f  i n c o m e  r e s u l t s  f r o m  p r o g r e s s i  ve t a x e s  and 
r e g r e s s i v e  e x p e n d i  t u r e s .
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t h i s  d i f f e r e n c e  i s  a c c o u n t e d  f o r  by o u t - o f - s t a t e  s h i  f t i  ng 

and t h e  f e d e r a l  o f f s e t ,  w h i l e  t h e  r e m a i n d e r  i s  t h e  r e s u l t  

o f  d e b t - f i  na n c e d  e x p e n d i  t u r e s  and mi  s e e l  1a n e o u s  o t h e r  

s o u r c e s  o f  r e v e n u e .

As T a b l e  24 s h o w s ,  t h e  f i s c a l  i n c i  d e nc e  o f  t h e  

p u b l i c  s e c t o r  i s  b a s i c a l l y  r e g r e s s  i  ve o r  p r o - p o o r .  U n d e r  

t h e  mo s t  r e g r e s s i  ve c o n v e n t i o n a l  a s s u m p t i o n , n e t  f i s c a l  

i  n c i  d e nce  i s  cons  i  s t e n t l y  r e g r e s s i  ve , and t h e  h i g h e s t  t wo  

i  ncome b r a e  ke t s  a r e  n e t  t a x p a y e r s  . The l e a s t  r e g r e s s i  ve 

c o n v e n t i o n a l  ass  u m p t i  on , h o w e v e r ,  y i e l d s  a n i n c i d e n c e  

pa t t e r n  w h i c h  i s  r e g r e s  s i  ve o n l y  t h r o u g h  t h e  $1 2 , 0 0 0  t o  

$1 5 , 0 0 0  i  ncome b r a c k e t ;  t h e r e a f t e r  t h e  i n c i d e n c e  i s  p r o ­

g r e s s  i  v e , a l t h o u g h  a l l  i  n come b r a c k e t s  a r e  n e t  b e n e f i  c i  a r i  e s . 

The p r o g r e s  s i  v i  t y  i n  t h e  t o p  b r a c k e t s  i s  p r i n c i p a l l y  t h e  

r e s  u 11 o f  u s i n g  t h e  Mai  t a 1 u t i 1 i t y  f u n c t i  on , a l t h o u g h  t h e  

combi  na t i  on o f  e x p e n d i t u r e  A s s u m p t i o n s  2 and 3 wi  t h  t h e  

l e a s t  p r o g r e s s i v e  t a x  da t a  a l s o  y i e l d  p r o g r e s s  i  v i  t y  i n  t h e  

t o p  b r a c k e t .

B o t h  c o n v e n t i o n a l  e x p e n d i t u r e  a s s u m p t i o n s  y i e l d  

d i s t r i b u t i o n s  o f  t o t a 1 n e t  i n c o me  ( p o s t - p u b l i c  s e c t o r
3

i n c o me ) w h i c h  a r e  mor e  eq u a 1 l y  d i  s t r i  bu t e d  t h a n  a d j  us t e d  

b r o a  d i  ncome ( p r e - p u b l i c  s e c t o r  i  n c o m e ) .  The G i n i  

c o e f f i  c i  e n t  o f  a d j  us t e d  b r o a d  i  ncome i s  . 4 4 7 7  , w h i l e  t h e  

G i n i  c o e f f i c i e n t s  o f  t h e  i  ncome d i s t r i b u t i o n s  i 11 us t r a t e d  

i n  T a b l e  24 a r e  . 4 0 6 8  and . 4 3 9 6 .  I n  t h e  mos t  r e g  r e s  s i v e

3
Ad j  us t e d  b r o a d  i  ncome p l u s  p u b l i c  s e c t o r  e x p e n d i -  

t u r e  b e n e f i t s  m i n u s  t a x e s .
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c a s e ,  t h e  G i n i  c o e f f i c i e n t  i s  9 . 1 4  p e r c e n t  s m a l l e r  t h a n  

t h e  c o e f f i c i e n t  o f  a d j u s t e d  b r o a d  i n c o m e ,  b u t  u n d e r  t h e  

l e a s t  r e g r e s s i  ve as s u m p t i  o n , t h e  r e d u c t i  on i n  i  neq u a 1 i  ty  

i s  o n l y  1 . 81  p e r c e n t .

I n  t h e  r a d i  c a 1 a n a l y s  i  s t h e  m o s t  r e g  r e s s  i  ve ass  ump­

t i  on y i e l d s  a n e t  f i s c a l  i n c i  dence  p a t t e r n  w h i c h  i s  much 

l e s s  r e g r e s s  i  ve t h a n  t h a  t  w h i c h  r e s  u l t s  f r o m  t h e  c o n v e n ­

t i o n a l  a n a l y s i s .  R e g r e s s i  v i  t y  o c c u r s  t h r o u g h  t h e  $ 1 5 , 0 0 0  

t o  $ 2 5 , 0 0 0  i n c o me  b r a c k e t , b u t  t h e  t o p  b r a c k e t  i s  a n e t  

b e n e f i  c i  a r y  t o  a g r e a  t e r  e x t e n  t  t h a n  any  o f  t h e  b r a c k e t s  

b e t w e e n  $ 6 , 0 0 0  and $25 , 0 0 0  . Und e r  t h e  l e a s t  r e g r e s s  i  ve 

r a d i  c a 1 a s s u m p t i o n ,  t h e  pa t t e r n  o f  n e t  f i  s c a 1 i n c i d e n c e  

i s  t h e  1 e a s t  r e g r e s s  i  ve o f  t h e  f o u r  d i  s t r i  b u t i  ons s hown 

i n  T a b l e  24 .  R e g r e s s  i  v i  t y  s t o p s  a t  t h e  t o p  t wo  i  ncome 

b r a c k e t s , and t h e  t o p  b r a c k e t  r e c e i  ves mor e  n e t  b e n e f i  t s  , 

i n  p e r c e n t a g e  t e r m s , t h a n  any b r a c k e t  b e t w e e n  $ 4 , 0 0 0  and 

$ 2 5 , 0 0 0 .

A l t h o u g h  t h e  r a d  i c a l  mos t  r eg  r e s  s i v e  d i s t r i b u t i o n  

o f  t o t a 1 n e t  i ncome i s  mor e  e q u a l l y  d i s t r i b u t e d  t h a n  

ra d i  c a 1 a d j  us t e d  b r o a d  i ncome ( a 2 . 31  p e r c e n t  r e d u c t i  on i n  

t h e  G i n i  c o e f f i c i e n t )  t h e  r e d i  s t r i b u t i  ve p a t t e r n  i s  one 

w h i c h  b e n e f i t s  b o t h  l o w -  and h i  g h - i  ncome b r a c k e t s  a t  t h e  

e x p e n s e  o f  t h e  mi  d d l e - i n c o m e  b r a c k e t s . On t h e  o t h e r  h a n d ,  

t h e  l e a s t  r e g r e s s  i  ve r a  d i  c a 1 d i s t r i b u t i o n  o f  t o t a 1 n e t  

i  ncome i s  more  u n e q u a l  ( by .81 p e r c e n  t  i n  t h e  G i n i  c o e f f i -  

c i e n t )  t h a n  a d j u s t e d  b r o a d  i  ncome , and t h e  r e d i  s t r i  b u t i  ve 

p a t t e r n  i s  a g a i n  f r o m  t h e  mi d d l e - i  ncome b r a c k e t s  t o  l o w -  

and h i  g h - i ncome b r a c k e t s  .
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The r e s u l t s  o f  t h e  m o s t  r e g r e s s i v e  c o n v e n t i o n a l

a s s u m p t i o n s  a r e  s i m i l a r  t o  t h o s e  o f  a r e c e n t  s t u d y  done

f o r  C o n n e c t i c u t . ^  Eapen and Eapen f o u n d  t h a t  t h e  p a t t e r n

o f  t h e  n e t  f i s c a l  i  n c i  d e n c e  i n  C o n n e c t i c u t  i n  1967 was

c o n s i s t e n t l y  r eg  r e s s  i  ve u n d e r  t h  r e e  a s s u m p t i  ons  a b o u t

g e n e r a  1 goods  i d e n t i c a l  t o  A s s u m p t i o n s  1 - 3  used  i n  t h i s  

5s t u d y . D i f f e r e n c e s  i n  t h e  a mo u n t s  o f  t h e  d e f i  c i  t s  and 

e x p o r t e d  t a x e s  and t h e  use o f  a t r u n c a t e d  i n c o m e  d i s t r i -  

b u t i  on i n  t h e  C o n n e c t i c u t  s t u d y  make i t  d i  f f i  c u l t  t o  compa r e  

t h e  r e s u l t s  i n  more d e t a i l .

The i m p l i c a t i o n  o f  t h e  r e s u l t s  shown i n  T a b l e  24 i s  

t h a t ,  u n d e r  c o n v e n t i o n a l  a s s u m p t i o n s ,  t h e  M i c h i g a n  p u b l i c  

s e c t o r  e x e r t s  an e q u a l i z i n g  i n f l u e n c e  on t h e  d i  s t r i  b u t i  on 

o f  i  n c o m e , a t  l e a s t  d u r i n g  t h e  one - y e a r  p e r i o d  u n d e r  s t u d y . 

These  r e s  u l t s  a r e  i n t e n  ded t o  s how t h e  l i m i t s  o f  t h e  

pa t t e r n  o f  n e t  f i s c a l  i n c i d e n c e  i n  M i c h i g a n .  The a c t u a l  

p u b l i c  s e c t o r  i m p a c t  p r o b a b l y  l i e s  s o me wh e r e  b e t w e e n  t h e  

e x t r e m e s  shown i n  T a b l e  24 .  11 i s  i  n t e r e s t i  n g ,  h o w e v e r ,

t h a t  t h e  i m p a c t  o f  t h e  p u b l i c  s e c t o r  i s  s i g n i f i c a n t l y  

r e d i s t r i b u t i v e  ( 9 . 1 4  p e r c e n t )  o n l y  u n d e r  t h e  m o s t  r e g r e s s  i  ve 

c o n v e n t i  o n a 1 ass  u mp t i  o n . The o t h e r  l i m i t s  p r e s e n t e d  i n  

Tab 1e 24 show t h a t  t h e  f i s c a l  i m p a c t  o f  t h e  Mi  c h i  gan p u b 1 i c  

s e c t o r  i s  o n l y  a ma r g i  n a l l y  e q u a l i  z i n g  i n f l u e n c e  on t h e  

d i s t r i b u t i o n  o f  i n c o m e .

4 Eapen and Eapen,  op.  c i t .

5 1 bi  d . ,  pp.  1 1 8 - 1 2 2 .
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I t  s h o u l d  be r e membe r e d  t h a t  i n c l u d i n g  t h e  i m p a c t  

o f  t h e  f e d e r a l  o f f s e t  makes t h e  t a x  i n c i d e n c e  d a t a  mor e  

r e g r e s s i v e  t h a n  t h e y  w o u l d  o t h e r w i s e  be .  T h e r e f o r e ,  i t  

w o u l d  be e r r o n e o u s  t o  c o mp a r e  t h e  n e t  f i s c a l  i n c i d e n c e  o f  

t h i s  s t u d y  w i t h  t h e  r e s u l t s  o f  a n a t i o n a l  s t u d y  w h i c h  

a g g r e g a t e s  a l l  s t a t e  and l o c a l  f i s c a l  s y s t e m s ,  o r  w i t h  

any  o t h e r  s i n g l e - s t a t e  i n c i d e n c e  s t u d y  w h i c h  does n o t  

i n c l u d e  t h e  f e d e r a l  o f f s e t  i n  i t s  t a x  i n c i d e n c e  d a t a .
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