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 As observers of society, we are inescapably prisoners in Plato’s cave 

where the sense we make of our observations is shaped by the mental maps we 

construct to order those observations.  For the most part, fiscal theorists have 

worked with a mental map that treats government as a sentient being and 

assimilates fiscal phenomena to the choices of that being; if people write the first 

draft of the manuscript of social life through their market activities, the state is the 

editor who polishes and perfects the manuscript.  The alternative mental map 

that I explore here treats government as a form of catallaxy, where fiscal 

outcomes are emergent and not direct objects of choice; the relationship 

between state and market is coeval and not sequential.1  This paper explores 

some of the contours of what might comprise a catallactical orientation toward 

fiscal phenomena, giving some attention in the process to how this catallactical 

orientation might be brought to bear on the relationship among taxation, 

prosperity, and justice. 

 The distinction between mental maps that I explore here contains both old 

and new sources of inspiration.  The old sources pertain to a distinctly continental 

orientation toward public finance that flourished alongside the Anglo-Saxon 

orientation until the late 1930s.2  The new sources pertain to the growing interest 

in such intellectual constructions as complex adaptive systems and agent-based 

computational modeling.3  These new sources offer ways of apprehending 

societal phenomena that arise not directly from choice but through human 



interaction.  A nice illustration of the distinction is provided by Mitchel Resnick’s 

computational model of a traffic jam.4  Suppose initially that an endless line of 

cars is moving evenly spaced down a highway.  This pattern is generated by 

having each driver follow two simple rules:  (1) drive as fast as possible and (2) 

never get closer than, say, three car lengths to the car in front of you.  These 

simple rules generate a steady stream of evenly spaced cars, until one driver 

suddenly slows down, at which time two things happen.  One is the obvious one 

that the following drivers slow down.  The other is that the interaction among 

these individual choices generates a traffic jam that is shown by time-lapse 

photography to be moving backwards.   

 If fiscal phenomena are assimilated to acts of ruler’s choices, the traffic 

jam would have to be portrayed as a gigantic car that is moving backward.  This 

is the approach taken by representative agent modeling, which has parsimony 

and tractability on its side, along with an obviously fictive character.  In contrast, 

agent-based computational modeling is now starting to provide platforms for 

exploring the generation of such emergent outcomes as traffic jams and 

government budgets as objects in their own right.  While the arrival of this 

analytical opportunity is relatively new, the underlying ideas are relatively old, 

going back at least to the spontaneous order theorists of the Scottish 

Enlightenment of the 18th century.5   

 I start this essay by contrasting the common, disjunctive approach to 

political economy with the alternative, conjunctive approach that I pursue here.    

Within a conjunctive political economy, government is a nexus of transactions 

 2



and not some sentient creature, Leviathan or otherwise.  Within this transactional 

nexus, a government’s budget is treated as an aggregation across politically-

organized enterprises that themselves emerge in bottom-up fashion.  Within a 

democratic polity, that budget is generated within a legislature that is 

conceptualized as a peculiar type of market forum.  A society thus contains an 

ecology of enterprises, some privately organized and others politically organized, 

whose organizational rules and modes of operation generates both cooperation 

and conflict.  This bivalent relationship between the two types of enterprise arises 

because politically-established enterprises bear a parasitical relationship to 

market-based enterprises, due to the impossibility of economic calculation in a 

wholly collectivized economy.  Following this sketch of a conjunctive political 

economy, I reconsider some traditional canons of taxation, for these were crafted 

originally in the context of a disjunctive political economy.  In particular, fiscal 

sociology becomes the alternative point of orientation for the concerns that 

traditionally have been addressed by those canons.   

 

I.  POLITY AND ECONOMY:  DISJUNCTIVE OR CONJUNCTIVE? 

 In his 1896 treatise on public finance, Knut Wicksell complained that the 

theory of public finance “seems to have retained the assumptions of its infancy, 

in the seventeenth and eighteenth centuries, when absolute power ruled almost 

all Europe.”6  The object of Wicksell’s complaint was a model of political economy 

wherein individuals governed their private activities through market relationships, 

and with the state intervening autonomously into the market economy.  The 
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historical record presents plenty of instances where this model of a disjunctive 

political economy would seem to be reasonably accurate.  Louis XIV’s oft-

attributed assertion that “the state is me” is a limiting illustration of a model of 

disjunctive political economy, as is the contemporary literature on the welfare 

economics of optimal taxation set in motion by the British economists Francis 

Edgeworth (1845-1926) and Frank Ramsey (1903-30).7  Raghbenda Jha’s recent 

treatise on public finance is quite typical in this respect when it opens by 

asserting that “public economics [is] the study of government intervention in the 

marketplace.”8   

 The alternative is a conjunctive political economy, which transforms public 

finance into the study of how people govern themselves.  Government is 

conceptualized not as some sentient being that intervenes into the market, but 

rather as an institutionalized process or forum within which people interact with 

one another.  This distinction between alternative conceptualizations of political 

economy corresponds in turn to distinct sociological circumstances to which the 

abstract terms market and state pertain.   

 For an absolutism of the form represented by a Louis XIV, it is quite 

reasonable to model subjects as relating to one another within a market 

economy, and to model rulers as intervening into the market economy on terms 

of their choosing.  Kings could, of course, differ greatly in the choices they made, 

but fiscal phenomena would arise out of their choices in any case.  One branch 

of choice-theoretic public finance, of which Edgeworth and Ramsey are the prime 

initiators, has sought to lay down norms for some relatively benevolent ruler, as 
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illustrated by maxims to minimize the excess burden from taxation or to tax 

equals equally.  In contrast, another branch of choice-theoretic public finance, of 

which the Italian economist  Amilcare Puviani is the prime initiator, has sought to 

portray maxims that could be construed as heuristics by which a ruler could 

maximize the present value of his personal account.9  In either case, the state is 

conceptualized as an autonomous entity that intervenes into market-based 

relationships as it chooses, with the only differences residing in the utility function 

that is ascribed to the ruler.  

 Figure 1 presents a simple graphical portrayal of a disjunctive political 

economy.  The circles denote individual citizens and the squares denote 

members of a ruling cadre, or perhaps a royal family.  In this graph, the members 

of the ruling cadre are fully connected, to indicate that they act as a single unit 

(or, equivalently, as an equilibrated collection of people).  A king and his family 

would be a sociological instantiation of such an analytical construction.  In 

contrast, the individual citizens who relate to one another within the market 

economy form an incompletely connected network, following Jason Potts’ fecund 

formulation for modeling continuing processes of evolutionary development.10  

The double arrow denotes state intervention into the economy; one direction 

points to the ruler’s demand for revenue while the other direction shows the 

subjects’ compliance with that demand.  This analytical model captures pretty 

well the characteristic features of a hereditary monarchy.  It likewise fits well with 

the predominant thrust of contemporary fiscal theorizing, where an exogenous 

state intervenes into market-generated arrangements.   
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 Within a network-based analytical framework, economic or social 

transformation would be represented as a change in the connective geometry by 

which a society is described.  As a hereditary monarchy gives way to some 

democratic or republican regime, a transformation occurs in the connective 

structure of the society.  Royal families lose their lands and privileges, get jobs, 

and become relatively ordinary; the sociological disjunction between rulers and 

ruled erodes.  The situation after this erosion has occurred is portrayed in Figure 

2, where the squares and circles in the disjunctive parts of Figure 1 have 

commingled to produce the society represented by Figure 2.  In this alternative 

representation, government is no longer a creature that lords it over society, for it 

is a catallaxy and not an economy.  It is, of course, always possible to aggregate 

over the activities of the various squares depicted in Figure 2, and refer to this 

aggregate as indicating something called government output.  But this would be 

little different from aggregating over the circles and calling the result market 

output.   

 The sociology of Figure 1 implies a strong separation between rulers and 

ruled.  The sociology of Figure 2 implies a setting where some members of a 

family might staff political positions while others staff commercial and industrial 

positions.  A brother may occupy a political node while a sister occupies a 

commercial node.  Any particular classroom, clubhouse, or pew will contain 

members who are or will be found in both categories of position.   
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II. CROSSING THE BUDGETARY BRIDGE 

 For a disjunctive political economy, it is reasonable to consider taxation to 

be independent of expenditure.  A ruler wants revenue for purposes that originate 

with him, and that revenue is to be extracted from his subjects.  Rulership is the 

practice of intervention into society, as contrasted to participation in transactions 

within society.  It is imaginable that a ruler would instruct his tax farmers to 

extract revenue in a horizontally equitable manner.  The historical record would 

not seem to show much evidence for the realization of such products of the 

imagination.11  With autocratic regimes divided between rulers and subjects, it is 

reasonable to examine the impact of taxation without regard to its place within 

some transactional nexus, because there is no transactional nexus.   

 The articulation of a conjunctive political economy requires us to recognize 

the underlying transactional character of state budgetary operations.  In this 

recognition lies the chasm between rulers choosing to tax people and people 

choosing to tax themselves.12  For a conjunctive political economy, there exists 

some form of transactional bridge that connects the taxing and spending sides of 

the budget.  But how is this bridge to be built?  What is the architecture according 

to which it is constructed?  There are two snares that must be avoided in any 

such effort at bridging.   

 One snare is to embrace an imposta grandine assumption (literally a 

“hailstorm tax”).  This assumption, which treats taxes as uncaused causes or 

external injections into society, was discussed extensively in the classic Italian 

literature which embraced a conjunctive political economy.13 Autocratic rulers 
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may blow hailstorms over society, but in a democracy taxes emerge from within 

society and have a transactional character.  Even if this transactional character is 

acknowledged, another snare lies in waiting.  This snare is to fuse taxing and 

spending wholly into one unified operation.  Doing this would deny the 

compulsory character of taxation by treating government as just another firm 

within the market economy.  A government is not just another firm, despite the 

transactional character of democratic politics, and yet taxation has a 

transactional cause.14

 The snare of treating taxation as an uncaused cause is the typical 

treatment of taxation in the theory of public finance.  Taxes are exogenous 

injections into a society, and fiscal analysis explores some of the consequences 

of those injections.  One of those consequences is excess burden.  The analysis 

of excess burden entails the claim that taxes impose a double burden on 

taxpayers:  one is the direct burden of transferring resources to government; the 

other is an additional loss of utility (an excess burden) that arises out of tax-

induced shifts in patterns of activity.  In any case, a tax is equivalent to a 

hailstorm, recognizing, of course, that hailstorms can differ in the amount of 

damage they wreak.   

 Excess burden is a plausible tool for a disjunctive political economy when 

power resides with some relatively enlightened ruler.  It may even be a useful 

tool for a less enlightened ruler who nonetheless felt it prudent to avoid skinning 

his flock while trying to shear them closely.  Excess burden is of less significance 

within the context of a conjunctive political economy.  Within this alternative 
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context, a tax cannot simply be injected from outside a society, for it can only 

emerge from within the society.  There are, moreover, two broad forms of such 

emergence.  One is where fiscal outcomes reflect a broad consensus or 

concurrence among the affected parties, while the other is where fiscal outcomes 

reflect a domination of the victorious over the subdued, a situation that tends to 

undermine the transactional character of democratic budgeting if the domination-

subdued relationship becomes anything other than transitory and short-lived.   

 Suppose Prima, Secundo, and Terza inhabit a small town.  They support a 

town enterprise to construct a project to eradicate mosquitoes from a nearby 

swamp.  They agree that doing this represents a distinct improvement over the 

alternative.  There are, of course, an indefinitely large number of ways the 

revenues could be collected.  A simple one would be an equal per capita 

assignment of liability’ however, this would be a form of head tax for which 

conventionally there is no excess burden because the tax would not induce any 

shift in market-based conduct.  To allow for a standard excess burden, suppose 

a tax is imposed on the consumption of electricity.  The tax would induce people 

to use less electricity, and it is this substitution away from electricity that is the 

source of the conventional excess burden.  Yet the participants agreed to the 

entire fiscal operation, which means that they must have anticipated that they will 

be better off by having done so.  (As to why they might have chosen to tax 

electricity and not create a head tax, several explanations are possible.  A simple 

one is that the instrument to tax electricity was already in place, whereas a head 

tax would have required the creation of a new office to operate the tax.)  While 
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there is a clear burden associated with the tax, and which represents the 

resources necessary to construct the project, it is equally clear that there is no 

excess burden associated with the project.  If anything, there is an excess benefit 

to the extent that the mosquito protection allows people to attain utility gains.  

The tax is simply one side of a transaction, and it cannot be reasonably 

appraised outside of the full transaction that caused the tax to appear. 

 An alternative to all participants agreeing to tax themselves is for a 

majority to impose some of the cost on an objecting minority.  Prima and 

Secundo might own property in a low lying area that is prone to flooding, while 

Terza lives securely on higher ground.  Rather than Prima and Secundo forming 

a joint venture to protect their property, they use their legislative majority to 

declare it a public project, thereby forcing Terza to contribute to the support of 

that project.  It makes no sense to speak of the tax as possessing an excess 

burden for Prima and Secundo, for it is one side of a transaction by which they 

achieve a more highly desired state of affairs.  Terza, of course, is helping to 

support a project that she would veto if she could, and so perhaps could be 

thought to bear an excess burden as she reduces her consumption of electricity 

in consequence of the tax.  To claim that an excess burden exists in the 

aggregate, however, requires some presumption that utilities can be added 

across people.  Such a claim also shifts analytical attention away from the fiscal 

process that generated the outcome onto one hypothesized consequence of that 

process.  About all that can really be said about the situation is that it improved 

the situation for Prima and Secundo while worsening it for Terza. 
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 Once it is recognized that a tax arises from internally-generated 

transactions and not from outside interventions, claims about excess burden 

would seem to lose a good deal of their significance, at least in the aggregate.15  

In a different but related vein, it is worth considering why we never speak of the 

excess burden of changes in market prices.  About 50 years ago, American 

custom in restaurants placed tips at about ten percent.  That custom 

subsequently escalated into the 15 percent range, and in recent years there has 

been some momentum toward 20 percent.  Why would it make sense to speak of 

the excess burden of a tax but not of a tip?  It seems a bit disingenuous to 

distinguish the two by asserting that a tip is a voluntary choice.  Conformity to 

custom is often not wholly voluntarily but nonetheless is a condition for getting 

along well in society, and can even verge on duress.  In any event, it is surely the 

case that people will spend less on meals if they are expected to tip 20 percent 

than if that expectation is 10 percent.  Thus, a rise in the customary rate of tip 

induces a substitution away from restaurant meals just as surely as would an 

increase in a tax on restaurant meals.  We don’t describe changes in market 

prices as imposing excess burdens because prices emerge through voluntary 

transactions.  While taxes are clearly not voluntary, they do nonetheless have a 

transactional source and do not represent some hailstorm that wreaks its furry on 

a society.   

 A monarch or despot may stand outside the system over which he rules 

and into which he injects taxes as he chooses.  Within a democratic polity, 

however, there is no such outside position from which taxes can be injected.  
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Taxes emerge from within the polity, and must do so because the combination of 

less market output and more political output generates a higher level of utility for 

some people.  Without doubt, taxation also generally involves a good number of 

people in paying for output they do not value, or value less than the sacrificed 

market output the tax makes necessary.  Those people are burdened directly by 

the tax, and then again as they rearrange their market conduct in response to the 

tax extractions imposed on them.  To reduce this outcome to some measure of 

excess burden requires a problematical presumption about aggregation on the 

one hand, and obscures the underlying character of the fiscal process that 

generated that outcome on the other hand.     

 To be sure, one can leave a restaurant without tipping.  Governments 

won’t allow you to do this, though they do have procedures in place by which 

people can contest their assignments of tax liability.  While taxes are part of the 

transactional nexus of governmental fiscal activity within a conjunctive political 

economy, they possess an involuntary character that distinguishes them from 

market prices.  In his treatise on eminent domain, Richard Epstein described 

taxes as “forced exchanges.”16  Taxes are compulsory exactions and not 

voluntary contributions.  Within democratic settings, the forced exaction is but 

one side of a transaction of a sort, with the other side denoting the receipt of 

valued service in return.  While the term “forced exchange” might sound 

oxymoronic, it conveys an important truth.  On the one hand, it recognizes that 

taxes are compulsory exactions.  An effort to limit government to voluntary 

contributions will be hampered by free riding.  While a good deal of experimental  
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evidence suggests that the extent of free riding is less that what the economic 

logic of the situation would suggest, it also shows that free riding is genuine 

nonetheless.17   

 The standard of a forced exchange holds that taxes should seek to mirror 

the voluntary payments that people would have made had they not engaged in 

free riding.  While there is no way to determine precisely what the terms of those 

unmade transactions would have been, there are some general principles that 

can be brought to bear in shedding some insight into the distinction between 

cases when taxes are plausibly one side of a forced exchange and when they 

are simply forced exactions imposed on political losers for the benefit of political 

winners.  It is possible to claim that taxes are the prices we pay for civilization, 

but this does not warrant that any and all taxes qualify as reasonable applications 

of the principle of forced exchange.  To speak of taxes as prices is a simile that is 

both useful and corruptible.  It is a useful simile because it expresses a truth 

about any claim that people genuinely choose to tax themselves, which they 

would only do if they valued the resulting public services more highly than they 

valued the options they sacrificed in exchange.  It is a corruptible simile because 

it can be used to justify the imposition of force without concomitant exchange.   

 The two sides of the budget are not fused, and the snare of assuming the 

contrary must also be avoided.  To avoid this second snare while retaining the 

transactional character of democratic governance, democratic states are treated I 

as ecologies of political enterprises and the legislatures that inhabit those states 

as peculiar market forums.  This treatment corresponds to a conceptualization 
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where taxation entails the assignment of obligations to stock the budgetary 

commons while appropriation entails the allotment of rights to graze that 

commons, and with the legislature being the arena wherein those various 

obligations and rights are articulated. 18

 

III. AN EMERGENT ECOLOGY OF POLITICAL ENTERPRISES 

 Suppose Figure 2 above represents the enterprises within a society.  The 

circles denote market-based enterprises and the squares denote politically-based 

enterprises.  A government’s budget is an aggregation over the set of politically-

based enterprises.  Likewise, the size of the market economy is gauged by 

aggregation over the set of market-based enterprises.  The society itself is 

comprised of an emergent ecology of enterprises of the two forms, and with each 

enterprise having various connections to other enterprises within the society.  

Within this ecology, some enterprises will expand while others contract; 

moreover, the patterns of connection among enterprises will change through 

time.  The entire ecology constitutes an evolving, emergent order.  Within this 

emergent framework, a government’s budget emerges from the bottom, so to 

speak, and is not imposed from the top.  Budgets are objects that are generated 

through various forms and processes of interaction, and are not products of 

some ruler’s choice. 

 Markets and polities provide alternative forums within which enterprises 

can be organized. The abstract construction of the model of a market economy is 

based on the presumption that human relationships are governed by private 
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property and freedom of contract and association.  That institutional framework 

provides a catallactical forum within which enterprises are created and operated.  

Polities, too, contain enterprises, only the forum within which those enterprises 

are created entail somewhat different rules from those created within the market 

forum.  Nonetheless, the legislature provides an alternative forum for the 

organization of enterprises within an overall ecology of enterprises.  In this vein, 

Vincent Ostrom describes how the organization of water supply involves both 

market-based and politically-based enterprises, in contrast to a formulation that 

would treat the provision of water as either a market-based or a politically-based 

activity.19   

 A legislature is like a peculiar market forum, in that it provides a venue 

wherein those who sponsor political enterprises seek support from citizens who 

have the means available to support those enterprises.20  To the extent there is 

complementarity between decisions about the support of enterprises and the 

ability of legislatures to generate revenue, there will necessarily exist a budgetary 

bridge, provided only that people who are attracted to operate within the 

legislative form of market forum prefer to do more business rather than to do 

less.  There are some clear differences between legislatures and regular market 

forums.  For one thing, there is no distribution of surplus within the legislature.  

The legislature is organized in non-profit fashion.  This does not mean that the 

legislative partners earn no profits, but only that profits are collected differently.   

 It is a truism to say that people who direct capital to political enterprises do 

so because they anticipate that they will receive a higher return than they would 
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receive from an alternative use of that capital.  It is also the case that political 

enterprises typically cannot compete on equal terms with market-based 

enterprises.  At first glance, these two propositions might seem to conflict.  This 

conflict is resolved once it is recognized that the people who direct capital to 

political enterprises do not direct capital from their personal accounts, but use 

capital from the accounts of other people, and do so through taxation.  The 

creation of political enterprises allows the sponsors of those enterprises to 

leverage their own supply through their share of taxation with capital provided by 

other taxpayers who would not have chosen to invest in the political enterprise.   

 Political enterprises are created in the anticipation that they will generate 

returns to their controlling investors, and those comprise just a subset of the 

entire set of tax-induced investors.  This brings into the foreground the nature of 

the returns that political enterprises generate.  They do not generate capital 

appreciation, as they do not operate with transferable ownership.  Neither do 

they offer dividends, at least in any direct manner.  There are, however, two 

types of indirect return that political enterprises offer to their controlling investors 

and supporters.  One type of return takes the form of lower prices to favored 

customers.  The other type of return accrues through higher factor prices to 

favored suppliers. 

 Whether the political enterprise is a school, a hospital, or a highway 

department, profits are appropriated in some fashion, as such appropriation is a 

necessary element in the generation of support for the enterprise.  For market-

based enterprises, the appropriation takes place directly through monetary 
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payments and is simple to see.  For political enterprises, the appropriation is 

indirect, and can follow different particular channels in different cases.  Consider, 

for instance, how a political hospital can return profits to its supporters.  One 

obvious question this raises is the identity of the hospital’s supporters, both in the 

legislature and outside of it.  Outside the legislature, that support can be 

separated between support among input suppliers and support among output 

demanders.  On the demand side, the hospital might offer low cost services to 

particular groups of demanders.  That lower cost will be financed by imposing 

higher costs on some people.  Much of that higher cost is imposed through 

taxation, which allows political enterprises to charge people who do not consume 

the enterprise’s services, thereby making possible price reductions to those who 

do consume those services.  As a result of this form of political price 

discrimination, political enterprises are able to gain standing in the commercial 

marketplace amidst profit-seeking firms, as the Italian economist Giovanni 

Montemartini explained with particular insightfulness in 1900.21

 Profits can also be appropriated on the factor supply side of the market, 

with the specific channels of appropriation again depending on details about the 

service in question.  For a political hospital, profits might be appropriated by the 

physicians who practice there.  They could also be appropriated by the 

manufacturers of medical equipment who supply state-of-the-art equipment to 

the enterprise.  Pharmaceutical manufactures might gain also, through increased 

sales of patented drugs.  The hospital might employ a unionized labor force, at 

least in some parts of its operation, with some of the returns to politically 
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organized hospitals accruing in the form of supra-competitive wages.  The central 

point in any case is that the appropriation of profit is not abolished by the creation 

of a political enterprise, for without profit to be appropriated there would not have 

been any interest in creating the enterprise.  The shift from market-based to 

politically-based enterprise changes only the form that appropriation takes, and 

encases that appropriation in a fog of indirect transactions that would surely have 

made Amilcare Puviani proud of his articulation of fiscal illusion. 

 Within the legislative type of market forum, legislative participants seek to 

develop connections between people who have enterprises for which they are 

seeking support and people who have the means available to support political 

enterprises.  Within ordinary market forums, all connections are crafted 

voluntarily.  This is not the case with the legislative type of market forum.  While 

the entrepreneurial creation of political enterprises arises voluntarily, the 

extraction of support for those enterprises typically involves a good deal of 

duress.  Nonetheless, the legislature occupies an intermediary position within this 

transactional nexus, and it is out of this position that a good deal of the 

phenomena of public finance emerges in democratic polities.  When we look at 

the aggregate of political enterprises, those enterprises obviously generate 

revenues sufficient to cover their costs of operation.  If they failed to do so, 

political enterprises would be shrinking in the aggregate.   

 People who have ideas for enterprises have two forums through which 

they can seek to pursue those plans, a market forum and a political forum.  A 

dichotomy between private and public goods seems to map directly and 
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immediately into a dichotomy between markets and governments as methods of 

economic organization, with markets organizing the supply of private goods and 

governments organizing the supply of public goods.  The effort to work with this 

dichotomy has spawned much analysis and disputation about the public or 

private character of numerous goods and services, most of it relatively 

inconclusive.  There are numerous instances where similar enterprises are 

organized in both market-based and politically-based manners.  Just as there are 

privately organized hospitals, so are there governmentally organized hospitals.  

There are tennis courts and golf courses organized by governments, and there 

are also golf courses and tennis courts organized through governmental arenas.  

It is the same for parks and other recreational facilities more generally, for 

libraries, and for educational services.  There are governmentally-sponsored 

enterprises that seek to help people learn foreign languages, and there are 

market-based enterprises that seek to accomplish the same thing.  It is the same 

for the provision of security services.  Indeed, private policing services may well 

exceed both in number of people employed and budgets the aggregate volume 

of policing services provided by governmental bodies.  In short, the theory of 

public goods would seem to have relatively little to do with the phenomena of 

public finance.  The dichotomy between public and private goods seem to map 

naturally into a disjunction between domains, with government providing public 

goods and market-based organizations providing private goods.  This disjunction, 

however, does not conform at all well to reality.  
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IV. PROPERTY, TAXATION, AND PARASITICAL POLITICAL PRICING 

 It is unlikely that the market and the political forums for the creation of 

enterprises will ever be fully harmonious because their respective rules of 

operation are incongruent.  Indeed, it is really inconsistent to conceptualize a 

market economy as operating according to the rules of private property and 

freedom of contract and association, while simultaneously treating the state as 

operating a form of fiscal commons that is layered with rules that assign various 

duties and privileges, because these two institutional arrangements and systems 

of governance will generate zones of conflict.22  The economic theory of the 

market economy is predicated upon rules of private property and freedom of 

contract and association.  Those are not the rules that characterize the formation 

of enterprises within the political forum.  Just as the relationship among different 

market-based enterprises may be complementary or competitive, so may be the 

relationship among different politically-based enterprises.  Furthermore, the same 

principles of complementarity and substitution can characterize relationships 

between market-based and politically-based enterprises.  Political- and market-

based enterprises interact with one another, and in myriad ways.  Some of those 

interactions might produce widespread, general advantage.  Others might 

provide advantage for some people at the expense of others, as manifestations 

of duress in the operation of political enterprises.   

 There is a well elaborated economic theory of how an organized pattern of 

human relationships can emerge within the framework of private property, and 

with market prices playing an important part of the story in the guidance they give 
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to people throughout the range of their commercial activities.  When we turn to 

the organization of a totally collectivized economy, we encounter a proposition 

about the impossibility of economic calculation because of the absence of prices 

that accompanies the absence of several property.23  This situation was 

recognized by the Italian economist Maffeo Pantaleoni in 1911, when he 

articulated his claim that a system of politically-generated prices could only exist 

parasitically upon a system of market pricing.  One of the implications of 

Pantaleoni’s formulation is the existence of a type of natural limit to the extent of 

political pricing within a society.24

 To be sure, there are various types of parasite-host relationships.  In some 

cases there is a zone or range of mutual benefit, where the host is also better off 

because of the presence of the parasite.  This mutual benefit comports with the 

classically liberal theory of the state, wherein the state supports a regime of 

private property.  This zone of mutual benefit is one of concordant relationships 

among political and market enterprises.  There will also be zones where the 

parasite’s gain requires the host to lose.  It is easy enough to think of an urban 

transit industry that contains many different enterprises, all initially established 

through market arrangements.  There can be political enterprises that are 

beneficial to the market-based enterprises: the various activities associated with 

traffic control are surely an example.  Into this ecology of enterprises, inject a 

politically-organized bus enterprise.  This enterprise could be financed wholly by 

fares from riders.  This would be to fuse the two sides of the budget, and would 

be unlikely to promote a successful political enterprise.   
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 The ability to tax and appropriate brings a second pricing system into play, 

a political pricing system.  The tax allows the bus enterprise to charge people 

who don’t ride the bus, which in turn strengthens the competitive position of the 

bus enterprise because it can collect revenues both from riders and from 

taxpayers who are charged for not-riding.  Furthermore, the political enterprise 

may be able to impose disabilities on competitive enterprises through 

regulation.25  The competitive ability of a privately organized bus company might 

be degraded by requiring it to maintain routes and schedules that are not 

profitable.  The competitive ability of the political enterprise might be 

strengthened by restricting the numbers of parking spaces that can be created 

within buildings located downtown, thereby increasing the demand for the 

services of the political enterprise.   

 There are an indefinitely large number of ways by which a government 

can use taxation and regulation to secure advantages for the enterprises it 

sponsors relative to other enterprises within a society.  The parasitical nature of 

politically-based enterprises suggests that such enterprises will often seek to 

degrade the competitive ability of market-based enterprises located in their 

vicinity, and yet at the same time those political enterprises require the 

calculational guidance that only market-generated prices can offer.  Furthermore,  

the transactional character of democratic government leads to the realization that 

there are also market-based enterprises that will gain from the activities of 

political enterprises.  Within the emergent ecology of enterprises that constitutes 

a conjunctive political economy, there is no arena where political enterprises 
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confront market enterprises as general, opposed classes.  For a political 

enterprise cannot inject itself into society from the outside, but rather emerges 

from inside society, which requires in turn that it possess supporters among 

some of the market-based enterprises.   

 

V.  FROM TAX CANONS TO FISCAL SOCIOLOGY 

 The history of fiscal theorizing contains numerous efforts to state 

principles of good or sound fiscal conduct.  One of the most cited formulations 

occurs in Adam Smith’s mini-treatise on public finance in the fifth book of the 

Wealth of Nations.  There, Smith laid down four cannons of good taxation: (1) 

taxes should be levied in proportion to property, (2) taxes should be certain and 

not arbitrary, (3) taxes should be convenient to pay, and (4) taxes should be 

economical to administer, for both the taxpayer and the government.  Smith’s 

canons have certainly been influential in subsequent fiscal scholarship, as they 

have been citied continuously in that scholarship.  Whether those canons are 

effective in practice is a different matter, and one whose truth is not so easy to 

discern.   

 A few years before Smith, the cameralist scholar Johan Heinrich Gottlob 

von Justi presented six canons for taxation.26   Justi’s formulation of tax canons 

ran thusly: (1) taxes should be in proportion to property, while bearing equally 

upon all those who possess the same amount of property, (2) tax obligations 

should be transparently clear to everyone, (3) taxes should be convenient and 

economical, for both taxpayers and the state, (4) a tax should not deprive a 
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taxpayer of necessaries or cause him to reduce his capital to pay the tax, (5) a 

tax should neither harm the welfare of the state and its subjects nor violate the 

civil liberties of the subjects, and (6) a tax should be compatible with the form of 

government, as illustrated by tax farming, wherein a ruler would grant to such 

farmers the right to extract revenues on his behalf, being suitable only for 

absolute monarchies.   

 The first three of Justi’s canons are similar to Smith’s four canons, while 

Justi’s final three canons cover territory not articulated by Smith.  Justi’s canons 

would seem clearly to place more constraints on the use of taxation than would 

Smith’s.  But more than tax canons are involved in a comparison between Smith 

and Justi.  For Smith, taxation was ideally to be the exclusive source of state 

finance.  Were Smith to have his way, the state would divest itself of such non-

tax sources of revenue as lands and enterprises, and rely wholly upon taxes 

imposed upon market-based commercial activity.  In this formulation, the state 

was treated as existing and operating outside the framework of the market 

economy and intervening into the market economy to procure its revenues.  The 

canons of taxation were to provide guidance for keeping the subsequent 

disturbances to the market economy in check.   

 In sharp contrast, Justi argued that ideally a state would not tax at all, 

because it should be able to derive all of its revenue from its operation of 

enterprises and the working of its lands.  For Justi, a prince who resorted to 

taxation was verging on being a failure at his princely tasks.  For Justi, the state 

was envisioned ideally as participating within the market economy on an equal 
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basis with all other participants.  To be sure, ideals are rarely found mirrored in 

practice.  Yet the difference between Smith and Justi points to the divergent 

directions that different articulations of the theory of public finance might take, as 

illustrated by the earlier distinction between conjunctive and disjunctive visions of 

political economy.   

 There would surely be strong agreement that it would be wrong for two 

diners in a restaurant to force a third diner to pay part of their bill.  But where 

does taxation play into this?  Suppose we start with a uniform, broad-based tax.  

A measure that grants a tax credit to one particular person is equivalent to one 

diner sending part of his bill to the other diners in the restaurant.  These things 

happen all the time in legislation.  For instance, a tax credit might be offered to 

firms whose exports exceed $5 million annually.  Alternatively, a credit might be 

offered for athletic arenas whose construction was finished during 1994 and 

which cost more than $50 million.  Yet again, a credit might be offered for 

assisted living facilities that treat more than 30 dementia patients or, alternatively, 

less than ten.  In all of these cases, and the myriad more like them, some people 

secure tax reductions that imply higher taxes for others, under the presumption 

that the total revenue generated by the broad-based tax is independent of the 

various exceptions and exemptions that are part of the structure of the tax.     

 There is, to be sure, a substantial literature that seeks to use equilibrium 

models to explain tax structure, including the domination of complexity over 

simplicity. 27  What is particularly interesting for an emergent and polycentric 

orientation toward fiscal phenomena, though, are the subsequent changes that 
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are set in motion by the transformation of simplicity into complexity.  This is the 

domain of fiscal sociology, which is a term that was coined by Rudolf Goldscheid 

in the course of his controversy with Joseph Schumpeter regarding the discharge 

of Austria’s debt at the end of World War I.28  In that controversy Schumpeter 

took a Smith-like position while Goldscheid took a Justi-like position.  

Schumpeter proposed to discharge the debt by levying an extraordinary tax to 

redeem the bonds.  In contrast, Goldscheid argued for a re-capitalization of the 

state that would give it the means to carry the debt. 

 Fiscal sociology entails a consideration of the relation between fiscal 

institutions and practices and the qualitative character of social relationships.  For 

instance, compare a broad-based tax with a set of narrow-based taxes that raise 

the same revenue.  The standard analysis of excess burden would focus on the 

greater excess burden associated with the set of narrow-based taxes.  A fiscal 

sociology crafted for an emergent ecology of enterprises would focus on the 

changes in the pattern and character of societal relationships that evolve in 

response to different tax forms.29  Narrower bases at higher rates will promote 

investment in various paraphernalia of avoidance and evasion.  In response, 

state budgets will shift toward police forces, jails, inspectors, and the like.  The 

relative importance of guns and nightsticks will expand in scope within the arena 

of human governance.  The domain of trust will recede as stealth replaces 

openness in human relationships, for precautions must now be taken that the 

client who appears before you may be there not to do business with you but to 

entrap you.   
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 Truly broad-based taxes on income or consumption conform more closely 

to reasonable notions of generality or uniformity in taxation than do narrow-based 

taxes, including broad-based taxes that have been narrowed through 

exemptions, exclusions, phase-ins, phase-outs, credits, grandfather clauses, and 

so on, all of which lead in the direction of each person being assigned a unique 

tax liability.  A centerpiece of democratic ideology is the belief that taxation is 

something we do to ourselves, in contrast to speaking of victors as imposing 

taxes on the vanquished.  So long as taxes are generally or universally 

applicable, it is plausible to believe in the sentiment that we choose to tax 

ourselves.  But as taxes come increasingly to be used as rewards to supportive 

constituencies and as penalties for others, this belief that we are taxing ourselves 

for our common purposes would seem to become increasingly mythical.  It is in 

such considerations as these concerning the evolving character of societies 

through time where fiscal sociology comes potentially into play, as an emergent 

and evolutionary alternative to the standard constructions of Paretian welfare 

economics.    

 There are some similarities between governments and hotels that bear 

upon the fiscal sociology of taxation and politically-organized enterprises.30   

Whether a hotel is plain or fancy, it has elevators, which are nothing but subways 

that run vertically, a form of public transportation.  Hotels also provide such public 

services as security and refuse collection, and also typically provide various 

recreational opportunities,  perhaps an exercise room, maybe a swimming pool, 

or perhaps even both, and possibly even more recreational options.  Hotels, in 
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other words, provide most or all of the services that we commonly associate with 

government. Yet hotels don’t impose anything that looks like a tax; they are 

operated more like cameralist principalities.  Hotels provide services that people 

value, which makes people willing to pay room charges that are sufficient to 

cover the cost of those public-like services as well as the cost of the rooms. 

A hotel is, of course, operated as a business.  This is to say that it seeks 

to provide services that people are willing to buy.  To the extent it does so, 

people support it and the hotel flourishes.   A hotel exists in a world of open 

mobility and freedom of competition.  People can take their meals inside the hotel 

or out.  They can have their drinks inside the hotel or out.  A hotel must attract 

residents, it cannot force them to stay and support the hotel.  A well working 

government should be attractive to people.  This attractiveness will be reflected 

in the increased desires of people to locate within the boundaries of that 

government, which in turn translates into increased land values.  Public services 

that make a government more desirable have the potential of paying for 

themselves, just as any profitable commercial enterprise pays for itself.  Such 

considerations point toward a possible framework for injecting the entrepreneurial 

and commercial principles of service provision into the conduct of government, 

provided that competition, openness, and mobility can be maintained.31   

 

IX. CONCLUSION 

 It is natural for a choice-theoretic orientation toward public finance to 

create a focus on pivotal choices, as in forms of taxation, which, if made 
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correctly, will lead to a better state of affairs, in keeping with the equilibrium 

methodology of comparative statics applied to a disjunctive political economy.  

Within the context of a conjunctive political economy, some contours of which I 

have sketched here, however, there is no magical, singular choice to be made.  

Emphasis is shifted to the nexus of relationships within which people govern 

themselves, and to our understanding of the operating features and 

characteristics of that nexus.  It is the quality of the emergent nexus and not the 

quality of some ruler’s choices that governs the quality of social life.  Leonard E. 

Read’s famous essay I, Pencil is worth pondering in this regard.32  Read showed 

that no one could make even a simple pencil.  The job was just too complicated.  

Pencils emerged out of a well-working network of relationships.  The same is true 

of technical progress in the production of pencils.  That, too, is a product of the 

nexus of relationships, for there is no singular point of insertion that generates 

progress.  Some of the recent developments in the articulation of emergent 

systems of social order thus reaffirm in new ways some of the older insights that 

came to us from the Scottish Enlightenment, and the challenge for a theory of 

public finance is to recognize that government itself is a polycentric process 

embedded within an emergent network of human relationships, and is most 

certainly not some conductor that is orchestrating the activities of its citizens. 
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Figure 1: Disjunctive Political Economy 
 

 

 

 30
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