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Voting Mechanisms. The Heart of Taxation Research

by Beth Hunsberger

The use of voting modes can be linked to empirica work on fisca systems and used to approach a
large number of taxation research questions. Walter Hettich and Stanley L. Winer explore the use of
voting modelsin “Public Choices and Fiscd Means. Anayzing Taxes as Collective Outcomes,” a
chapter from POLITICS, TAXATION, AND THE RULE OF LAW, anew book from Public Interest
Indtitute.

Taxation is the most common way to draw needed resources from the private sector. For sometime,
economigts have asked whether there is away to structure taxation in such away that issmilar to the
private economy’s price system. Isit possible for each member of society to be charged the true costs
of the public services that they use? User charges are taxes that accomplish this feet, and they end up
playing arole in the financing of public budgets.

There are three variables that are crucid to the understanding of the nature of taxation. Firdt, the
taxation rates that gppear in apolitica equilibrium where voting relates to fisca issues needsto be
explained. Second, the total budget size as an outcome of the modd needs to be determined. Third,
gpecid attention needs to be paid to the sharesin total revenues raised from different available tax
sources, and to changes in such revenue shares!

Duncan Black derived the median voter modd that economists have used to explore fiscd issues
referring to ingtances of direct democracy. In thismodel, each voter is completely informed about the
consequences of any possible rate, and at the same time has a well-defined preference ordering of al
rates. Pair-wise voting of proposed tax ratesis used until awinner isfound. “The winning rate will
equa the most preferred one for the voter having median preferencesin the group.”?  Thismodd only
provides stable outcomes if voting occurs on asingle issue and if preference orderings of voters have a
sngle pesk. The median voter'swinner may not be the winner in an agenda setting. The shortcomings
of thismode become more significant in tax andyss sudies.

Probabiligic voting isamode more able to handle the complexity of tax sysems. Using thismodd, at
least two competing parties offer policy platforms to the voters who in turn evaluate them and compare
the benefits and codts pertinent to their own individual Stuation. Parties are able to estimate the
probability of the voters support in the next dection. Asaresult, parties will modify party platformsto
continually maximize the number of expected votes?

A graphica andysis of tax sructure in political equilibrium provides two important suggestions. It first
implies that a democratic politica environment’s tax system will have complex festures. “In addition, it
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shows that exogenous shocks affecting any one of the underlying components will leed to changesin dl
of the crucid variables characterizing the tax system.” Idedly, a governing party attempting to maximize
support would like to have individualy tailored tax rates. However, thiswould bring about large
adminidrative costs and the party would be less able to provide benefits. A compromise would be a
gtuation where rate bands are used to group individua taxpayers. Each member in arate band would
be paying the same tax rate.®

There are saverd areasin which voting modes can be used in empirica gpplications. These include:
the evolution of the tax skeleton, unusud trade-offs such as taxation versus regulation, political regime
and revenue composition, identification problems concerning the gppropriate modd of revenue structure
in compstitive palitical systems, and governance and structurd features of revenue systems.

The history of taxes provides awedth of information that in turn can be helpful in hypothess testing of
the character and pendlties of policy actions. Voting modds play alargerolein this. The authors
raiterate that, “Voting modes provide the basis for a theoreticad understanding of fiscal decisons and
fiscal structures.”®
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This Institute Brief isone in a series on the chapters of a recently published book, POLITICS,
TAXATION, AND THE RULE OF LAW, edited by Dr. Don Racheter, President of Public Interest
Institute, and Dr. Richard Wagner, Economics Professor at George Mason University and
Chairman of the Ingtitute’ s Academic Advisory Board. POLITICS, TAXATION, AND THE
RULE OF LAW looks at the balance between providing government with the power to operate
while preserving and protecting our rights of person and property.

The authors of this chapter of POLITICS, TAXATION, AND THE RULE OF LAW are Walter
Hettich, Professor of Economics at California Sate University, Fullerton, California, and Sanley
L. Winer, Professor of Economics at The School of Public Administration, Carleton University,
Ottawa, Ontario, Canada.
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