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A Note on James M.Buchanan and Public Choice
James M.Buchanan, Public Choice, Political Failure, Public

Finance, Fiscal System
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[. Overview of Life: James M. Buchanan

A. James M. Buchanan is largely known as the pioneer (along with
Gordon Tullock) of the field known as Public Choice.
i. Buchanan won the Sveriges Riksbank Prize in Economic Sciences in
Memory of Afred Nobel in 1986 for his contribution to the theory of
political decision-making and public economics.
ii. Nobel Foundation (1986) notes “his development of the contractual
and constitutional bases for the theory of economic and political
decision-making” as the prize motivation.

B. Buchanan (1992), however, asserted that he “had never entertained a
prospect of Nobel Prize status” and regarded himself as one of the non-elite
who is too far outside the mainstream.
i. Buchanan, for example, believed that he would “have never been
selected for such an award had the selection committee been drawn
from senior American economists.”
ii. He also self-described as “the only Nobel prize representative of the
great unwashed in American academia. . . without the prestige value of
intellectual-scientific and social ranking.”
iii. Buchanan certainly thought himself as an outsider with the moral
responsibility of being a representative of those with the social distance
from the central thrusts in various aspects.
iv. His assertion that “if Jim Buchanan can be selected for a Nobel
Prize, anyone can” highlights the intellectual tension against the
established academia (above the Mason-Dixon line).

C. The root of such self-assessments can be even traced back to his
days as a youth in Tennessee where he lived until the military service during
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the World War II.

i. Born in 1919, Buchanan attended a local public secondary school

and a small state-financed teachers college, which is a rare educational

background you will find in any Nobel laureate.

ii. Much of his personal history (or at least his own assessment of it)

can be revealed through his retrospective query on the prospect of

winning the Nobel prize.
For how many farm boys from Middle Tennessee, educated in tiny,
poor, and rural public schools, and at a struggling state-fianced
teachers college, have received Nobel prizes? How many scholars
who have worked almost exclusively at southern universities have
done so, in any scientific discipline? How many of my economist
peers who are laureates have eschewed the use of both formal
mathematical techniques and the the extended resort of empirical
testing? (Buchanan, 1992)

iii. One can easily see that Buchanan takes the pride of being a true

American story who has arisen from or beaten the odd against such a

social acclaim.

In this talk, I will try to provide a brief intellectual history of James

M. Buchanan and to shed some lights on several key concepts that underlie
the logic of the Public Choice.

i. [ have deliberately chosen not to discuss Buchanan’'s most famous
(and perhaps the most influential) contribution, The Calculus of
Consent, coauthored with Gordon Tullock.

a. Though Buchanan and Tullock (1962)'s co-work is, without
doubt, the key in understanding the modern development of
the Public Choice, its reviews are widely available.

b.  For those who are interested, I refer to Guttman (1998);
Mueller (1976, 1993); Wagner (1988) who discuss its various
aspects.

ii. I will rather review two papers that, I believe, let us see through the
stages of development in Buchanan (1949, 1964)’s intellectual legacy.

a. Two papers will be somewhat discussed intertwiningly as the
subjects under each paper's inquiry are closely related.

iii. This lecture, hopefully, will reveal what makes Buchanan unique as

an economist as well as the reasons behind Buchanan's tension against
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the established academia.

[I. Buchanan as a Critic of Public Finance

A, Buchanan (1949)’s criticism on the usual approach found in Public
Finance is a good example that alludes the development of ideas behind
Public Choice.
i. It is surprising that, despite written at the midpoint of the 20th
century, how relevant his criticism is to today's debates over the tax
system in Korea.

a. Its relevance, along with other works’, to today’s world will be
discussed in detail as the main arguments of Buchanan's works
are unveiled.

ii. The purpose of Buchanan (1949), in short, can be summarized as
the exposition of the shortcomings in the approaches utilized for the
analysis of government finance.

iii. Along with the constructive criticism of the modern development in
Public Finance, Buchanan (1949) also suggests a more suitable
approach of examining the fiscal system.

B. Buchanan (1949)'s main criticism on the methodology used in Public
Finance is the separate analysis of the allocation of public expenditures and
the distribution of tax loads.
i. To do so, Buchanan (1949) distinguishes the methodological
construction in Public Finance as either organismic or individualistic
theory.
ii. Organismic theory refers to the construction of state as a single
decision-making entity acting for society as a whole.

a. The construction of the maximization problem using a single
social welfare function is an illustrative example that belongs
to the organismic theory.

b. Often regarded as the theory of budgeting, its main
application has been on defining the optimum allocation of

public expenditures among alternative uses.
iii. Individualistic theory refers to the construction of state as the sum
of individual members acting in a collective capacity.

a. The individual replaces the state as the basic structural unit,
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and state decisions become the desires of individuals to fulfil
a certain portion of individuals’ wants collectively.
b. Primary attention is given to the allocation of tax loads
where the relative tax pressures imposed upon individuals are
mainly analyzed.
iv. Both theories, however, tend to only show one facet (either
budgeting or taxation) of fiscal system hat actually consists of both,
budgeting or taxation, sides.

C. The reason why any analysis on fiscal system should not capture its
particular facet can be easily revealed as one examines the usual result that
either theory leads to.
i. Organismic theory, for example, leads to the result that suggests the
welfare maximizing allocation of public expenditures among the
alternative uses.
ii. Such a result rests on the principle of equimarginal addition or the
condition under which a dollar of expenditure yields the same return,
in addition to social welfare, in each budget item.
iii. The optimum allocation of public expenditures, however, is
independently determinate only for a given apportionment of the tax
load.

a. It is evident that the necessary condition that meets the

principle of equimarginal addition is altered as there is a
change in the apportionment of the tax load.

b. In other words, for each change in the apportionment of the
tax load, a new optimum allocation of public expenditures must
be found.

iv. The functional interdependence of the whole fiscal system (i.e.,
expenditure and tax), therefore, should not be overlooked in any
analysis that utilizes the organismic theory.

a. Note also that the organismic theory can be used to find the
optimum apportionment of tax loads that is based on the
principle of equimarginal sacrifice or the
least-aggregate-sacrifice.

b. In other words, it leads to an apportionment of tax loads
that minimizes the subtraction from social welfare for a given
allocation of public expenditure.
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c. Such an application of the organismic theory or subtraction
can be used only with reference to a social, not an individual,

concept of utility.

D. The problem from failing to capture the complete picture of fiscal
system becomes clear when the analysis on the relative tax pressures without
the discussion on the benefit is considered.
i. The analysis based on tax-burden alone, for example, has led to the
traditional classification of tax system as regressive, proportional, and
progressive.

a. The convenience of such a classification is on the
description of the nature of tax system based upon the ratio
of tax burden to income at di erent income levels.

b. Regressive, proportional, and progressive taxation is used to
depict the distributive e ect of taxation on real income among
individuals.

ii. The problem of such a classification is on its failure to explain the
nature of fiscal system, that is, its true distributive e ect on real
income among individuals.

a. Without the consideration of the benefit (i.e., expenditure)
side of fiscal system, such a classification would fail to
characterize the nature of fiscal system.

b. What it can tell us is that categorically progressive taxation
will produce a more equal distribution of income than would
proportional or regressive taxation.

iii. If a major share of expenditures were allocated to the provision of
the benefit for the wealthy, for example, even a progressive taxation
may not prevent the increase in real income inequality.

a. If individual shares in the common benefit from public
expenditures are all equal, proportional taxation will also lead
to a more equal distribution.

b. Furthermore, if benefits were wholly in the nature of social
services, even a regressive taxation may well be a part of a
redistributive fiscal system.

iv. The classification based only on taxation, with the omission of
expenditure side, would fail to provide the complete picture on its true

redistributive e ect.
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E. Buchanan (1949), thus, argues that the interdependence of two sides
(i.e., public expenditure and taxation) of the fiscal process needs to be
clearly recognized.
i. The omission of either facet in fiscal system or any analysis in
isolation leads to more problems than it otherwise would have.
ii. To overcome such problems, Buchanan (1949), for example, suggests
the adoption of a new classification of fiscal system that considers
public expenditure and taxation simultaneously.

a. The true distributive e ect on real income among individuals
may be described by the adoption of aggravative, status quo,
and equalitarian based on the rasiduum.

b. Aggravative fiscal system would imply low-income individuals
are with positive residummes, i.e., taxes in excess of benefits.

C. Status quo fiscal system would imply low-income individuals
are with zero residumms, i.e., taxes and benefits are equal.

d. Equalitarian fiscal system would imply low-income individuals

are with negative residumms, benefits in excess of taxes.

[II. Buchanan as a Philosopher of (Economic) Science

A. Buchanan (1964)'s idea on what economists should do is also an
example that shows why he may qualifies as an outsider of mainstream
€Conomics.
1. The distance from the mainstream economics also reveals the
quality of Buchanan (1964) as a philosopher economic science.
ii. It is also evident that his methodological approach has a better fit
with what was suggested during the Scottish Enlightenment (such as by
Adam Smith’s the Wealth of Nations).

B. The core argument in Buchanan (1964) is that economists should get
back to where they belong by departing from a so-called maxU approach.
i. He worries that the portrait of core economic problem as resource
allocation has led economists to desert the theory of market.
ii. For example, consider the content of a typical introductory
economics course and how it is taught to the undergraduate students.
iii. A typical undergraduate in a principle course will consider a

consumer’'s problem of choosing among various competing products
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with a given budget as a typical economic problem.

iv. Such a problem, however, is a technological problem that is same
as a construction engineer’s problem of allocating a budget to build a
dam where only a single best solution exists.

C. According to Buchanan (1964), the focus should be put on the
problems of individuals that involve barter, trade, bargain, and exchange in
a market—setting.
i. The problem that Robinson Crusoe faces alone in an island is di
erent from the problem that he faces as another person, Friday,
arrives.
ii. The former is the problem of resource allocation, while the latter is
the problem of exchange, trade, or agreement, that of finding the
opportunity for mutual gains through cooperative endeavor.
iii. If the economic problem is viewed as the general means-ends
problem of resource allocation, the social engineer if a working
economist in the full sense of the term.
iv. The proper role of the economist is not providing the means of
making better choices, but studying the whole system of exchange

relationships where mutual gains are realized voluntarily.

D. The theory of market places the exchange behavior through the
association of individuals at the centre stage rather than the choice.
1. A market is not competitive by assumption or by construction, but
it becomes competitive as competitive rules or institutions emerge to
place limits on individual behavior patterns.
ii. It is this becoming process, brought about by the continuous
pressure of human behaviour in exchange, that is the central part of

economics.

IV. Further Readings

A. For those who are interested in the idea behind Public Choice, there are
several works of Buchanan that deserve the attention.
i. Buchanan (1959, 1987, 1988) for instance, is a good starting point
that can reveal Buchana as an originator of Public Choice.
ii. His collaborations with Tullock, Brennan, and Wagner should not be
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overlooked in understanding the core arguments of Public Choice
(Brennan and Buchanan, 2008: Buchanan and Tullock, 1962: Wagner
and Buchanan, 1977).

iii. Buchanan (1975) along with Buchanan and Musgrave (2000),

however, remain as my personal favorites.
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