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The Italian tradition


The Italian tradition of "public goods" and its influence on the models of political decision-making
.

Massimo SALZANO

It is known that the Italian concept of public goods has not been completely integrated in the body of modern public finance theory of the Anglo-Saxon school
. With the present work, our intention is to suggest some hypotheses for a first attempt to integrate two such different approaches and to highlight what sort of possible equilibrium is attainable in the public sector between the activities directed to fulfil Social Wants and that whose nature is completely based on coercion. The replacement of the benevolent-despot model by a more plausible, even if simplified, model produces relatively sharp contrasts with orthodox analyses at specific points
.

Of course, if we consider the extent of the literature, the final end of the present work would be nothing more than an outline for a working scheme by which to deduce the main streams of some possible hypothetical conclusions.

For the Italian school of thought we made substantial reference to the works by C. Cosciani who has to be considered the last of the Italian scholars
 and who made an attempt of synthesis between the two approaches.

For the Anglo-Saxon school our main reference will be to Musgrave's works, because he, with Peacock, was the one who imported the Italian con​cept of public goods in the Anglo-Saxon tradition.

1. The missing integration between the two schools of thought.

Kaayalp
 has already shown that between the Italian and the Anglo-Saxon school there has been no integration and, following other scholars, he have underlined that this occurred because the main interest in the English tradition was looking for suggestions for a benevolent-despot
, while the interest of the Italian tradition was in the field of the political and philosophical bases of public choices.

The Anglo-Saxon tradition.

According to this approach we have to distinguish between Private Wants and Public Wants; within this last group we have to make a distinction between Social Wants and Merit Wants.

i) Social Wants.

In this approach, as it is known, the main concept is that of Social Wants. Those are those wants fulfilled by services that are to be consumed in equal amount by all. In fact, it is not possible to exclude from benefits those that are not paying for service; so individuals will not be engaged in voluntary payments, as it is not possible to exclude them from benefits. However, the market is not able to fulfil such a sort of wants and we have to use a mechanism of fulfilment whose burden is on the public budget.

Then, the fulfilment of these wants is subject to the principle of consumer sovereignty
. However, resources have to be allocated according to the consumer effective demand as determined by individual preferences and by the prevailing state of the distribution.

Moreover, as the same amount of services has to be consumed by all, real preferences are unknown.

Since it is impossible to apply the exclusion principle, there is no motivation for consumers to reveal their preferences. So this requires a vote mechanism
.
Such a characteristic of social wants implies the costliness of their relative preferences 

Such a mechanism implies, even if no completely expressed, that as long as the preferences are not revealed it is impossible to hypothesize that the Government have the same preferences as individuals. It may consist merely of a general willingness on the part of the State. In fact, in order that such an equality is realized a revelation process is necessary, the burden of whose organization is on the Government itself.

So (Therefore), the Government will adapt itself to those preferences that have been revealed or, if it is preferred, will make them its proper preferences (transform them as itself preferences).

On the other hand (eliminerei questo pezzo), the Musgravian vision seems based on a sort of State omnipotence.

The preferences revelation process is not completely manageable, however, as the literature has shown. So, it seems possible to hypothesize a difference between the individuals complete preferences and that part of them that is revealed.

A confirmation of such an assertion is that the Anglo-Saxon voluntaristic school was interested, almost exclusively, by the sharing of the burden of the fulfilment of social wants
; of course such an interest is possible only if the preferences are known. Namely, if they are revealed.

On the other hand, it is taken for granted that individuals receive some utility gains, thanks to the public intervention in the social wants sector
.

But the analytical proof of such a gain is not easy because of the lack of alternative hypotheses without State intervention. In fact, as long as the preferences are not revealed, thanks to the state intervention, it is impossible to know which they are. Then, such a gain could be only supposed on the basis of the fact that the State activity in this sector has the effect of changing the transformation curve between goods that are intended to fulfil social wants and those that are directed to private wants; and this change is in the direction that springs from the preferences revealed by individuals.

However, State intervention in the social wants sector implies the modification of the transformation curve. Otherwise, the voluntaristic model's internal logic would not be understood. In fact, its logic implies exactly that the State intervention makes it possible to achieve a state of equilibrium that was not allowed before.

Moreover the tangency with the collectivity preference curve is verified to a greater level. The collectivity's utility is increased.

A figure (uno?) may be useful to clarify those ideas. If there are different transformation curves, A, B, and C, the movement from one to the other implies the possibility of reaching an increasing amount of social wants, but also the reduction of private goods caused by the fixed costs for the organization of service production. Such a kind of cost would not be nil. Otherwise, the Government would have to organize and furnish a boundless amount of social wants.

If we start with equilibrium in E; at this point the utility functions both of 's, 's or 's families may, of course, correspond. The movement from the curve A to curve B or C implies by necessity a revelation process of preferences that show to the State that the collectivity preferences are of the  or  type. From the State's point of view, the revelation and the productivity process are, in the organizational sense, an expensive process. So, on every occasion, the State will choose "the top of the cream".

ii) Merit Wants

In the Anglo-Saxon voluntaristic school, merit wants are somewhat hybrid. If the individual preferences have to count, the Government class represents the benevolent despot. This implies that the merit wants are characterized by the presence of externality or by the "short-sightedness" of individuals. But those are social wants with less marked characteristics, because on the market their production will not be optimal.

There are fulfilled wants that could be served by the market but that are not because the consumers choose to use their money for different things. In this case separate amounts of individual consumption are possible. Therefore, the purpose of budget activity is to correct individual choices.

The fulfilment of merit wants involves interference with the consumers' preferences and this brings about a reduction in utility, so much so that Musgrave notes how the pursuing of such a type of wants is the main origin of violation of horizontal equity. In spite of that its consequences are not studied in depth.

It has to be noted that to the merit goods the principle of exclusion is applicable (to the merit goods). This means that: a) the actual preferences are known. The consumers have to reveal their preferences; and b) there is an efficient solution (at least from a technical point of view).

2.  The Italian School.

The shifting to a political - sociological approach highlights more clearly the characteristics of this last kind of wants. Here the preferences of the ruling class are different from those of individuals; and this is independent of possibility of optimal production in the private market.

In the Italian tradition are public the goods that are adequate for the fulfilment of such kinds of wants. So, to avoid confusion, we will call them (use the locution )"preferred goods".

State activity is characterized by coercion. The fiscal pressure that originate from the necessity of public expenditure financing involves a decrease in the authority [or legitimation] of the ruling class (Conegliani). So it will tend to use such a technical instrument to reduce the pain correlated with taxation (Puviani, Fasiani).

De Viti De Marco, on the other hand, even though he starts with the difference of preferences between the ruling class and individuals, reaches results which are the same as those of voluntaristic schemes because he (the Author) supposes perfect competition between the groups that have to go to the power.

The methodological advantage of the Italian school is to highlight the political bases of state activity, i.e. the difference between the ruling class and the individuals' preferences and, then, the burden that the latter have to bear as a consequence of the fiscal activity, as well as, the question of fiscal withdrawal
 and then of tools of fiscal illusion.

From those ideas, they have drawn few operative consequences.

A synthesis of the Italian school.

Such a synthesis is proposed by Cosciani
. He show (showed o shows o shown) that when the ruling class' preferences are different from those of individuals the fiscal activity always involves a burden for the latter
.

On the other hand, for the ruling class, there is an increase in the utility with respect to the preceding situation.

As result of the supposed coercion the equilibrium will be reached at the point of optimum for the ruling class.

But, as a consequence of the burden imposed on the individuals, the activity of the ruling class find a limit in the decrease of legitimation; such a limit could be displaced by using tools of fiscal illusion.

The use of (Using) such tools reduces the burden of budget activity as perceived by individuals. So, of course, it involves a mechanism of modification of individual preferences.

As a result of State intervention, the transformation curve for the preferred goods is modified. In fact, even if those goods are producible on the free market, State intervention, through taxation, is modifying their rate of exchange with private goods
.

3. The integration between the Italian  and Anglo-Saxon school.

The lack of integration between the Italian and Anglo-Saxon school, then, is caused by the fact that the first hypothesizes the difference between the preferences of consumer and the ruling class, while, the second suppose an absolute identity between the revealed preferences of individuals and those of the Government
.

Therefore, the budget activity seems addressed to two different ends: the fulfilment of social wants, where the preferences of the ruling class coincide with those of individuals and, the fulfilment of preferred wants offering preferred goods.

Between such ends one has the effect of increasing the total utility of individuals, while the other tends to decrease it.

As in the proposed model the total preferences of the ruling class are different from those of individuals, at least in one dimension, we may affirm that it is a political sociological scheme, but in which the voluntaristic component concerning the social wants is integrated.

The first question posed by the integration of two schools of thought is the search for an equilibrium solution between the two different aspects of State activity.

The equilibrium.

We may start from the hypotheses that the tastes of individuals are homogeneous and that the ruling class desires to maintain unchanged its degree of legitimation
.

Suppose we are in equilibrium. If the preferences of the ruling class for preferred goods increase, it desires a larger quantity of them.

If the ruling class wants to maintain unchanged its legitimation, it might stimulate a deeper revelation of the preferences of individuals, so as to adjust its preferences to those revealed and, then, to modify accordingly the transformation curve. Or, it might use tools of fiscal illusion which will reduce the burden perceived by the individuals and, then, force a change in their preferences for preferred goods.

We have seen that State intervention in the sector of social wants induces a change in the transformation curve that is now a transformation surface; A larger utility for the collectivity and, then, an increase in the State's legitimation.

As the revelation process is not easy, even if the ruling class is conscious that the number and the amount of social goods is very large, efforts in such a direction are made only when this is needed for increasing its legitimation.

In the social wants sector the preferences of the ruling class will be modified and equal to the revealed preferences of the individuals. So, the non revealed preferences will constitute a future base for legitimation.

On the other hand, for the preferred goods we will have a net sacrifice for the collectivity; a sacrifice that will tend to increase as those goods are increased.

In this sector the preferences of the ruling class will be modified; On however, those of individuals will be unchanged, at least as long as tools of fiscal illusion are not used. In such a case even the consumer preferences will be changed.

If the ruling class chooce (choose) to increase the fulfilment of social wants the transformation surface will be modified both with respect to social wants and to preferred goods. Now, the preferences revealed by individuals will be different, showing a larger interest for social wants.

The new equilibrium will be characterised by the fact that the actual localisation of transformation surface enables the collectivity to reach an increased level of net utility, in the social wants sector, but a decreased level in the sector of preferred goods; those differences in utility are equivalent as hypothesis, so the individuals remain with the same utility as before. For the ruling class, however, both the utility derived from social wants and that derived from preferred goods increase.

If the government chooses to use tools of fiscal illusion, the transformation surface will be modified only with respect to preferred goods, while the preferences of individuals will show an increased utility from the preferred goods both with regard both to private and social goods.

The equilibrium will be characterised by the fact that the new localization of transformation surface enables the individuals to attain a lesser quantity of both social and private goods, but a larger quantity of preferred goods; Since, as a consequence of the use of tools of fiscal illusion, the preferences of individuals are now different, they increase their utility on this plane. So, the hypothesis of equality of final utility might be verified. For the ruling class, on the other hand, the utility derived from preferred goods increases, while the legitimation remains unchanged.

A graphical presentation, even if tridimensional, may be useful. Suppose that before the modification of preferences of the ruling class the equilibrium is verified in E. For ease, we might suppose that the rate between work and leisure is given.

If we choose the intervention with social wants, the transformation surface will be modified with respect both to social wants and to preferred goods as indicated by surface B. Now, the preferences revealed by individuals will be different and will show an increased interest for social goods. The respective family surfaces will be of type .

The individuals will find the new equilibrium in E' which is characterised by the attainment of an increased level of net utility in the sector of social goods with respect to private goods, but a lower level in the sector of preferred goods.

If the ruling class chooses to use tools of fiscal illusion, the transformation surface will only be modified with respect to the preferred goods as indicated by surface C. Now, the individuals preferences will be modified with advantage for the preferred goods both regarding social and private goods. The respective family surfaces will be of type .

The individuals will find the new equilibrium in E'. This point is characterised by the attainment of a lower level of net utility in the sector of social goods and in that of private goods, but an increased level in the sector of preferred goods.

In each case, since, as a hypothesis, the utility of individuals has to remain unchanged compared with what they had before, the utility surface has to be tangent even with the preceding (previous)equilibrium point E. Of course, such a point is not possible any more as a consequence of the change of the transformation surface
.

In the first case, for the ruling class, both the utility derived from social wants and that derived from preferred goods are increased.

The legittimation.

An interesting corollary concerns the function that fiscal illusion assumes in the present model.

The cost of increase of individuals' utility if it is used the social wants is given by the fixed production cost plus the fixed one.

On the other hand if it is used an increase in fiscal illusion the cost is approximately nil because, substantially, it means the use of different type of taxes.

So the unitary cost of legitimisation is different in the two cases. It is plain, when the ruling class decides to increase the amount of preferred goods, that fiscal illusion becames the preferred instrument for maintaining unchanged its legitimation level.

Then, it seems that the fiscal illusion rise to an important role in the proposed scheme.
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� This work was presented at the European Public Choice Conference held in Bergen - Norvay in may 1988. 


� According with Musgrave and Peacock (1958) (1967), the theory of public goods and its public policy implications have been incorporated in the main body of public finance in the Anglo-Saxon tradition, only with respect to the existence of conditions, if any, under which the Paretian optimum could be reached in an economic system where same goods are indivisible. Less interest have been reserved to the positive aspect of the discipline; that is the way in which to use the economic analysis to explain how the budget level and its composition are really determined. As Kayaalp (1985) notes, this, seems to be caused by the fact that the Anglo-Saxon and the Continental (especially Italian) philosophic thought are based on different presupposes. Therefore, the Italian concept of public goods, whose main concern was with the positive aspect of public finance, have not been completely integrated in the body of modern public finance theory.


� For an analogue effect, but with a different model, see Buchanan J., "A public choice approach..."


� See Buchanan J. 


� O. Kaayalp "Public-Choice Elements of the Italian Theory of Public Goods", Public Finance, n. 3, 1985, pp. 395-409.


� J. Buchanan 


� R. A. Musgrave, cit., p. 13.


� R. Musgrave, cit., p. 134.


� Cfr. Lindahl and Bowen.


� On this subject Musgrave, op. cit., dealing with the gains and losses incurred from budgetary activity, notes: "... first there are the gains derived from the satisfaction of social wants. While this involves a reduced satisfaction of private wants, the transfer of resources to public use - if held within proper limits - brings a superior allocation and hence a net gain."


� As in such a view of fiscal phenomenon the public activity is addressed to goods that, in their basic conception, are considered private because they depend by the preferences of a rouling class that are not hooked with the necessities or preferences of individuals, to preserve such an advantage in a wider scheme, which considers the goods offered by public activ�ity adapt to meet, at least in part, the preferences of individuals, it seems necessary to attribute to the goods-them-selfs a value on the base of utility functions of individuals. Only in such a way they could be opposite to the pain of withdrawal.


� C. Cosciani, "In margine ai Principii di economia finanziaria, del De Viti De Marco", Rassegna Bibliografica delle Scienze Giuridiche Sociali e Politiche, Ott.-Dic. 1935, pp.537-547; and, "Ulteriori appunti sull'equilibrio finanziario", in Studi in memoria di G. Masci, Milano, Giuffrè, 1943, pp. 55-79; and, Scienza delle finanze, Utet, Torino, 1977.(Varie ed.)


� This is in total opposition with the voluntaristic hypotheses, because the public activity is aimed, for them, to increase the collectivity welfare. Cosciani is speaking about goods that are produced in the private sector.


� To understand this point it is enough to remember that before the State intervention those goods were already available on the market, but, they where consumed in smaller quantity with respect to that, now, the rouling class judges optimal. For the rouling class then, it is necessary to modify the rate of change with the other goods produced on the market.


�?????


� Some Authors, to avoid the difficulty of distribution modification use such an hypotheses; if as Musgrave suggests, we insoleted the allocation question from the distributional ones, this hypotheses seems correct.


� This is easily demonstrable in the bi-dimensional case.
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