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Ni kolas H M Roos
Law Faculty - Mastricht University
Basi ¢ | ncone and the Justice of Taxation

Revi sed paper of the 7th International Congress on
| ncome, Ansterdam 10-12 Septenber 1998.1

A basic incone system (BIS), Philippe van Parijs once wote,

is "a disarmngly sinple proposition"2 In this paper |

like to link it with another disarmngly sinple proposition,
tax system that has value added tax (VAT) as its nain source.
Joining two such sinple propositions suggests boundless
nai vety. However, if social security can be reduced to such

sinplicity, why not taxation also? After all, a basic

is a negative form of taxation and one cannot sinply overl ook

the question of its relation to positive taxationd.

Y1 thank ny coll eagues Hans Cronbag and Frank van Dun for
the comments they have made to an earlier draft of this paper
P. Carson has been so awfully kind to confront me once nore
wi th ny handi caps when witing in English.

2 Philippe van Parijs, Een reéel-liberale rechtvaardiging
van het basisinkonen, in: J.W de Beus & Percy B. Lehning,
Beleid voor een vrije sanenleving, Ansterdam Meppel 1990
(Boom), p. 130.

® The conbination of BI'S and VAT was an idea which | had
pl ayed with in 1995 when the basic income discussion was at a
peak in The Netherlands. | had witten a paper on the subject
whi ch was discussed in a semnar by ny colleague in fiscal
l aw, who, | had the inpression, nust have thought that he had
just read a fiscal version of Alice in Wnderland. | was very
surprised to discover, rather recently, that there already
exists a Belgian political party, "Vivant", which has the
conbi nation of BIS and VAT as its main programmtic issue. |
have no connection whatsoever with this party, whose advocacy
for these ideas is based, as far as | can see, on purely
pragmati cal grounds, the inportance of which I do not deny. |
do not think, however, that a nore principled approach can be
m ssed. Not only can a nore principled appraoch can put these
soci al -economc issues in a wder context, it can also have
consequences which are in conflict with a purely pragmatic
approach. Thus, Vivant rejects submtting |abour to VAT. It
di scrim nates between consum ng capital and |abour in produc-
tion believing that this will stinmulate enploynment. The latter
i s debatable, but such a discrimnation is certainly unprinci-
pl ed.
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Starting with a nethodol ogi cal section, the first question to
be considered is why |lawers and |egal philosophers as such
have shown little interest in BIS so far. This is regrettable
since it has hardly occurred to the proponents of BIS have to
deal with it within a systematic treatnent of the principles
of taxation.

The next question wll be whether BIS is exceptional as a
negative form of taxation. Qur discussion will show that all
forms of positive taxation have an equivalent in negative
forns.

The suggestion that BIS mght be exceptional, is created
because it would seem to violate the fundanental principle of
equal fiscal charges. It enables people to enjoy free tine
wi t hout any obligation to produce taxable inconme if they are
capable of doing so. This objection cannot sinply be bypassed
even if it were true, as sone proponents of BIS have sug-
gested, that it provides the nost efficient solution of the
present probl ens of unenpl oynent.

The second section is about the justification of BIS as an
i ndi vidual right. Although the subject is nore than sufficient
for an independent paper, it is too essential to be left out
when dealing with the justice of taxation. Both BIS and the
justice of taxation are directly linked to the political
phi | osophy one takes as one's starting point. Van Parijs’
theory is at present the nost el aborated phil osophy of BIS. It
represents what | propose to call the "fairness-approach”. One
of the virtues of Van Parijs' theory is that it deals wth
forms of taxation in so far, at least, as the financing of BIS
i S concerned.

The criticism that Van Parijs' theory has already net, has
denonstrated that it is nuch too artificial, conplex and
debat abl e as a foundation of BIS. However, its main defect, it
has been argued, would seemto be that it contains no convinc-
ing grounds to reject the principle of self-provision (the
PSP) for everybody able to do so. | wll suggest how Van
Parijs' theory can be protected against this criticismto a
certain extent. However, that protection is of a doubtful
nature in so far as one will have to give up the ahistorical-
noderni st frame of reference of the fairness-approach.

Govaert Den Hartogh, who does not reject PSP, has suggested a
convention-theoretical approach to BIS%. He neverthel ess

4 CGovaert den Hartog, 'Het basisinkonmen als grondrecht',

Robert J. van der Veen en Dick Pels (red.), Het Basisinko-

Sluitstuk van de verzorgingsstaat?, Ansterdam 1995 (Van

Gennep), pp. 125-155. Regretfully, his article is only avail a-
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assunes that fairness is the solution for dealing with the
probl em that natural sources have no "natural” owners. | wll
argue that this is a serious mstake, because the theory of
conventions is about processes in tinme and nust have both
| ogical and enpirical support. Having reverted to fairness,
Den Hartogh uses two idealist assunptions to circunvent PSP,
bot h of which are unconvi nci ng.

In a third approach, a republican-denocratic one, PSP is also
not rejected. It argues for BIS as a citizen's conpensation
for fulfilling republican duties. It will be argued that this
approach cannot justify overriding PSP in cases where people
fail to fulfil those duties or where they can do so and re-
spect PSP nevert hel ess.

My own approach is also of a political-theoretical nature, but
it relies on convention-theory. It is based on a theory of
"l aw as second-order norality” (LSOM. In that theory law is
seen as a device for people who prefer to live in peace with
all those who are wlling, for whatever reason, to accept a
position of noral relativism Follow ng this approach, BIS can
be explained as a pay-off for rights of political dom nation

however denocratic the latter may be. The recognition of
exclusive property rights in natural resources will be shown
to be just an aspect of these political rights.

The third section of this paper contains an analysis of the
i ncoherence of the prevailing systens of direct taxation. The
outcone of that analysis wll be that consunption-tax, and
nore in particular, VAT is the right and only justifiable form
of (pure) taxation.

The fourth section is about the coherence between BIS and a
VAT-system (hence: VATS) w thin LSOM

The fifth and final section is concerned with the adm ni stra-
tive advantages and probl enms of VATS.

| . Basic incone and basic questions

1. Legal scholarship and BI S

Law is divided into an ever increasing nunber of branches.
Specialisation in the study of l|aw has grown accordingly.

ble in Dutch. However, the argunment has been devel oped very
much in a dissertation witten under his and Robert van der
Veen's supervision by Gjs van Donselaar, The Benefits of
Anot her's Pains. Parasitism Scarcity, Basic |Income, Amsterdam
1997 (Leopol d/ El zi nga) .
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Mor eover, the philosophy of law has failed to conpensate for
this process of differentiation by developing integrating
theories. This failure is not a recent phenonmenon. As | have
argued in a recent article®, the philosophy of the crimnal
law, for instance, has been struggling with its separation
frompolitical philosophy for nore than two hundred years. The
phi | osophy of tax law, is another case in point. Professiona
phi | osophers of law tend to remain at a |evel of generality
and abstraction from which they do not have to deal with the
seem ngly technical and pragmatic concerns of fiscal-Iegal
schol ars, who concentrate on positive law and not on law as it
m ght or shoul d be.

The discussion concerning BIS illustrates this. It is stri-
king, for instance, that the discussion has been al nost total-
Iy ignored by |egal philosophers, but also by |egal specia-
lists as such. They suppose it to be a matter for politicians
and econom sts. This is also remarkabl e because the discussion
about the differences between a system of negative incone tax
and BI'S has shown how closely connected technical and nore
principled matters are. In contrast to BIS, a negative incone
tax systeminplies that people are supposed to pay incone tax,
that the state has a direct right to be infornmed about perso-
nal inconme, and that an effort to provide for oneself, even if
only by borrowing noney, has to precede the paynent of a
negative incone tax. The latter inplies, again, that one has
to involve others in one's deplorable financial situation and
that one will depend on private or state altruism control and
nore or |less subtle noral censorship. But these are only
exanmples of the nore superficial |egal philosophical aspects
of BIS. In this paper, it wll be denonstrated that sone of
t he nost fundanental questions about |aw are involved with it:
the justification of property rights in natural resources, the
justification of political power, the foundations of social
security and the justice of fiscal charges and expenditure.

The distance of |egal philosophers and fiscal specialists from
di scussions concerning BIS, is mrrored by the distance that
proponents of BIS have kept from the normative principles of
taxation. They are usually weary of the control over the life
of the wunenployed and the costs of such interference that
acconpani es existing systenms of public social security. Howev-
er, they do not seemto mnd nmuch that fiscal authorities can
al so scrutinize and mani pulate the life of citizens who pro-
vide for thenselves. In other words, so far proponents of BIS
did not consider its justification in the light of nore gen-
eral questions concerning the principles of taxation. Just as
proponents of a negative incone tax system tend to think of

® NHM Roos, On Crine and tine, in: F. Gt (ed.), Tine
an Law. Is it the Nature of Law to last?, Bruxelles 1998
(Bruyl ant), pp. 385-424.
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the difference between their proposal and BIS as no nore than
a fiscal-technical matter, proponents of BIS are inclined to
thi nk that the deontol ogical structure of the main part of the
fiscal iceberg is irrelevant for its justification. At best,
as in the case of Van Parijs, for instance, they focus on the
taxes that would seem to be justified from the background
theory they use for BIS. However, how these fornms of taxation
fit in with its general principles, is a question that does
not seemto worry thenf.

2. Forns of taxation

Positive taxes can be direct or indirect. Direct taxes are
paid by the owner of the financial source that is subject to
taxa- tion. Income tax and property tax are exanples of direct
taxes. Indirect taxes are paid by the buyer of goods or servi-
ces that are being taxed. VAT and ECOtax are exanples of
indirect taxes. They are direct in an econom c sense, because
they are mark-ups on prices. Conversely, direct taxes have
indirect economc effects. They becone hidden in prices as
there is no direct relation with the size of the indirect tax
conponent in goods or services and their prices. If | produce
goods with high |abour costs but the narket does not |ive up
to ny expectations, their price may even be |ower than the
i ncome tax-conponent in the wages of the people who worked for
ne.

Positive taxes can be distinguished from public charges. The
|atter can be of three kinds. They can be paynents for public
goods or services an individual profits from specifically,
e.g. the price of a ticket for a public nuseum They can al so
be a price supposedly conpensating the costs of specifically
public services, like the costs of a passport. A third possi-
bility is that they represent the price for a privilege, e.g.
the right to sell goods in a public market. This latter form
of charging is part of the means of regul ating econom c conpe-
tition for goods owned by the state.

Finally, positive taxes can be pure or inpure ones. Pure taxes
have the acquisition of fiscal revenue for their primry
pur pose, independently from what other positive or negative
effects they may have on other policy goals. By contrast,

® An exanple in point would be A B. Atkinson's, Public

Economics in Action, The Basic Incone/Flat Tax Proposal,
Oxford 1995 (d arendon). He does not even raise the question
whet her income tax can be justified and how it has to be rel a-
ted to the justification of BIS, but sinply explores if and
with what economc effects it mght be financed from a flat
i ncome t ax.
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i npure taxes have a non-fiscal primary purpose. They are neans
of soci o-economc regulation. VAT is an exanple of a pure tax.
ECO-tax, which ains at a nore efficient use and protection of
the natural environment, is an exanple of an inpure form of
taxation. In reality, the distinction between pure and inpure
taxes is nore an ideological matter. For instance, an inpure
tax |ike excise-duties on tobacco-products is very inefficient
as a neans to prevent snoking, its pretended main justifica-
tion, but a very efficient neans of extortion of snokers for
fiscal purposes’. On the other hand, incone tax does not only
have the purpose of raising fiscal revenue, it is also an
instrunment for redistributive and nmacro-econom ¢ goal s.

| will totally |eave aside inpure taxes and charges. A | ot

m ght be said about a lack of justification in sone instances.
However, in other ones they can be perfectly justified.

3. Positive and negative taxation

Negative taxation is a concept that refers to an obligatory
payment by the state to a citizen that is not based on private
law. It is not currently used concept except in connection
with BI'S. This m ght suggest that it is an exceptional. To see
whether this is true, one nust investigate whether the various
fornms of positive taxation have counterparts in negative taxa-
tion.

The distinction between direct and indirect forns of taxation
woul d al so seem to make sense when applied to negative tax-
ation. A basic incone is an exanple of a direct form of (nega-
tive) taxation. A subsidy on "green" products is an exanple of
an indirect form The tw exanples also illustrate the
meani ngful ness of a distinction between pure and inpure nega-
tive taxation

Does the distinction between pure and inpure taxes also nmake
sense when applied to indirect taxes alone? Yes, an exanple is
a governnent that provides poor people with food stanps in-
stead of with noney in order to try and prevent social secu-
rity noney being spent on products that they believe to be bad
or |less useful for the poor.

How about the distinction between taxes and charges? Negative
charges are paynents for specific goods or services that a
citizen is under an obligation to deliver to the state, or
paynments for the voluntary production of goods and services
the market is supposed not to supply spontaneously in suffi-

" Snmoking is cost-efficient even when the costs of sno-
king-related diseases are taken into account. Nothing is as
expensi ve as peopl e reaching old age.
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cient quantities. An exanple of the first sort of charges is
paynent for dispossessed property (conpensation for a particu-
lar sacrifice of an individual's rights on behalf of the
state) or - as an exanple of a service - the paynent to
mlitary conscripts (conpensating sone of the costs of an
individual in delivering a specific service). A highly per-
verse exanple of the second sort of retributions are agricul -
tural price subsidies.

Determ ni ng negative parallels of the distinctions in forns of
positive taxation, has shown that negative incone tax (in the
non-techni cal sense in which it includes the basic incone), is
not an isolated exanple of negative taxation. The inpression
that it stands out, is created by the suggestion that the
state does not profit from pure forns of negative taxation.
However, that is false. BIS has advantages for the state,
because it wll prevent negative consequences of poverty just
as much or even better than the existing systens of socia
security.

It is useful, | think, to note in passing that the assunption
that a citizen who pays positive pure taxes will also profit
from doing so, is unfounded. It is only true in the very
abstract sense that all non-anarchists assune that everybody
in society is, under certain legal conditions at |east, better
off with, than without a state. However, it is certainly not
true that soneone who has a large incone and pays a lot of
i ncome taxes, can also be supposed to have profited nore from
t hem than someone who is less fortunate. That he would do so
is suggested when abstraction is taken from the specific
nature of public expenditure and the profit that is being
gained fromit, or by appealing to an even greater abstraction
like "the advantages of living in society"® as a pretended
justification to rob the rich. One's possibly substantial
incone may be related to public investnents rather marginally
only. One can think of a self-nmade artist, for instance.
However, when he spends his noney, he is going to buy products
the production of which has been financed to a considerable
extent, directly or indirectly, by tax noney. In fact, this is
an inmportant argument in support of the thesis that consunp-
tion tax is nore just than inconme tax (see bel ow).

Even if it can be admtted that negative taxation is nothing
exceptional, it mght still be maintained that the problem of
a negative incone tax in the formof a BIS, is that it wll
al so be enjoyed by people who are not poor or who do not
respect PSP. However, many defenders of BIS argue that this is
a price that has to be paid for dealing in a nore efficient

8 As does Philippe van Parijs in Q' est-ce que c'est une
societé juste?, Paris 1991, Ch. 3.
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way than the present social security system with poverty and
its consequences.

4, Efficiency and justice

In my opinion, the efficiency-argunent for BIS is too weak as
a matter of principle, even if it were valid. To think that
the argunent is sufficient, is to accept the domnating
techno-pragmati c assunption that doing redistributive justice
is just a matter of real (Pareto) or potential (Kaldor-Hi cks)
conpensation for the |osses caused by redistribution. However,
there is nothing wong with regarding justice or norality as
nore inportant than efficiency.

What is the basis of the claimthat BIS is inconpatible with
PSP? The idea of noral autonomy and responsibility of the
i ndi vi dual presupposes that one should |ive according to one's
convictions concerning what is norally right and wong. It may
be that sonebody has no noral objection to living off gifts
from others. In fact, sone people, |ike Buddhist nonks, for
instance, find this a norally praisewrthy way of life. How
ever, this would be a dangerous form of life from a noral
point of view, if it inplied a dependency on such gifts for
one's survival. Gvers may have second thoughts and stop
giving or set imoral conditions. And even w thout such de-
mands, risking survival inplies exposing oneself to strong
i mpul ses to act immorally.

Since BISis not funded fromgifts, but fromtaxes the paynent
of which is a legal obligation, it seenms to be wong to force
tax payers to support people who would be able to provide for
thenselves if they were willing to work. The possibility that
BIS woul d be nore efficient than a social security systemthat
i ncludes an obligation to work if one can, does not inply that
t he PSP-obj ection agai nst Bl S becones pointl ess.

Suppose you own a bicycle you are really attached to. One day,
when you go pick up your bicycle, a broken lock sadly testi-
fies to its own inadequacy. However, you find a note attached
to it, stating: "Sorry, | took your bicycle. | needed it
badly. But do not worry, | wll put nore than enough noney on
your account to conpensate all your |osses”. You check your
account and you find that the thief has been really generous.
If he had asked you, for that anmount of noney you would have
consented in his taking your bike. Do you have a reason to
remai n upset nevertheless? O course you do! The thief inter-
fered in your life and took your bicycle wthout asking you.
Even if you would have consented in his taking your bicycle
had he asked you, he could not know if you would have con-
sented or not wthout actually asking. In other words, the
reason you are upset is not necessarily your material |o0ss,
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which may, in fact, have been nore than conpensated. The
reason is that the generous thief interfered in your Ilife
wi thout the respect that is owed to you as an independent
aut ononous per son.

Al t hough the bicycle exanple shows that norality cannot be
reduced to utility, it may not seemto rebut the conpensation
argunent in the case of taxation. After all, taxation is a
form of forced paynment to begin with. Nobody is asked if he
consents to pay tax or not. However, the objection is not
agai nst taxation as such, nor against its anpunt, but against
how it is spent. The objection is against tax noney being
given to people who do not really need it, even if that would
inply a lower tax bill in the end. The objection is directed
agai nst a society in which loafing is condoned. In fact, it is
difficult to deny that no efficiency-argunent can take away
the fact that BIS may underm ne respect for PSP. However
would that not be a paternalistic argunent? In the bicycle-
example, it was the autononmy of the owner that was |eopar-
di zed. In the case of the tax payer, however, it would be the
noral conscience of those who would assune, on receiving BIS,
that it is alright to live off the efforts of others. Although
one mght investigate whether there is something wong wth
such a form of paternalism it is not necessary to do as the
objection is not necessarily of a paternalistic kind.

BIS is given to everybody and it changes everybody's nora
condition by renoving the basic cause for the noral need to
provide for oneself: the fear of being poor and being exposed
to the risks of disease and starvation. That fear is not just
a biological one, it is of a noral nature too. Poverty, dis-
ease and threatening starvation will make us nore inclined to
behave immrally. A norally good person will do his best to
avoid getting hinmself - or bringing others - into such a
situation because he will realise that it means great noral
trouble. At first sight, this my seem |like a strong argunent
in favour of BIS. However, precisely that would represent a
paternalistic argunment, because it wuld assune that one
should take care to keep people out of trouble even if that
trouble were the consequence of their own actions. In fact,
BIS can undermne a norally responsible attitude as it may
make us less norally careful because poverty and starvation
will no longer be possible consequences of our actions. This
objection to BIS is not necessarily paternalistic, because it
can be maintained by way of an objection against the renova
of an objective condition that determ nes the noral quality of
one's own actions as much as of everybody else's who is not a
saint. Strange as it may seem BIS can nmake it nore difficult
to act as a norally good person.

If the objection on the ground of paternalism is unfounded,
t he question can still be raised if our objective condition is
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not the same already. The prevailing system of social security
in nmost of the richer countries has taken away the fear of
extrenme poverty and starvation. However, in this system PSP as
such has not been rejected. On the contrary, it confirnms PSP,
al though it acknowl edges that one may get into a position of
not being able to provide for oneself for reasons that have

nothing to do with disrespect to it. However, if soneone
refuses to work although he is capable of doing so, he may
still end up in a situation in which he cannot rely on socia

security paynents

As the argunent against paternalismfails, a supporter of BIS
will have to grab the noral bull by the horns. He nust try and
devel op an argunment for BIS that is based on the very sanme
principle of noral autononmy of the individual as PSP itself.
Moreover, it nust be of greater weight. Has such an argunent
al ready been devel oped by BI S-supporters?

1. Justification of the basic incone as an individual right

In the first part of this section | will take a critical |ook
at Van Parijs' theory as representing the nost elaborate
version of what | will call the "fairness-approach” to BIS. It
has its roots in a Rawl sian concept of justice as inparti-
ality. Van Parijs theory will appear to have many defects. The
nost inportant objection is that it offers no convincing
ground to do away with PSP, as Den Hartogh en Van Donsel aar
(see footnote 4) have argued. However, | wll argue that this
criticismis valid only within the ahistorical framework of a
fai rness-approach.

Den Hartogh hinself does not appeal to fairness directly. He
understands the latter as a conventional device to solve dis-
tributional questions in situations in which nobody can make a
better claim than anybody else. | wll argue that fairness
cannot be constructed as a conventional solution when the
val ue of the object to be divided has not yet been determ ned.
Assum ng fairness as a conventional solution, Den Hartogh then
continues to follow an "idealist"-approach to BIS in order to
circumvent his own objection against Van Parijs. He does not
reject PSP, but he assunes that practically everybody who does
no paid work, nevertheless does socially useful work. However,
| will argue that even if this idealist assunption were true,
it cannot outwei gh PSP.

| will criticise both Van Parijs' conceptualist and Den Hart-
ogh's pseudo-conventionalist idea that fairness would demand
an equal right of everybody to the value of natural resources.
This follows only from an abstract, tineless and non-economc
concept of fairness in which ownership of natural resources is
isolated from the historical process in which its value ap-
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| nstead of fairness, | wll propose auctions as the conventi o-
nal device to deal with rivalling clains for as yet unex-
pl oited natural sources. The are three questions to be an-
swered in this connection: (1) why to agree wth auction-
rights in natural resources?;, (2) how to deal wth later
clainms of those who were not able to express their interest at
a particular auction, for instance, because they were not yet
born?; (3) what about value increases in particular natural
resources after an individual property right to them had been
properly established ?

In dealing with the first question, | wll argue, that one
cannot sinply presuppose that nature is "up for grabs" and has
no inmmaterial, uncommodifiable value for man. The "fairness"-
approach disregards the inherently political nature of ques-
tions concerning the relationship between man and nature. What
is needed, and what | wll try to provide, is a political
theory of BIS strong enough to override PSP. It wll include
some remarks on a third non-fairness approach to BIS, the
"republican-denocratic" one, which sees BIS as a paynent
enabling active citizenshinp. I wil | not rej ect this
conpletely. However, | wll argue that it cannot provide an
i ndependent foundation for BI'S as an individual right.

1. The fairness-approach

The prevailing approach to justifying BIS describes it as a
conpensation for rights that |et their holders profit nore

from them than they deserve. | wll call this the fairness-
approach. Its chanmpion is Philippe van Parijs. Wth himBIS is
founded in what he calls a theory of "real-libertarianisnt

"Libertarianism' refers to the idea that each person is "owner
of hinmself", whereas "real" refers to a structure of society
i n which "each person has the greatest possible opportunity to
do whatever she might want to do"® The latter condition im
plies both redistribution and absence of a duty to work.
However, the first condition has a "soft-priority" over the
| atter, because the assunption of self-ownership inplies that
no "particular substantive conception of the good life is
being privileged" 1°. This raises the following problem in
connection with BIS: if everybody is owner of hinself, how can
t aki ng what a person has produced from him for inproving the
position of others be justified? Wuld that not inply that the

° Philippe van Parijs, Real Freedom for All, Oxford 1995
(QUP), p. 25.

' Q0c., p. 28
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receivers are partial owners of the producers? This problemis
solved by demanding a fair distribution of external resources
or, as this is nore efficient, a fair redistribution of the
benefits of exploiting external resources. The externa
resources considered by Van Parijs are: natural resources,
gi fts and bequests, technol ogy and enpl oynment rents.

Technol ogy, as a source of rents that mght be taxed to fi-
nance BIS, is rejected by Van Parijs hinmself. Technology is
not exclusively owned except when protected by patent-Iaw,
which derives its justification fromits (supposedly!) genera
use in stimulating inventions.

We can also disregard gifts and bequests. | agree with Den
Hartogh 2 that gifts and bequests are not external goods. They
are external to the receiver, but not to the donor. Taxing
gifts and bequests would inply taxing altruism as well as
di scrimnation of what is possibly, froma (first-order) noral
point of view, the nobst praisewrthy form of disposing of
one's possessi ons.

Interestingly, Van Parijs does not propose to tax natural
resources via a property tax. In his view, all property in
natural resources has to be acquired, in principle, from
previously earned |abour income, as property in natural
resources should be taxed away, just as all other fornms of
capital, when given away or bequeathed. Therefore, it would be
unjust to tax properly acquired ownership of nat ur al
resour ces.

However, Van Parijs is not blind to the considerable negative
effects of a 100% taxation of gifts and bequests. He is wll-
ing to concede a |esser percentage that maximses the fisca
yield. He only does so grudgingly, however, as appears when he
di scusses capital tax. In itself, he admts, "there would be
no justification to tax away the benefits deriving from the
decision not to consunme and to invest instead. But given that
even an optinmal taxation of material gifts (including be-
quests, | assune) and |abour income would |eave people's
external endowrents highly unequal, interests and dividends
can also legitimtely be subjected to maxi mumyield taxation
at | east provided that no forced savings occur and that the

1 Supposedly, because it is highly questionable for nost
sorts of patents. See ny article 'On Property w thout proper-
ties', in: GE van Maanen & A J. van der Walt (eds.), Proper-
ty on the Threshold of the 21-st Century, Antwerpen 1996
(Makl u), p. 210.

2 Den Hartogh, Oc., p. 132.
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tax schene can be adequately antici pated"?®.

In fact, shortly before, in the context of self-enploynent
Van Parijs argued that the latter is wusually dependent on

capital-credit which wll not be granted unless there is
sufficient security. The result of this would be a capital-
rent, because interest-rates will be lower than if there were

free access to credit-markets. This rent would be conparable
to the rent of efficiency-wages. Efficiency-wages include a
sum that will make enpl oyed people afraid of |oosing their job
and will make them work harder or wll save enployers the
costs of introducing and training new enpl oyees to replace old
ones if these should leave their jobs for alternatives. How
ever, apart from the question of how nmuch taxation such capi-
tal and enploynment rents would justify, it seens to ne that
the argunent fails both in the case of capital and of |abour
because these "rents" reflect real transaction-costs, that is,
structural costs of markets which cannot be discounted from an
unknown equilibriumprice that would be reached if we lived in
an ideal world with perfect information and instant adapta-
tion. These can be distinguished from other, non-structural
costs, like mninmm wages and union-nonopolies, which, ac-
cording to Van Parijs, also support his thesis that enploynent
rents can justify (inconme-)taxation to finance BIS. However,
as Claude Ganel has pointed out?, these argunents beg the
guestion: why not, especially after BIS has been introduced,
abolish mnimumwage |egislation and forbid union-nonopolisa-
tion of | abour-markets?

The only source left for financing BIS, therefore, would be
the rents from owning natural resources. However, they would
be of no avail to finance a regular BIS from within Van
Parijs' theory, as he assunmes that its whole yield would have
to be spent on financing people with "handicaps" defined in
terms of Ackerman's "domnated internal activa". Ackerman's
"handi caps" represent the jeal ousy-free residue of differences
to be conpensated from the point of view of a Raw sian theory
of justice as fairness. However, a nuch nore serious objection
against Van Parijs' theory of ownership of natural resources
can be made.

Van Parijs correctly assumes that nothing follows directly

B QOc., p. 119

14 daude Gnel, 'The Use of "Enploynment rents" for the

Financing of Basic Income', Paper for the 7th International
Congress on Basic |Incone, 10-12 Septenber Ansterdam Moreover,
would seem to ne that jobs are not |ike natural resources
in so far as they are internal fromthe point of view of the

enpl oyer.
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from the ownership of the individual of hinself with respect
to ownership of natural resources. However, he believes that
there is an indirect way. Since ownership in itself cannot be
real unless there are also secured property rights in external
t hi ngs, fairness demands, according to him that each individ-
ual will have an wequal right to the value of natura
resources, assum ng equal endownents.

G ving everybody an equal right in the distribution of the
value of natural resources is not a self-evident principle.
The value of a natural resource would seem to depend on the
variable anmbition to exploit it. For sonmeone who has no anbi -
tion to do so at all, its value will be zero. It would be
unfair to let such a person share in it. This is why Den
Hart ogh and Van Donsel aar'®* conclude that a basic income paid
to such a person from tax noney would represent a form of
parasitism In defense of Van Parijs, however, one mght argue
that each individual will at |east be anbitious enough to
exploit natural resources to secure his own survival and that
there is nothing wong with trading a real interest to nore
anbitious individuals who are willing to guarantee the sur-
vival of the less anbitious in return®. This is not a form of
parasitism because one will only be able to sell one's inter-
est if a buyer thinks that the deal is profitable for him
al so, its price notw thstandi ng. However, the counter-argunent
can be developed into a criticism that applies to Van Parijs
also: anbitions and the historical distribution of property
rights are not independent factors.

The fairness-approach abstracts from the historical fact that
the decollectivisation of ownership of natural resources has
made a degree of specialisation of |abour possible so that, in
nore devel oped countries at least, only a small mnority of
the population still earns its incone from their direct
exploitation. In a historical perspective one mght argue,
therefore, that the utility |osses caused by individual appro-
priation of natural resources have been nore than conpensated
by the new econom c opportunities it has created. Historically
speaking nost "internal" activa are as nuch "externally”
conditioned as natural resources are. Conversely, if one
yields to the spatio-tenporal netaphor of Lockean netaphysics,
it is difficult to maintain that natural resources remain
external as soon as they have been transforned into capital.
Why woul d "owni ng" one's body and m nd that have been trained

15 See footnote 8.

16 Den Hartogh's and Van Donselaar's objection to Van
Parijs only holds if one rejects capital-rents in general. One
may do so, of course, but it would bring our econom es back
into the Mddle Ages with its prohibition on non-feudal rents.



15

to becone an econom c asset (internal activa) be fundanentally
different from owning a piece of land (external activa) one
has pl oughed?

In contrast to Van Parijs, John Locke was well aware that the
met aphor through which he was able to reduce property to acts
of creation, could be stretched back into the past. Therefore,
he had to struggle with Filner's thesis of Adam s ownership of
manki nd, by distinguishing fatherhood from ownership, reducing
both, in the end, to functionally distinct forms of trustee-
ship given to man by the Suprene Creator. Obviously, depending
on how one conceives of the final nature of creation, one can
nmoul d one's theory of property. In both primtive and sone
nodern environnentalists' holistic inmaginations of the rela-
tionship between the individual and nature, for instance,
nature has internal "activa" of itself of which human "activa"
are an integral part. Instead of a transformative view of the
rel ati onship between man and nature, it wll evoke the inmage
of a balanced harnony in which individuals should integrate
within the |larger framework of nature

From a post-netaphysical perspective, such controversies nmake
no sense except as objects of second-order observations about
the human mnd. The human mnd is obviously capable of vari-
abl e conceptions of the relationship between itself and its
environment. Man is not related to his environnent in the way
that the rest of nature is. It is fromthis reflection that
one can nake the otherw se paradoxical concept of "self-owner-
shi p" neaningful. The concept is paradoxical, because "self-
ownership” would inply that an individual mght also alienate
hi msel f. However, it is precisely what the concept intends to
exclude. "Selfness", in a practical sense, refers to the very
capacity of man to nake up his own mnd on what is in his own
interest or not, and act accordingly. However, do aninmals,
whi ch, as we assune, can be owned, not do the sanme? They do.
However, they cannot claimto be free in the sense that humans
can. This is not because practically no animals can comuni -
cate synbolically!, but because their conditions of well-being
are objectively given. They are practically the sanme for all
animals of a certain kind, as they are not in the case of
humans. From the point of view of the interests of animals,
there is no reason to object to being owed as long as their
objective interests are not in conflict with being owned. In
the case of human beings who are conpos nentis, such ownership
is literally inpossible for lack of an objective nature of
their conditions of well-being. This is not the sane as claim
ing that there are no objective conditions for human well -
being at all. There are obviously sone universal natural

7 And the few primates who can, do so at a very concrete
semantic | evel only.
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condi tions of human well-being. However, human well-being is
not only dependent on these natural conditions?é,

This analysis is not neant to restore an Aristotelian argunent
from "is" to "ought". To claim that certain rights, Ilike
integrity of the body, individual property, free speech, etc.,
are "natural" in a functional sense, because they are neces-
sary conditions for the realisation of man's nature, does not
inmply that they are "natural rights". In fact, our analysis
shows that this cannot be the case since man's nature is
precisely that he can have quite variable and inconpatible
i deas about the fundanental values and goals in life, nature
and soci ety?.

That this can be highly problematic can be illustrated by
confronting Van Parijs' nmetaphysics with the alternative we
have suggested. Thus, the Indian Chief who, not having read
John Locke, resisted colonisation, was, from a nodernist
perspective, not only being "irrational", but, follow ng Van
Parijs, also "unfair” in so far as he wished to maintain the
I ndian's economcally speaking "luxurious™ wish to live in
bal ance with nature as, predom nantly, hunters and gatherers.
However, that would seemto be a very perverse sort of accusa-
tion since it is precisely the imobdest demands of the nore
devel oped parts of the world which make the taste of the |ess
devel oped ones "expensive".

Traditionalism is expensive indeed, in so far as it risks to
develop insufficiently endowents to allow people to survive
in constant conpetition with others. Van Parijs m ght counter

therefore, that he assuned equal endowrents and that redis-
tribution will be affected by dropping that assunption. |If
people are seriously disadvantaged, according to him they
shoul d be conpensated. However, in so arguing, he msses the
point of the argunment which is, that the value of nature is
very different for different people and that it may be infi-
nite, because their very survival is at stake or because
people do not only stand in a material relationship to nature.

8 psychol ogi cal research on human well-being confirns
human happi ness has everything to do with being able to

live a life according to one's own's values and wit pursuing
goals set by oneself which are both challenging and wthin
one's reach.

9 The prenodern view is still defended today, however

See John Finnis, Natural Law and Natural Rights, Oxford 1980
(Cdarendon). Finnis' theory has recently been submtted to a
devastating criticismby Pauline C. Westerman, The Di sintegra-
tion of Natural Law Theory, Aquinas to Finnis, Leiden-New York
1997 (Brill).
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One nust have submitted nature to comodification already to
make conparative quantitative val ue assessnents.

As regards natural resources there is sinply a no-right situ-
ation, which inplies that property rights can only be estab-
i shed through sonme sort of convention; and if there is no
good reason, for some people at least, to agree to a conven-
tion, there sinply is no conplete solution for the problem of
the justification of property in natural resources. The only
thing that will be left for people who would |ike to subscribe
to a certain convention, is to try and make a deal wth people
who do not accept it, provided that both subscribers and non-
subscribers have an interest to cone to a settlenent of the
conflict instead of fighting it out violently.

Interestingly, Den Hartogh, when dealing with the justifica-
tion of ownership of natural resources, does not appeal to a
concept of fairness directly, but to the idea of a conven-
tional solution. This is a stable pattern of expectations that
results from a series of decisions, so that earlier decisions
are the context of those follow ng. Conventional solutions
refer, therefore, to solutions as historical processes and not
as abstract schenes.

If one would |like to solve the problem of how individual
ownership of natural resources can cone into existence as a
stable institution, one nust try to imagine under what
conditions people who are excluded from such property would
consent to such exclusion?. It has already been argued why it
is not self-evident that people would agree to a conventiona
solution, because it presupposes a comon frame of value
reference in relation to nature. It already demands a certain
degree of noral relativismto accept a definition of nature as
an object the value of which is to be neasured in fractions
and in terns of subjective opportunity costs, as is usual in a
mar ket soci ety.

20 One of these conditions would be that physical power to

suppress other claimants is not sufficient to nake a solution
stable. Obviously, physical power is often a very successfu

method to stabilise property rights, however unjustified they
may be. Nation states quite successfully enforce an exclusive
property right of their natural resources on behalf of their
citizens. The result is that one will find incredibly rich
states next to very poor ones, depending on the mnerals found
within their territory. Since national property clains on
natural resources are conpletely arbitrary from a theoretica

poi nt

of view, the best way of spending public revenue from

natural resources would be the financing of global internatio-
nal institutions. See N co Schrijver, Sovereignty over Natura-
Resources: bal ancing rights and duties, Canbridge 1997 (CUP).
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However, let us assune that such noral relativismis shared by
those seeking a conventional solution. Wuld their solution
be, as Den Hartogh suggests, that everybody would have an
equal share in the value of natural resources? This, as Den

Hartogh hinmself states, is inpossible, because the market
val ue of natural resources is not known until the property
rights of market-partners have been established. However, if

that is so, equal rights cannot be the conventional solution
because it demands a tinme-series of decisions of which each is
determ ned by those which precede it. Den Hartogh than pro-
ceeds by sinply ignoring this fundanental problem and proposes
a second-best solution, which is an equal right in the value
of the production accountable to natural resources, of which
he estimates the value, via a fanciful procedure, at about 25%
of all production?. Leaving aside what this sum should be, the
guestion remains of a just collection of that part of tax-
noney. Wiy woul d someone who earns his noney as a singer have
to pay 25% of his incone as if 25% of his production would be
from natural resources? However, if, instead, the whole value
of natural resources would be taxed away from their owners,
nobody woul d be interested in owning them any nore.

Den Hartogh's own criticismthat an equal sharing of the val ue
of natural resources would be unfair in the case of people who

have no interest in exploiting them as such, inplies that
differences in the anbitions of people nmust be taken into
account. Even though this argunment wll be seldom used at
birthday parties, it is, strictly speaking, unfair that some-
one who does not |ike cake, gets the sanme piece of it as
sonmeone who is really fond of it. Possibly trade will be the

consequence and the person who sells his cake can nake a
profit. However, trade reduces value because it involves
transaction costs, and especially so if hold-out options
exi st.

Equal division in ternms of value and in terns of objects only
coincides if it is noney that is being divided. Can the dis-
tribution of natural resources be seen like a fair distribu-
tion of noney ampong its finders when nobody has showed up to
claimto have lost it? In fact, Den Hartogh hinself has argued
that it cannot, because it would be unfair to include soneone
who is not interested at all in using a particular natural
resource. He avoids this problem by parallellising his
abstraction from the process of allocating property rights by
an abstraction fromthe willingness to use a concrete natura

2l He reasons nore or less as follows. W do not know the
contributions of capital and labour. Let us therefore

assune a contribution of 50 % of both. However, since capita
consi sts of natural resources and |abour again, we can repeat
this procedure, which | eaves 25% for natural resources.
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resource to a wllingness to work in general. As long as
soneone's work has some social value, paid or unpaid, he is
willing to grant a claimin the value of natural resources,
fromwhi ch, he believes, BI'S mght be financed (see bel ow).

The problem of assessing the value of a natural resource is a
matter of estimating its opportunity costs, i.e. its value in
terns of alternative economc choices. This can be done by
means of an auction??, preferably a non-interactive one. A non-
interactive auction is one in which the first bid is also the
last and all bids are nade wthout know edge of those of
others. This is a device to counter speculation. However,
unless a realistic mnimumprice has been set in advance, it
does not prevent parasitism because it still allows "safe
bets", that is bids that are obviously too |low and that are
only nmade to acquire a share in the division of the spoils of
t he aucti on.

Qobviously, the distribution of an auction-price should be
related to the value of each offer, since that reflects the
negative utility of not acquiring ownership. Nevertheless, it
seens better to sinply divide equally, however unfair that may
seemin the face of real differences in expected utility, be-
cause speculative bidding cannot be excluded conpletely.
However, there is a second reason not to discrimnate between
| oosers, which is that people who could not be present at the
auction, for instance, because they were not yet born, m ght
claimthat it is unfair that the resource was sold out w thout
their having had a chance to take part in the auction. This
may seem absurd, because it would inply that no natural
resource mght be exploited until the very last man had been
born. However, if the capital-value of the auction is saved
and not distributed, everybody can profit fromits rents.

Once a natural resource has been auctioned®, it can be dealt
with as capital in general. If its value increases after it
has been acquired, that increase should be taxed I|ike any
ot her capital-value increase, provided that capital-taxes as
such can be jurstified (see next section).

22 The theory of how auctions can becone conventional

solutions to establishing property rights is part of the body
theory concerning the so-called "tragedy of the commons”.
See Herman S.J. Cesar, Control and ganme nodels of the green-
house effect: econom c essays in the conedy and the tragedy of
t he conmons, Berlin 1994 (Springer verlag).

2 The question can be raised about the justification of

appropriation when there is only one clainmant. The answer is

if there is no market, the value is zero.
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There is only one special feature about capital in the form of
natural resources which nakes them different. Sonme of them
li ke land, can also be used for the consunption of the owner

If its value then increases, it is reasonable that this con-
sunption should also be taxed just as if the land had been
| eased out to soneone el se.

In conclusion | can distinguish ny own position as a conven-
tion-theoretical solution from Den Hartogh's in two respects.
The first is, that I do not assune that a conventional soluti-
on of the allocation of individual property in natural re-
sources is generally acceptable in the sense that sonmeone who
woul d refuse to agree with it, is being irrational. People my
refuse to consent in establishing individual property rights
for good reasons. This is nost inportant, because it follows
that the problem of individual ownership of natural resources
as such is insufficient to justify BIS and that it requires
anot her convention that precedes it. However, and this is the
second difference, for people who prefer to avoid fighting
about access to natural resources, the solution they would
rationally consent to is not an equal share in the value of
natural resources, but a conbination of an auction for prop-
erty concessions and taxing value increases of natural re-
sources in the same way as capital gains in general

A few nore remarks nust be made on how Den Hartogh, in con-
trast to Van Donselaar?, finally justifies BIS, his objection
on the ground of parasitism notw thstanding. He assunmes an
"idealist" view, according to which nost people work, even if
unpaid. and the amount of real |oafers would be negligible.
However, we know not hi ng about how the attitude to work may be
affected by BIS. Secondly, those who object to other people's
living off their efforts will not necessarily think that they
are |less taken advantage of when people who undertake unpaid
social activities define what they do as work, even if it is
socially useful. The question will remain useful to whon? And
why do those for whom it is useful, not pay for it, if it is
i ndeed useful ?

The | abour of a housewife or a houseman is nost useful. Howe-
ver, they are paid informally by their relatives, who profit
from their |abour. They may be underpaid, but that is some-
thing for which their relatives are responsible, not outsid-
ers. Simlarly, one may acknow edge that other fornms of unpaid
work can be useful for a larger section of society. However,
why is that work unpaid if and to the extent that it is indeed
useful? If the market fails to do so, the state should take
its responsibility and conpensate those market failures by

24 VVan Donsel aar did not dicuss the idealistic defense of
BIS by Den Hartogh and restricted his criticismto Van Parijs.
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hiring people. BIS is an economcally clumsy way to do so,
because it does not distinguish between a greater and a | esser
social utility of work. The work a Bl S-receiver nmay decide to
do, may have a utility purely for hinself or, if nmeant to be
for others, it may only exist in his own imagination.

Therefore, although I have argued that Den Hartogh's objection
against Van Parijs' theory as based on parasitism does not
hold, as transfer of property rights and notivation to work
are not 1independent factors, his idealistic attenpt to get
around his own objection is al so unconvinci ng.

2. Law as second-order norality (LSOW

The assunption we have been making inplicitly when devel oping
our conventional solution by establishing property rights via
an auction was that its value represents opportunity costs.
But these are opportunity-costs in ternms of market val ues.
This inplies that non-market values that a natural resource
may be related to, drop out. To justify this, fairness-theore-
ticians like Van Parijs wll invoke the neutrality-axiom a
fairness condition for conpeting theories of the good. It
stipulates that since at least different internally consistent
theories of the good can be defended, each individual should
have an equal chance to realise his or her conception. Cbvi-
ously this has inplications if there is collective wealth to
be distributed. W have seen that only natural resources can
have a collective yield and that only if rivalling clainms for
first ownership are given. However, it is not self-evident
that everybody would agree with auctioning natural resources.
If natural resources as such are assigned a non-narketabl e,
social or natural value, equalisation is inpossible. Adherents
of the fairness-approach disregard the possibility of subjec-
tive infinity of the value of nature and its resources.

Van Parijs' invocation of the neutrality-axiom manifests a
confusion of the logical truth of noral relativism with its
noral truth. The logical proof for noral relativism consists
in the sinple fact that there is no objective fact which is
good or bad in itself in the way that a physical object can
have a certain property or not. The fact that sonmething is red
or blue is relatively theory-independent. Qur perception, even
if differing between individuals (as when someone is colour-
blind), does not, depend on our theories of the world. By
contrast, our noral qualifications clearly depend on the
theories of the good that we prefer. Mral relativism does not
inply that noral debate is neaningless. W can err in our
noral judgenents and our noral theory can be inconsistent.
However, there is no doubt about the fact that an infinite
nunmber of internally consistent noral theories can thought
out, the prem sses of which can never proven to be true or
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untrue. It is very inportant, however, to distinguish between
the second-order observation that noral subjectivism is a
| ogi cal fact and the primary-order judgenment that this |ogical
fact is of noral relevance itself. The logical fact is about
the provability of noral theories, not about their truth in an
obj ective sense. The fact that we cannot prove a noral theory
to be true, does not exclude the possibility that it is actu-
ally true. A lack of theoretical reasons to support the ulti-
mate truth of one's noral theory, does not inply that one
cannot have non-theoretical reasons for believing that one's
theory of the good is actually true. The logical inplication
of noral relativity is that one can divide noralities in two
ki nds: those which take noral relativity into account and
those which disregard it. Adherents of the latter content
t hensel ves with preaching for their own conmunity. This is not
necessarily meaningless, as one can hope for converts. Mre
i mportantly, denocracy as we know it is a device to cope with
the fact of noral relativism It allows a certain dom nance
tot noral majorities, while protecting dissenters. However,
this is a solution of a purely practical kind.

Can Van Parijs' theory of "real freedom for all" not qualify
as a theoretical solution for the problem of noral relativisnf
A premise of Van Parijs' theory is that the capacity to be
free, which is, to do whatever one would like to do, is
i ncome-rel ated. However, this is not true for all conceptions
of the good life. It is plausible that all of them accept
el ementary conditions of survival as functional prem ses of
the good life. However, in some of these conceptions this is
all that is needed to be free, as they define freedom as
acting under no natural or social conpulsion. |Incone above the
basic level is irrelevant for their theory of the good, even
if a wealthy life is seen as desirable, provided that this
wealth is acquired wthout compulsion of others. If wealth
woul d be taken from people who adhere to such a view, they
woul d certainly be nade to serve other people' s conception of
the good. It is one thing to admit that one's own conception
of the good is not superior to anybody else's, but another
thing to accept to be exploited and serve soneone else's
conception of the good. Refusing to be so exploited, does not
imply, of course that another person would not be free to use
his own neans to acquire what he needs for the realisation of
his conception of the good. Thus, because freedom is, above
the basic level, not necessarily a mtter of neans, the
neutrality-axiom demands the inpossible. In fact, true neu-
trality inplies a definite preference for noral theories which
focus on nothing nore than survival in society. The reason is
that this "mnimal" norality represents a comon mninmm The
rest is sinply relative and a matter of belief.

| f people are serious about wanting to avoid conflict in view
of noral subjectivism they can only keep others bound to
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prem sses these people acknow edge thenselves. |In other words,
in constructing a second-order norality one can apply COccam s
razor. Obviously, soneone who objects to holding nature up for
grabs, would try to inpose his strong netaphysical assunptions
about the relationship of man with nature on people who nake
weaker assunptions. In contrast, objecting against a use of
natural resources which would create a danger to survival, is
consistent with a second-order norality, since its whole point
is to make survival possible.

One mght still try and defend Van Parijs' theory, because he
restricts redistribution to value that has not been created by
an individual. Redistribution, in other words, would not be a
matter of exploitation then. However, all value is created by
i ndi viduals and even natural resources' value only exists for
those who are willing to invest in their exploitation. The
whol e idea that nature as sonehow special as privately owned
capital since it is sinply "there", betrays a technocratic
view of economic value in which its opportunity costs, its
risks and its positive external effects are disregarded.
Certainly, there can be a problem of first allocation wth
natural resources, but rivalling clainms can be dealt with via
auctions. Only the yield of such auctions can be wused for
col l ective purposes. However, it is totally unlikely that its
value will even be sufficient to finance m nimal social secur-
ity even if it does not take the anbitious from of BIS. Even
if that were different, it would be far from self-evident that
the yield of auctions of natural resources should be spent on
BIS. Why should it have priority over the still considerable
nunber of public tasks which have to be taken care to secure
survival in societies and of societies? Obviously then, an-
other kind of justification of BIS is requested. Can the idea
of a second-order norality, provide one?

| have argued that noral relativism is not a noral truth.
People's belief in certain values and there preference for
certain types of society can be so strong that they are not
inclined to nmake any conprom ses. |f people are under a duty
to provide for thenselves, but they disagree with the society
they have to work for, they mght even have noral objections

against such a duty and prefer to keep alive with illegal
means. BIS takes away the need to work for survival as well as
a possible excuse for a crimnal lifestyle. Thus BIS figures

as a pay-off to those who cannot realise their conception of
the good due to the constraints and limts which even a truly
pluralist denmocracy wll inpose upon them The argunent for
BIS as a pay-off is derived from the same principle of nora
responsibility as the principle that each individual has the
duty to provide for hinself. However, it does not artificially
separate the responsibility for work from its concrete
hi storical and socio-political conditions. It is inportant to
realise that even denocratic political systens are fornms of
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dom nation, however tolerant and pluralistic they may be. The
structure and territorial scope of denocracies is relatively
arbitrary and not neutral as far as the outcome of decision-
maki ng is concerned. Mreover, voting by foot by emgrating is
very difficult for nost people nowadays. An alternative soci-
ety within one's own cultural conmmunity is often unavail able
or inaccessible. Therefore, it is always possible and, in
fact, often true, that people strongly disagree with the rules
they are submtted to via denocratic forns of decision-nmaking.
Even a particular denocratic society can be hard to identify
with for some people, because they nmake high demands for
adaptation and conformty?®. In fact, proponents of BIS have
often argued for BIS on those grounds in connection with the
pressure that the obligation to work creates for people living
on social security. CQbviously, BIS allows people a mninal
degree of participation in and responsibility for a society
they may reject. In other words, BIS can be justified as a
political pay-off to nake people refrain from giving up a
relativistic attitude. By not forcing people to contribute
actively to a society which they reject, it takes away what
m ght be a reason for revolutionary action, if only because
refusing to participate in economc activity can no |onger be
used as an excuse for illegal forms of surviving.

Of course, identification with society and its political
systemis a matter of degree. Since a truly pluralist denocra-
tic society maximses freedom it can be expected to m nimse
alienation. However, it would be naive to believe that freedom
is valued by everybody. Wth sone people, depending on their
cul tural backgrounds, freedom is a source of great anxiety.
Free societies are wusually also highly conpetitive and
conpetition inplies material and social risks for those who
turn out as loosers in the conpetition. BIS will reduce this
fear by guaranteeing mnimal social security as well as by
destigmatising failure by making it | ess conspi cuous.

BIS as a back-up for social cohesion in a denocratic society
has already been advocated. However, this was in view of a
different kind of support, although it is not unrelated to the
one we have just developed. BIS can al so be seen as a neans to

% | see a truly pluralist denocratic political system as

the political expression of "law as second order norality”
(LSOM), as it maxim ses the possibility to live according to
one's own conception of the good wi thout getting into conflict
with the sanme right of others. | have recently analysed the
structure of such a systemin a soon to be published article
"Denocratic Deficits or Deficits of Denobcracy? Transition to,
in and from denocracy in Europe", in Werner Kraw etz and Csaba
Varga (eds.), (title as yet unknown), Beiheft Rechtstheorie
1998 nr. 3, Berlin 1999 (Duncker and Hunbl ot).
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realise the republican ideals of denocracy. BIS invites dis-
senters to put as nuch energy as they want in using denocratic
means for convincing their fellow citizens of the necessity
for change. BIS enables every citizen to participate in poli-
tics, full tinme if deened necessary.

In a conplex nodern society, politics and public adm nistrati -
on have becone highly professionalised and bureaucratised.
This explains why the alienation between political parties and
citizens has grown and why unofficial politics have becone
nore and nmore inmportant in conparison to official politics?.
Cbvi ously, our "risk-society" needs nmuch political information
and control. Therefore, from the point of view of denocracy,
BI' S cannot only be regarded as a neans to nmake dissenters |ive
with a formof political domnation they reject, it can also
be seen as a citizen's financial credit for political activi-
ty. This is especially true for those who are dependent on the
exi sting system of public social security. The obligation to
work and the risks of |oosing social security if they do not
conply with the conditions that authorities inpose upon them
can operate as restrictions on political freedom In fact, the
fear of |oosing one's job without a right to social security,
may already block the freedom of political action. According
to Ralf Dahr endor f, this would be inconpatible wth
republ i can-denocratic ideals of equality and political free-
dont’.

The argunment for BIS from republican-denocratic ideals is nuch
nore attractive than the idea of BIS as a "pay-off". Nevert he-
| ess, | cannot accept the republican argunents for BI'S as nore
t han secondary. They cannot provide an independent justifica-
tion of BIS that overrides the objections based on PSP. What
about those who do not participate in the denocratic process
on principle or who do not participate in any way although
they do not have any of these objections, but who sinply do
not care? And why give a basic incone to those who are obvi-
ously rich enough to live off their capital if they would Iike
to spend their tine in republican activities?

Therefore, the republican argunment, attractive as it may
appear, cannot stand on its own feet, unless one first accepts
the "ugly" side of BIS its being a "pay-off". If one does

the republican argunment can be integrated easily. Ooviously,
i f opponents of the denocratic republic are given the opportu-
nity to voice their opposition, provided they do it peace-
fully, the supporters of that ideal should be given an equa

26 See footnote 25 for the scientific support for this
t hesi s.

27 Ralf Dahrendorf, The Mddern Social Conflict, London
1981 (Weidenfeld), p. 177.
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opportunity to defend it.

3. Concl usi on

Let us now, in conclusion of this section on the justification
of BIS as an individual right, conpare our approach to it with
the one followed by Van Parijs. A first inportant advantage of
our approach is that we do not have to deny PSP. However, we
have based this duty in a nore general and broader duty to
take noral responsibility for one's life. PSP does not
necessarily have priority within this broader responsibility.
Under particular social-economc or political conditions it
may demand, depending on a person's world view, not to fully
participate in society and contribute to it through paid work.

The second advantage is that we can explain why BI'S woul d have
to be a truly basic income and not nore than that, as Van
Parijs would prefer. | think this is an advantage, because
against the prima facie intuition that everybody has to provi-
de for hinself, it is hard to explain why even nore than just
t he m ni mum necessary for social survival would be covered by
BIS. | have pointed out that BIS should take away a possible
justification for illegal behaviour on the grounds of the
necessity of survival in connection with one's norally notiva-
ted refusal to work under certain socio-political conditions.

That BI'S should be a basic inconme only, does not inply that it
shoul d have the sane |evel for everybody. The needs of people
for survival can differ. For instance, sone physically handi-
capped people will need extra neans if they are to survive
wi t hout any ot her sources of incone.

A third advantage is that we are not restricted to taxing
natural resources to finance BIS. It can be financed from all
ot her sources of which taxation can be justified (see bel ow).

A fourth advantage is that although BI'S was di sconnected from
being financed exclusively from property-taxes on natural

resources (considering that all other sources of taxation Van
Parijs suggested are untenable), we have neverthel ess identi-
fied a basis of taxing natural resources. It consists of VAT
in two forms: a 100% VAT for the establishnment of origina

property rights when there are nore than just one claimnt,

and |ater an ordinary tariff for val ue added.

The practice that VAT is not paid back when the value of an
obj ect goes down after being sold, would explain why there
woul d al so be no such clainms against the conmmunity when the
val ue of natural resources fall under the price for which they
have been acquired from the community. However, this is only
the case if we can explain the non-reinbursenent of VAT in
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case of price-drops in general. If VAT were the fiscal form
t hrough which property rights in natural resources can be
justified, one can presune that a nore general justification
of VAT will throw a clearer light on the relationship between
property rights and taxation in general. Another question that
arises is, whether BIS mght play a special role in the justi-
fication of VAT. These are the subjects of, respectively, the
third and the fourth sections of this paper.

I11. Principles of taxation

1. The principle of equal charges and benefits

Taxation is subject to the general principle of equal public
charges. However, as we have seen, these can be positive and
negative. Therefore one may fornulate it better as the prin-
ciple of equal charges and benefits. Benefits from public
expenditure can be diffuse or specific. In so far as they are
specific, they should be subject to charges. Inpure taxation
shoul d al so be specific, as connected to conpensating negative
effects  of i ndi vi dual behavi our . Gener al taxation is
unavoi dably class-biased in sonme respects. Expenditure for
social security is by its very nature nore to the advantage of
t he poorer social classes. This also is the case in a society
with BIS, because it wll represent a larger part of their
i ncone. Public expenditure for education and cul ture, however,
is usually nore profitable for the rich. The advantages of
public investnments in infrastructure, justice and defense, are
by and large related to incone. Therefore, if incone is taxed
proportionally, the scales wll be roughly in balance, al-
t hough the principle my demand sonme further refinenments (see
bel ow) .

Even if the advantages of public expenditure would thus be
roughly in bal ance, one may still question whether the charges
of taxation are divided equally. An argument that can cast
doubt on this, is the idea of the negative marginal utility of
incone. This is often rejected on purely |logical grounds,
because it would inply interpersonal and intertenporal utility
functions. However, | do not think that these objections which
are valid on an individual level, are also conclusive if and
in so far as fiscal justice has to be established on the group
| evel only. Even if e.g. a negative marginal utility of incone
can not be established on an individual level, it mght stil
hold as a generalisation. Legal justice can often be an
approxi mative justice only, and we should therefore seriously
consi der whether there is, as so nmany people believe, a justi-
fication for progressive incone taxation.

2. Progression in incone tax
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A first reason to think that the marginal utility of incone
decreases, is that standard neo-classical econonmy would pre-
dict that people will work |ess when incone increases, because
the value of leisure will increase. However, the direct evi-
dence for this thesis would seem to indicate the contrary
rat her, because people in general cannot be observed to work
| ess as their income per hour increases. The incone effect is
many tinmes higher than the substitution effect. It is true, of
course, that as incone increases, the work as such tends to
becone nore attractive, but the relative inpact of that factor
i s unknown?,

The second argunent is based on a well-known paradox, discove-
red by Kahneman and Tversky, consisting in the fact that
people, in general at least, tend to be |oss-averse?. People
prefer to avoid a small chance of losing a certain anmunt of
noney over a nuch greater chance of gaining that anmount. Can
this "irrationality" be explained as indicating a decreasing
marginal utility of income? It certainly cannot because Kahne-
man and Tversky did not find a decreasing |oss-aversiveness
with increasing incone. Nor do others, as far as | have been
able to establish from handbooks on econom c psychology. In
fact, ganmbling is nore typical of the lower social classes®.
However, this may reflect a | esser sense of control over one's
life and seeing it being governed by chance. Moreover, there
is only a gradual distinction between ganbling and, as richer
soci al classes do nore often, investing noney.

A final reason to suppose that the marginal utility of incone
decreases, is that saving-rates increase as incone increases.
However, increasing saving-rates only indicate that, as incone
rises, saving becones nore attractive than direct spending.
Again, this may also be explained as refuting the thesis of
the decreasing marginal utility of income, because saving wll
usually aim at a greater incone in the future. In fact, not
only do saving-rates increase with inconme, so do de-saving
rates®. \What these enpirical data reflect is that richer
people can better afford to develop longer term consunption
pl ans. Needs are not independent of incone |evel therefore.

28 Stephen E.G Lea, Roger M Tarpy & Paul Wbly, The

I ndivual in the Econonmy, A Survey of Econom c Psychol ogy,
Canbridge 1987 (CUP), pp. 162-164.

2 D, Kahneman & A Tversky, Prospect Theory: An Analysis
deci si on-maki ng under risk, Econonetrica, 47 (1979), pp.

263- 291.

30 Lea, Tarpy & Wbley, Oc., p. 271

3 Qc., p. 230.
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Enpirical studies show that the need for income is highly
dependent on reference groups, which are, in general, the
group of one's own incone-bracket®. The nost |ikely assunption
is, therefore, that the marginal utility of incone is at |east
constant as a proportion of income. A proportional income
taxation would therefore be just in terns of the disutility of
fiscal charges®.

There are other argunents against progressive incone tax.
Income tax only takes financial costs of gaining an incone
into account, and not non-financial sacrifices like taking
ri sks and working hard. Sonmeone who works only half-tinme when
nothing but a preference for |eisure keeps him from working
full-time, will not pay nore or |less incone tax than soneone
who works full-time or even overtinme, and makes the sane
anount of noney. Another way of expressing this is, that
income tax systenms do not tax a preference for free tinme. It
would be very hard to do so, of course, because it would
presuppose an objective standard for "full tinme work"”. Moreo-
ver, it would contradict a deep rooted sentinent that we are
owners of our own tinme and that we have no obligation to work,
at least as long as we do not ask society to support us to do
so. In fact, if one would tax free tinme, one would al so have
to tax reasons to work under one's earning capacity. A surgeon
who prefers to make his noney as a professional painter, would
have to be taxed for his preference to be poorer but nore
satisfied about his work. Nevertheless, the fact that non-
financial sacrifices are not discounted in incone tax, does
not only count as an objection to progressive taxes, it is an
argunent agai nst incone tax as such. In fact, that is not the
only objection against incone tax.

3. Incone and corporate tax vs. consunption tax

Many income tax systenms with progressive tax rates are nmarred
by possibilities of regressive tax deductions. However, this
is not a structural feature of income tax. A nore structura
problem for such systens is at stake when incone is used to
create incone at a later time, for instance, through pension

32 Robert H. Frank, Choosing the Right Pond: Human Behavi -

our and the Quest for Status, Oxford 1985 (QOUP)

3 This assunption inplies that redistribution of incone

fromricher people to poorer people increases wealth in utili-
tarian terns, provided that it is not conpensated by | oss-
aversiveness. However, that would still justify redistribution

if one accepts teh utilitarian principle that theft is

justified if the thief needs what he stole nore than the
owner .
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i nsurance. One mght argue that insuring one's pension is
irrelevant for income tax. One's preference to consune incone
later is just as irrelevant as any other decision to save
instead of consum ng. However, the future incone should then
not be taxed except in so far as it exceeds what has been
saved. One might also argue that pension-insurance spreads
income nore evenly, and that it is a justified form of avoid-
ing unjust taxation that results from the conbination of
unequal incone in time and changing tax rates. In fact, tax
systens wusually allow an adm nistrative spreading of incone
over a limted nunber of years in order to avoid unequal
taxation caused by progressive tariffs. However, the usually
limted duration of that termis arbitrary. Moreover, if such
spreading is justified, any form of tax-exenpted saving to
conpensate unequal incone over the years would be justified

However, it would be hard to know whether savings will be used
to do so or not, because it is often difficult to predict
one's future inconme. Another way to make the same point is
that the value of income differs depending on whether it is
regular or irregular, whether it is protected against infla-
tion and whether it can be used for consunption or not. The
tax man cannot know when and to what anount acquired incone
can be spent nore usefully. That is why a consunption tax
system would seem to be nore just as an indicator of spending
power .

That an incone tax system 1in contrast to a consunption tax
system is not neutral towards consunption and saving is
inportant in this connection. Suppose that A and B have an
i ncome fromwork of 500 dollar during two consecutive taxation
periods. Let us assume a tax rate of 50% and also that A
consunmes his inconme conpletely®*. A wll then be indifferent to
whet her he woul d be under an incone tax system or a consunpti -
on tax system Under both systenms he wll pay half of his
income to the tax man. Assume that B, in contrast to A saves
his incone of both periods at an interest rate of 10% In an
income tax system B would have saved 250 dollar. H's incone
in the second period would therefore be 550 dollar, which wll
lead to a tax sum of 275 dollar. Over two periods B will have
paid 525 dollar therefore. However, would B have been subject
to a consunption tax after the second period, when he spends
1100 dollar (1000 dollar regular incone plus 100 dollar inte-
rest), he would have to pay 550 dollar in tax. The direct
value of A's tax duty is 500 dollar. So is B's in case of a
consunmer tax system (his incone mnus the value of his sav-
ings). However, if he were subject to an inconme tax system
the direct value of his tax debt would be 525,50 dollar (500
dollar of his regular income plus 25 dollar tax on interests

34 1 have taken the exanple fromS. Cnossen, De bel asting
van de toekonst?, Deventer 1978.
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m nus 10% of the latter amount that represents his sacrifice
in saving that anount).

Not to discrimnate between consunption and savi ng nmakes sense
econom cal ly, because they represent each other's opportunity
costs. However, one should realise that the rationale of a
consunption tax system inplies not only that the rewards for
the sacrifice of saving, but all capital gains renmain untaxed
until they are used for consunption, including the consunption
of | abour, buildings, machinery, etc. This does not inply,
however, that capital gains as such will becone greater at the
expense of generating inconme via other neans. The taxation of
capital gains is only shifted to the nonent the gains are
consuned. The advantages of a consumer tax over capital tax
are that lettter are no longer hidden in consunmer prices and
that the choice between alternative conbinations of production
factors, which are usually not equally taxed, wll no |onger
be determ ned by fiscal notives.

Furthernmore, in absence of a capital tax, the |osses caused by
m st aken investnents can no |onger be deducted from profits.
In other words, the taxman wll no |onger subsidise bad
entrepreneurs. Mreover, one does not have to account for the
val ue of stocks, debts, depreciation of capital as well as for
reserves. Al the fiscal problens created by differences of
taxati on depending on the legal formof firms, and of buying,
merging and liquidating firns, wll be over, just as the
difficulties created by bonus-shares and agi o- paynents.

Nevertheless, it nust be admtted that wthout taxing inte-
rests and capital gains, differences in wealth will increase
because saving wll become relatively nore attractive than
consunption. The rationale of a consunption tax would also
seem to be inconpatible with taxing gifts and bequests. How
ever, that is a mtter we have already dealt with when dis-
cussing Van Parijs' theory. W concluded that there is no
ground for the state to claim a share of A's willingness to
gi ve or bequeath sonmething he owns to B. Nevertheless, in the
absence of an inheritance tax, differences in wealth will also
i ncrease. However, as saving rates increase with income, high
saving rates will stimulate cheap credit and cheap credit wll
stimulate investnments and enploynent. Moreover, poorer people
will also profit nmore from BIS as it represents a |arger
proportion of their inconme. In other words, one should not
conclude too quickly that a BI'S in conbination with a consunp-
tion tax would have a negative effect on real incone differen-
tials, quite apart fromthe fact that they are not necessarily
obj ectionable fromthe point of view of justice.

4. Direct vs. indirect consunption tax
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The question remains whether consunption tax should have a
direct or an indirect form (VAT). The direct form has sone
i mportant disadvantages. The first is that it is less control-
| abl e, because it is not a source-tax. The second is that it
demands a fiscal control over citizens' spending that goes
much further even than in an incone tax system The tax man
will have to estimate what one's possessions were at the
begi nning and what at the end of the year, as does the tax
payer who does not want to be confronted with too great a debt
to the state at the end of the year

Fiscal control will also have to face special problens. Wen-
ever things are bought on credit, they do not have to appear
in the fiscal admnistration of the debtors with the effect
that noney that has actually been spent already nmay appear as
still unspent. Paynents from bank accounts that are kept
abroad will be even nore difficult to control. Al these
consi derations are argunments for an indirect consunption tax
in the form of VAT.

VAT has a further advantage over direct consunption tax. It
makes repairing much nore interesting. A direct consunption
tax is indifferent to whether a product is new or not. VAT
used as the only form of pure tax would no |onger have the
di sadvantage of the present VAT which is also calculated over
the other fiscal conmponents that are a part of the price one
pays. |f these conponents have different tariffs, VAT rein-
forces the market-disturbing effect of these differentials.

Finally, VAT has the great psychol ogi cal advantage of indirect
taxes in general. They are not paid separately by the con-
suner, for whom tax appears as just another price factor. And

in so far as the consuner is aware of the tax-conponent, it
has a frame which suggests that the consuner is paying tax out
of his owm free will as nmuch as he or she is free to buy or

not to buy a particular good or service®,

| V. The coherence between VATS and BI S

We nust now consider, on the one side, how our critical analy-
sis of the justification of taxation-systens in general are
related to the justification of BIS and how, conversely, a BIS
contributes to the justification of VATS.

If BIS were also financed from incone taxes, it would affect
enpl oyed people as a cheap trick. However, if it is financed

3 See A Tversky and D. Kahneman, The Fram ng of Deci si -

ons and the Psychol ogy of Choice, Science 1981, 211, pp. 453-

458.
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from an indirect form of taxation |like VAT, taxes are hidden
in prices.

When considering the choice between a direct consunption tax
and VAT, social security considerations support the thesis
that VAT is to be preferred over a direct consunption tax in
conbination with BIS. Oten social security wll only be
provided if one's capital and savings are below a certain
|l evel. The inplication is that two people who have generated
the same amount of incone over a nunber of years, can have
received very different anmounts of social security, depending
on whether they were forced to live from their capital and
savings or not. In fact, the very fact that one had to live
off one's capital and savings may have prevented the possibi-
ity of having an incone from which earlier social security
paynents mght easily have been paid back. This is another
good argunent to prefer a BIS over any other social security
system including a negative tax system

We have seen that a consunption tax systemis nore in confor-
mty with the idea that taxes should be related to spending
power. It should be kept in mnd, however, that it is only
consunptive spending power that counts. Saving, in whatever
form was interpreted as a preference to spend |ater. However,
when deconstructing income tax we saw that inconme tax systens
cannot take differences in efforts into account, nor prefer-
ences for free tine or for nore interesting work instead of
for better payed work. It can also not account for differences
in the willingness to take risks. Finally, in par. 2.3 we have
al ready encountered a nost successful but self-nmade artist in
whose case it would be difficult to explain that his high
income had nmuch to do with public investnents nmade in his
educati on.

|f, however, one defends the idea that people wth equal
i ncomes should pay tax equally, one nust |ook for another
justification of taxation than spending power. A consunption
tax does not only have the advantage of mrroring spending
power nore realistically, it also suggests that tax is a price
for consunption. But what is it a price for? From an econom c
point of view one can see taxation as a charge for the public
production of collective goods or of merit-goods, the presence
of which contributes to the production of other goods and
services. Admttedly, that relationship is also unspecific,
because it is usually difficult to tell to what degree public
i nvestnment has contributed to which products and services. The
pai ntings of our self-nade artists are as little the product
of collective investnent as is the talent of their author.
However, disregarding such real differences is quite different
in the case of VAT, because everybody spends his inconme on
many different goods and services, so that the plus and m nus
of the collective conponent of each of their values wll
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conpensate each other by and |arge. Mreover, VAT can be
differentiated when differences in the <contribution from
collective neans are plausible. Via such differentiation, VAT
also allows a citizen a very indirect say about what taxes
should be spent on. If tax payers prefer goods and services
the production of which presupposes greater collective invest-
ments, they will also pay extra tax when buying those products
if VAT-tariffs took such differences into account.

The principle of equal treatnent is not just an econom c mat-
ter. If that were the case, people who do not pay for their
own basic incone via taxes, would have no clai mwhatsoever. It
al so expresses the neutrality of the state towards styles of
life, independently from whether they go along with high or no
yields for the state. Suppose that it would be profitable for
the state to tax higher incone brackets |ess, because the |oss
fromthe tax rate would be conpensated by the anpbunt of extra
production that is caused by this |esser rate. However, the
neutrality-principle forbids this, just as it allows support
to people with a basic income just as a pay-off.

VAT is not only levied on value produced from natural
resources, but also on value produced by I|abour. For an
enpl oyer, the input of capital rather than |abour is a matter
of relative marginal efficiency. It is indifferent to him what
his inputs are from a technical point of view |[If |abour can
replace the input of natural resources or a piece of machinery
so that efficiency is enhanced, a rational enployer wll do
so, and the reverse as well. For an enployer, |abour is as
much a natural resource as real natural resources. Although
soneone who works for an enployer obviously has an interest in
being enployed, an enployer takes a risk by investing in
| abour as nmuch as when he invests in natural resources or
machi nes. However, if VAT in the case of natural resources is
paid as a price to the comunity, how could it be justified to
i npose VAT on the enploynent of |abour, given the fact that an
enpl oyee, unli ke a non-human natural resource, owns hinsel f?

For society, that nakes all sorts of public investnent to
all ow | abour to be used as efficiently as possible, the deci-
sion of an enployer to hire |abour also represents a risk of
public investment. To the extent that the potential value of
| abour has been <created via public investnent, |abour is
"owned" by society vis a vis enployers. These public invest-
ments are equally profitable, of course, for |abour. However
wage-earners wll be taxed for this when consumng their
wages. The wage they are paid includes a part through which
they ultimately also repay, as consuners, the enployers for
their |abour VAT-costs, at |east as long as enployers manage
to sell their products and services at cost-price (including
VAT- cost s) .
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Is the justification of VAT-ing |abour not inconsistent wth
our objection against inconme tax on the grounds that incone
m ght be quite unrelated to public investnents in the skills
that go into a particular sort of production of goods or ser-
vices? The answer to this criticismis the same as in the case
of products and services which may contain differential value
derived fromcollective sources. Mnus and plus in the collec-
tive part of |abour value hired by an enployer wll often
cancel each other out nore or |ess. However, there is nothing
against differentiating VAT-tariffs on | abour depending on the
anount of collective investnents that they require for educa-

tion. In so far as un- and less skilled |abour wll demand
proportionally less investnent, it is only just that it wll
be taxed less. By being taxed less, it will also becone nore

conpetitive. Differentiating |abour-VAT would help to conpen-
sate the often high public investnment made in people wth
hi gher education. In fact, it mght also help to conpensate
the structural trend to overeducation and overqualification
created by the fact that the costs of higher education are, at
present, often not paid by those who have been enabled to earn
a higher incone thanks to the public investnent which nade
t heir education possible.

Speaki ng of society "owning" |labour in the sense that it has a
legitimate interest to be used as efficiently as possible, may
suggest that society mght also expect I|abour to use its
productive potential as productively as possible. However,
that conclusion would seem to go directly against our whole
justification of BIS. In fact, there is no contradiction
i nvol ved. The logical structure of our justification is, that
if an enployer puts in labour, after it has freely decided to
be enployed, the VAT-risk of an eventual m sinvestnent of the
value of labour, in so far as it has been created through
public investnent, is to the enployer if his VAT-paynents
woul d be higher than his VAT-receipts. The state should avoid
subsi di sing bad entrepreneurship. Labour appears on a narket.
Hiring |abour has opportunity costs for other enployers. A
good enployer will not hire labour in too large quantities and
at too high a price. If he does, he is wasting |abour force
that mght have been hired at a lower price by another em
pl oyer. The logic of not repaying VAT in this case is pre-
cisely the sanme as when a natural resource is bought by sone-
one who nekes inprudent investnents and thus wastes the possi-
bilities that others mght have had by buying the sane re-
source at a | ower price.

Not only is there no contradiction involved in arguing that an
enpl oyer owes society VAT when consum ng | abour, the coherence
of that obligation wth BIS should also be noted again. Be-
cause of BIS, nobody is, as an individual, forced to becone an
enployer in order to secure his survival. At the deepest |evel
t he coherence between BIS and VAT is based on the fact that
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| egal responsibility only starts once survival is secured.
That is the only service of society that is gratis. If one
decides to profit nmore from collective investnents, one owes
tax, irrespective of whether one consumes or risks wasting
means through entrepreneurship which owe their value, to a
certain extent at least, to collective investnent.

After this analysis of the nature of VAT on wages, there is
one nore remark to be nade, which hopefully also puts the
yield of property auctions in the right perspective. One m ght
guestion that solution, arguing that the price for a property
concession should al so be subjected to VAT. However, the val ue
that is added by that concession is created by the state
itself, assumng that the value of exploitation was m ninal
before an exclusive right was established. The state can
therefore rightfully claim all the value added which is paid
to it by the first owner. If the state would inpose VAT, it
woul d have to inpose it upon itself, which would obviously be
poi ntl ess. Mreover, even if it wuld try to inpose that VAT-
charge on the first owner, this would be pointless, since he
woul d then discount it from the price he offers or from the
VAT he will have to pay on the products or services he plans
to produce by exploiting his natural resource.

Now t hat we have argued why the price of first property rights
in natural resources can be seen as val ue added by and there-
fore due to LSOM it is also easy to see the coherence of BIS
and VATS at its deepest level. BIS is nothing but negative
VAT, a price for the value one adds by conplying with the |aw
- property law and other law - of a society based on second-
order norality.

V. Adm nistrative qualities of a VAT-systemw th BI S

Now that the coherence between the justification of BIS and
VATS has been denonstrated, the question of its admnistrative
effectiveness and efficiency nmust be faced.

As far as efficiency is concerned the relative sinplicity of a
nono-tax nust be enphasized. One can get rid of a whole |ot of
public and private experts in fiscal law as well as a
consi derabl e amount of specialisation anmong them Wth the
exception of owners of natural resources, only (self)-enployed
peopl e would be taxed. Mreover, all the problens of assessing
personal incone and personal wealth would becone irrelevant.
So would business accounts, except for the assessnent of
transacti ons and paynents.

As far as effectiveness is concerned, | would |ike to nmake one
prelimnary observation. The society that would be created by
a conbi nation of a VATS and BIS would differ so nmuch from the
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exi sting one, that the public attitude towards tax paynent
m ght differ considerably fromthe existing one. If the system
we propose is nore fundanentally just and nore transparent, it
may turn out that tax will be less seen as a catch as catch
can fight between the state and the tax-payers®S.

Anot her obvious advantage is that VAT is an indirect form of
taxation. VAT has already beconme nore and nore inportant as a
source of taxation, because it is experienced as a part of a
price that is being paid. It does not suggest extortion as
much as direct forns of taxation do, because it is relatively
i npersonal. At the sane tinme it may al so appear to be persona
in another respect. As nmuch as one is free to buy a product or
a service one may appear to be free to pay the tax that is
included in it. This may be a useful fram ng effect.

The VATS we have proposed is a nono-tax. Mno-taxes are often
objected to because the high tariff that it inplies, would
make fraud attractive, whereas the limtation of the sources
of taxation would offer the tax man less possibilities to
di scover fiscal fraud. However, the VATS we have proposed w ||
have several sources, as it is levied at each transaction in
t he production chain, including the paynent of wages.

Especially for non-enployers and non self-enployed in the
| ower incone brackets, VAT has the great advantage that one
will not have to pay tax afterwards. O herw se, there would be
a consi derable chance of incurring a fiscal debt one woul d not
be able to pay except from one's basic incone. Finally, al-
t hough it may be an advantage to have many sources of taxation
to reduce the chance of fraud as determned by the tariff, its
conplexity and untransparency wll offer nore opportunities
for fraud at the sane tinme. The system we have proposed does
away with alnost all sort of existing taxation except VAT.
Maybe even nore inportant than opportunities for fraud, how
ever, is the large nunber of opportunities that the present
conplexity of tax systens offers to evade taxes, because | oop-
hol es cannot always be avoided even if they were not deliber-
ately created. Tax deductions do not figure at all in the VATS
proposed here.

VWhen it cones to sanctioning fraud, an obvious advantage of
t he conbination of VATS and BIS is, that the forfeiture of the

% Discontent concerning the tariff may and will continue,

course. It mght be reduced if the transparency of public
expenditures would increase so that discontent concerning
particul ar expenditure could be expressed in a nore articulate

than the present political system allows. See Bruno S.
Ein neuer FoOderalisnus fur Europa: Die |dee der FOCJ,

Tlabi ngen 1997 (Mhr - Si ebeck).
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right to a basic income would seemto be a powerful additional
possibility to sanction tax fraud.

VAT has advantages from the point of view of control also
wher ever data about stockflows are available or open trade
takes place. Its weaknesses are concerned with services, but
that is a problem which does not differ from the present
situation, both as regards VAT and "black"” |abour. Another
problem in connection with VAT are international trade and
services. The present systemis such that VAT already paid by
an exporter will be reinbursed to him whereas inporters nmay
sell for a price which includes VAT, which they can put into
their own pockets, making sure they have disappeared before
the tax police could easily arrest them Another trick is
pretended export, when products are in reality illegally sold
at much |l ower prices wthout VAT.

A partial solution of this problem would be not to reinburse
exporters, which will keep all the VAT that was already paid
for previous production in the country from which export takes
pl ace. Only the value added by the inporter then remains to be
a problem since it is reasonable that the part of the value
added by the inporter will be taxed in the country where the

product is sold. | ~cannot see why VAT should be treated
differently in any way fromany other formof taxation that is
now, by and |large, an elenent that goes into prices, |like the

i ncome tax part of |abour costs, for instance. In fact, it is
anot her advantage of a (nono-)VATS that it does not doubl e-
tax, as VAT is now still calculated on prices in which the
costs of other taxes are by and large included. It again
inplies a discrimnation of |abour as the relatively highly
t axed production factor.

The solution proposed inplies that international conpetitive-
ness wll also depend on VAT-tariffs. Once nore, | cannot
understand why this should be allowed in the case of all other
forms of taxation, like income tax, which has its effect via
| abour prices, but not with VAT. The effect of this show of
neutrality is that states wll now conpete via corporate
taxation or even via privileges, special tariffs or subsidies
for foreign investors. Such practices that are very annoying
both for foreign states® and hone conpetitors, would also be
over a with a (mono-)VATS. On the other hand, that states

3% My colleague Ton Daniéls has calculated that such

conpetition costs a lot in fiscal revenue to big countries
since the losses of lowering tariffs to small countries are
conpensated by the gains from the influx from big countries
whi ch usually have nmuch nore capital too. See Ton Daniéls,
Bel asti ngconcurrentie en internationale fiscal co6rdinatie: EU
CESO, Forfaitair, nov. '98.
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woul d al so conpete on the basis of their tax costs, mght
stimulate an efficient use of tax noney. It does not inply
that there would be a tendency to an ever lower tariff. O
course, a lower tariff wll be attractive for investnment in
itself. However, because too |ow public investnment may damage
the quality of the infra-structure as well as the quality of
| abour and its living conditions, there is no reason to expect
a dom no-effect of ever lower tariffs. It is true, however,
that there are also public duties to expenditure of which the
productive effects are absent or low, |Ilike, for instance,
assisting the poor.

Finally, the relation between VATS and the financing of BIS
should be considered. When discussing the justification of
ownership of natural resources, what is paid owners to justify
their rights should be kept as capital of which only the rents
should be distributed via BIS. Qbviously, financing BIS from
public capital funds is the solution to stabilise financing
BI'S and make it |ess vulnerable to economc fluctuations. | do
not have to argue this case any further as | can refer to
Edwi n Morl ey-Fl etcher's paper for this matter?,

% Edwi n Morley-Fletcher, Opening Adress of the 7th Inter-
nati onal Congress on Basic Inconme, 10-12 Septenber 1998,
Anst er dam



