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Abstract 

 

The Laffer curve is hotly debated among supply- and demand-side economists. Laffer 

curve literature explores the relationship between tax rates and tax revenues with little 

consensus among economists. This lack of consensus is because the Laffer curve is based 

on an incomplete pedagogical theory. Consequently, the Laffer curve literature is 

inconsistent and often contradictory. The problem this causes for societies is the creation 

of less than optimal tax policies. The purpose of this study was to explore whether 

supply- and demand-side approaches could be reconciled by the development of a 

unifying theory. A grounded theory design used Glaser’s all-is-data approach to examine 

literature about the Laffer curve to identify key commonalities and disagreements. Peer-

reviewed journal articles and other scholarly sources underwent open (n=220) and axial 

(n=392) coding. The sources were analyzed and coded into 2,494 memos. The analysis of 

these memos provided the basis for the theoretical model that emerged. This new model 

(Min Op model) is based on the concept that the minimization of long-term opportunity 

costs results in the maximization of tax revenue as explained by the Laffer curve. This 

emergent model contributes new knowledge about the basics of economic theory, 

especially the current conceptualization of the Laffer curve. The findings presented 

should lead to new approaches for studying economic theory that may result in the 

resolution of disputes among supply side and demand-side economic schools. The Min 

Op model will encourage positive social change by demonstrating that balancing a 

market orientation with a distribution orientation in tax policies will result in all members 

of an economy experiencing optimal social and economic opportunities. 
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Chapter 1: Introduction to the Study 

 

The Laffer curve is a controversial theory that has inspired debate since its 

inception. For example, Burns and Taylor (2000, pp. 428-432) characterized the Laffer 

curve as motivated by political power in the form of wealthy Republican elites who 

wanted only to cut taxes for the wealthy to undermine domestic programs initiated by 

democrats. In reality, the Laffer curve is more complex than this political argument 

implies. An objective analysis of the Laffer curve must begin by examining Laffer’s 

(2008) words: 

To summarize, I never predicted that any and all tax rate reductions would 

necessarily bring in more total revenues in the following period. What I do say is 

that the tax rate reductions will always yield a smaller loss in revenues than one 

would have expected, merely relying on static estimates of the previous tax base. 

(p. 5) 

The Laffer curve is a theoretical relationship between tax rates and tax revenues that is 

not easy to capture mathematically. Under the theory, changing tax rates have 

motivational effects on individuals called incentive effects that mitigate tax collections 

through the resulting changes in both work effort and the production decisions of 

entrepreneurs (Wanniski, 1978/1998). The main short-term mechanism for these effects 

appears to be changes in the tax base that result from changes in relative prices of 

production and labor due to taxation. The main long-term mechanism for these effects 

appears to be changes in patterns of economic growth, although few researchers make 

this connection (Congressional Budget Office, 2005). I derived these relationships from 
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the growth literature (e.g., Garcia-Herrero & Vilarrrubia, 2007; Grossman, 1988; Guider, 

2007; Hung, 2008) and Becsi’s 1996 research. 

Under a demand-side economic interpretation, these effects do not exist either 

because they are held constant by ceteris paribus assumptions (Agell & Persson, 2000) or 

because they are poorly understood (Giertz, 2004). In economic terms, there should be no 

changes in relative prices (including wages, capital, etc.) in response to taxation as 

described by the alternative Austrian tradition (Cwik, 2009; Roberts, 2003). Taxes are 

presumed to be collected by assumption; alternatively, if such changes occur at all, they 

are negligible in their combined effect. These assertions are problematic because of data 

problems (Walker, 2005, p. 21) and ceteris paribus assumptions (Agell & Persson, 2000). 

In contrast, under a supply side economic analysis, the presumption of relative price 

change effects is fundamental (Cwik, 2009, July). Consequently, there is a point where 

all taxes levied may not be collected (Wanniski, 1978/1998). 

The main finding of this study, presented in chapter 4, is a new model called the 

Min-OP model of opportunistic expectations. The classical model of utility maximization 

is hypothesized to be a special case of the Min-OP model. The Min-OP model postulates 

that a psycho-social network is used to minimize the long-term opportunity costs of an 

individual. This network functions as a form of error correction that binds past 

experience, present conditions, and future expectations into a complex and temporally 

based social decision-making construct. The Laffer curve is a consequence of the Min-

OP model. The implications for this model are discussed in chapter 5. 
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The Laffer literature conceptually supports a negative relationship between tax 

rates and tax revenues at some maximizing tax rate. Theoretically, a tax-maximizing rate 

must range between 0% and 100%. An aggregate measure of tax maximizing rates in the 

literature ranges between approximately 22% (Scully, 2005) and 79% (Fullerton, 1981). 

Consequently, I found that the literature is inconclusive regarding the Laffer rate. 

Complexity confounds objective analyses and the variability in the Laffer rates are based 

on tax composition, the historical and cultural context, sociology, and individual 

psychology. There is not one Laffer curve—there are many. 

Research on this emergent subset of Laffer curves is in its infancy. Most results 

are ordinal approximations between tax types. Difficult issues, relating to the historical 

context, the cultural context, and individual psychology, are ignored or held constant by 

the literature. This problem is because of the inability of economic models to capture 

such phenomena. These gaps in the literature are aggravated by normative conceptions of 

distributive justice and utilitarianism that bias the Laffer literature in various directions. 

Additionally, because warring economic schools of thought tend to ignore or talk past 

one another (Klamer & McCloskey, 2009), the Laffer curve as a theoretical construct is 

fragmented and inconsistent. 

A major problem in the Laffer literature is the failure on the part of researchers to 

disclose in which economic tradition their analyses are based. These problems, while 

insidious, are further complicated because not only do these warring schools of economic 

thought present a considerable barrier to an integrative approach to the Laffer literature, 

but also a war between methodological schools complicates this literature. The problem 
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is that the Laffer curve, as it is presently conceived, is a political model, not an economic 

model. Politicization has destroyed the theoretical insights that the Laffer curve model 

was intended to capture. This study was intended to resolve this theoretical gap. The 

Laffer literature is reviewed in depth in chapter 2. 

This study is organized into five chapters. Chapter 1 includes an introduction to 

the study, chapter 2 includes a review of the Laffer literature, chapter 3 includes a 

discussion of the research methodology, chapter 4 includes a description of the results, 

and chapter 5 includes a summary of the conclusions and a discussion of implications. 

The purpose of chapter 1 is to orient the reader to the Laffer curve literature, the 

problems that emerge from this literature, and the nature of this study. 

Background 

 

The Laffer curve (see Figure 1) was originally conceived to be a pedagogical 

device (Laffer, 2009). This device was popularized after it was used to describe to several 

political leaders how tax rates could be counterproductive at some maximum rate, thus 

reducing predicted tax revenues (Wanniski, 1978/1998). Consequently, under the theory, 

it was possible to increase long-term economic growth and expand tax bases merely by 

reducing tax rates, presupposing that the current tax rates exceeded the tax-maximizing 

rate and was in a “prohibitive” range (Wanniski, 1978/1998). Historically, the Laffer 

curve was only a repopularization of a classically acknowledged economic phenomenon 

(Bartlett, 2003). However, in technical terms, the Laffer curve was a child of the Austrian 

school of economics and its focus on micro analysis. Because the vast preponderance of 

economic researchers came from a different (Keynesian) economic school, most of the 
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important theoretical insights that were embodied by the Laffer curve conceptually are 

essentially ignored. As a result, some of the Laffer curve literature is hostile and appears 

biased (Burns & Taylor, 2008; Gianakis & Snow, 2008). Bias is typically veiled in 

arguments between distributive justice and utilitarianism (Burns & Taylor, 2008; 

Gianakis & Snow, 2008). Perhaps because of these problems, the Laffer literature is not a 

voluminous literature. Instead, it is fragmented and compartmentalized. 

 

  

 

 

 

 

 

 

 

 

Figure 1. The pedagogical Laffer curve. 

 The Laffer curve literature has focused efforts on rate identification, calculations 

of elasticity, estimation of the impact of tax rates on economic growth, and critical 

commentary. Laffer rate identification has been commonly addressed by assessing 

documented (historical) responses to tax rate cuts. This approach is used by both Laffer 

and Wanniski (Wanniski coined the term Laffer curve). Historical responses to tax rates 
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are problematic because not only are such analyses sensitive to data selection problems 

(particularly with respect to time periods analyzed), but also they are confounded by the 

innate complexity of tax systems that make tax rate calculation an inexact science at best. 

Consequently, a minority of literature attempts to calculate the Laffer curve tax-

maximizing rate. Statistical approaches to the Laffer rate identification indicate a rate that 

varies between 23% and 65% (e.g., Scully, 1995, 22.9%-31.5%; Scully, 2003, 50-65%). 

Traditional Keynesian IS-LM (investment versus savings and liquidity versus money 

supply equilibrium) analysis indicated a Laffer rate of about 79% (Fullerton, 1981). A 

game theoretic approach indicated a rate between 50-65% (Sutter & Weck-Hannemann, 

2003). An econometric approach indicated a Laffer rate between 33% and 35% (Hsing, 

1996). Finally, an experimental economic approach indicated a Laffer rate of 50% (Levy-

Garboua, Masclet, & Montmarquette, 2006). Research on the Laffer curve rates, besides 

average or marginal tax rates, is in its infancy. However, some research has been 

conducted. For example, the value-added tax maximization rate appears to be between 

18% and 19% (Matthews, 2003) and the corporate tax maximization rate appears to be 

between 26% and 34% (Brill & Hassett, 2007). 

A second major body of research focuses on calculations of elasticities, meaning 

the response of a particular variable (such as labor) to tax rate changes (Samuelson & 

Nordhaus, 2005, p. 737). In the literature, elasticities of all sorts tend to vary considerably 

based on model specification and unspecified psycho-social factors. Elasticity is a 

recurrent theme in the Laffer literature. It is diverse literature in itself. Typical examples 

include the elasticity of labor (Fullerton, 1981), the elasticity of taxable income (e.g., 



7 

 

 

Giertz, 2004; Gruber & Saez, 2000; Goolsbee, 1999a), the elasticity of corporate income 

(e.g., Dwenger & Steiner, 2008), the elasticity of corporate executive income (e.g., 

Goolsbee, 1999b), the elasticity of private business income (e.g., Wu, 2005), price 

elasticity (e.g., Evans & Wank, 2008), the elasticity of intertemporal substitution (e.g., 

Gruber, 2008), the elasticity of capital-labor substitution (e.g., European Central Bank, 

2009), short-term versus long-term elasticity (e.g., European Central Bank, 2007), tax 

structure elasticity (e.g., Craig & Heins, 1980), the elasticity of the 1990 and 1993 tax 

cuts (e.g., Giertz, 2006), and government manipulation of the elasticity of taxable income 

(e.g., Slemrod & Kopczuk, 2000). 

A third major body of the Laffer literature examines the relationship between tax 

rates and economic growth. The growth literature is tremendous in its scope and volume 

and is larger than the Laffer literature. The literature overall supports an initially positive 

relationship between government spending and economic growth that reverses at some 

point. Some studies (e.g., Scully, 2001) have called this point one where physical quality 

of life is maximized and becomes a negative relationship. Even so, much of the Laffer 

literature has failed to acknowledge any degree of a negative relationship between 

government spending and economic growth. Specifically, several areas of growth theory 

are critical to the Laffer curve in terms of theory: the relationship between economic 

growth and government spending (e.g., Barro, 1990), the relationship between state and 

local taxes and government growth (e.g., Becsi, 1996), the relationship between 

government size and economic growth (called the Laffer G curve, e.g., Peden & Bradley, 
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1989; Peden, 1991), and the economic growth maximization rate (reported to be 19.3%; 

see Scully, 2003). 

Finally, the largest body of the Laffer literature consists of analysis, theoretical 

development, and commentary. Important examples of this type of literature include 

Campen and MacEwan (1982), Chernomas (1987), Mirowski (1982), Moszer, (1981), 

and Roberts (2003). This literature, however, is based in large part on discussions of 

economic theories and models that are highly complex and mathematical (e.g., Papp & 

Takats, 2008). This literature includes difficulties with both rational expectations (e.g., 

Evans, Honkapohja, & Romer, 1998) and economic theory (e.g., Bergmann, 2005). 

Despite the literature’s comprehensive coverage, there are many gaps in the 

Laffer literature itself. Six obvious examples come to mind. First, there is a lack of 

consistent experimental results regarding the Laffer rate (e.g., Scully, 2005; Sutter & 

Weck-Hanneman, 2003) and its foundational theoretical constructs such as elasticity 

(e.g., the elasticity of labor is not solely related to tax effects; see Alesina, Glaeser, & 

Sacerdote, 2005). This problem is probably due to conceptual issues as much as it is to 

inherent complexity. Second, the literature largely ignores the effects of taxation on 

capital investment despite the fact that capital investment is perhaps the determining 

factor of economic growth (for a notable exception, see Sweezy & Magdoff, 1983). 

Third, the literature is almost entirely based on static analyses instead of dynamic ones 

(for notable exceptions, see Dalamagas, 2003; Walden, 2003). Fourth, the literature 

predominately presumes a closed system (for a notable exception, see Romer, 1990). As a 

result, these analyses miss critical aspects of Laffer theory such as capital and human 
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capital migration. Fifth, in line with present trends in economic analysis, most of the 

literature uses an aggregate unit of analysis (e.g., Trabandt & Uhlig, 2006) instead of 

individual or organizational (such as by business sector or governmental sector) units of 

analysis. Finally, the literature usually focuses on only federal income tax rates (for a 

notable exception, see Sweezy & Magdoff, 1983). 

While this list is only a first glance at weakness in the Laffer literature, it is 

important because it represents a research opportunity. Because these problems are 

related most closely to theoretical issues, an alternative approach to the problem is 

needed: a grounded theory approach. Grounded theory, in my view, posed the best 

chance at resolving these problems. Remedying these deficiencies is important because if 

tax rates lay within the prohibitive range, then long-term economic growth and prosperity 

may suffer to such a degree that even redistributional aspirations may be thwarted. 

History of Barriers to the Problem 

 

This study was initially conceived as a quantitative project intended to analyze 

Laffer effects in multijurisdictional tax systems. The main problem in the literature is that 

theoretical misunderstandings, overgeneralizations, and oversimplifications indicate a 

lack of a dialogue between researchers from different economic schools of thought as 

well as from different methodological traditions. As a consequence of these warring 

schools, on a very basic level, researchers misunderstand basic economic definitions and 

theories. Both sides lack a firm understanding of the historical development of the 

problem from a theoretical perspective. 
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Not only do researchers avoid views that contradict their own (see also naive 

realism where science punishes dissent, in Lilienfield & Britt, 2009), but also researchers 

cannot understand contradicting views because the of the language barriers between 

different traditions. Compound these problems with insidious data problems and one can 

see how these issues remain unresolved. As a result, there is an obvious gap in the 

literature, one that should be classified as a black hole. A review of the literature on the 

Laffer curve leads to the inescapable conclusion that a great deal is amiss. Some of this 

problem is attributed to hyper-partisanship, academic self-interests, and unresolved 

differences between the main economic and methodological traditions. However, this 

assertion does not mean that there is no high-quality research available on the topic. What 

it is indicating is that much of the research misses crucial points or is too narrow to be 

generalizable. As a result, the question of tax rate optimization remains an unresolved 

problem. 

Three questions remain. First, what are Laffer effects based on theoretically, and 

if they exist, how do they manifest? Second, what are the implications of Laffer curve 

theory methodologically as well as ideologically? Finally, can a new approach to the 

problem reconcile the competing supply side (utilitarian) and demand-side (distributive 

justice) approaches? The approach I used to resolve these problems was the same 

approach taken by Albert Einstein in the creation of the general theory of relativity (see 

Adam, 2000). I believed in all approaches even if they seemed mutually contradictory 

and followed them wherever they led. As a result, this study was comprehensive. It was 
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intended to be a theoretical reference for future researchers, as well as an original 

contribution. 

Purpose of the Study 

 

In this study, I attempted to fill a gap in the literature by using grounded theory 

and a multidisciplinary perspective to evaluate the validity of the Laffer curve based on a 

review of the literature and a theoretical analysis. The goal of this study was not 

verification or falsification; it was theory creation and development. The intent was to 

reconcile discrepancies between supply side and demand-side economic perspectives 

based on a theoretical analysis of their microfoundations and to decide which of these 

perspectives was most realistic. Alternatively, the goal was to discover an explanatory 

theory. Theoretical diversity and faithful representation of current theoretical 

controversies, such as assumptions, were key research objectives. To pursue these goals, 

many theoretical constructs that were central to modern economics were reevaluated. 

Because grounded theory had not been used to resolve such a complex phenomenon on 

such a monumental scale, this research tested the viability of grounded theory research in 

the development of economic theory and increased field knowledge with respect to both 

economics and grounded theory research. Social change was positively impacted through 

improved tax policies, improved knowledge of the tradeoffs between economic efficiency 

and distributive justice, and improved research methodological development. 

Problem Statement 

 

The Laffer curve specifies the relationship between tax rates and tax revenues. 

Starting from the proposition that two tax rates can generate the same amount of tax 
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revenue, for example, a 0% and 100% tax rate will both yield zero revenue, the Laffer 

curve postulates that at some point between those two extreme tax rates there is one tax 

rate that maximizes tax revenues (Wanniski, 1978/1998). This rate is called the Laffer 

maximizing rate (Wanniski, 1978). As taxes go beyond the tax maximizing rate and into 

a prohibitive range, tax revenues decline even as tax rates increase (Wanniski, 1978). The 

problem is that the Laffer curve is disputed. Many theoretical constructs in economics are 

challenged by its theoretical insights. Methodologically, supply side and demand-side 

economists dispute the appropriate units of and levels of analysis. Further complicating 

the problem is the conflict between divergent ideological approaches to the ordering of 

society; one based on Smith’s (1776/1992) utilitarianism as represented by the market 

and the other based on Rawls’s (1971/1999) distributive justice. Some researchers, such 

as Gianakis and Snow (2008), view the Laffer curve and the market as antithetical to 

distributive justice. Theoretical difficulties are aggravated by weaknesses in economic 

theory as well as political power calculations. These problems indicate a need for 

rigorous theoretical development and integration. 

Significance of the Study 

 

 The Laffer literature is a diverse and dispersed literature that is characterized by 

contrasting theoretical constructs that are largely unspecified (because researchers do not 

disclose their theoretical and methodological inclinations) and confounded by 

complexity. Entire careers and entire economies hang in the balance between these 

competing economic schools of thought. On one hand, the Keynesian focus on 

macroeconomics is politically tied to aspirations of social change and distributive justice. 



13 

 

 

On the other hand, microeconomics is politically tied to individual freedom and liberty. 

These traditions are hostile and predatory towards one another. However, while in some 

sense freedom may be incompatible with redistribution, there is a large domain where 

such theories have much in common. This study was an attempt to find theoretical 

commonalities using a grounded theory approach. While this study focused on the Laffer 

curve relationship in theoretical terms, its importance was broader. In my view, this study 

is like fire was to primitive man because the Laffer curve provided theoretical insights 

that enable macroeconomic theory and microeconomic theory to be resolved into a 

generalized approach. Reconciliation between methodological, economic, utilitarian, and 

distributive justice paradigms is essential for positive social change. However, success 

was not guaranteed. The problems of complexity could have rendered the Laffer curve as 

a theory unjustified, empirically lacking, or falsified. 

Social Change Significance 

 

Social justice, in its modern iteration, begins with John Maynard Keynes. 

According to Keynes (1935/1991, pp. 353-358), Silvio Gesell’s anti-Marxian socialism 

was the solution to the extreme forms of Marxism that Keynes witnessed first-hand. 

Keynes’s “middle-way” economics made Marxism safe for the upper-class intelligentsia 

that Keynes was a part of (Skidelsky, 2005). The result was social justice as it was 

originally conceived. Social justice excluded distributive goals. Keynes (1935/1991) 

stated, “There is no evidence from experience that the investment policy which is socially 

advantageous coincides with the one that is most profitable” (p. 157). What Keynes was 

referring to was an early view of social capital that preferred long-term investment to 
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short-term “gambling” (ironically, Keynes was himself a currency speculator) when it 

came to capital investment. Skidelsky (2005) argued, “Economic health was too 

important to be left to laissez-faire. Economic management, which had already started, 

must become part of the modern science of government, not the tool of vested interest” 

(p. 335). Socialists expanded on Keynes’s view (Skidelsky, 2005, p. 335), in effect 

coopting Keynes’s original conception of middle-way economics. Skidelsky continued: 

What Keynes did, in essence, was to transfer the problem of social justice from 

the microeconomy to the macroeconomy. Injustice becomes a matter of 

uncertainty, justice a matter of contractual predictability. Redistribution plays a 

minor part in his social philosophy, and then only as an adjunct to the machinery 

of macroeconomic stabilization, not as a means of an ideal end. (p. 365) 

While Keynes (1923/2008) used redistributional embellishments such as class 

differences, the redistributional goals that are embodied in modern iterations of social 

change came later, particularly with the work of Rawls (1971/1999, 2003, 2005). Keynes 

was concerned with special interests. However, Keynes’s real purpose was to ensure that 

the intelligentsia would control the economy for the public good (in contrast to the 

Marxian populists) by controlling employment, production, credit demand, interest rates, 

monetary policy, and trade in an effort to create price stability (Keynes, 2008/1923, pp. 

188-189). What Keynes meant by demand was not consumer or public spending demand, 

but credit demand (p. 188). This point is critical in the forthcoming literature review as 

well as the forthcoming analysis. Keynes (1931/1963) argued for “inventing new wisdom 

for a new age” in economics by: 
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Find [ing] new policies and new instruments to adapt and control the working of 

economic forces, so that they do not intolerably interfere with contemporary ideas 

as to what is fit and proper in the interests of social stability and social justice. (p. 

337) 

In reality, Keynes’s view of social justice included a balance between social justice, 

economic efficiency, and individual liberty (1931/1963, p. 344). Liberal goals (in a 

classic sense) must be carried out by labor. Keynes even anticipated Rawls’s (2003/2005) 

ideas on absolute versus relative needs (1931/1963, p. 365). Keynes wanted to improve 

capitalism through the “agency of collective action” (1931/1963, p. 319). Social change 

has been incorporated into the body of economic theory. Economics and social change 

are inseparable concepts. 

There is a relationship between social justice and the Laffer curve. Taxation is 

used by governments not merely as a source of revenues; taxation is an important 

mechanism of social control. Through this vehicle, governments determine economic 

winners and economic losers in a society by redistributing economic costs and benefits of 

society. This idea has profound effects on the success of society and the distribution of 

wealth. For the winners, these costs and benefits are social justice. For the losers, these 

costs and benefits are confiscation and tyranny. Social justice is a matter of perspective. 

Any attempt at social change must address this issue. Nations rise and fall based on 

tribute and tribute is the ultimate basis of state power. A proper understanding of the 

Laffer curve can improve tax policy. It can align traditional market forces with the forces 

of public choice in a manner consistent with social justice. 
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Nature of the Study 

 

Currently, students are trained to master great-man theories and to test them in 

small ways, but hardly to question the theory as a whole in terms of its position or 

manner of generation. As a result, many potentially creative students have limited 

themselves to puzzling out small problems bequeathed to them in big theories. 

(Glaser & Strauss, 1967/2008, p. 10) 

The purpose of this study was theory development and integration in accordance with 

Corbin and Strauss’s (2008, p. 55) definition of theory as the analysis (as opposed to the 

description) of systematic relationships between themes and concepts specifically 

intended to explain who, what, where, when, and why. The purpose of this study was to 

answer these questions regarding the Laffer curve. As a result of this purpose, a 

qualitative multidisciplinary grounded theory approach was selected. This methodology 

is discussed in chapter 3. However, for the purpose of orientation, the purpose of this 

methodology is to develop theory based on the constant comparison of various forms of 

data. The purpose of this study was not falsification. 

Design Synopsis 

 

There is considerable debate regarding the grounded theory methodology in terms 

of how to proceed and which types of data to use. I employed the secondary analysis of 

qualitative and quantitative data approach (note that for the purposes of theory building, 

the distinction between qualitative and quantitative data are “useless,” see Glaser & 

Strauss, 1967/2008, p. 9), called all-is-data, advocated by one of the founders of 

grounded theory, Barney G. Glaser (Xie, 2009, pp. 38-39). Under this approach, the 
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literature review (also called “documentary evidence”) was turned into data for the 

purposes of constant comparison and descriptive analysis of various categories and 

properties. The purpose of the literature review was to identify the relevant theoretical 

foundations of the Laffer curve. 

The main guiding “questions” came from Glaser and Strauss (1967/2008), 

namely: “structural conditions, consequences, deviances, norms, processes, patterns, and 

systems” (p. 18). The state of present Laffer curve theory was analyzed in accordance 

with Glaser and Strauss’s (1967/2008, p. 5) standards of logical consistency, clarity, 

parsimony, density, scope, integration, goodness of fit, and applicability. Subsequently, 

“any materials” having a bearing on the issue were used to refine the analysis in 

accordance with the dictates of the methodology (Glaser & Strauss, 1967/2008, p. 169). 

Consequently, such materials were used as needed to analyze, reify, or explain theoretical 

problems. Glaser suggested that the need for data creation was due to human mental 

limitations. In a perfect world, all-is-data could be taken literally. In this study, the “data” 

consisted initially of the Laffer literature itself and extended to other avenues as needed 

for the sake of analysis. The research design is discussed in greater depth in chapter 3. 

Reliability and Validity Issues 

 

 Reliability and validity issues are discussed in greater depth in chapter 3. For the 

purpose of orientation, the issues of reliability and validity are secondary in importance 

because my purpose was theory development. To the extent that the methodology 

succeeds in theory generation, future researchers will evaluate the reliability and validity 

issues and attempt falsification. Reliability and validity were important, but they entered 
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into the discussion within the context of the interpretation of the literature, that is always 

subject to error. There were three major barriers to faithful interpretation of researchers’ 

works and ideas. First, such works and ideas were not temporally static. In reality, 

researchers frequently change their mind. Secondly, interpretation was difficult because 

of unclear language. Finally, the mathematical formulations were so complex that errors 

were easy to miss. In short, reliability and validity concerns lay mainly in the human 

cognitive limitations of the researcher; but these limitations are embodied within the 

Laffer literature itself. 

Alternative Designs 

 

Research design is ideally based on the research purpose. The purpose of this 

study was theory-building. The process of theory-building poses unique challenges to 

researchers because it is not a linear process. There are two main rival approaches to 

grounded theory: armchair theorizing and content analysis. Armchair theorizing has its 

place; the vast majority of theory has been generated in this intuitive manner. However, 

some opponents of grounded theory argue that this method lacks rigor (Glaser & Strauss, 

1967/2008, p. 233). Alternatively, content analysis could be used for theory generation. 

This approach is appropriate when the purpose of research is to discover social theories 

regarding “feelings” as represented in word counts. This method could be used to 

supplement grounded theory; however, severe reliability, validity, and generalizability 

issues would remain. The iterative nature of grounded theory and the constant 

comparison method gives it the best chance to resolve the Laffer curve problem. Based 
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on a review of the literature, quantitative issues appear irresolvable due to the 

complexity. 

Data Collection and Analysis Procedures 

 

 Data collection proceeded based on the results of the literature review in response 

to perceived gaps or deficiencies in the Laffer literature itself. This process was 

inherently subjective and consisted of searching for academic sources such as journal 

articles, textbooks, audio podcasts, speeches, and other sources. For example, in-text 

citations of the Laffer literature were used to identify supplementary theoretical 

information. The primary source for such information was the Walden University 

electronic library and the Internet. Keywords searches were the main identification tool 

for follow-up research. Analysis procedures consisted of reading such articles specifically 

in terms of their utility with respect to theory-building. The goal was to explain Laffer-

type effects or lack thereof in a manner consistent with both supply side and demand-side 

economic approaches. This information was put into a data spreadsheet that identified the 

research, its subject, its conclusion, its significance for Laffer, a thematic breakdown, and 

a brief critique of the article. The reason that this information was placed into a 

spreadsheet was to ease the knowledge burden of the researcher and provide a tool to find 

relevant theoretical information. The purpose was to locate information (such as memos, 

concepts, definitions, and relationships) within the literature in accordance with the all-is-

data approach. Textbook information was excluded from this data because the 

information was easier to reacquire (using memos, contents, and indexes) as needed for 

the purposes of theory-building. 
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Research Questions 

 

The grounded theory methodology in this study was intended to answer three 

questions. First, what are Laffer effects based on theoretically, and if these effects exist, 

how do they manifest?  Second, what are the implications of Laffer curve theory 

methodologically as well as ideologically? Finally, can the supply side and demand-side 

approaches to the problem be reconciled by a unifying theory? 

Conceptual Framework 

 

 In this study, I approached the Laffer curve problem from a unique theoretical 

perspective. The Laffer curve literature is delineated between the supply side and 

demand-side economic perspectives. Supply side economics uses a microeconomic 

approach. Demand-side economics uses a macroeconomic approach. The supply side 

approach is analogous to utilitarianism whereas the demand-side approach is analogous 

to a control impulse implemented through redistribution. 

Consequently, the problem is initially framed by two contrasting philosophies: 

Adam Smith’s (1776/1992) utilitarianism and Rawls’s (1971/1999) distributional justice; 

the same framework suggested by Rawls as the motivation for the theory of distributive 

justice. While the initial impulse for division began with a conflict between capitalism 

and communism, it morphed into a conflict between socialism and free-market 

capitalism. The interplay between these contrasting approaches, as understood within the 

context of Smith’s utilitarianism versus Rawls’s distributive justice, guided and grounded 

the research. While the theoretical goal is substantially objective, it embodies normative 

values. There was no guarantee that these two approaches could be theoretically resolved 
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by this analysis of the Laffer problem. The process provided special insights that helped 

to understand the Laffer curve in a manner that was acceptable to both supply side and 

demand-side economists. 

Definitions 

 

 The following definitions were created using the grounded theory process. They 

represent my conceptual understanding and may diverge from traditional definitions: 

Arithmetic effects: Arithmetic effects describe a measure of government revenue 

based on a mathematical calculation with zero incentive effects. Arithmetic effects are 

important because demand-side analyses are based on this assumption. Arithmetic effects 

are applicable to production because demand-side analyses assume that all business tax 

rate increases are paid. 

First-order effects: In supply side analyses, changes in tax rates cause changes in 

the relative prices of income and leisure (the leisure-labor choice) and the relative prices 

of savings and consumption. The impact of tax rate changes on these first-order effects is 

what determines the second-order effect; meaning the effect of tax rate changes on 

income. First-order effects are important because they are foundational to 

microeconomics. 

Incentive effects: Incentive effects are changes in economic behavior attributed to 

tax rate changes. Incentive effects are important because demand-side approaches to 

economic theory do not address them based on the assumption that they either do not 

exist or are negligible. Incentive effects apply to production. 
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Income effects: Income effects due to tax rate changes cause labor to increase or 

decrease hours worked in order to earn the same relative income. Income effects are 

important because, under a demand-side analysis, workers are assumed to work more 

hours in order to compensate for losses in relative income that are caused by tax 

increases. Income effects work on production, however. As relative costs are increased 

due to taxation, production is increased to cover such costs. 

Marginal analysis: Marginal analysis is the analysis of extra economic costs 

based on decreasing marginal utility. Marginal utility means that the more of a 

commodity (or income) one has, the less one values that commodity (or income). In 

Malman, Sugin, Solomon, and Hesch’s (2002, p. 13) study, this approach is the rationale 

for progressive taxation. Marginal analysis is important because it is used to model 

microeconomic behavior. It is foundational to supply side economics. 

The Min-OP model: The Min-OP model is a hypothetical model of human action 

that posits that long-term opportunity costs are minimized by means of the psycho-social 

network. This process is presumed to be evolutionarily selective. It applies to decision-

making theory and to economic decisions. The Min-OP model is important because it 

explains the Laffer curve theoretically. 

The psycho-social network: The psycho-social network includes psychological 

and sociological elements such as individual relationships, social institutions, history, 

religion, and culture. The net effect of the psycho-social network is to temporally bound 

decision making based on past expectations, present conditions, and future expectations 

under a psycho-social safety net that hypothetically acts as a form of error correction 
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based on social cooperation. The psycho-social network is theoretically neurologically 

based, but it might operate like a spontaneous order phenomenon. Under the Min-OP 

model, this idea is important because it includes the government and market institutions. 

In this study, the traditional psycho-social network refers to the same network as above 

with the exception that the government is absent. Laffer effects are a consequence of the 

psycho-social network. 

Second-order effects: In a supply side analyses, changes in tax rates cause 

changes in relative income, which directly impacts aggregate demand. Under Keynesian 

analysis, only the impact of tax rates on aggregate demand matters (first-order effects are 

not considered), whereas under supply side analysis, first and second-order effects, as 

described above, are considered. Second-order effects apply to production, where under 

Keynesian analysis, production is assumed to increase to pay for tax rate increases. 

Second-order effects are important because they are foundational to Keynesian analysis. 

Stagflation: Stagflation specifies a situation where interest rates and 

unemployment rise simultaneously. Under traditional demand-sided economic models, 

inflation and unemployment rates were presumed to have an inverse relationship. 

Stagflation is important because the traditional Keynesian economic model suggested that 

it was impossible. 

Substitution effects: Hypothetically, tax rate increases causes labor (or production) 

to be less rewarding in relative terms. Consequently, leisure activities increase at the 

expense of work effort. Under a Keynesian analysis, production is increased to 

compensate for loss of profits. Under a supply side analysis, production may cease (this 
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idea is important for small businesses). If workers substitute nontaxed leisure for labor 

then tax revenues decrease. If production shifts because of tax rate increases, tax 

revenues may decrease. Substitution effects are important because they imply lost tax 

revenues. 

Wedge model: The tax wedge is created by disincentives of work and 

corresponding disincentives for employment that result from changes in tax rates. The tax 

wedge is important because it means that production costs increase at the same time that 

the reward for work decreases. Hence, under supply side analyses, the incentive effects 

cause labor and production to decline. This idea contrasts with the demand-side 

assumption that production and labor increase in response to tax rate increases. 

Assumptions, Limitations, Scope, and Delimitations 

 

 This study was based on the assumption that Glaser’s all-is-data (as cited in Xie, 

2009, pp. 38-39) approach to grounded theory could provide sufficient theoretical breadth 

and depth in order to successfully reconceptualize the Laffer curve into a unified 

construct. This assertion is tested by the study’s outcome. The strength of the grounded 

theory approach is the lack of traditional assumptions, limitations, limited scope, and 

delimitations. Nothing was assumed. There were no limits to the scope or boundary 

conditions of the data. I was given the freedom to follow the data wherever they led. 

There are potential weaknesses in this study, however. Specifically, technology 

and methodology aside, grounded theory is based on the intuition of the researcher. 

Confirmation bias and decisional dissonance are major concerns. A second weakness is 

complexity itself. An examination of the Laffer literature requires sufficiency in areas 
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such as economic theory, psychology, sociology, and anthropology just as it requires a 

high level of mathematical sophistication such as is required by economic theory, game 

theory, and econometrics. 

My approach to this study required a diverse academic background. Mistakes 

were made along the way despite my best efforts. These weaknesses were addressed to 

the extent possible using both technology and the constant comparison method. 

Experience reduced the chances for error on my part and error diminished with increased 

exposure. Bias is an innate quality of the mind that is fundamental to pattern recognition 

(Gazzaniga, Irvy, & Mangun, 2009). This study was an attempt to expand my mental 

capacity in order to examine the Laffer curve problem from a diverse perspective. The 

goal was to find a unifying theoretical construct that could be tested by future research. 

Summary 

 

 I used the grounded theory methodology to examine the Laffer curve literature for 

the purpose of theoretical development. This approach was required because the Laffer 

curve literature suffers from several theoretical gaps such as inconsistent results, the 

omission of key variables (particularly capital), problematic assumptions (closed-system), 

problematic methodologies (static analysis and a high-level of aggregation), and a focus 

on federal taxation to the exclusion of state and local taxation. My goal was to reconcile 

both supply side (utilitarian) and demand-side (distributive justice) approaches to the 

problem. However, this purpose was broader because reconciliation between the various 

warring economic and methodological schools was a secondary goal. 
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 The problem of theoretical integration was achieved by the use of grounded 

theory based on the Laffer literature as a data source. In this study I examined the Laffer 

problem using a novel methodology. Grounded theory, to my knowledge, has never been 

used in such a manner and on such an extensive scale before. The theoretical framework 

emerged from the Laffer literature as well as the research method; it was designed 

specifically to address weaknesses in the literature. 

In chapter 1 I introduced the problem that this study was intended to address, its 

purpose, its importance, its background, history of barriers to the problem, its 

significance, and its relevance for social change. I discussed the nature of the study, the 

research questions, the conceptual framework, and introduced some key definitions. I 

concluded this chapter concluded with a discussion of the assumptions, limitations, 

scope, and delimitations of the study’s proposal. 

Building on the purpose of this study that is to use grounded theory to 

reconceptualize the Laffer curve into a unified theoretical construct, the following 

chapters include a literature review (chapter 2), a methodological discussion (chapter 3), 

an analysis section (chapter 4), and a summary of the main conclusions, as well as 

implications and recommendations for future research (chapter 5). 
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Chapter 2: Literature Review 

 

 In chapter 1 I introduced the problem that this study addressed, the nature of the 

study, and a short discussion of its importance with respect to social change. In chapter 2, 

I review the literature. 

Introduction 

 

The Story 

 

 The story of the Laffer curve, as it is popularly known today, began on a dinner 

napkin as a descriptive political model with normative implications at the Two 

Continents restaurant in Washington, DC, in December of 1974 (Bartlett, 2003; Laffer, 

Moore, & Tanous, 2008, pp. 23-42; Wanniski, 1978/1998, pp. 97-126). Reportedly, 

Laffer (University of Chicago) drew the Laffer curve to explain the relationship between 

tax rates and tax revenues for Donald Rumsfeld (President Ford’s chief of staff) and 

Richard Cheney (Rumsfeld’s assistant) in the context of discussing President Ford’s tax 

policy. The term Laffer curve was coined by Jude Wanniski (Wall Street Journal), who 

was present at the dinner, in 1975 (Wanniski, 1978/1998). The “Laffer curve” was 

originally called the “Mundell-Laffer hypothesis.” Wanniski developed the ideas 

explicitly in The Way the World Works in 1978. 

While the working relationship between Laffer and Wanniski is unclear, Laffer 

(2007, October) reported that their relationship deteriorated in 1980. Despite this 

deterioration, Laffer stated, “Almost 30 years after its first publication, Jude’s book 

remains a tour de force and a must read” (p. 2). Wanniski’s account is a reasonable 

starting point to understand the Laffer curve. However, additional information is needed. 
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Laffer introduced Wanniski to Robert Mundell (Columbia University, Nobel Prize 

in economics, 1999) in May of 1974. It was in this 3-hour conversation with Mundell that 

Wanniski’s (1978/1998) “grandiose thought” struck “like a bolt of lightning” (p. xv.). 

Interestingly, Wanniski “never studied economics” (p. xv). What Wanniski did was to 

encapsulate the ideas of both Laffer and Mundell into a political model. The world has 

not been the same since. The main link between Laffer and Wanniski was Mundell, 

whom Laffer reportedly called the “best economist in the world” (Wanniski, 1978/1998, 

p. xv). 

Mundell (2003) argued that policy mixes should fit the situation. According to 

Mundell, since the 1960s three main schools of thought had dominated economic 

interests. The Keynesians wanted easy money and increased government spending, the 

U.S. Chamber of Commerce wanted tax constraint and tight money, and the Council of 

Economic Advisors wanted low-interest rates to encourage economic growth and a 

budget surplus to control liquidity and prevent inflation. In November 1961, Mundell 

postulated that none of these approaches would be successful. The result was the 

Kennedy tax cuts of 1964. 

These tax cuts were a test of what would later become the supply side economics 

that explained the Laffer curve in its most simplified and politicized form. Mundell 

(2003) stated that  

Supply-side economics began as a policy system alternative to short-run 

Keynesian and monetarist demand-side models. It was based on a policy mix that 
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delivered price stability through monetary discipline and economic stimulation of 

employment and growth through tax and regulatory systems. (p. 237)  

The context of economics in the late 1970s and early 1980s challenged traditional IS-LM 

economic models. 

As a result, Mundell proposed an “inflation-immune tax system” to offset bracket 

creep, where taxes increase merely due to inflation (2003, p. 237). In the context of the 

1980s, the main problems were bracket creep and stagflation, although Mundell had his 

eye on the current account deficit problem that resulted from liquidating U.S. gold 

reserves (p. 233). According to Mundell (p. 238), supply side policy goal was to reduce 

inflation and unemployment though tight money (control inflation) and cuts in marginal 

tax rates (incentives for production). For Mundell, the need for tax cuts in the context of 

the 1970s was specifically related to the problem of bracket creep. 

Mundell (2003, p. 238) explained that the result of the supply side arguments 

were embodied in the Economic Recovery Act of 1981. Mundell stated that “the new 

policies shifted the Phillips curve [relates employment to inflation, this idea is discussed 

later] downward and to the left, allowing unemployment and inflation to decrease at the 

same time” (p. 238). Mundell argued that what was needed was a way to analyze the 

“effects of monetary or fiscal stimulus in a framework that took account of exchange 

rates, interest rates, the balance of payments, and budget deficit” (p. 238, note 26). This 

problem could not be analyzed prior to the Mundell-Flemming model that “predicted that 

fiscal stimulus and tight money would lead to an increased budget deficit, an increase in 

interest rates, a capital inflow, an appreciation of currency, and a worsening of the current 
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account deficit and trade balance” (p. 238). Mundell claimed that the implementation of 

the supply side vision provided a natural experiment for these conditions, which were 

confirmed during the 1982-1984 period. However, this historical event may have been 

unique and not generalizable. Mundell (p. 238, note 25) specifically stated that 

Wanniski's work (1978/1998) was the best account of his thinking. 

The final piece of the story is Arthur Laffer himself. Laffer’s (1972) doctoral 

dissertation was called “Private, Short-term Capital Flows.” While by today’s standards 

this work is by no means remarkable, for its time it was significant mainly because it 

placed the focus of economic growth within a context of short-term capital movements, 

movements that are international in nature. Only the world is a closed system. The 

importance of capital flows, particularly foreign capital flows, is supported by the fact 

that these data were classified in 1972 (Laffer, 1972, p. 37). It is reportedly still 

classified. Capital movements are fundamental to explaining Laffer-type effects and these 

are considered within the context of the elasticity of capital with respect to taxation. The 

problem is that while Wanniski devoted an entire chapter to capital (1978/1998, pp. 55-

70), the discussion was vague and underdeveloped. Consequently, much of the Laffer 

literature ignores capital effects by assuming that capital is immobile. Ignoring capital 

effects is a thorny assumption given the fact of large-scale capital inflows and outflows. 

 It is a grave error to consider the Laffer curve a formal theory. It is not a complete 

theory. Laffer himself specifically stated that he used it only as a pedagogical device to 

teach his students the math (Laffer, Moore, & Tanous, 2009). The Laffer curve is 

fundamentally a political and descriptive theory stated in economic terms. It embodies 
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fundamental truths that have been known for centuries (Bartlett, 2003). The Laffer curve 

is a nexus problem because it embodies not only normative clashes of values regarding 

income redistribution but also fundamental clashes in economic traditions. These clashes 

are examined later in chapter 4. 

 This story is important to set a proper context supply side economics. Supply side 

economics has nothing to do with a supply driven approach to economics versus a 

demand-driven approach except in vague political terms. Supply side economics has 

come to be known by colorful and politically descriptive terms: Reaganomics or Voodoo 

economics. Typically these terms are used pejoratively. The Laffer curve is the 

embodiment of this debate. The main actors in the development of the Laffer curve’s 

legislative implementation (Donald Rumsfeld and Richard Cheney) have a peculiar 

significance. 

History of the Problem 

 

The history of the problem between tax rates and revenues can be conceptualized 

as a question regarding the appropriate scope of democracy. Some questions should be 

decided democratically but other questions should be left to individuals (see scope of 

democracy and benign theory versus harmful theory of government intervention in 

Caplan & Roberts, 2007). In a very real sense, this debate is an extension of the socialist-

calculation debate of the 1930s. This idea is a fundamental economic question. It is a 

normative question. The impact of empiricism on economics has diluted the normative 

nature of this question. Instead, economic analysis begins with the proposition that 

economics is a pure science and that this question has a correct answer. Under control 
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theory, governmental intervention is appropriate by assumption. The transformation of 

political economy into economics that began with the efforts of Keynes was, for all 

practical purposes, successful. However, it was based on overconfidence in science and 

rationality. Economics is not like physics (or any of the “hard” sciences) because it is 

ultimately a human invention. Human action is innately dynamic, complex, and subject to 

adaptation or extinction. 

 The main economic problem that the Laffer curve was intended to address was 

the stagflation of the late 1970s and early 1980s. Stagflation specifies a situation where 

interest rates and unemployment rise simultaneously. Under traditional demand-sided 

economic models, inflation and unemployment rates were presumed to have an inverse 

relationship. However, econometric models broke down when these factors moved in the 

same direction. The main intuition of the Laffer curve is that incentives matter with 

respect to tax rates and that when tax rates are perceived to be excessive, economic 

growth stagnates in response. 

Under the Laffer curve model, the tax wedge model (defined as government 

intervention in private transactions, see Wanniski, 1978/1998, p. 84-86) results from 

increased taxation on businesses that increases costs, retards production, reduces 

economic growth, and increases unemployment. As taxes increase, the return on labor 

decreases so that workers have less incentive to work so they theoretically work less in 

favor of increased leisure (called a substitution effect). Some workers even move into the 

underground economy (called an incentive effect). 
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The combined effect decreases production and increases unemployment. Tax 

revenues then decline below predicted levels. Mathematically predicted tax revenues 

(called an arithmetic effect) may not match expectations when tax rates become 

prohibitive. Under the Laffer curve, tax reductions are justified when the tax rates are 

prohibitive (this is a point of contention in the literature). The solution to the problem of 

stagflation would be to reduce tax rates in order to encourage economic growth, increase 

employment, and reduce the size of the underground economy. 

This policy was approved by President Reagan in the 1981 (Economic Recovery 

Tax Act of 1981, popularly known as the Kemp-Roth tax cut). While the success of the 

tax cuts in the economic recovery is still debated on a theoretical level (commonly argued 

in terms of deficit spending problems, military spending as economic stimulation, or 

confounding effects of the government multiplier), clearly the economy improved after 

the tax cuts were implemented (for a good historical analysis, see Laffer, 2004). There 

seems to be a trend of acceptance of the Laffer curve on an international level and to a 

lesser degree on a national level. The question remains hotly debated by academics. 

Purpose and Rationale of the Study 

 

This study is intended to fill a gap in the literature by using a grounded theory 

methodology and a multidisciplinary perspective to assess the validity of the Laffer 

curve. The goal of this study was theory creation and development not verification or 

falsification. My intent was to reconcile the discrepancies between supply side and 

demand-side economic perspectives, to decide which perspective was most realistic, and 

to discover an explanatory theory. Theoretical diversity and faithful representation of 
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current theoretical controversies, specifically related to theoretical assumptions, was a 

key research objective. 

Many of the central theoretical constructs of modern economics were reevaluated 

in pursuit of these goals. Because grounded theory has not been used to resolve such a 

complex phenomenon, this research tested the viability of grounded theory research in 

the development of economic theory and increased knowledge with respect to economics 

and grounded theory research. Social change is positively impacted through improved tax 

policies, improved knowledge of the tradeoffs between economic efficiency and 

distributive justice, and improved research methodological development. 

Organization of the Review 

 

 In chapter 2, I organized the literature review by its background, its historical 

context, its modern developments, its relevant theoretical bases, its themes, its 

assumptions and boundary conditions, and its theoretical framework. 

Content of the Review 

 

 The content of the literature review shows the historical context of the Laffer 

curve in terms of utilitarianism and distributive justice and introduces the reader to the 

details of the theory. The content consists of a discussion of the relevant theoretical 

foundations such as rational expectations theory, growth theory, public choice, and social 

capital theory; a discussion of the major themes of the literature that includes complexity, 

Laffer curve rate identification, Laffer curve shape, incentive effects, and elasticity; and a 

discussion of the standard economic model, Say’s law, the assumptions and boundary 

conditions of the literature, and alternative research designs. 
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Research Strategy and Electronic Databases 

 

The electronic databases available at Walden University were the starting point 

for this literature review. The initial search included all databases and was limited to peer 

review articles. The search began with the keywords Laffer and supply side economics. 

Because the number of articles that resulted from initial searches was sparse, the search 

terms economic growth, tax gap, tax evasion, tax base, and elasticity were added. From 

this core of scholarly articles, the search expanded based on the bibliographical 

information in various relevant texts. Additional searches were conducted as needed 

under Thompson Learning’s InfoTrak, Questia, the Social Science Research Network, 

Sage Publications, and various nonprofit think tanks such as the Cato Institute and the 

Heritage Foundation. Google searches were used to identify additional documents as 

needed to supplement the Walden University electronic databases database searches. This 

process continued until the literature collected saturated the topic as indicated by 

duplication and diminishing returns. 

Reliance on Google searches to locate specific texts increased as the literature 

review progressed. The final pass at the literature was made without limiting the search to 

peer-reviewed articles in the Walden University database. This process was completed 

after reviewing the bulk of the literature. The purpose was to see if any new articles had 

been released and to see if there was anything that was missed. This review process was 

conducted at several points in order to obtain newly released references. 
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Problem Statement 

 

The Laffer curve specifies the relationship between tax rates and tax revenues 

(Wanniski, 1978/1998). Starting from the proposition that two tax rates can generate the 

same amount of tax revenue (for example, a zero percent and a hundred percent tax rate 

will both yield zero revenue) the Laffer curve postulates that at some point between those 

two extreme tax rates there is one tax rate that maximizes tax revenues (Wanniski, 

1978/1998). This rate is called the Laffer maximizing rate (Wanniski, 1978/1998). As 

taxes go beyond the tax maximizing rate and into a prohibitive range, tax revenues 

decline even as tax rates increase (Wanniski, 1978/1998). The problem is that the Laffer 

curve is disputed and that many theoretical constructs in economics are challenged by its 

theoretical insights. Methodologically, supply side and demand-side economists dispute 

the appropriate units of and levels of analysis. Further complicating the problem is the 

conflict between divergent ideological approaches to the ordering of society, one based 

on Smith’s (1776/1992) utilitarianism as represented by the market and the other based 

on Rawls’s (1971/1999) distributive justice. Many view the Laffer curve as antithetical to 

distributive justice. Theoretical difficulties are aggravated by weaknesses in economic 

theory as well as political power calculations. This problem indicates a clear need for 

rigorous theoretical development and integration. 

Justification of the Study 

 

While there is a substantial Laffer literature, it is fragmented and lacks theoretical 

depth. There are many explanations for this problem. For example, Koritz (1997) stated: 
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The most depressing feature of orthodox economics is its complete ignorance of 

history. The imperialistic extension of neoclassical analysis to problems of law, 

social relations, and institutions, for example, has been more an ex post 

rationalization than an honest attempt to check theory against facts. ( p. 99) 

So, part of this fragmentation is because of the nature of the Laffer curve as an economic 

problem. However, this fragmentation is also a consequence of the Laffer curve’s status 

as a nexus problem. Consequently, a new study was required. The main purpose of this 

study was to develop the theory using a grounded theory approach. As a result, the 

discussion of the Laffer literature was specifically designed to identify problems and gaps 

that could be used for the purpose of theoretical development. Here is a short sample of 

why additional research is needed: 

 Fullerton (1981, p. 6) pointed out that the quality of academic debate itself was 

poor.  

 Grossman (1987) specifically suggested that integration between supply side and 

demand-side economics was needed instead of the present theoretical 

competition.  

 Romer (1994) stated that “Something more interesting and more complicated is 

going on here” (pp. 19-20) and that present questions are too narrow. Admitting 

his own errors that have led to “dead-end” research, Romer specifically stated that 

all economics needs to be “reconsidered.” In 1996, Romer extended his criticism 

and suggested that a broader understanding of history and economics was 

required.  
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 Solow (1994) pointed out that growth theory needs work; specifically new 

hypotheses. Solow argued that research should, “Attempt to extract the few 

workable hypotheses from the variegated mass of case studies, business 

mysteries, interviews, expert testimony, anything that might throw light on good 

ways to model the flow of productivity-increasing innovations and 

improvements” (p. 53). In 1997, Solow added, “I feel acutely uncomfortable with 

this unobservable fudge factor [in macroeconomics] that is capable of having 

drastic effects but is so conjectural that it can be used to explain just about 

anything” (p. 231). 

 Mankiw, Romer, and Paul (1995) clearly identified “years of neglect” by the 

academic community as a major problem.  

 For example, Dalamagas (1998) stated that the Laffer analyses have been 

“devoid” of any theoretical backing.  

 Goodspeed (1998) pointed out that the main challenge to studying tax effects is 

our lack of knowledge with respect to measuring public benefits.  

 Goolsbee (1999a) pointed out that main problem with Laffer-type analyses is the 

focus on only short-term effects and that the Laffer curve was the centerpiece of 

the tax policy debate that resulted from the 1980s.  

 Frank (1982) echoed this concern, pointing out that problems with economic 

theory were to blame for problems between traditional Keynesian and supply side 

perspectives.  
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 Giertz (2004) admitted that responses to tax rate changes are not fully understood 

and that decomposition by tax type and income shifting should be explored.  

 B. M. Friedman (2006), in contrast, indicated that what is needed is more ethical 

analysis.  

 Laffer (2006) pointed out that the main problem in research was the use of static 

instead of dynamic models. Laffer stated, “So, worldwide we’re still in the 

nascent stages of understanding supply side economics from a political 

standpoint, but we are moving in the right direction” (Q&A, p. 8). 

 Garcia-Herrero and Vilarrubia (2007) pointed out the importance of 

understanding Laffer effects within the context of short and long-term economic 

growth, specifically the roles of crises and volatility.  

 Sentance (2007) pointed out that supply side economics is a medium-term 

phenomenon and that “real” supply side arguments are not usually discussed.  

The justification of this study is to address these and many additional issues on 

theoretical terms. Many choices regarding significance were made intuitively during this 

process.  

The importance of this research is undeniable. As Romer (1994) suggested, 

researcher feelings could be hurt, and some lines of research could be dead-ends. It is 

critical to note that confirmation bias was the greatest challenge of this study. Bias occurs 

both on the part of the researcher and readers alike. While this endeavor could have 

failed, it succeeded and brought increased understanding to the Laffer curve. 

  



40 

 

 

Support for Research Questions 

 

The grounded theory methodology was used to answer three questions. First, what 

are Laffer effects based on theoretically, and if these effects exist, how do they manifest? 

Second, what are the implications of Laffer curve theory methodologically as well as 

ideologically? Finally, can the supply side and demand-side approaches to the problem be 

reconciled by a unifying theory? The first question is justified because a large theoretical 

foundation is required to understand the literature as a unitary system; additionally, it is 

required for the methodological purposes of grounded theory commensurate with the all-

is-data approach. The second question is justified in order to try to reconcile 

methodological differences in economics as a profession, such as between 

microeconomic and macroeconomic analysis. The ideological context is important 

because it defines the literature itself. The third question is justified based on the need for 

reconciling utilitarianism and distributive justice. The main support for these research 

questions was that they define the literature itself. The failure to address these questions 

would result in the perpetuation of misunderstandings and would reduce the probability 

of successful theory development. 

Relationship of the Literature to the Study (Big Picture) 

 

In this section of the study, the theoretical weaknesses in the Laffer literature in 

terms of macroeconomic and microeconomic analysis, problematic assumptions, and 

terminology problems are addressed. 
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Macro-micro versus real science. 

 The Laffer curve embodies most of the problems relating to modern economic 

theory. In precise terms, Laffer effects are microeconomic. Kling and Roberts (2008) 

concluded that microeconomics has become the default position of the profession. 

Boettke (Boettke & Roberts, 2009) argued that there are macroeconomic problems but 

there are only microeconomic “explanations and solutions.” Bourdreaux (Bourdreaux & 

Roberts, 2009) argued that there is only one economics. In contrast, most economic 

theories focus on macroeconomic effects. According to Bourdreaux and Roberts, the 

original distinction between macroeconomics and microeconomics was attributed to Erik 

Lindah who defined microeconomics specifically in terms of incentives and defined 

macroeconomics as how “micro-incentives hang together.” This distinction has been lost 

to the economics profession, primarily under the influence of Keynes (1935/1991) and 

Friedman (1962). Instead of focusing on the microanalytic foundations of economic 

theory and how these relate to one another under different conditions, present day 

macroeconomics focuses specifically on generalized concepts such as employment, 

inflation, and interest rates. These terms are politically expedient. However, a generation 

of economists so trained has led to a preponderance of dysfunctional economic theories 

that are not falsifiable and unscientific. For the Laffer curve, the problem is that it is 

typically analyzed macroeconomically and hence misunderstood. 

Assumption problems. 

Unrealistic assumptions plague economic theory despite the wide-spread 

recognition that such assumptions are unreliable. Rational choice theory, where economic 



42 

 

 

actors are all viewed as utility maximizers, is perhaps the best and most prominent 

example of this phenomenon. Normative economics has become the professional norm 

rather than the occasional exception. 

Historical misunderstanding and terminology problems. 

How this problem evolved is debatable. However, it is probably because of both 

the lack of economic expertise on the part of historians and lack of historians presently 

studying economic history (Woods, 2010). Most interpretations of historical economic 

ideas are based on present theoretical dogma and the assumption of static knowledge. 

This problem is independent of the problem of complexity. Historical figures have 

different understandings at various points in their lives and changes in opinion are rarely 

analyzed except in biographical terms. 

Mises’s (1949/2009) praxeology, the idea that facts cannot be understood 

independent of the theoretical constructs that give such facts meaning to begin with, is 

crucial. Woods (2010) argued that this was one of the essential reasons that economic 

history had been “obliterated.” Woods asserted that the use of praxeology started with 

Rothbard’s criticism of the traditional Keynesian under-consumption (demand-side) 

model. Woods noted that under Rothbard’s view of revealed preferences only voluntary 

exchanges reveal preferences. As a result, Woods concluded that government spending 

that is by definition coercive should not be used in understanding economic history 

because it is a fundamentally different transaction than a private transaction. For 

example, traditional measures of gross domestic product are misleading. 
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This understanding of the private-public spending distinction is especially 

important with respect to understanding economic history. The private-public spending 

distinction could be used to falsify the idea that government spending caused the 

economy to come out of the Great Depression because the spending was primarily war 

related. To resolve this problem, Rothbard focused on a quantity called private product 

remaining (Woods, 2010). A dynamic understanding of the main ideas of economics 

(specifically in terms of intellectual foundations and evolution) is needed and would 

provide greater theoretical insights for use in historical analysis. The intention here is not 

to advocate on behalf of Rothbard’s argument, it is only to demonstrate how these 

theoretical insights would provide additional theoretical depth to the Laffer curve as a 

microeconomic theory. 

Different economic traditions have fundamentally different definitions that 

underlay their theoretical constructs (markets for example). The problem is that these 

differences are crucial but unrecognized by researchers in economic dialogues and 

debates. Different economic traditions (especially supply side and demand-side 

traditions) have distinctive languages. Even when they are discussing the same thing, in 

actuality they often have different meanings in mind. The result is that economists from 

different traditions fail to capture the intended meanings of their peers. 

In order to analyze the Laffer curve as a theory, reevaluating such fundamental 

concepts is critical. The failure to do so is the primary reason that the Laffer curve has 

been marginalized by many academics. Every aspect of modern economics is impacted 

by these issues. As Munger (Munger & Roberts, 2008) put it, “Our stories are incomplete 
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and our macroeconomics flimsy” (context: the use of economic theory in understanding 

the Great Depression). Mirowski (1982), who admitted to initially dismissing the Laffer 

curve as “voodoo economics,” put it in another way: “Serious academic analysis of the 

Laffer curve is still hard to find” (p. 816). While there is presently much serious analysis 

of the Laffer curve, the literature remains essentially underdeveloped and fragmented. 

Background Information 

 

The conflict between what in its present mood the public expects science to 

achieve in satisfaction of popular hopes and what is really in its power is a serious 

matter because, even if the true scientists should all recognize the limitations of 

what they can do in the field of human affairs, so long as the public expects more 

there will always be some who will pretend, and perhaps honestly believe, that 

they can do more to meet popular demands than is really in their power. (Hayek, 

1992, para. 15). 

 Hayek (1992) believed that acting on this belief (para. 20), was likely to cause 

harm (para. 15). In Hayek’s view, the problem was the use of prediction when only 

generalization was appropriate (para. 20). Consequently, the control impulse is likely to 

impede the proper functioning of spontaneous ordering forces. Myrdal (1992) stated, 

“Our knowledge, as well as our ignorance, at any time and on every issue, tends to be 

opportunistically conditioned, and thus brought to deviate from full truth” (para. 2). This 

problem leads us to question the state of economics as a discipline. 

As a preliminary matter, a definition of economics is in order. Cowen (Cowen & 

Roberts, 2007, September) defined economics as “the study of how to get the most out of 
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life.” Lindsey (Lindsey & Roberts, 2009) preferred the term “nostalgianomics” because 

economists tend to take the current economic conditions for granted. Journalists, such as 

Platt (Platt & Roberts, 2009) denied that economics is a science. Economics, in this view, 

could be seen as “ex-post story telling” (see Roberts in Munger & Roberts, 2009). 

Although Samuelson (1992, p. 75) noted that economics were conceptually analogous to 

physics and the conservation of energy (see also Kelly & Roberts, 2007), he claimed that 

economics was not about math with equilibriums and vibrations, it was about saddle-

point-type relationships. 

Schultz (Schultz & Roberts, 2007) asserted that economics were a strategic 

science. Stone (1992) noted a similar phenomenon, that economics were intimately tied 

to politics and administration. Stigler (Stigler, 1992), who was more controversial, 

asserted that economic theory was either accepted as information by necessity (political 

power or evidence) or by combat (political, professional rivalry, and displacement of 

outmoded theories). Buchanan (1992) argued that “the economist rarely examines the 

presuppositions of the models with which he works” (sec. 2, para. 1) and that the models 

typically do not include human motives. Similarly, Allais (1992, p. 245) warned against 

the tyranny of “dominant doctrines” and the need to take career risks. Haavelmo (1992, 

sec. 5, para. 2) noted that economic theory often failed to consider the “rules and 

structures” and that economics as a “super dictatorial power” may be unable to meet the 

needs of society. 

Perhaps most condemning was Haavelmo’s (1992) observation that “the basis of 

econometrics, the economic theories that we have been led to believe in by our 
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forefathers, were perhaps not good enough” (sec. 4, para. 2). Phelps (2007, p. 345) 

specifically described the development of modern economics in terms of its limitations 

with respect to microeconomic phenomena. For example, Phelps argued that the 

traditional Phillips curve analysis ignored microeconomic phenomenon. In Phelps’s view, 

the modern character of the modern economy is “endemic uncertainty, ambiguity, 

diversity of beliefs, specialization of knowledge and problem solving” (p. 345). As a 

result, economics has difficulty modeling economic realities as represented by 

microeconomics. Phelps called the answer to this problem the modernist perspective that 

meant “putting these people back into economic models” (p. 345). 

 The scholarly literature echoes many of these sentiments. For example, Behr, 

Garlin, Morris, and Roehl (1971, p. 30) claimed that social science (including economics) 

was not science and that in some instances economics could be seen as systematic 

repression. Behr et al. stated: 

It is our contention that formalism must be replaced by abstraction and that 

abstraction must be made systematically more concrete as the analysis proceeds, 

if any headway at all is to be made in the explanation of the great movements 

which are overtaking man and nations today. (p. 29) 

Bergmann (2005), at an opposite extreme, criticized economic theory because it is not 

based on observations (called “armchair theorizing”) and postulated that additional 

interactions between microeconomics and macroeconomics were needed. These problems 

justify the choice of the grounded theory method used by this study as well as the 

research goal to find an integrative theoretical construct that can be used to reconcile 
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macro and microeconomics. Richardson (1978, p. 34) argued that an interdisciplinary 

approach was needed to remove the “disciplinary shackles” of economics. This point 

justifies the interdisciplinary approach used in this study. Solow (2001) implied that 

including behavioral theoretical components could improve the predictive power of 

economic theories (for example, lag prediction). 

Some academics, such as Sweezy and Magdoff (1983, para. 2), resisted the 

teaching of supply side economics as a “respectable” doctrine (despite the fact that they 

made some good points regarding the over-accumulation of capital). Finally, Zamagni 

(2004) specifically identified both psychology and sociology as relevant to economics 

and challenged rational-choice models. Particularly important was their distinction 

between experienced utility versus decision utility. Most importantly, Zamagni (p. 30) 

pointed out that efficiency cannot be used to decide what and how to produce. However, 

Zamagni warned (p. 30) that the market, particularly the private market, could destroy the 

“social norms and conventions that constitute a civil society.” Hayek would disagree with 

Zamagni on this point because the market is an emergent phenomenon that embodied 

psychological, sociological, political, and religious inclinations. Zamagni, like Smith 

(1776/1992) and Rawls (1971/1999), desired to maintain morality in our society. 

Zamagni’s error was the same as Smith’s and Rawls’s errors. Morality is embodied 

within the market when the market is properly defined. Social capital (or, in Rawls’s 

terms, distributional justice) may be another aspect of the natural evolution of the market. 

 The present state of economics as a profession is therefor one of overconfidence 

and disciplinary isolation. The profession has failed to address these inadequacies. 
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Economics may be ready for a Kuhnian paradigm shift. Where that shift will come from, 

is unknown. For example, technology may provide new research and analytical tools or 

new developments in experimental economics and neuroeconomics may lead to a novel 

synthesis. No matter what way economics develops, theoretical development will be the 

key ingredient needed to improve society at large through social change. The purpose of 

this study is to address that need. 

Historical Context 

 

 The Laffer curve has a surprisingly long history (see Appendix A; Bartlett, 2003). 

This section examines the literature’s relationship with utilitarianism and distributive 

justice.  

Genesis of the controversy. 

 

 Given that the Laffer curve is historically grounded, why has it become 

controversial? The answer is because the Laffer curve has political implications. These 

implications go far beyond the two-party system. At its core, the primary implication of 

the Laffer curve is normative. This problem places individual autonomy in conflict with 

public purposes defined by government. Assuming that the Laffer curve is historically 

supported, it places an upper limit to sustainable taxation. Taxes can be harmful to a 

society at large. It has been postulated under Hauser’s law that historically tax revenues 

in the United States as a percentage of gross domestic products stay around 19.5% no 

matter what tax rate is imposed (Hauser, 1993). When the purposes of government were 

limited, tax rates seemed adequate to revenue needs. However, with the evolution of the 

modern welfare state, a direct result of the challenge of communism to traditional market 
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economies, revenue requirements have increased dramatically. In this study, I accept 

Rawls’s proposition that this evolution is fundamentally framed by the competing ideas 

of utilitarianism and distributive justice. 

Adam Smith (utilitarianism). 

 

Traditionally, researchers begin their discussion on the Laffer curve with Smith’s 

Wealth of Nations (bk. 5, chap. 2, part. 2.). On the supply side, Smith is quoted largely 

out of context (e.g., Hsing, 1996) and on the demand-side, invoking Smith is avoided. For 

example, Smith (1776/1992) stated, “High taxes, sometimes by diminishing the 

consumption of the taxed commodities, and sometimes by encouraging smuggling, 

frequently afford a smaller revenue to government than what might be drawn from more 

moderate taxes” (p. 436). What is often avoided is the fact that Smith was talking 

specifically about commodity taxes in the context of mercantilism. Smith was arguing for 

moderate tax rates on a few select luxury items. 

Demand-side interpretations, however, postulate that under such conditions 

capital investment increases because savings increases as consumption is curtailed. 

However, such arguments often fail to consider the impact on substitute and 

complementary good consumption. The effect of decreased commodity consumption on 

savings is problematic. Extending this analysis to conclude that capital investment will 

increase is doubly problematic. Such an omission implies that Smith was a robust supply 

sider in the modern sense of the word when he was restricting his observations to 

commodities and not talking about an income tax (a typical implication). While Smith’s 

position can be inferred, it is easy to overreach. Smith’s observations are useful in Laffer-
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type analyses because of the explicit identification of the underground economy and the 

identification of Laffer-type effects on luxury good consumption taxes during that period. 

A thoughtful analysis of Smith may be helpful. Was Smith a supply sider? 

Smith (1776/1992) stated, “When the diminution of revenue is the effect of the 

diminution of consumption there can be but one remedy, and that is the lowering of the 

tax” (p. 436). Here, Smith contended that taxes of foreign manufactures should be kept 

moderate and argued that the purpose should not be to create a monopoly or to give one’s 

own merchants a competitive advantage. Smith was talking specifically about commodity 

taxes at this point, although it is clear that Smith believed that tax rates should not be 

excessive because it discourages consumption. But, based on the historical contexts, taxes 

were largely justified for national defense, not the modern welfare state. 

 Demand-siders would argue at this point that the historical context combined with 

a radically different type of economy renders Smith’s views obsolete. Despite the 

historical context, Smith’s work proves enlightening for the present discussion on several 

key points. First, Smith proposed four maxims on taxes (1776/1992, pp. 405-406): ability 

to pay, tax certainty, tax convenience, and low administrative costs. Smith stated: 

All nations have endeavored, to the best of their judgment, to render their taxes as 

equal as they could contrive; as certain, as convenient to the contributor, both in 

the time and in the mode of payment, and, in proportion to the revenue they 

brought to the prince, as little burdensome to the people. (pp. 405-406)  

To Smith, burdensome meant not only low administrative costs but also not 

discouraging business. Smith understood that improper taxes (i.e., taxes that disobeyed 
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Smiths maxims) “may obstruct the industry of the people, and discourage them from 

applying to certain branches of business which might give maintenance and employment 

to the great multitudes” (p. 406). Second, Smith argued against taxes on capital stocks, 

arguing that they are by nature secretive and counterproductive. Smith warned: 

The proprietor of land is necessarily a citizen of the particular country where his 

estate lies. The proprietor of stock is properly a citizen of the world, and is not 

necessarily attached to any particular country. He would be apt to abandon the 

country in which he was exposed to a vexatious inquisition, in order to be 

assessed to a burdensome tax, and would remove his stock to some other country 

where he could either carry on his business, or enjoy his fortune more at ease. By 

removing his stock he would put an end to all the industry which it had 

maintained in the country which he left. Stock cultivates land; stocks employs 

labor. A tax which tended to drive away stock from any particular country would 

so far tend to dry up every source of revenue both to the sovereign and to the 

society. Not only the profits of stock, but the rent of land and the wages of labor 

would necessarily be more or less diminished by its removal. (p. 418) 

Smith discussed taxes on wages and argued that as taxes on labor increased, 

wages had to increase in order for workers to maintain a living wage. In Smith’s words, 

“. . . a direct tax upon the wages of labor can have no other effect than to raise them 

somewhat higher than the tax” (p. 426). In other words, taxes on wages are transferred 

ultimately to consumers (Smith, pp. 426-427). Smith argued that such taxes increased 

unemployment and called these taxes “absurd and destructive” (p. 427). 
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In sum, when viewed in its totality, Smith’s arguments on income taxes, capital 

taxes, and taxes generally argue in favor of Laffer’s main thesis that excessively high tax 

rates can be counterproductive. Smith was at least sympathetic to supply side arguments. 

Clearly, Laffer’s ideas are not novel. 

This idea leads to the question of the applicability of Smith’s concerns to the 

modern welfare-state. The answer to this question appears in Smith’s first and last 

greatest work, The Theory of Moral Sentiments. Adam Smith (1759/2009, p. 16; p. 203) 

clearly meant the invisible hand to be the impact of the rich on spreading prosperity to all 

inhabitants by their activity, not by their design. Smith (1759/2009) stated: 

They [the rich] are led by an invisible hand to make nearly the same distribution of 

the necessities of life, which would have been made, had the earth been divided into 

equal portions among all its inhabitants, and thus, without intended it, without 

knowing it, advance the interests of the society, and afford means to the 

multiplication of the species. When Providence divided the earth among a few 

lordly masters, it neither forgot nor abandoned those who seemed to have been left 

out in the partition. These last too enjoy their share of all that it produces. In what 

constitutes the real happiness of human life, they are in no respect inferior to those 

who would seem so much above them. In ease of body and peace of mind, all the 

different ranks of life are nearly upon a level, and the beggar, who suns himself by 

the side of the highway, possesses that security which kings are fighting for. 

(IV.1.10) 
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However, Smith stated this idea in the context of the motivation of beauty in 

ascribing utility specifically within the drive created within the poor based on the 

admiration of the rich (1759/2009, pp. 200-203; IV.1.10). Smith explained that the most 

important qualities for harvesting such capacities were superior reason and understanding 

as well as self-command (1759/2009, p. 207; IV.2.6). It was the notion of self-command 

that Wolfe (Wolfe & Roberts, 2009) identified as a fundamental tenant of classical 

liberalism. It was one of the main reasons that Wolfe rejected modern progressivism. The 

quest for control and self-autonomy is suspect and motivations suspicious. Smith was 

arguing that the quest for beauty (the beautiful and noble) drives the invisible hand. For 

the poor, this quest for beauty was motivated in part by envy. 

Smith contrasted good government with beauty, usefulness, and machine-like 

perfection with bad government as deformity, inconveniency, and awkward and clumsy 

contrivances (1759/2009, p. 206; IV.2.1-IV.2.2). This idea mirrors a central tenant of the 

Laffer effect; that government excesses can cause harm as well as good, depending on its 

beauty or deformity. Beauty inspires people to economic success, whereas deformity 

creates disincentives to economic success. In Smith’s view, this argument would be 

decided based government’s impact on the degree of self-command and the reason and 

understanding on the part of the individual members of society. It is important to note 

that Smith was talking in terms of psychology, anticipating its future development. 

Clearly, Smith’s views are applicable to the modern welfare state. 
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John Rawls (distributive justice) 

 

John Rawls’s (1971/1999) theory of distributive justice competes with Smith’s 

classical utility theory and establishes the context for a proper analysis of the Laffer 

curve. Rawls’s work embodies and defines the partisan nature of the debate surrounding 

the Laffer curve. All else being equal, Democrats tend to focus on distributive justice and 

Republicans tend to focus on economic efficiency. So defined, each side of the debate is 

antithetical to the other. The Laffer curve is in the center of the controversy because if 

one accepts its tenants, then one must accept that there is a point where government 

spending in distributional terms becomes harmful to an economy. 

An affirmative answer implies that fiscal conservatism is justified whereas a 

negative answer implies that distributional goals are justified. As a result, each party’s 

core constituencies are threatened by any outcome that fails to support its political 

predispositions. The scholarly debate is so characterized as well, indicating that the 

divorce between classical political economy and modern economics (Behr et al., 1971, p. 

31) has not been justified on the merits. Both sides tend to overstate their case while at 

the same time ignoring legitimate concerns that derive from the opposing view. Rawls’s 

(1999) work embodies normative conceptions of justice. Smith’s (1776/1992) work 

(narrowly defined) embodies rationality. The resolution of this conflict lay in accepting 

that modern economics is merely classical political economy in denial of its normative 

basis. The goal here is to uncover empirical measures that can be analyzed. 

Rawls (1971/1999, p. 13) created the theory of distributive justice based on the 

social contract theory specifically to compete against utilitarianism (the classical 
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utilitarianism of Sidgwick, see Rawls, 1971/1999, p. 20). Sidgwick’s intuitive or 

theoretical utilitarianism (Resse, 1996, pp. 703-704) was a theory of moral knowledge 

where ethical considerations required a philosophy that took intuitionism (excellence 

standard), egoism (happiness standard), and utilitarianism (defined specifically in terms 

of economic production) into a unified approach. 

Although Rawls did not develop this point in depth, Rawls either failed to 

consider Smith’s work within the context of The Theory of Moral Sentiments, or rendered 

the impact of this work “a failure,” reasoning that “a theory however elegant and 

economical must be rejected or revised if it is untrue; likewise laws and institutions no 

matter how efficient and well-arranged must be reformed or abolished if they are unjust” 

(Rawls, 1999, p. 3; see also p. xvii). Ironically, Rawls’s conception of reflective 

equilibrium is reminiscent of Smith’s conception of the disinterested observer presented 

in The Theory of Moral Sentiments. 

In Rawls’s view, the institutions of society are the most important avenue to 

achieve distributional justice and institutions are the main focus of his work and are the 

measure of success or failure of distributional justice. However, Rawls (1999) 

specifically questioned the application of his theory to “private associations or for those 

of less comprehensive social groups” and assumed that the system is a closed system (p. 

7). This question is a critical weakness that parallels Laffer-type arguments regarding 

taxation, capital flight, tax evasion, and tax base erosion. Distributional justice is 

fundamentally an individual, in contrast to an aggregate phenomenon. Distributional 

justice is applied to an open system. 
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In practice, rights and duties are relative to one’s individual perspective and not 

some vague notion of a social contract. Rawls (1971/1999, 2003, 2005) would disagree 

on this point (noting that he based his theory in part on the social contract), by 

emphasizing the state’s role in correcting for these forces via institutional mechanisms. 

Just as Rawls used the historical context of ancient Greece to explain Socrates’s view of 

justice, the genesis and development of Rawls’s theory must be understood within the 

proper historical context: the Civil Rights Movement. This context explains Rawls’s 

questions relating to civil disobedience, compensatory justice, and the weighing of 

different forms of institutional justice (1999, p. 8). 

The social contract that Rawls based his work on may not have been achieved by 

some egalitarian and voluntary urge. It may have been achieved merely as a consequence 

of its innate survival value. A life or death choice is distinctly different from a rational or 

consensual one. This argument is supported by modern neuropsychology based on 

decision speed and emotions: It is an evolved capacity of the human mind (Campbell, 

2007, May; Gazzaniga et al., 2009). For example, most decision making is made on 

various degrees of subconscious perceptions and thoughts regarding pattern recognition 

and predictions based on previous experiences that tend to percolate into the conscious 

mind. Economic decision making may be similarly characterized. 

Rawls’s theory is founded on the assumption that “each member prefers a larger 

share” (1999, p. 4), a point that implies individual and class conflict that is reminiscent of 

Marx. This assumption is easily falsified by activities such as charitable giving (research 

in experimental economics is just beginning to yield data on this question). Nevertheless, 
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in Rawls’s view, the unstated purpose of the institutions of society was to correct for this 

competitive impulse (or, in Rawls terms, the inclination to self-interest). An equal 

distribution of shares was the basis for Rawls’s justice and merit is specifically denied. 

The problem was that Rawls did not define an equal share. The reader is led to 

assume that it is some loose, vague, and indeterminate (using Smith’s terms) ideal 

distribution of benefits and burdens (or, rights and duties) that stem from the social 

contract. The main problems that result, in Rawls’s view, are efficiency, coordination, 

and stability (1999, p. 6). Significantly, Rawls viewed the main institutions of society as 

not merely constitutional; social and economic arrangements are included. Rawls’s 

theory acknowledges that the main problem in applying his theory is in situations where 

distributional goals directly compete with economic efficiency. Economic efficiency is 

only part of the story because the main force behind economic efficiency is the 

specialization of labor; this is ironically a major factor that contributes to problems of 

distributive justice. For Rawls, however, distributional justice was preeminent. 

All things being equal, the competition between distributional justice and 

economic efficiency can be resolved favor of either Smith’s concept of utility (narrowly 

defined in terms of Smith’s work in The Wealth of Nations and exempting Smith’s work 

in The Theory of Moral Sentiments) or Rawls’s theory of distributional justice with one 

caveat. The long-term temporal aspects of both are held constant. The resolution of the 

conflict between Smith’s utility and Rawls’s justice has a temporal quality that is largely 

ignored. Small differences in short and medium-term economic growth rates have drastic 

long-term effects. For example, a short-term policy that fosters distributional justice may 
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have a long-term negative impact in relative terms. In effect, the goals of distributional 

justice could be coopted in the long-term (intergenerational consequences, for example) 

merely because of the subordination of short-term economic efficiency (utility). The 

Laffer effect may have similar features, and the resolution is similarly problematic. 

The nature of the problem defined in terms of Rawls’s contrast between 

utilitarianism and distributional justice (although one could argue that Rawls’s construct 

is inappropriate in that it represents a false choice) points to the resolution of both Laffer-

type analysis and the dilemma of distributional justice. What are the combined long-run 

incentive effects of taxation on both human capital development and economic growth? 

The problem with this approach is that it fails to reconcile the classical concept of liberty 

with social contract theory. Obligations come at the expense of liberty, and if the state 

has unrestricted powers with respect to establishing these obligations then liberty 

becomes increasingly at risk. 

Rawls defined justice specifically in terms of an ideal distribution based on 

fairness, thus avoiding the issue of liberty while at the same time accepting it as an 

assumption. The question for Rawls was which fundamental value was most important? 

Rawls asserted that fairness (distributive justice) was the proper balance between these 

two opposing forces, thus avoiding the choice. Economically, based on incentive effects, 

the best approach would be to look at the long-term impact of policies that are based on 

distributive justice with policies that are based on individual liberty (keeping in mind that 

reality represents a range of possibilities) and comparing the long-run results. Policies 

designed for distributional justice could out perform an alternative maximization of 
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freedom model in the long-run. This outcome would be the result, providing that the 

efficiency of a greater number of people is maximized as a consequence of distributive 

policies. This question is impossible to answer with specificity. One possibility would be 

to compare the ratio of public-sector spending to private sector spending and analyze the 

impact on economic growth. The main problem with this approach would be how public 

sector spending is defined (how, for example, would transfers be classified?). 

The consequence of this analysis is critical in that it distinquishes normative 

concerns from true Laffer-type effects. The impacts of tax rates on long-run economic 

growth through the vehicle of incentive effects, that include distributional considerations 

with respect to human capital, are theoretically the basis of such Laffer-type effects. 

What is the long-term impact of taxation on long-term human capital development as 

well as economic growth, if any? How is economic efficiency impacted by taxation as a 

ratio of public to private spending? Is human capital development more effective within 

the public or private sector? 

 Rawls’s (2003, p. xvii) work restated the notion of justice as fairness specifically 

in political terms based on reasonable pluralism. Consequently, distributive justice can be 

viewed in political terms based on a consensus that results from pluralism. The combined 

effect of distributional policies could be less than optimal in absolute terms. For example, 

Rawls replaced the (1971/1999) conception of the difference principle with a principle of 

average utility constrained by a minimum (2003, p. xvii). The difference principle (1999, 

pp. 65-68) was based on indifference curves and posed that any particular distribution 

was preferable if and only if both parties (i.e., rich and poor) were made better off (note 
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that temporal considerations are not addressed). Some Laffer-type analyses are based on 

indifference curve arguments (e.g., Shmanksi, 2002). Under Rawls’s conception, 

disagreement is the necessary consequence of political liberty. Rawls (2005) stated, 

“Given the fact of reasonable pluralism of democratic culture, the aim of political 

liberalism is to uncover the conditions of the possibility of a reasonable public basis of 

justification on fundamental political questions” (p. xix). This change was based on the 

ideas of publicity and reciprocity, not psychological attitudes (Rawls, 2003, p. xvii). In 

effect, Rawls accepted classical utility theory based on the constraint of imposed 

minimum utility based on political fairness pluralistically derived. 

In practice, these changes have made Rawls’s theory inclusive through the vehicle 

of impartiality in the religious, moral, and philosophical sense. For example, Rawls 

(2005) specifically stated, “Political liberalism does not attack or criticize any reasonable 

view” (p. xix). While Rawls’s work provided a sound theoretical basis for distributive 

justice presently embodied within the Democratic Party, Rawls seems to have tempered 

his approach through the acknowledgement of political accommodation with at least 

some principals that have become embodied within the Republican Party. While this 

change is significant and is worthy of note, it does not change the essential nature of the 

preceding analysis. 

The Laffer Curve: An Introduction 

 

 This section introduces research that is directly and clearly related to the Laffer 

curve in strictly theoretical terms. It will discuss the major characteristics of the problem 

and the relevant theoretical bases of rational expectations theory, growth theory, and 
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public choice theory. A list of Laffer’s works is presented in Appendix B for future 

researchers. This list was provided by Laffer & Associates.  

Main Characteristics of the Problem 

 

Ture (1983, p. 26) distinguished two frameworks of analysis for fiscal policy: the 

Keynesian and the Neoclassical (or supply side) approaches. Under Keynesian analysis, 

changes in tax rates cause changes in income that in turn affects changes in aggregate 

demand. In contrast, under the supply side approach, income changes are second-order 

effects. Changes in tax rates cause changes in the relative prices of income and leisure 

(the leisure-labor choice), and the relative prices of savings and consumption. These are 

called first-order effects. The impact of tax rate changes on these first-order effects is 

what determines the second-order effect, the effect of tax rate changes on income. 

Under Keynesian analysis, only the impact of tax rates on aggregate demand 

matters, whereas under supply side analysis, first and second-order effects, as described 

above, are considered. Ture explained the rationale for the marginalization of the level 

aggregate supply under Keynesian analysis as due to the assumption that aggregate 

supply was affected only by long-term exogenous variables (essentially it is held 

constant). In effect, the Keynesian approach is analytical in nature, preferring to look at 

the bottom-line impact of tax rate changes on aggregate demand whereas the supply side 

approach attempts to establish a causal chain of events that explain that process. If the 

predicted supply side effects are small enough, then it is easy to see how one would give 

deference to Keynesian analysis. However, the crux of the supply side argument is that, 
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under certain conditions, the supply side effects become highly significant. These explain 

the Laffer effects. 

Ture rightly pointed out that income and substitution effects complicate this 

simplistic model. Ture explained why the differences in these two frameworks are 

important by examining how inflation would be controlled differently. In the Keynesian 

approach, inflation is controlled by reducing growth in national output via the mechanism 

of increased tax rates (marginal or average rates), decreased government spending, or 

some combination of the two. Under the Keynesian approach, the taxes increased are not 

a concern because the reduction in output is important to control inflation. 

In contrast, under the supply side approach, tax rates (preferably marginal tax 

rates because these impact incentives most significantly) are reduced in order to provide 

sufficient incentives for increasing both production and labor and government 

expenditures would be decreased in order to increase private-sector resources. One 

weakness of both approaches is the assumption of both modes of analysis that resources 

shift from the public to the private sector through the vehicle of tax rate changes. 

What unifies and complicates these approaches is the monetarist influence of 

Milton Friedman. There are limited economic levers to pull to control such activities 

through the manipulation of the money supply. Ture acknowledged this problem 

explicitly as the main weakness of only the Keynesian approach (see p. 27). Ture argued 

that the primary reason for using the supply side approach with respect to marginal tax 

rates (recall that Ture called this the neoclassical approach) was to understand how taxes 

cause incentive effects with respect to working (or leisure) and saving (or consumption). 
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While Ture was clearly in the neoclassical camp, he remained grounded in the demand-

side camp in that with respect to policy (note that the average or effective tax rates are 

useful primarily with respect to determining equity criteria). Ture (1983) specifically 

stated that the in order for Laffer effects to manifest, “. . . the percentage increase in the 

income tax base would have to be substantially greater than the percentage reduction in 

tax rates” (p. 28). 

Relevant Theory 

 

There are three main theoretical foundations to the Laffer curve. First, economics 

as a profession has been founded on the idea of rationality. Second, Laffer effects are said 

to work primarily through long-term effects of economic growth. Finally, distributive 

aspirations are characterized within the constructs of public choice theory and social 

capital theory. Understanding these theoretical underpinnings is fundamental to any 

Laffer-type analysis. 

Rational expectations theory. 

 This section includes a discussion of the evolution of rational expectations theory, 

introduces a competing concept of anti-rationality, and defines rationality as conceptually 

an unsettled question. 

Evolution of Rationality. 

Custom and tradition stand between [original emphasis] instinct and reason—

logically, psychologically, and temporally. (F. A. Hayek, 1988, p. 22) 

Henry (Henry & Roberts, 2009) noted that the stock market measures 

expectations. Are market expectations rational, rationalistic, or irrational? How has this 
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fundamental concept evolved? In 1995, Lucas (1997) was awarded the Nobel Prize for 

his application of rational expectations theory. Lucas argued that there were two, equally 

rational reactions to changes in the money supply: one based on anticipated changes and 

the other based on unanticipated changes or shocks. Rational expectations theory 

dominates essentially all of modern economic theory. For example, Becker, who was 

awarded the Nobel Prize in 1992, founded human capital theory as an extension of 

rational expectations theory and applied it to family altruism. Becker specifically denied 

any alternative to rational choice (1997, p. 48). Allais (1992) won the Nobel Prize in 

1988 for his work on markets and efficiency. Allias (p. 241) essentially added a dynamic 

aspect to rational expectations theory and proposed psychological time, psychological 

rates of interests, rates of forgetfulness, reaction times and coefficients of psychological 

expansion. 

Heckman (2003), who was awarded the Nobel Prize in 2000, stated, “Inspection 

of cross section data reveal that otherwise observationally identical people make different 

choices, earn different wages and hold different levels of compositions of asset portfolios. 

These data reveal the inadequacy of the traditional representative agent paradigm” (p. 

265). As a result, Heckman argued that, “unobservables account for a lot of the 

variability in hours of work” (p. 265). Heckman’s warning that how unobservables are 

assessed is a crucial question with respect to interpretation of the evidence must be 

applied to any Laffer-type analysis. Rational expectations theory has been formally 

challenged. Akerlof (2002), who was awarded the Nobel Prize in 2001, stated: 
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If there is any subject in economics which should be behavioral, it is 

macroeconomics. I have argued in this lecture that reciprocity, fairness, identity, 

money illusion, loss aversion, herding, and procrastination help explain the 

significant departures of real-world economies from the competitive, general-

equilibrium model. The implication, to my mind, is that macroeconomics must 

[original emphasis] be based on such behavioral considerations. (p. 388) 

Prescott (2004), who was awarded the Nobel Prize in 2004, argued in a similar 

manner that “the concept of equilibrium must be dynamic . . . dynamism is at the core of 

modern macroeconomics” (p. 370). Phelps (2007), who was awarded the Nobel Prize in 

2006, proposed that: 

The public might expect the present discounted value of their ‘lifetime’ tax 

liability to be less than was foreseeable. . . The result . . .  would be an over-

demand for consumer goods and an under-supply of labor to the market economy. 

A policy of ‘fiscal neutrality’ would align expected [original emphasis] lifetime 

tax liability in present value terms to the expenditures and transfers that the 

government expected to make. (p. 352) 

This idea was subsequently called market expectations, and Phelps (2007) proposed that 

such market expectations could be irrational. Most importantly, Phelps proposed that 

policy could correct for such irrational expectations. Phelps’s argument, when extended 

to the Laffer curve, implies that the net present value of lifetime taxes should loosely be 

tied to some equivalent compensation in terms of government goods and services if fiscal 

neutrality is maintained. In Phelps’s view, expectations could be “managed,” and this 
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approach led to the idea of inflation targeting (p. 353). Similarly, this rationale could be 

applied to the Laffer curve and taxes. The concept of dynamic time, or net present value, 

was introduced as a part of rational expectations. 

Maskin (2007), who was awarded the Nobel Prize in 2007, pointed out that “the 

standards by which we judge the ‘desirability’ or ‘optimality’ of an outcome will depend 

on the setting” (p. 297). Essentially, this assertion can be interpreted as “context matters.” 

Vernon Smith stated that while people are not consistent utility maximizers, decision 

making under uncertainty with non-certain outcomes comes from rational choice theory 

(Smith & Roberts, 2007). Vernon Smith added that the main problem with behavioral 

challenges to rational choice theory was the failure to account for the interactive nature of 

the transaction. Boettke (Boettke & Roberts, 2009) described the evolution of a rational 

choice theory to a psycho-social model from Milton Friedman’s adaptive expectations to 

Mises’s elastic expectations to Greenspan’s irrational exuberance. The evolution has not 

been linear. For example, Simon, who was awarded the Nobel Prize in 1978 (Simon, 

1992), distinguished procedural versus substantive rationality and introduced “bounded 

rationality,” where people “satisfice” (make good enough decisions) instead of 

optimizing outcomes in terms of expected utility. Simon, in effect, compensated for 

uncertainty and preferred “consistent expectations” over rational expectations. North, 

who was awarded the Nobel Prize in 1993, essentially denied rational expectations theory 

based on modern learning theory. Instead, North (1997, para. 4) proposed that collective 

learning determined the context for individual learning. This conclusion supports 



67 

 

 

distributive justice if and only if collective learning increases as a consequence of 

distributive effects. Additional research is needed to test such a hypothesis. 

Anti-rationality. 

The anti-rationality literature reached its highest point with Kahneman’s 2002 

Nobel Prize (Kahneman, 2003). Whereas Akerlof (Nobel Prize, 2001, see 2002, p. 381) 

saw that people may maximize utility incorrectly, Kahneman saw framing effects, 

prospect theory, judgment heuristics, and over-riding intuition. The intuition behind 

Kahneman’s challenge was that simple reference dependence was incompatible with 

expected utility theory because utility theory (as proposed by Bernoulli, 1738; as cited in 

Kahneman, 2003) assumed that wealth is reference independent. How a person values 

wealth does not depend on his initial wealth, it depends on perception. What mattered to 

Kahneman was the difference between the initial and final states (pp. 460-461). In 

Kahneman’s view, the utility function cannot be drawn (see note 2, p. 460). 

This challenge undermines basic economic theory through its most fundamental 

axiom, that economic actors are rational utility maximizers. Extending this argument to 

its logical conclusion even undermines the economic conception of money because 

wealth depends on initial states, which vary for different economic actors (note that this 

idea has repercussions regarding distributional justice). Some researchers, such as Engle 

(Nobel Prize, 2003, see Engle, 2004) proposed that these problems could be accounted 

for using heteroskedasticity, a mathematical conception that accounts for variances or 

uncertainty in forecasts over time. Others, such as Phelps (2007) stated that expectations 

could be “managed.” 
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Spence (2002), who was awarded the Nobel Prize in 2001, described the 

development of signal theory based on Akerman’s work on markets with incomplete 

information. Spence (2002) stated that this idea “launched me on a search for things that I 

came to call signals, that would carry information persistently in equilibrium from sellers 

to buyers, or from those with more information to those with less information” (p. 407). 

The most important aspect of Spence’s theory was that incentives to communicate 

information are imperfect and not clearly aligned. Not only are buyers and sellers under 

different incentive structures, but also different buyers have different incentives to either 

provide information or obscure information to compensate, for example, with differences 

in quality (p. 408). According to Spence (p. 408) the Nobel Prize for signal theory was 

really recognition of the value of microeconomic analysis; the analysis of information in 

markets was only a first step in this endeavor. Spence, in effect, used signal theory to 

account for discrepancies of rational expectations theory. 

Rationality as an unsettled question. 

 A discussion of rationality in this literature review is required because rationality 

is foundational to many concepts in economics. These concepts remain widely accepted 

despite the consensus that economic agents are not always rational actors. This 

assumption is one of the main concerns of the Laffer literature. For example, Barro 

(1979) used rational expectations as applied to the quantity theory of money, the theory 

of information, and the business cycle (Barro, 1984) to undermine Keynesian economics. 

Bergmann (2005) noted that economic models are not based on empirical descriptions of 

behavior of individuals or firms to attack Keynesian economics. Dalamagas (2003) 
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attempted to compensate for these challenges using a nonlinear rational expectations 

model. 

However, this approach is still only compensation; it is not an explanation. In a 

similar manner, Evans, Honkapohja, and Romer (1998) distinguished rational 

expectations in periods of high versus low economic growth. There are different 

approaches, however. For example, in a critical comment on psychology in economics, 

Zamagni (2004) proposed that the best construct would be “reciprocity.” Zamagni 

explicitly challenged (p. 18) the reductionalist problem of economics: the assumption 

“that all types of social relations can be modeled as some variant of exchange relations.” 

Rizzo (2008) argued that poor decisions were corrected by either an informed preference 

or revealed preference model using information theory. Based on these challenges, 

attempts to challenge economic theory are justified. There are no sacred truths. Questions 

of rationality have a large and potentially determinate applicability to the Laffer curve 

specifically in terms of incentive effects and relative price change effects. 

Growth theory. 

 This section begins with a discussion of classical, exogenous, and endogenous 

growth theory. It then explores economic growth in terms of capitalist exploitation, 

property rights, government spending, and tax rates. The section concludes with a 

discussion of human capital theory. 

Classical and exogenous (neoclassical) growth theory. 

Growth theory is the most important body of literature in a Laffer analysis 

because Laffer-type effects are presumed to act through incentive-based and motivational 
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impacts on economic growth. For the purposes of this study, the growth literature has 

been simplified into the classifications of classical, exogenous, and endogenous growth 

theory. The main reason for this simplification is that many researchers use different 

terminologies for the same theories of growth (such as neoclassical growth theory for the 

exogenous growth theory) and as a result, confuse them. The main reason for such 

confusion is that the terms are associated with various economic schools of thought. 

Classical growth theory began with Malthus (population-based) and it evolved 

into exogenous growth theory (also called neoclassical growth theory). Under classical 

growth theory, demographic factors and technological factors were the main forces of 

economic growth and these factors were assumed to be only marginally effected by 

public policy.  

Early work in exogenous growth theory, such as Harrod (1939) and Domar 

(1946), focused on steady growth models based on the relationship between the national 

savings rate and its proposed equality with the product of the capital-output ratio and the 

effective growth rate (as cited and described in Solow, 1992, para. 2-3). Some authors, 

such as Lucas (Lucas & Roberts, 2007) argued that growth theory actually started with 

Solow. In Solow’s view, savings were based on preferences and demographics, the labor 

supply was determined by demographics and sociological facts (note that Solow did not 

use the term preferences here, a point that is critical for Laffer analysis), and technology 

was determined the capital-output ratio. The factors of savings, growth of labor, and 

capital output (important to exogenous growth theorists) were independently dynamic 

and not constant as assumed under the classical model. In other words, there was no 
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equilibrium growth path and history showed it as cyclic. Because such factors were 

historically determined, under exogenous growth theory public policy had a marginal 

impact on growth (Becsi, 1996, p. 18). 

Endogenous growth theory. 

In contrast to classical and exogenous growth theory, Frisch (Nobel Prize, 1969, 

see Frisch, 1992, p. 17) noted that economic growth was a matter of policymakers’ 

“steering” the economy. Frisch (1992, p. 13, p. 30) pointed out that causation was not an 

intrinsic quality of a distribution that examines relationships between two variables. 

Instead, it was a human construct due to the process of examination (correlations, for 

example). Frisch not only invented econometrics, but also he invented a way to apply it 

politically by providing alternative model specifications for each political party for the 

purposes of discrete choice. 

However, some researchers challenged this development. For example, Solow 

(1997, para. 6) argued that these growth models were based on “vague generalizations 

about entrepreneurial behavior” that collapsed when the requisite assumptions failed to 

materialize. If the Harrod-Domar theory of savings was correct, then doubling the savings 

rate should double the rate of growth. Solow argued that this idea was implausible (para. 

8). Koopmans (Nobel Prize, 1975, see Koopmans 1992, p. 244) noted the “speculative 

nature of optimal growth theory.” This development was perhaps the largest reason for 

the emergence of endogenous growth theory. In short, exogenous growth theory that was 

essentially built upon on a vague notion of productivity was over simplistic. 
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In response, the endogenous growth model emerged to explain economic growth 

in classical terms based on a microeconomic foundation (in contrast to the traditional 

Keynesian approach) that began with the assumption of rational expectations. Barro 

(Barro & Roberts, 2006) characterized early endogenous growth theory as based on 

technology, population, and savings rates primarily as these variables influenced capital. 

Modern endogenous growth theory, according to Barro, is broader. It focuses on 

institutions, markets, legal institutions, education, and political corruption as well as 

traditional capital theory through technology, population, and savings rates. Growth 

theory today is a model of complexity and nuance. 

In sum, endogenous growth theory emerged to explain how internal forces, such 

as public policy (taxes, human capital, and mobility) impact economic growth. 

Conceptions such as the return on capital and productivity remain important aspects of 

this theory. There are examples of new and interesting adaptations in growth theory. For 

example, in an effort to explain regional growth rate differences, Becsi (1996, p. 18) 

argued that endogenous growth theory consisted of “shocks” that influenced the 

traditional exogenous growth factors such as demographics and technology. Tax policy 

changes are one such “shock” that can cause permanent changes in growth. 

One of the distinctions between exogenous growth theory and endogenous growth 

theory is that, under exogenous growth theory, government policy does not influence the 

long-term rate of economic growth (Barro & Romer, 1990). For this reason, some 

researchers such as North (Nobel Prize, 1993, see North, 1997, sect. 2, para. 1) identified 

the incentive structure of societies and economies (based on institutional constraints to 
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government action and enforcement mechanisms) as critical components of adaptive 

efficiency (note: not allocative efficiency, see North, sect. 7, para. 4.) and economic 

growth. North’s approach was important mainly because informal norms, as well as 

formal rules and property rights, were identified as growth factors. Another important 

implication of North’s work is that economic growth and progress cannot be assumed to 

grow over time (see also Henderson & Roberts, 2007) because economic growth is 

subject to “trial and error” (North, sect. 5 para. 1) and “path dependence” (meaning that 

persistence makes change difficult, see North, sect. 4, para. 3). This problem, in North’s 

view, explained uneven patterns of economic development. North warned (sect. 4, para. 

1) that “history demonstrates that ideas, ideologies, myths, dogmas, and prejudices 

matter; an understanding of the way they evolve is necessary further progress in 

developing a framework to understand societal change [my emphasis].” Importantly, 

North applied endogenous growth theory to Third World economic development (sect. 7, 

para. 3) and made some important observations: 

 Organizations must have a stake in political institutions to ensure stability. 

 Reform requires changes in both institutions and belief systems. 

 The development of norms that legitimize new rules takes time and as a result 

reinforcing mechanisms may be required. 

 Short-term economic growth can be induced by autocratic regimes, but long-term 

economic growth requires the rule of law. 
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 Informal constraints such as norms, conventions, and codes of conduct can 

produce economic growth even under unstable or adverse political rules; but these 

outcomes depend on the level of enforcement. 

North’s work provides an example of how complex growth theory has become. However, 

North’s work was just the beginning. Becker (Becker 1997, p. 51) noted that social 

welfare and the assault on family values had consequences for family relations as well as 

incentives to invest or help. Becker (Becker, 1974 as cited in Becker, 1997, p. 48) argued 

that “altruism within families enormously alters how they respond to shocks and public 

policies that redistribute resources among members.” For example, Becker (p. 48) 

described the “Rotten-Rid Theorem,” where altruism (such as on the part of parents) is 

feigned in order to gain benefits. Welfare can be viewed in some instances as a classic 

example of this theorem. The significance of Becker’s argument is that Laffer effects 

may be greater for families than rational expectations analysis would imply. Family 

impacts may aggravate Laffer-type curve effects, for example, foregoing family funding 

of higher education. Kuznets (Nobel Prize, 1971, see Kuznets, sect. 3, para. 9-10.) stated 

that political and social development was necessary for economic growth, adding that it 

could be violent (see also Weingast & Roberts, 2007), disruptive, and different in each 

country. Perhaps it was for this reason that Myrdal (1992, Nobel Prize 1974) stated: 

Our politicians, of all political parties, stick to the inapt concept of “growth” 

which is embodied in the gross national product or one of its derivatives. We 

economists, by not having scrutinized more intensively that even statistically 

rather spurious concept, and by ourselves commonly utilizing “growth” in that 
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sense uncritically as a main value premise in our discussions of practical 

economic policy, have unfortunately contributed to restricting the mental horizon 

of politicians and of the common people. (sect. 2, para. 28) 

Becker’s argument means that growth theory is not just related to sociology; it means that 

it is closely related with individual psychology. Beugelsdijk and Smeets (2008) observed 

that in practice opportunity may be more important than motivation, so distributive 

arguments hold their sway over growth theory. While psychology and sociology matters 

(see culture in Dugger, 1982), other researchers, such as Munger (Munger & Roberts, 

2007, December 3), specifically identified the division of labor as the ultimate source of 

growth. If this view is correct, distributive aspirations may be misguided. 

Economic growth versus capitalist exploitation. 

However, there are counter-arguments. For example, according to Wu, (1990) the 

supply sided interest in property rights is critical but strategic elite goals to maintain 

power threaten the development of democracy in communist countries. However, the 

notion of capitalistic exploitation is denied by researchers such as Romer (Romer & 

Roberts, 2007) who argued that exploitation is a myth based on the faulty standards of 

comparison. In relative terms, poor nations are better off with foreign capital investment 

than they are without it (Schultz & Roberts, 2007). In support of this proposition, Afşar, 

M. (2008) studied the causality relationship between economic growth and foreign direct 

investment in Turkey and found a one way relationship; that is foreign direct investment 

causes economic growth. Weingast (Weingast & Roberts, 2007) made an intriguing 
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counterpoint here. Privilege can be hereditary or organizationally based. This challenge is 

important because of the impact of distributive goals on political elites. 

Economic growth and government spending. 

The relationship between economic growth and government spending is important 

because, under a Keynesian model, government spending is assumed to be stimulative in 

nature. Barro (1990) found a slight negative but statistically insignificant relationship 

here, and concluded that all spending may be treated equally. However, Baxter and King 

(1993) found that fiscal policy can impact economic growth, depending primarily on the 

elasticities of labor, the nature of spending, the way such spending is financed, and if 

spending impacts private labor or capital. This point is important because Laffer effects 

are said to act in a similar manner. Grossman (1988) identified a complex relationship. 

The traditional linear model showed a slight positive relationship whereas a dynamic 

model showed a negative relationship. In a subsequent international study, Grossman 

(1990) found that the net effect of government size was positive but “offset” at the 

margin. However, Grossman’s work failed to consider causation and used an 

oversimplified model. What remains for future research is to examine the relative size of 

government within a similar framework. 

Guider (2007) concluded that the size of government [as a percentage of gross 

domestic product (GDP)] explained 21.1% of the variation of economic growth (holding 

a negative relationship) in an analysis of the Armey curve (relates government size to 

GDP). Gwartney, Holcombe, and Lawson (1998) showed a similar negative relationship, 

holding that a 10% increase in government spending as a percent of GDP reduces the 
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annual growth rate by one percent. Hung (2008) showed a negative relationship even 

including effects of government spending on aggregate demand. Specifically, Hung 

found that a .1% increase in government size decreases the growth of GDP by 1%. In 

2009, Gwartney summed up his research in his 2008 presidential address. In this address, 

private investment, productivity of investment, freedom and growth, growth and per 

capita income, legal systems, openness and investment, regulation and corruption, and 

freedom and poverty were identified as major correlates of high economic growth. 

This approach shows the possible future value of using index of some sort 

regarding economic growth. Peden and Bradely (1989) suggested a mechanism for the 

alleged negative relationship between government size and economic growth that is 

supported by the academic literature, that is, productivity changes and long-lasting 

changes in the economic bases. Peden (1991) came up with a “Laffer-G” (compares 

government size to economic growth) curve that showed a maximizing GDP-growth rate 

of 17%. Scully (2001, p. 123) identified a rate of government spending of 12% GDP in 

the literature that was associated with enhancing productivity whereas 20-30% was 

redistributed. This approach could explain the overall negative relationship between 

government spending and economic growth as a matter of composition. The main 

conclusion from this literature is that, like the Laffer curve, there appears to be an initial 

positive relationship between economic growth and government spending that reaches a 

peak and then reversus. 
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Economic growth and tax rates. 

High marginal tax rates are found to decrease economic growth. The impact of 

average tax rates is problematic and less conclusive. For example, Koester and Kormendi 

(1989) showed that holding average tax rates constant, increasing marginal tax rates 

caused decreased economic growth based on cross-country evidence. Similarly, 

Gwartney, and Lawson (2006) found that a 10 % reduction in high marginal tax rates 

(defined as over 50%) increased the annual growth rate by .3% at the expense of income 

inequality. Finally, Becsi’s (1996) 1961-1992 regression showed that “relative marginal 

tax rates have a statistically significant negative relationship with relative state growth” 

that appears to be sizeable in both the short-term and long-term. However, there is a 

debate in the literature regarding this relationship based on data problems and data 

selection problems. The second major point of contention is the perception of harmful 

deficit spending tendencies in periods of tax rate cuts. This perception is ironic because, 

under traditional Keynesian-type analyses, deficit spending is characterized as an 

economic stimulus. 

Human capital. 

Under a human capital theoretic, researchers such as Hanushek (Hanushek & 

Roberts, 2007) identified cognitive ability and knowledge, not years of educational 

attainment, as a key determinant of economic growth. This conclusion has implications 

regarding Laffer effects. Barro (2001) made similar conclusions. Related to the issue of 

human capital is the issue of time, particularly in a production sense. Here, researches 

such as McCraw (McCraw & Roberts, 2007) identified timing as a critical component, 
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citing the work of Schumpeter. However, Barro (1999) asserted that timing effects may 

be assumed constant. In an effort to explain regional growth rate differences, Becsi 

(1996, p. 18) argued that  endogenous growth theory could be viewed as “shocks” that 

influence the traditional exogenous growth factors such as demographics and technology. 

Tax policy changes are one such shock that can cause permanent changes in growth. 

One consequence of both endogenous and exogenous growth theories is called 

convergence theory, where relative changes in the essential forces of economic growth 

trend towards equilibrium in the long-run. Traditional research has focused on either 

endogenous growth theory or exogenous growth theory, but not both. Becsi (1996, p. 19) 

argued that the reason that evidence on growth effects of taxes is mixed is complexity, 

specifically teasing out the effects of other government policies. Wells (1972, p. 318) 

argued that economic growth was not based on the present stage of growth (stage theory), 

but was based on “the outcome of dynamics of a more limited time span, perhaps more 

the product of day-to-day actions than of historical legacies of past accomplishments.” 

Wells suggested that producer attitudes enhance economic growth whereas consumer 

attitudes impede economic growth. Producer attitudes (defined as motivating production) 

depend of the capacity for work that includes motivation (Wells, p. 322); consumer 

attitudes (defined as impairing development) depend on rich countries (i.e. relative 

value). In sum, under the literature while human capital appears to be a factor of 

economic growth, additional specification and research is needed. This research could 

impact distributive arguments. 
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 Solow (1994, 2001, 2007) concluded that growth theory needs novel hypotheses 

such as time-paths of the growth cycle in light of his faith in endogenous growth theory. 

Similarly, Mankiw and Romer (1995, p. 275) described growth theory as suffering from 

“years of neglect” by the academic community. Growth theory is foundational in Laffer-

type analyses because Laffer effects are postulated to work through long-term economic 

growth effects. These growth effects go beyond short-term motivational and incentive 

effects. Growth is critical because of the nature of compounding. Small differences in 

economic growth rates in the short term can have huge long-term effects. Economic 

growth is a complex topic that has an important and frequently unspecified relationship 

with the modern welfare state through public choice theory and social capital. 

Public choice theory and social capital. 

 The following section includes a discussion of public choice theory and social 

capital. The section begins with a discussion of the theoretical evolution of these two 

theories. Next, the section includes a discussion of redistribution to include its positive 

and negative aspects. The section concludes with some observations. White’s warning is 

appropriate: 

Government now has many new and subtle resources for finding out where it can 

do more harm than good (White, 2008) 

Evolution. 

Public choice theory evolved within the context of communism and socialism. 

Sen (Nobel Prize, 1998, see Sen, 2003, p. 180) argued that early public choice theory 

responded to a need for stability and the elimination of arbitrary government actions. Sen 
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(2003, p. 182) identified the seminal authors of public choice theory (from a utilitarian 

perspective) as Francis T. Edgeworth (1881), Alfred Marshall (1890), and Arthur C. 

Pigou (1920). Sen contrasted these authors with Jeremy Bentham (1789), the seminal 

author from a vote-orientated perspective. Importantly, Sen (p. 182) identified Rawls’s 

recent work distributional justice (1971/1999) as its current legacy. Some researchers, 

such as Boettke (Boettke & Roberts, 2009, November) argued that the intellectual 

argument distilled into one of polycentrism versus monocentrism of government through 

control of the market, but this approach can be seen to be true with respect to the focus of 

spontaneously ordering functions. 

The market is classified by some authors, such as Kling (Kling & Roberts, 2009) 

as “trial and error systems” (this argument can easily extend to government action as 

well). Buchanan (Nobel Prize, 1986, see Buchannan, 1992) attributed the evolution of the 

precursors to public choice theory to the works of Knut Wicksell (1896 dissertation) 

through his conception of “justice in taxation.” Specifically, Buchanan (Introduction, 

para. 4) saw methodological individualism (best economic unit of analysis is the 

individual), homo economicus (economic self-interests as an “economic theory of 

politics,” see sect. 3, para. 2; note this result is not wealth maximizing), and politics-as-

exchange (government defined as voluntary political and not coercive exchange). 

Buchanan argued that this idea was incompatible with individual models of exchange 

(see sect. 4, para. 4) as the basic foundations. Buchanan maintained (sect. 6, para. 2) that 

one reason for neglect of Wicksell’s theory within a contractarian or constitutional (social 
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contract theory) view was that allocative, not distributional, questions should be 

addressed. 

This view changed in large part due to Keynes (1229/1991) and the Great 

Depression. Arrow defined the social welfare function (Nobel Prize, 1972, see Arrow, 

1992; see also Sen, p. 183) based on earlier work by Abram Bergson (1938) and Paul A. 

Samuelson (1947). When viewed from a profound sense of historical irony, public choice 

theory evolved to address problems relating to government, and ended up proposing that 

only government could solve such problems. What has been lost to history is that the 

source of social welfare function ultimately derived from the voting public and not the 

governmental bureaucracy. 

Redistribution. 

Arrow (Nobel Prize, 1972, see Arrow, 1992) believed that government 

intervention in markets was needed based on equity concerns because the market with its 

pareto efficient nature did not ensure equitable distributions. Arrow defined the social 

welfare function as a general equilibrium analysis where “general” meant balanced 

supply and demand. This notion was not Keynes’s view of the “general” in his work, The 

General Theory, where “general” really meant applicable only to some nations (there is a 

continuing debate over four different meanings). While Arrow’s model assumed a there 

was one socially maximized distribution, this assumption has been challenged (e.g., 

Brueckner & Saaverdras’ 2001 work on strategic interactions where taxpayers and 

consumers can flee; see also Phillips & Goss, 1995 on relocations to gain services). In 

Arrow’s view, decisions are made based on a process of elimination. Under this view, the 
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pessimism in social choice theory is misplaced. The real issue with respect to welfare 

economics is not the existence of an ideal, but the reach and reasonableness of the axioms 

that correspond to this ideal (this insight was attributed to Bergson and Samuelson). 

Two important points are appropriate here regarding the Laffer curve: First, 

Arrow (1999) hinted that all labor in a society may not be needed, and second, Arrow 

specifically stated that a general equilibrium model “cannot be decomposed into separate 

equilibria for individual commodities” (p. 110). However, Arrow (p. 130) hedged in 

regards to social choice by noting that the conditions of social choice were “mutually 

contradictory.” Arrow concluded that (p. 130) “the philosophical and distributional 

implications of the paradox of social choice are still not clear. Certainly, there is no 

simple way out.” Some authors, such as Coates (1993) asserted that public goods are 

under-provided. Other researchers, such as Grossman (1987), noted that social welfare 

may not be maximized under public choice theory. Gwartney, Holcombe, and Lawson 

(1998) perceived a problem only when government expands beyond its core functions. 

Gwartney and Lawson (2006) expanded this idea in terms of patterns of government 

expenditures. Under the literature, however, the question as to the long-term effects of 

redistribution, specifically in terms of economic growth, remains unanswered. A 

preponderance of researchers indicates a negative relationship (usually in terms of 

“transfer” payments). 

Warnings. 

Buchanan warned (1992, sect.6, para. 4), “the constructivist urge to assume a role 

as social engineer, to suggest policy reforms that ‘should’ or ‘should not’ be made, 
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independently of any revelation of individuals’ preferences through the political process, 

has proved too strong for many to resist.” For example, Milton Friedman (Friedman & 

Roberts, 2006) stated that it was “hard to get government to stop doing anything” and that 

the main problem of government was its cumulative effects. In Milton Friedman’s view 

(Friedman & Roberts, 2006), the main problem was that governments desired to spend 

more money than they could extract through taxes and that governments achieved this 

result primarily through printing money that causes inflation. 

One possible solution to this problem was suggested by Cowen (Cowen & 

Roberts, 2007, March), who argued that public choice economics should account for 

cultural conditions. This view leads to the benevolent theory of government (Taylor & 

Roberts, 2009), which contrasts with the view that government intervention is harmful. 

Perhaps the best example of this negative view of government intervention is Boettke 

(Boettke & Roberts, 2009, November), who stated, “Sickness in government can breed 

into a problem of people.” Authors, such as Bhide (Bhide & Roberts, 2009) called this 

government paternalism and warned, “If government looks after people, people have no 

reason to not believe the government will do that . . . even if you believe in a hand-

holding society, your parent has only two hands to hold you with.” 

According to Sen (Sen 2003, p. 181), in 1951, Arrow was concerned with 

inconsistencies of group decision making that culminated in an “impossibility theorem” 

that demonstrated public choice was unreasonable (i.e., impossible) in a democratic 

context and that only a dictatorship avoids its inherent problems. Dictatorships introduced 

new problems such as the sacrifice of political decision making and a reduced ability to 
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insure the interests of the general welfare. Consequently, social choice theory was seen as 

“doomed.” Arrow specified several social welfare function conditions: Pareto-optimal, 

non-dictatorship, independence of choices, and an unrestricted domain. By the 

impossibility theorem, these cannot be satisfied concurrently (Sen, 2003, p. 183). 

Sen warned (2003, p. 183) that in order to discuss redistribution, conflicts of 

interests and preferences must be discussed. A good example of an article that addresses 

public choice theory in terms of “government failure” is Brennan and Buchanan (1979). 

McCubbin (2004) concluded that maximizing revenue did not equate with maximizing 

social welfare. One possible solution to efficiency problem of government is the bundling 

of government services (e.g., Rao & Vaillancourt, 1994). Reinhart and Reinhart (2008) 

warned of the potential collapsing of government spending bonanzas, similar to a boom-

bust business cycle. Romer (1994) identified a relationship between public capital and 

traditional balance of power struggles. The work of Schnellenback (2006) argued that 

conflicts between public choice as a theory and public choice in practice caused cognitive 

dissonance. The literature indicates that while distributive efforts may or may not be 

economically sound; there remain many problematic areas that must be addressed in 

order to reduce unintended negative side-effects of distributive goals before they can be 

considered a positive gain. 

Positive effects. 

Sen rejected Arrow’s arguments regarding the impossibility theorem (2003, p. 

189) and its logical conclusion that utilitarian approaches produced income distributions 

that are “indifferent” because it assumes restricted information. Instead, Sen (p. 189) 
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advocated for “full comparability” of utilities, proposed “degrees of appropriateness,” (p. 

190) and argued (p. 193) that distributive goals can be based on data because of 

“informational widening.” According to Sen, under the Liberal Paradox, pareto efficiency 

is incompatible with liberty because of its unrestricted domain. Sen (pp. 198-199) argued 

for liberty defined by due process and equal opportunity. 

This idea leads to the conception of “effective liberty” and a liberty trade-off 

analysis proposed by Sen (2003, p. 200). In Sen’s view, the pessimism in social choice 

theory was misplaced, and the real issue with respect to welfare economics was not the 

existence of an ideal, but the reach and reasonableness of the axioms that correspond to 

that ideal. Sen (p. 201) argued that normative decision making must be allowed in order 

to protect and improve society and that constructive social choice theory based on 

increasing information (to include well-being and individual-advantage comparisons) in 

voting (through the use of empirical qualitative and categorical data) to argue normative 

goals. On this basis, in Sen’s view (p. 191), understanding individual psychology and 

feelings did not need to be precise in order to be useful even though Sen argued that 

“informal insights” (p. 184) were important. Sen (p. 179) noted the following major 

problems of social choice theory: majority rule, judgments of society as a whole, 

measurement of aggregate poverty, rights and liberties accommodation, and the valuation 

of public goods. Of special note here, individual rights and liberty are seen as 

“problems.” Hauptmeier, Mittermaier, and Rincke (2009) argued that public inputs 

increase the productivity of private capital. Lav and Rueben (2007) identified specific, 

positive effects on government spending as education, infrastructure, environment, public 
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safety, and quality of life. However, there may be a Laffer-type relationship between the 

costs of such functions and level of return measured in terms of public choice. These may 

be threshold variables. Alternatively, in Peden’s (1991) terminology, social capital could 

be going beyond vital services. 

It depends. 

Coase (1997) argued that the importance of the Coase theorem (with zero 

transaction costs, the market maximizes wealth) was that government action was not 

necessary to restrain negative externalities when transaction costs were zero (para. 10). 

However, when there are positive transaction costs, Coase (para. 10) specifically stated 

that government actions may or may not produce better results than market negotiations 

because his argument breaks down with transaction costs greater than zero. In theoretical 

terms, the efficiency of government spending in (public capital) depends on transaction 

costs. Coase (para. 6) argued that the central goal of management is to reduce or avoid 

transaction costs. 

Increased taxation increases transaction costs. Laffer-type effects could show up 

in increased transaction costs. Increased taxes would change the allocative equilibrium of 

resources within the organization. This result may not mean a competitive disadvantage 

providing all businesses bear the increase tax burden equally. However, it is possible that 

an increase in taxation could change the optimal organizational management size. This 

approach was another focus of Coase’s work. Maskin (Nobel Prize 2007, see Maskin, 

2007 p. 297) puts it this way, “the standards by which we judge the ‘desirability’ or 

‘optimality’ of an outcome will depend on the setting.” For this reason, the notion of the 
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substitutability of public and private capital evolved (Barro, 1979). This criticism was 

used to undermine Keynesian models. In response, the conception of a public return on 

capital (Barro, 1989) and the development of different classes of public goods (Barro & 

Sala-I-Martin, 1992) were developed. Rates of return on social capital may however, be 

distorted due to the labor-intensive nature of government services (Potherba & Rueben, 

1995; Rao & Vaillancourt, 1994). Hung (2008) argued that the social return on private 

investment was larger than the private return. Consequently, there is there is a 

complimentary social rate of return on private capital that compliments the idea of a 

return on public capital. 

Hurwicz (Nobel Prize 2007, see Hurwicz, 2007) stated: 

Conclusions concerning the effects of alternative forms of taxation, subsidies, or 

social insurance depend in an essential way on implementation mechanisms 

supplying information concerning obligations and entitlements, entities 

facilitating financial flows, as well as enforcement of payments and disclosure of 

relevant information. (p. 281) 

If one extends Hurwicz’s (2007) argument to the Laffer curve, then the resulting 

changes regarding obligations and entitlements must be considered. On this basis, a 

critical determinant of Laffer effects could very well be the informational flows that 

inform responses to and sensitivities to changes in taxation. Hurwicz’s main point was 

that tangential-implementation matters with respect responses to such changes. Hurwicz 

(p. 282) continued, “If implementation is impossible or prohibitively costly, even the 

most attractive mechanism remains a utopia.” This assertion would become important in 
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an analysis of excessive tax rates as perceived by taxpayers in that resistance to such tax 

rates could be considered an implementation costs. 

In sum. 

There have been some new developments with respect to the measurement of 

social benefits. However, these alternative measures have an insidious ethical component 

in terms of intentional governmental manipulation of the citizenry through mechanisms 

such as enforcement, administration, and choices of tax bases (Slemrod & Kopczuk, 

2000). If the determination of benefits of public choice theory is effectively removed 

from voters and displaced by government action, the justification of public choice theory 

collapses under its own weight. On a higher note, if one accepts the proposition of 

Wilson (1999), that tax competition has an efficiency role; one can easily extend this 

argument towards public choice theory. Individual mobility may be a harmonizing 

response to perceptions of excessive public goods. There may be a built-in tendency 

towards equilibrium within the theory of Public Choice. 

Thematic Analysis 

 

 This section thematically reviews the Laffer literature. First, the section includes a 

discussion of complexity within the contexts of rationalism, mathematical arguments, 

economic modeling, and data problems. Next, the section includes a discussion of the 

identification of the Laffer curve revenue maximizing tax rate and Laffer curve shape. 

Finally, this section includes a discussion of incentive effects and elasticity. 
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Complexity. 

 This section includes a discussion of complexity in terms of rationalism, 

mathematical arguments, economic modeling, and data problems. 

General introduction and rationalism. 

Complexity is the consistent theme throughout the Laffer literature (for a detailed 

discussion of complexity in the Laffer literature see Lhotak, 2009). While the problem of 

complexity itself may be irresolvable, in psychological terms, theoretical agnosticism is 

probably the most rational approach, in contrast with theoretical dogma (Caplan & 

Roberts, 2007). Two of the major confounding challenges to the issue of complexity are 

the tendencies towards ex-post storytelling (Munger & Roberts, 2008) and the idea that 

“nothing is supposed to hurt” (Cowen & Roberts, 2007, September). These problems are 

a part of economic reasoning that is awkward in behavioral economics. For example, 

Epstein (Epstein & Roberts, 2008) noted that the backdrop of rationality is one of 

systematic uncertainty and ignorance. This point was echoed by Heckman (2003, p. 265) 

specifically in terms of accounting for “unobservables” in hours worked due in part to the 

insufficiency of the representative agent paradigm. 

This idea is directly applicable to the Laffer curve. Heckman argued that 

microeconomics should use counterfactual analysis to evaluate and test the causal 

frameworks and heterogeneity of economic assumptions because “manifest differences 

among apparently similar individuals” and even “persistent differences over time for the 

same persons” must be accounted for (p. 266). In effect, Heckman argued that if it were 

not for such complex behavior, causal mechanisms might not be uncovered by 
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assumptions of heterogeneity because counterfactuals could not exist. Giertz (2004) 

explained that the main reason that the Laffer curve was such an intractable problem was 

that it was an attempt to quantify unknown relationships. Goodspeed (1998) argued that 

these unknown effects were hard to capture no matter the level of theoretical 

development. If Goodspeed is correct, then this study may be inconclusive or not 

generalizable. Goodspeed’s concern was the lack of knowledge regarding the 

measurement of public benefits. 

Mathematical arguments. 

Hayek (1992) noted that even statistics do not apply in an environment of 

organized complexity. Statistics only apply under the assumption of unorganized 

complexity. Hayek’s point was that it was the complexity that distinguished social 

science from the physical sciences. Some effects are not only immeasurable but also not 

observable. Granger (Nobel Prize, 2003, see Granger 2004), in contrast, noted that 

because of a lack of determinism, some objects had to be described in probabilistic terms. 

To Granger, this approach rationalized the development of econometrics (it is worth 

noting that Granger came up with a special error correction to be used in time-series 

microdata even though under traditional theory such data were unsuitable for statistical 

analyses because the aggregated data were smoothed, please refer to the section on Laffer 

curve shape). One example of how problems of complexity confound mathematical 

analysis is Barro (1996), who pointed out that the variability of inflation itself may not 

capture the uncertainty of inflation (i.e., causation is indeterminate). Behr et al. (1971, p. 

29) had pointed out in an earlier study that economics is not science (especially in the 
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context of historical analysis) because required complexity assumptions were difficult to 

apply in economics; in their view, the failure to do so was scientific “repression” (p. 30). 

Ironically, in contrast with the redistributionist emphasis on Keynesian macroeconomics, 

one solution (Behr et al., p. 31) was to create a new political economy based on material 

well-being, equity, responsiveness of institutions, human development, community 

development, and environmental protections. 

Redistributional goals are by nature complex microphenomena. Additional 

research is required because if macroeconomics fails to measure redistributional goals 

then alternative measures are needed. In a similar sense, because as Beugelsdijk and 

Smeets (2008, p. 934) pointed out, measuring motivation is an element of complexity, 

additional research is clearly needed in this area. This research need is true for Laffer-

type incentive effects as well. Goolsebee (2008) pointed out that the problem of 

complexity may manifest in data interpretation. This point is critical for Laffer-type 

analyses because numerous studies argue their points differently using the same data sets. 

This problem is true for historical approaches as well. This problem of data interpretation 

is acute in the Laffer literature itself primarily regarding incentive effects in complex and 

overlapping multijurisdictional tax systems. This problem is largely ignored by the 

literature. 

Economic modeling. 

One of the largest problems of complexity relates to economic modeling. Some 

authors, such as Frank (Frank & Roberts, 2007) noted that mathematical complexity has 

taken on the characteristics of an “arms race.” Two good examples some to mind: IS-LM 
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analyses and econometrics. There is a deeper problem with economic modeling: the 

tradeoffs between static versus dynamic models and analyses. On one hand, static models 

are theoretically important in terms of the identification of variables and the development 

of economic theories. On the other hand, dynamic models attempt to introduce complex 

systems at the expense of substantial introductions of error or noise in the data. The main 

problem with dynamic analysis is that the error is usually simplified into one “error term” 

instead of accounting for error in a true, mathematical sense, meaning essentially that 

increasing the terms increases the errors and that increasing the degree of various 

polynomials has insidious effects. These problems by nature apply to all types of Laffer 

analyses. In a dynamic context, for example, Agell and Persson (2000) noted that “much 

less is known about Laffer effects in a dynamic context” (p. 1). Stiglitz (2002) stated, “I 

have become convinced that the dynamics of change may not be well described by 

equilibrium models that have long been at the center of economic analysis” (p. 521). 

Solow (1992, para. 17) noted that instability was a major problem in terms of reconciling 

macroeconomics and microeconomics. Solow (Solow’s focus was on growth theory) 

stated: 

It [instability] could mean that well-behaved equilibrium paths are surrounded by 

badly-behaved equilibrium paths, so that a small sideward step could lead to 

eventual disaster. Or it could mean that instability applies to disequilibrium 

behavior, so that an economy that once strays from equilibrium growth would not 

automatically find its way back to any equilibrium growth path. (para. 17) 



94 

 

 

In effect, Solow was pointing out that it was complexity, or rather “instability,” 

that made it problematic to reconcile trends towards equilibrium (i.e. macroeconomics) 

with causal mechanisms (microeconomics). One promising solution, in the area of 

general equilibrium analysis, was Bodenstein’s (2008) use of an endogenous discount 

factor, and more importantly, impulse response functions. Conway (1997) specifically 

pointed out that the problems of complexity may explain different results based on 

individual and aggregate level analyses. Dalamagas (1998, introduced the idea of 

profitability to explain capital effects as crowding-in or crowding-out type behaviors) 

specifically charged that complexity was the main problem in Laffer-type analyses. 

Dalamagas (2003) went even farther in attempting to model complexity in historical data 

by means of a non-linear rational expectations model. Despite these difficulties, there are 

some attempts to reconcile macro and microanalytic approaches. For example, an 

intriguing approach was used in Hung’s (2008) strategic interaction model of government 

size and economic growth. Another example was Romer’s (1994) seminal article on the 

origins of endogenous growth theory; complexity was modeled specifically in terms of 

excludable and non-excludable economic goods such as technology. Such effects have 

both micro and macro consequences that require additional research. Dynamic analyses, 

such as Walden (2003), used thousands of equations. The problem of such a complex 

model, despite its rigorous specification, is the resulting errors. Error may render such 

models useless. A detailed critique of econometric methodologies is beyond the scope of 

this study. However, it is a critical point to make. The literature consistently attempts to 

address the complexity in terms of data problems. 
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Rebonato (Rebonato & Roberts, 2009) warned that it was a leap of faith to say 

that old data applies equally in the future because it is speculative, and even data 

calibration may not correct for this deficiency. Leamer (Leamer & Roberts, 2009) stated, 

“We economists are fundamentally an interventionist discipline.” According to Heckman 

(2003, p. 266), there are three econometric problems in addition to data availability: (a) 

discrete variable outcomes must be accounted for, (b) marginal analysis is difficult 

within the model, and (c) some data are missing because of individual choice. Heckman 

(2003, p. 266) concluded that microeconomics demonstrated the limitations of 

econometrics and other statistical frameworks. For the purposes of this study, it is 

important to note the connection between theoretical weaknesses that fail to model 

complex systems let alone complex adaptive systems and error. In my view, this 

challenge is the primary problem. 

Laffer rate identification. 

 The Laffer maximized rate is the most important component of the literature 

because all the unfavorable tax effects are based on the assumption that tax rates are in a 

prohibitive range. Ironically, I could find no example of a specific rate attributed to 

Arthur Laffer. Progress in this area is murky, probably due in part to problems relating to 

the shape of the Laffer curve, which is discussed shortly. Hsing (1996) stated, “There 

may be factors shifting the Laffer curve, resulting in a wide range for the revenue-

maximizing tax rate and making it difficult to find the real maximizing point.” 

(“Conclusion,” para. 2). Hsing’s most valuable contribution was the recognition that 

Laffer rates could be estimated either directly by its impact on revenues (for example, 
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using historical data) or indirectly via tax rate impacts on other factors such as real 

wages, labor supply, income, tax base, and tax revenue. 

Most research takes the direct approach, but not all researchers do. For example, 

Fullerton’s (1981) seminal general equilibrium analysis estimated the maximum Laffer 

rate to be 78.8% of gross labor income (not net income). This work was seminal in its 

proposition that the elasticity of labor was the determining causal variable within the 

Laffer curve and that the elasticity of labor differed between males and females. Fullerton 

denied the inverse relationship between tax rates and tax revenues embodied by the 

Laffer curve. However, there were difficulties with Fullerton’s approach. For example, 

Fullerton’s model only had nineteen producers, fifteen commodities, and twelve 

consumer groups. The assumptions that were required to sustain the model lacked rigor. 

Consequently, the conclusion that there was no inverse relationship between tax rates and 

tax revenues was questionable. All things being equal, the study was a good first attempt. 

Most of the Laffer literature (including Laffer) relied on historical data. Visually 

the argument for a Laffer-type relationship is compelling. However, arguments erupted 

mainly from the variation of the time periods used in such analyses. Arguments regarding 

tax rates viewed in light of deficit spending were important. In short, complexity 

confounded attempts to demonstrate the relationship and warring ideological camps 

simply declared victory. As a result, serious economic studies were few and far between 

despite the fact that the Laffer curve had gained political support within the context of the 

collapse of communism. The primary statement of supply side economics was the 
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seminal work by Canto, Joines, and Laffer (1983), followed by Fullerton’s critique and 

by the work of Norman Ture (1983). 

Supply side (neo-classical) versus the demand-side (Keynesian) approaches. 

Ture (1983) specifically stated that the in order for Laffer effects to manifest, “the 

percentage increase in the income tax base would have to be substantially greater than the 

percentage reduction in tax rates” (p. 28). Ture (1983, p. 26) distinguished two 

frameworks of analysis for fiscal policy: the Keynesian and the Neoclassical (or supply 

side) approaches. Under Keynesian analysis, changes in tax rates cause changes in 

income that in turn affects changes in aggregate demand. In contrast, under the supply 

side approach, income changes are second-order effects. Changes in tax rates cause 

changes in the relative prices of income and leisure (the leisure-labor choice) and the 

relative prices of savings and consumption. These are called first-order effects. The 

impact of tax rate changes on these first-order effects is what determines the second-order 

effect: the effect of tax rate changes on income. Under Keynesian analysis, only the 

impact of tax rates on aggregate demand matters, whereas under supply side analysis, 

first and second-order effects, as described above, are considered. Ture explained the 

rationale for the marginalization of the level aggregate supply under Keynesian analysis 

as due to the assumption that aggregate supply is affected only by long-term exogenous 

variables (essentially it is held constant). 

In effect, the Keynesian approach is analytical in nature, preferring to look at the 

bottom line impact of tax rate changes on aggregate demand whereas the supply side 

approach attempts to establish a causal chain of events that explain that process. If the 
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predicted supply side effects are small enough, then it is easy to see how one would give 

deference to Keynesian analysis. However, the crux of the supply side argument is that, 

under certain conditions, the supply side effects become highly significant. These explain 

the Laffer effects. Ture rightly pointed out that income and substitution effects 

complicated this simplistic model. 

One weakness of both approaches was the assumption that resources shift from 

the public to the private sector through the vehicle of tax rate changes. Clearly additional 

research is needed in this area. Ture acknowledged this problem explicitly as the main 

weakness of only the Keynesian approach (1983, p. 27). Ture explained that the primary 

reason for using the supply side approach with respect to marginal tax rates was primarily 

one of understanding how taxes cause incentive effects with respect to working (or 

leisure) and saving (or consumption). 

What is the revenue maximizing aggregate tax rate? 

 In aggregate terms, the Laffer tax-maximizing rate is sometimes called the 

revenue maximizing tax rate (RMTR, see Hsing, 1996). The maximum variation of an 

estimate for a tax rate that becomes prohibitive in theoretical terms must lie between 0% 

and 100%. Most representations of the Laffer curve show a normal-type curve that 

appears to be maximized somewhere around 50%. Under the literature, the range of 

maximized rates is quite large. In some instances, the units of measurement determine the 

maximizing rate (such as the use of gross domestic product versus gross national 

product). Determining the historical tax rates are problematic for researchers mainly due 

to the complexity of tax laws that are confounded by the overlapping of jurisdictions. 
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Most studies looked at aggregate federal income tax rates. As a result, these studies were 

misleading. Increasingly sophisticated analyses looked at marginal tax rates broken down 

by various income classes. In part, this response was due to the realization that Laffer 

effects were somehow income dependent. More recently, Laffer-type analyses have 

begun to be tax-specific because of the realization that responses to tax types matter 

perhaps as much as the response to tax rates. In the final stage, studies looked at Laffer-

type relationships between tax rates and economic growth, physical quality of life, and 

social capital. For example, Grossman (1988, “Conclusion,” para. 4) determined that, in 

1983, the level of government expenditures exceeded the maximizing production rate by 

87 percent in the United States (although this result may have been due to the inclusion of 

transfer payments). 

Recent evidence. 

 The Laffer literature gives an approximate range of a maximizing rate between 

20% and 79%. Given the possible range, these results do not appear promising. Scully 

(1995) came up with a rate between 21.5 to 22.9 % of GNP in the United States for the 

period between 1929 and 1989. Gwartney, Holcombe, and Lawson (1998) found that 

there was a robust and persistent negative relationship between economic growth 

(expressed in GDP) and government expenditures in a historical analysis of 60 OECD 

countries between 1960 and 1996. Specifically, a 10% increase in government spending 

reduced the annual growth rate by one percent. This study essentially established a large 

relationship between government expenditures and economic growth, thus implying a 

causal Laffer-type mechanism. 
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Scully (2001) later found that the rate required to maximize physical quality of 

life within an international context ranged between a minimum level of 12-20% GNP to a 

maximum rate of 20-22% GNP. In contrast, Scully asserted a productivity enhancing rate 

of 12% historically under the literature (see p. 123). On a per capita level, Scully found 

the optimum rate to be between 3.1 and 9.1% GNP. Scully used GNP instead of GDP and 

the results are not directly comparable because GNP includes the production of U.S. 

owned companies operating within foreign jurisdictions. Scully (2003) then found the 

optimum rate for economic growth to be 19.3% of GDP using historical regressions and 

structural equations in the United States between 1960 and 1990. Scully found equity 

issues negligible (by considering the growth rates that maximized the redistribution of 

wealth) in this model and contrasted this result (p. 309) to the current tax rate of 30.7%. 

Scully pointed out that this result was consistent with the work of Barro (1990), who 

estimated a result of 25.1% GDP. 

In 2003, Sutter and Weck-Hanneman used an experimental economics and game 

theory approach and found a Laffer rate between 50 and 65% with multiple peaks. They 

reported that work efforts declined sharply once tax rates reached 50 %. In 2005 (June), 

the congressional budget office (CBO) researched long-term Laffer-type effects. The 

CBO found that a 10% tax decrease in personal income taxes would offset (hence, a 

Laffer effect) the reduction in revenues by between 1-22% in the first five years and as 

much as 32% over the second five years. The CBO stated that there was little consensus 

on how tax cuts impact economy. However, foreign capital flows (this idea is important 

to the analysis of capital later on) and individual responses appeared to be the main 
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elements. Hsing (1996) used a quadratic function and the first derivative (slope of Laffer 

curve set equal to zero) to identify the Laffer maximizing rate between 33-35% overall 

for the period of 1959-1991 (although Hsing calculated tax rates from revenues). Hsing 

provided a good summation of the literature regarding the Laffer rate and cited a 

variation between 40 and 79%. Graphically, Trabandt and Uhlig (2006) show revenue-

maximizing tax rates between 35%-65% depending on location and the tax type. Finally, 

Brill and Hassett (2007) used a nonlinear regression of OECD Countries to demonstrate a 

strong statistical evidence of Laffer curve using corporate tax data. The tax maximizing 

rate in the eighties was 34%, but this rate changed to 26% in 2005. 

 What do all these numbers suggest? It appears that differences in models, 

specifications, and even measures do not indicate a clear tax maximizing rate for 

aggregate data. This result does not indicate that a revenue maximizing rate does not exist 

or that the relationship is falsified. It only indicates that Laffer effects are more 

complicated than originally perceived. As a result, traditional approaches to the problem 

have inconsistent results. In the aggregate, the Laffer curve may be temporally and 

sociologically specific, depending on the type of tax. 

What is the Laffer rate for other types of taxes? 

 There is a lack of research regarding the Laffer tax maximizing rates for different 

types of taxes and clearly additional research is needed. However, the work has started. 

For example, Vedder (2001) ranked three types of taxes based on their impact on 

economic growth. Beginning with the assertion that the United States is already in the 

prohibitive tax range with respect to maximizing citizen income (p. 2), Vedder 
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considered the income tax to be the worst type of tax, sales taxes to be the best, and 

property taxes to be in the middle with respect to their negative impacts economic 

growth. Laffer effects on a state or local level are modest. However, Bakija and Slemrod 

(2004) examined inheritance taxes, estate taxes, and sales taxes using a linear regression 

(1965-1998) and found that the revenue lost to behavioral changes was between 6.2% and 

13.5% due to factors such as migration and avoidance. Ironically, Bakija and Slemrod 

concluded in their abstract that, “these [losses] would not be large relative to the revenue 

raised by the tax.” 

An important contribution of Bakija and Slemrod’s (2004) work was the inclusion 

of federal and state income tax liabilities in the model. The study specifically identified 

individual intent as a factor that depended on whether death and inheritance tax payments 

were “accidental or intentional” (p. 36). Strategic behavior on the part of taxpayers was a 

distinct possibly. Inter-jurisdictional mobility was examined by Becsi (1998), who found 

a significant short-term and middle-term effect but insignificant long-term effect of fiscal 

competition on a state and local level due to the effects of migration based on a vector 

autoregression model that analyzed the dispersion of tax rates over time. Becsi concluded 

that fiscal competition explained one third of the variation in average tax rates and that 

this impact was greater on the local than state level. Importantly, Becsi noted that the 

strategic tax rate literature is in its “infant” stage (p. 8). Matthews (2003) found that the 

value-added tax (VAT) Laffer rate in 14 EU nations was between 18% and 19%. Walden 

(2003, see results in Table 3, p. 58) compared a static-model to a dynamic-model of tax 

rates in North Carolina by regressing various tax rates with respect to the tax base. While 
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Walden did not give the exact maximizing rates for most of the tax types, the Laffer rate 

for sales taxation was 12.75%. Based on the Walden’s graphics (hence these figures are 

visual approximations), the income tax maximizing rate is about 23%, the maximizing 

unemployment compensation tax rate is about 51%, and the maximizing gasoline tax rate 

is about $1.75 per gallon. These figures may not be generalizable, but they are a start. 

What is important to note is that there is a great difference in results that derive from a 

static model in contrast to a dynamic model. The static model is analogous to the 

mathematical or “arithmetic” effect in the Laffer literature. Ghaus (1995) examined 

optimal local sales taxation using a general equilibrium model of a residential-only 

economy in Pakistan and found that there was a well-defined sales tax Laffer curve with 

a maximizing rate that was sensitive to property taxes, housing preferences and the 

elasticity of labor demand with respect to wage rates. The maximizing sales tax rate was 

shown to be 5%. 

 There are no firm conclusions that can be made based on this literature regarding 

the revenue-maximizing tax rates of various types of taxes. It is possible to rank the 

difference based on the response of the tax base to changes in each tax type. As a guiding 

proposition, one could start with Blinder’s (1981) observation that broad taxes are less 

susceptible to Laffer effects than narrow tax bases. Clearly additional research is needed. 

There are several studies that highlight aspects of the Laffer curve literature that are 

important to mention here that are of supplementary value. For example, Peden and 

Bradley (1989) noted that productivity shifts are related to Laffer effects. Similarly, 

Davis and Henrekson (2004) concluded that the mix of production in the market may be 
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altered, that demand for unskilled labor decreases, and that there is a 10-30% shift away 

from certain types of small businesses such as restaurants, maintenance, and retail. If 

these assertions are proven correct, then there are additional ramifications in terms of 

distributive justice than is ordinarily considered. 

Laffer curve shape. 

 As a matter of tradition, many economic variables are not labeled correctly in 

terms of the dependent and independent variables on the standard x-y mathematical axes 

(Dowling, E. T., 2001, p. 18). This type of mathematical inconsistency is a source of 

error because inverse functions are required to translate such equations. The history of 

this methodological difference is beyond the scope of this study. This historical trend has 

been circumvented as a matter of convenience going back at least as far as Keynes, who 

decided the definition of dependent and independent variables not based on causation, but 

based on which variable varied the greatest or which variable was manipulateable as a 

matter of economic policy (Gordon, 2009, January). This practice is a troublesome trend 

that needs to be corrected in economics because it represents a barrier to cross-

disciplinary study. Laffer curves exist in both configurations depending on researcher 

preference. The causal variable is tax rates that affect tax revenues. 
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Figure 2. The pedagogical and hypothetical Laffer curve. 

The pedagogical Laffer curve (see Figure 1) has been traditionally pictured like a 

simple parabolic relationship. However, it is likely that this simple curve is not realistic 

(e.g., Papp & Takats, 2008). The Laffer curve may be either skewed left or skewed right. 

Common intuition validates the possibility of this claim. Blinder (1981, p. 83) pointed out 

that the Laffer curve is a natural consequence of Rolle’s Theorem of calculus. However, 

Blinder did not address the questions of continuity or differentiability and only 

considered the endpoint conditions (i.e., zero or stretching to infinity) as important with 

respect to the type of tax. However, the question of continuity that is conventionally 

assumed is one of the main areas that require further research in the Laffer literature. 

Samuelson (1992, p. 73) implied this idea by pointing out that detrimental conditions for 

stability may imply that a curve may not be stable throughout its range. Extending 
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Samuelsson’s argument, it is possible that the Laffer curve could be unstable throughout 

its range. 

Because of the aggregative nature of the Laffer curve, the broader the tax 

represented by the curve, the more likely the curve is to be multimodal. Speigel and 

Templeton (2004) pointed this problem out specifically and attributed it to wage 

inequality. Sutter and Weck-Hanneman (2003) found a similar result using an 

experimental design, although the implication of the study was that this shape was due to 

information problems. Mirowski (1982) pointed out that a possible source for this 

problem was the simple assumption that it was a “static neoclassical optimization 

problem, employing a conventional well-behaved Cobb-Douglas production function, 

and assumed that factors were paid their marginal products prior to taxation” (p. 816). 

The model was over simplistic. In contrast, Sutter and Weck-Hanneman (2003) argued 

that the multiple peaks were due to wage inequality. Mirowski (p. 818) categorized the 

major criticisms of the Laffer curve into four categories: elasticity magnitudes due to 

incentives, empiricism, omission of relevant variables, and the size of the underground 

economy. This criticism could be easily addressed by changing the simplistic parabolic 

model of the Laffer curve to a more complex form. Moszer (1981) argued that the Laffer 

curve “may not be a smooth, well-defined function at all” (p. 30). 

It seems reasonable that elasticities determine the actual shape of individual 

Laffer curves due to the relationship with lag effects, a point that was made by the 

European Central Bank (2007). This point was also made by Finke (1982, pp. xvii). Lag 
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effects and variations in elasticities cause variations in the shape of the Laffer curve from 

its traditional parabolic representation. 

How then can this problem be resolved? The answer is simple. There are many 

Laffer curves and the aggregation model is primarily useful only as a political tool. The 

sense of the literature is that Laffer effects are tax-specific, range-specific, and culturally 

specific. Consequently, different tax types have their own characteristic Laffer-type 

shapes and that the shapes of the Laffer curve are a function of income in some instances. 

There may also be regional preferences to taxation that could be explained in a historic 

context by simple models of classical conditioning and normative behavior. For example, 

Laffer rates appear to be different for men than women (Hsing, 1996, para. 1) due to 

different elasticities of labor. Men and women have different shaped Laffer curves. In 

sum, the Laffer curve is more complicated than its advocates and critics alike 

acknowledge. No wonder the aggregate Laffer curve shape could be discontinuous, 

multimodal, and skewed. The good news is that researchers are beginning to address this 

problem. A new class of Laffer-type curves is being used in different areas such as 

education, criminal sentencing, rescue policies, and endangered species (Shmanske, 

2002); poverty and welfare (Schram & Wilken, 1989); and tax evasion Schnellenback, 

2006). Clearly, the Laffer curve and its spin-offs are here to stay. The curve is clearly 

dynamic and not static in nature. This dynamic nature explains how the Laffer curve 

responds to various shocks (Becsi, 2000). 
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Incentive effects. 

 When applied to the Laffer curve, incentive effects include all psychological and 

sociological responses to tax rates. The presumption is that people resist the payment of 

taxes and that this resistance increases with tax rates. Hence, incentive effects are a 

measure of tax resistance. Tax resistance, in turn, can be on an individual as well as an 

organizational level. Such entities can either pay the taxes (tax compliance literature), 

avoid paying the taxes (tax avoidance literature), or evade paying the tax (underground 

economy literature). Laffer effects work through both tax avoidance and tax evasion. The 

main difference between tax avoidance and tax evasion is a matter of legality. For 

example, a corporation can change plant locations legally to avoid paying certain taxes, 

hence tax avoidance. Alternatively, workers may work for cash, thereby evading taxes 

completely. In response to distributive aspirations, a spin-off tax literature called the tax-

gap literature has emerged to quantify the difference between predicted revenues and 

actual revenues. These literatures are descriptive in nature; as a result, they are 

fragmented yet interrelated. The parent literature is popularly known as the National Tax 

Responsiveness literature (NTR). 

The importance of incentive effects is that it is these effects that are said to cause 

disturbances in arithmetic effects. Expected tax revenues fall short of forecasts projected 

based solely on the math. In precise terms, the effect appears to be an erosion of the tax 

base. Such erosions are difficult, perhaps even impossible, to predict in advance. The 

Laffer curve is one graphic representation that can explain these phenomena. Because 

taxes are critical components of a functioning government, the Laffer literature attempts 
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to capture and quantify some of the most beneficial effects. In a perfect world, the totality 

of all of these incentive effects could be aggregated into a single Laffer curve. 

Marginal analysis. 

Marginal analysis has become the accepted theoretical construct to model 

incentive effects. Marginal cost is part of the theory of value. Although it is not 

recognized, marginal analysis is merely a way to model temporally based economic 

behavior. This point is important in the analysis section. Marginal analysis is not about 

the cost of pizza on average. It is about the cost of that last piece of pizza: that one last 

extra piece. In statistical terms, this concept is called marginal probability; in 

mathematical terms, it is called differentiation; in economic terms it merely means the 

change in value associated with pizza over time. That is, how much is that pizza is worth 

right now? Marginal analysis consists of identifying curves with saturation points. An 

alternative approach is called indifference curves, where a person has a choice between 

two different slices of pizza at different times but is indifferent to which one to choose. 

For example, a person may be equally satisfied by choosing either one slice of pizza 

today or three slices of pizza tomorrow. Indifference curves are used in Laffer-type 

analyses. Marginal analysis is only one choice of analysis. It is the one that has been 

accepted in economics. Marginal analysis is a theoretical construct used to model time in 

economic relationships of various sorts. It is important because costs vary over time. 

Instead of seeing marginal analysis as a temporal relationship, however, most researchers 

view marginal analysis in terms of that last item of production. How much will it cost to 

produce this product now? Wanniski (1978/1998, pp. 42-54) premised The Way the 
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World Works, where the Laffer curve was stated in its most complete form, on 

marginality. Alternatively, authors such as Dahlby (2008, p.1) recognized the seminal 

importance of marginal analysis from a redistribution perspective. Dahlby stated: 

The marginal cost of public funds measures the loss incurred by society in raising 

additional revenues to finance government spending. . .the MCF [marginal cost of 

public funds] is a summary measure of the additional distortion in the allocation 

of resources that occurs when a government raises additional revenues. However, 

minimizing the efficiency losses is not the only criteria for evaluating tax 

measures. Taxes that impose heavy burdens on low income individuals are 

‘costly’ taxes. The MCF concept can be used to combine equity or distributional 

concerns with efficiency effects in a summary measure of the total cost to a 

society of raising tax revenues. Insight is the economist’s Holy Grail. (p. 1) 

The wedge model (relative price effects). 

 The wedge model is the result of government intervention in private markets 

(Wanniski, 1978/1998, p. 84). The wedge works through relative price change effects. 

While this relationship is conventionally expressed in terms of taxation and the resulting 

incentives regarding labor and income, for example, this approach may not necessarily be 

correct. Compliance costs must be accounted for. For example, taxpayers and businesses 

may hire an accountant or tax advisor to prepare their tax forms that in effect reduces 

their relative income in the same way that direct tax would do. The model is called a 

“wedge” because a tax (or other compliance cost) simultaneously reduces the relative 

income of workers while increasing the costs of labor and/or the costs of doing business 
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for employers (e.g., increased costs of capital investment). Raising taxes creates a 

“wedge” between workers who have to earn more money to maintain the same relative 

income and the employer who will have to earn more money in order to compensate 

workers as a result of taxation. Working and hiring becomes more costly concurrently, 

thus driving a negative incentive wedge between workers and employers. Normally, and 

presumably at lower rates, these costs are absorbed by workers and employers. However, 

at some point, one analogous to the Laffer prohibitive range, workers and employers 

would find the relative price effects so costly that they would stop or reduce working and 

stop or reduce hiring. For this reason, while government predicts revenues based on the 

assumption that tax compliance will be 100%, tax compliance is reduced through exit 

(i.e., relocation or migration), tax avoidance, or tax evasion. In the example of tax 

avoidance, labor shifts to more leisurely pursuits because working has become relatively 

unprofitable. To see Laffer’s account of the tax wedge, see Wanniski (1978/1998, pp. 85-

86). It is important for the government to be able to identify these revenue maximizing 

points because in the long-run such rates inhibit economic growth. This problem is 

exacerbated in the long-run due to compounding effects. 

Anti-wedge. 

A critical question emerges to counter this negative economic impact. What are 

the government exactions being used for? How do we determine relative price effects 

when government spending has positive economic effects? For example, infrastructure 

may decrease relative transportation costs; public safety spending may reduce economic 

losses due to fire or crime; and, educational spending may reduce the costs of training 
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labor. Under the literature, this aspect of government spending usually isolates transfer 

payments on the assumption that such payments are net economic drags. However, this 

assumption is subject to challenge. As Stone (1992, p. 122) pointed out, production 

includes not only goods and services but also non-market activities of government and 

these can only be valued in terms of costs because their value presently is incalculable. 

Non-market implications for the Laffer curve are problematic and may be seen as either a 

mitigating factor or aggregating factor, depending on one’s point of view. 

Other incentives. 

 In addition to incentive effects based on the National Tax Literature and the 

wedge model as described above, incentive effects regarding labor, income effects, and 

capital effects are critical components of the Laffer literature. Incentive effects regarding 

labor are discussed in the section “Elasticity of Labor” that follows; Incentive effects 

regarding income effects are discussed in the “Elasticity of Income” section that follows; 

and capital effects were discussed in the previous section on “Growth Theory.” A small 

body of literature includes a discussion of the Laffer curve in terms of quality of life. For 

example, Scully (2001) noted that the evidence suggested that “in many economically 

advanced nations, the amount of per capita government consumption expenditure is much 

larger than is necessary to maximize physical quality of life” (p. 139). Scully found that 

the level of spending required to maximize the quality of life was between 20% and 22% 

GNP (p. 139) and that the minimum expenditure was between 12% and 20% GNP, that 

was consistent with Grossman, Lawson, and Holcombe (1998, as cited in Scully, 2001, p. 

123). Scully pointed out that on average high-income countries spend approximately 60% 
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GNP. Based on this conclusion, governmental spending, at least in high-income 

countries, is clearly beyond the point that is required to maximize physical quality of life. 

Elasticity. 

 Elasticity specifies the percentage change in one variable (1) in terms of the 

percentage change in a second variable (2). In economics, this relationship is usually 

called “variable (1)” elasticity of “variable (2).” That is the first variable is the 

denominator and the second variable is the numerator. For example, the price elasticity of 

demand would mean the percentage change in demand divided by the percentage change 

in price. Change is defined as an absolute value and is nondirectional under an elasticity 

analysis and time is held constant. When the percentage change in each variable is equal, 

the elasticity is stated to be 1 (called unit-elasticity). Unit elasticity is analogous to a 

perfect correlation between the two variables. When the elasticity is less than one, 

meaning that the percentage change in variable (2) (denominator) is greater than the 

change in variable (1) (numerator) is called inelastic, that means that the change in 

variable (1) with respect to variable (2) is small. When the elasticity is greater than one, 

meaning that the percentage change in variable (1) (numerator) is greater than the change 

in variable (2) (denominator) is called elastic that means that the change in variable (1) 

with respect to variable (2) is positive. 

The word “responsive” could be used to replace “elasticity” to capture the 

intended meaning. That is an elastic relationship is one that where the variables 

relationship is responsive (or sensitive) to each other in correlational terms. An inelastic 

relationship is one that the variables would be relatively unresponsive in correlational 
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terms. In the example of elastic relationships, the magnitude of the effect depends on how 

far the empirical value is greater than one. In the example of inelastic relationships, the 

magnitude of the effect depends on how far the empirical value is less than one. Although 

elasticity is traditionally given by a specific magnitude, elasticity can be presented in 

graphical terms that represent the relationship between two variables at different 

magnitudes. Such graphs do not necessarily follow a linear path. A difference between 

elasticity at different points on this function is called the “arc elasticity.” In economic 

reality, elasticity is itself a variable because elasticity is an oversimplification of a 

complex relationship that only exists because of ceteris paribus assumptions. Elasticity 

can be misleading. Researchers must understand the theoretical limits. Most of 

econometric theory is based on elasticities of various sorts. The Laffer curve is one 

example. It is usually described in terms of the tax elasticity of labor (usually just called 

the elasticity of labor) and the tax elasticity of capital (usually just called the elasticity of 

capital). Most econometric-type analysis of the Laffer curve depends on the elasticity. 

Most econometric analysis, such as the class of constant elasticity supply and demand 

functions (see Wooldridge, 2006, p. 48 on constant elasticity models, p. 49 on semi-

elasticity & p. 119 for an example of a constant elasticity demand function; see also 

Simon & Blume, 1994, p. 92 & p. 739), assume that elasticity is constant. In economic 

terminology, elasticity is often explained using the constructs of substitute and 

complementary goods. 

  



115 

 

 

Lessons from physics. 

Part of the reason for going into some of the details of elasticity in this study is to 

point out that more work can be done with respect to elasticity in economics. Elasticity 

has a long history in the physics of solids (e.g., Serway, 1982, pp. 298-301; see also 

Feynman, Leighton, & Sands, 1977, vol. 2, pp. 38-1 thru pp. 38-12). Based on Hooke’s 

law that explains the elasticity of physical solids in terms of stress (force of deformation) 

and strain (measures the degree of deformation), a quantity known as the elastic modulus 

can be calculated as stress divided by strain. This same approach could be used by future 

researchers in economics. It may be helpful in an analysis of the Laffer curve by 

examining the stress (rate of taxation) and the degree of strain (tax base deformation). To 

my knowledge, this deformation test has not been done. Graphically, this relationship 

could even be extended to a theory analogous to a particle (tax base) in an energy field 

(tax rates). As Kaufmann (Scientific American, 1980) pointed out, even physicists resist 

visualization exercises that are, in Kaufmann’s terms, “a convenient way to express our 

knowledge” (p. 19). The main benefit of visualizing a Laffer-type relationship in such a 

way would be, as Kaufmann (p. 20) put it using a liquid analogy, “The electric and 

magnetic fields must then be pictured as two different liquids, both filling the whole of 

space, moving separately and interpenetrating each other freely.” To put it another way, 

this method could help model complexity in visual terms. The European Central Bank 

(2009) noted that tax elasticity is not constant over time because some taxes are cyclically 

sensitive. A deformation analysis or a field analysis of tax elasticity, for example, may 
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shine some light on that problem. These approaches may be useful in a future Laffer 

analysis. 

Elasticity of labor. 

Supply and demand elasticities of labor are critical components of the Laffer 

literature (e.g., Becsi, 2000). Blinder (1981) stated that the, “Laffer curve hinges on 

elasticities being ‘large’ in some sense” (p. 84). Consequently, broad taxes are less 

susceptible to Laffer effects than narrow tax bases (Blinder says in time, geography, or in 

commodity space). For example, Ghaus (1995) noted that the Laffer curve was sensitive 

to the elasticity of labor demand with respect to wages (conceptually the wage elasticity 

of labor). Hsing (1996) reported an elasticity of labor between .07 and .9 for men and 

between .2 and .9 for women. This result implies that there may be a difference between 

the elasticity of labor between men and women, but additional research is needed. Giertz 

(2004), who had one of the best discussions of elasticity, noted that the labor elasticity of 

supply does not capture all the behavioral responses to tax rates, indicating that there are 

definite limits to analyses founded on elasticity as indicated earlier in this discussion. 

Giertz (2006, abstract) made a similar conclusion noting that tremendous variation was 

noted across income groups. Gwartney and Lawson (2006) reported an elasticity of labor 

between .1 and .2. There is a great deal of tangential literature important to arguments 

regarding elasticity. For example, Sutter and Weck-Hannenman (2003) used an 

experimental economics and game theoretic approach and concluded that there is a sharp 

decline in work effort between 50% and 55% tax rates. Davis and Magnus (2006) 

demonstrated that one of the biggest impacts of high-tax rates was not employment per 
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se, but hours worked. In Davis and Magnus’s view, the real problems created by Laffer 

effects were the misallocation of capital, less-efficient production due to incentives for 

inappropriate organizational forms, and the inefficient allocation of work time. Similarly, 

Davis and Henrekson (2004, abstract) found that if the total tax rates increased by one 

standard deviation (about 12.8%) hours worked per year declined by 122 with a 

corresponding drop in unemployment of 4.9%. The Laffer literature reports that labor is 

relatively inelastic in its response to taxation at low incomes. However, this value seems 

to change as incomes increase. This result may be due in part to the distinction between 

earned and unearned income. 

Elasticity of income. 

A point comes where every individual weighs the advantages of increased leisure 

against increased income. But at present the evidence is, I think, strong that the 

great majority of individuals would prefer increased income to increased leisure; 

and I see no sufficient reason for compelling those who prefer more income to 

enjoy more leisure. (Keynes, 1935/1991, p. 326) 

Some research (for example, Brookings Institute, 1999) indicates that the 

elasticity of taxable income is more important than the elasticity of labor. Citing average 

tax rate elasticities of taxable income in earlier research (.2-.3 range), Giertz (2006) found 

that income earners over $500,000 had an elasticity of 1.2 and that the top 1% of earners 

had an elasticity between .88 and .99. Laffer effects are income dependent based on an 

analysis of the tax rate elasticity of taxable income. In the aggregate, the tax rate 

elasticity of income appears to be inelastic. Giertz’s warning is appropriate, “the 
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estimates are highly sensitive to an array of factors, including sample income cutoffs, the 

methodological approach, and tweaks to each of the core methodologies” (p. 16). 

Goolsbee (1999a, p. 6, note 9) made an important point regarding elasticity: that 

government can control elasticity through enforcement. Goolsbee found the tax elasticity 

of income of the top five highest paid executives from the Standard & Poors Execucomp 

database to be between .9 and 1.3 in the short-run (through a mechanism called income 

shifting), but only .4 in the long-run. Consequently, in long-run distributive terms, at least 

by the example of top earning executives, the tax rate elasticity of income appears to be 

relatively inelastic and such executives appear to be paying their share of taxes. 

Goolsbee’s work highlights why the temporal aspect of elasticity is problematic. Gruber 

and Saez (2000) came up with a tax rate elasticity of income of .4 for earners over 

$100,000, .57 for earners under $100,000. For a review of the elasticity of taxable income 

in Germany, see Dwenger and Steiner (2008, note rate of .5 via microsimulation). 

Other important elasticities. 

Elasticity is important regarding trade (Bodenstein, 2008; Brill & Hassett, 2007). 

Others view the elasticity of capital as critical (Brueckner & Saavedra, 2001). Craig and 

Heins (1980) specifically attribute government revenues to the elasticity of the tax 

structure. Davis and Magnus (2006) argued that the elasticity of labor and the elasticity of 

income is industry specific. This assertion would explain wide variances in Laffer-type 

effects. There are other elasticities that are found in Laffer-type analysis. The following 

are listed here only for future researchers: elasticity of intertemporal substitution (e.g., 

Chilarescu & Vaneecloo, 2007; Englehardt & Kumar, 2008; Gruber, 2008), the price 
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elasticity of money (e.g., Evans & Wank, 2008), the price elasticity of aggregate demand 

(e.g., Kyer & Maggs, 1996), Frisch labor supply elasticity (e.g., Trabandt & Uhlig, 2006), 

and long versus short-run elasticity (e.g., European Central Bank, 2007). 

Conclusion. 

 Based on this information, what can be said in a broad sense regarding elasticities 

and the Laffer curve? While elasticities of both labor and income appear to be inelastic 

except at higher levels of income, the wide variety of ranges given by the research leads 

one to conclude that an aggregate measure of elasticity is problematic. Singhal (2005, p. 

43), for example, warned that the elasticity between income groups cannot be assumed 

constant. The Ramsey rule, also known as the inverse elasticity rule, is that “the marginal 

tax rate should be inversely related to the elasticity of factor supply” (Asher & Rajan, 

2001, “Implications for Distribution of Tax Burdens,” para. 2). Consequently, taxes are 

preferred on immobile tax bases instead of mobile ones. However, what is important here 

is that additional research is needed. Not only on elasticity rate determination for 

different groups under different conditions but also on how the many different types of 

elasticities mutually interact. The elasticity of capital, while discussed theoretically in the 

literature requires further study as well because of its substantial impacts on economic 

growth. It is entirely possible that such capital effects relegate the elasticities of labor and 

the elasticities of income to merely marginal importance. Blinder (1981) argued that 

“Laffer curve hinges on elasticities being ‘large’ in some sense” (p. 84). Besides the 

elasticities of labor and income, there are other conceptions of elasticity that are 

important to the analyses of Laffer-type effects. Two examples come to mind: the 



120 

 

 

elasticity of supply (see Blinder, 1981, p. 88 for a good description of the elasticity of 

supply) and the elasticity of demand. These quantities are inseparable from many 

econometric and IS-LM analyses. However, these are beyond the scope of this literature 

review. 

Say’s Law 

 

 Because the Laffer curve is descriptive in nature, a derivation is perhaps 

superfluous. However, there have been attempts. In political terms, the Laffer curve is 

often been said to be merely a consequence of Say’s Law that states in popular terms that 

supply creates its own demand. But Say had more to say in his 1803 Treatise on Political 

Economy. Say’s law was derived (or rather resurrected from W. H. Hutt’s 1974 book A 

Rehabilitation of Say’s Law, see Bartlett, 2003, p. 3) from Say’s (1803/2009, p. 103) 

observation that, “The encouragement of mere consumption is no benefit to commerce; 

for the difficulty lies in supplying the means, not in stimulating the desire for 

consumption. . . It is the aim of good government to stimulate production.” This 

argument is the political argument against Keynesian economics and its focus on 

“stimulative” government spending. Frank (1982, p. 33) called this emphasis on 

economic stimulation the “theory of otherwise insufficient market demand.” Authors 

such as Frank (p. 33) equated Say’s law to the “classical supply side approach” of 

economics. Authors such as Mirowski (1982, p. 826) were quick to criticize supply side 

economics based on the assumption that Say’s law was its basis. Mirowski specifically 

stated that supply side economics appeared to “reject Keynes’s liquidity preference and 

seems[ed] to believe in total neutrality of money” (p. 826). This statement shows that 
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Mirowski did not understand the core of supply side economics (this oversight does not 

appear to be an intentional mischaracterization). Even so, Mirowski’s article is a seminal 

work in the Laffer literature and it must be understood within the context of the period in 

that it was created. 

While interesting, such arguments have been rendered useless because supply side 

economics is based on more than Say’s law. Say’s law is only a political explanation. 

This description is not how supply side economics has described itself in contemporary 

practice. For example, Hailstones (1982) stated, 

Supply side economics can be defined as a study of policies designed to stimulate 

economic growth [my emphasis] and promote price stability through various 

measures that effect the supply of goods and services. These measures include 

lower taxation, increased savings, greater investment, and stronger work 

motivation. (p. 3).  

What Hailstones suggested was that supply side economics has its roots in classical 

economic theory; this idea has been lost in the present Laffer curve literature. Hailstones 

main point justifies the inclusion of the economic growth literature into this study as part 

of the Laffer curve. The reason that Say’s first observation evolved into what has been 

called supply side economics is simple: It contrasts with Keynesian economics. 

Keynesian economics argues that demand creates its own supply. Say’s law was a 

political justification for supply side economics. It was not by any means its main idea. 

However, regarding what would come to be popularized in the form of the Laffer curve, 

Say (1803/1999) stated: 
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Taxation, pushed to the extreme, has the lamentable effect of impoverishing the 

individual, without enriching the state . . . The diminution of demand must be 

followed by diminution of the supply of production; and, consequently, of the 

articles liable to taxation. Thus, the taxpayer is abridged of his enjoyments, the 

producer of his profits, and the public exchequer of its receipts . . . This is the 

reason why a tax is not productive to the public exchequer, in proportion to its 

ratio; and why it has become a sort of apophthegm, that two and two do not make 

four in the arithmetic of finance. Excessive taxation . . . extinguishes both 

production and consumption, and the taxpayer into the bargain. (p. 340)  

Assumptions and Boundary Conditions 

 

 The primary assumptions that surround a Laffer-type analysis are typically 

unstated and dependent on a particular economic methodological perspective. The Laffer 

literature assumes the ceteris paribus condition as a starting point for an analysis. Agell 

and Persson (2000) specifically noted that neglecting this assumption caused differences 

in results. Besci (1996) acknowledged the difficulty of holding different variables 

constant. In reality, the main problem of economics is that such a ceteris paribus 

condition can never be met. However, it is necessary in order to begin analyses. This 

challenge leads to the second assumption made by a majority of the Laffer literature: the 

assumption of a static system. Agell and Persson noted that while ceteris paribus is easier 

for a static analysis, it is also “open to debate” in a dynamic model (p. 7). Dynamic 

models are by far the exception and not the rule in Laffer-type analysis. Still another 

primary assumption made by the majority of the Laffer literature is the assumption of a 
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closed-system. Here, the literature is represented in its most negligent form because it 

assumes the incentive effects away that are implied by the Laffer curve itself. According 

to Hailstones (1982, p. 115), one assumption of the Laffer curve is that people work more 

and invest more money if they have more money. Finally, the main boundary condition 

for the Laffer curve is that tax rates must be higher than the optimum rate for the effects 

to work (Hailstones, p. 115). This boundary condition is frequently rejected (or 

neglected) by researchers. This problem leads to the conclusion that there are no 

incentive effects and that the Laffer curve does not exist. This problem is a nefarious 

condition that fundamentally challenges academic integrity based on the grounds of 

researcher bias. 

Methodological Review of Alternative Research Designs 

 

 This critical research was conducted prior to this study in Lhotak (2009, Walden 

University), Core Knowledge Area Module VII: Specialization. The breadth component, 

“Discourse on Methods” was about reasoning, the philosophy of science, and emergent 

methods such as game theory, chaos theory, statistical decision-making theory, causality 

mathematics, and robust decision-making models. The emphasis was on reconciling these 

topics with neuropsychology. 

To the best my knowledge, there has not been a meta-analysis of the Laffer curve 

(although chapter 2 could be viewed as a qualitative meta-analysis). While this deficiency 

is probably due to the wide variety of conflicting studies, this is also due to the wide 

variety of specifications in various econometric models. Such models are incomparable 

on a theoretical level. There are many varieties of Laffer-type curves. Much of the Laffer 
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literature is descriptive research. While historical analyses tend to conclude that there are 

Laffer effects, many researchers disregard this result because of deficit spending 

concerns. 

Summary 

 

Because the purpose of this study is theoretical development, this chapter 

presented a detailed review of the Laffer curve literature with an intentional focus on its 

theoretical foundations. The review began by examining the Laffer curve in its proper 

historical context: the conflict between Adam Smith’s (1776/1992) utilitarianism and 

Rawls’s (1971/1999) distributive justice. These dueling traditions emerged when 

Marxism challenged traditional ideas of free-market economics. A large remnant of 

feudalism remained although its form changed to one based on economic power. 

Problems of class conflict emerged concurrently with modernization and the industrial 

revolution. World War I, the Great Depression, and World War II appeared to resolve the 

socialist calculation debate in favor of a primitive form of distributive justice that evolved 

from the work of Keynes. Social justice was born of this era and it intensified during the 

Civil Rights movement of the 1960s and 1970s. However, the stagflation of the 1980s 

destroyed the economic models that these movements inspired. The assumptions of 

rational expectations theory and public choice theory were soon overcome by emerging 

theories of economic growth that were personified by the Laffer curve. The socialistic 

progressive impulse declared war with the most important factor of economic wealth 

distribution: the specialization of labor. Based on this context, the Laffer curve literature 

was thematically analyzed in terms of complexity, incentive effects, and elasticity. The 
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scant empirical findings on the Laffer curve shape and rate identification were examined 

and found to be inconclusive in large part due to the problem of complexity. The same 

conclusion applies to the technical literature on elasticity. 

Conclusion 

 

  The Laffer curve remains the political and pedagogical device that it was 

intended to be. However, based on this literature review, one cannot escape the 

conclusion that the Laffer curve as a theory is lost in aggregative models because the 

Laffer curve is fundamentally a microeconomic phenomenon. The problem of the Laffer 

curve is not the theory itself. The main problem of the Laffer curve is that its theoretical 

foundations are based on an economic tradition that has been marginalized, even 

suppressed, by the dominant Keynesian model. Can a unifying theoretical foundation be 

found to correct these theoretical deficiencies and place the Laffer curve on a solid 

theoretical foundation? 

I began this study with an orientation to the Laffer curve (chapter 1) that 

identified a research problem based on a gap in the literature and proposed methodology 

for resolving the research problem. In chapter 2, I examined the Laffer literature in depth. 

The following chapters include a discussion of the research methodology that emphasizes 

implementation (chapter 3), a discussion of the research results (chapter 4), and a 

summary (chapter 5). 
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Chapter 3: Research Method 

 

 Chapter 1 included an introduction to the problem, a discussion of the nature of 

the study, and a discussion of its importance with respect to social change. Chapter 2 

included a literature review. In chapter 3 I discuss the research method.  

The Laffer curve is a powerful symbol used to describe and analyze economic 

problems. Unfortunately, as the problem statement indicates, partisan aspirational goals, 

as represented by the conflict between Rawls’s (1971/1999, 2003, 2005) theory of 

distributive justice and classical utility theory, are intimately entangled with problematic 

economic concepts that render the Laffer curve’s features and implications murky. 

The Laffer curve is a thorny problem. While the Laffer curve in a theoretical 

sense is relatively straight forward, its analysis is confounded by a lack of theoretical 

integration and development. The literature missed the crucial point that the Laffer curve 

was a pedagogical tool. Despite these difficulties, the Laffer curve went beyond its 

mathematical implications. It reintroduced Austrian microeconomic theory. This idea 

challenged Keynesian orthodoxy. 

A quantitative endeavor to analyze the Laffer curve in a multijurisdictional 

context changed because of the nature of the Laffer literature. Fundamental weaknesses 

in orthodox economic theory must be addressed. In a Kuhnian sense, the legitimacy of 

economics as a profession was challenged by the Laffer curve. Academia, with years of 

training and reputations at stake, naturally resisted. The sparse nature of the Laffer curve 

literature itself, given the importance of its implications, provides evidence of such 

resistance. 
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The crucial question was not why there is such resistance, but what theoretical 

construct emerges from this debate? The answer to this question is ultimately how the 

Laffer curve should be judged. As time progresses, positive economic methods will be 

developed to address these concerns. For now, the question is fundamentally theoretical. 

The Laffer curve as a concept cannot be understood without a proper theoretical grasp of 

the larger context it is meant to convey. 

I chose to employ a qualitative grounded theory approach in order to develop this 

theoretical context. The Laffer literature was analyzed thematically, factually, and 

theoretically by using the constant comparison method. The results of these comparisons 

were used to gather additional data as needed to follow the needs of initial and 

subsequent axial coding. In essence, the Laffer literature was probed for weaknesses and 

gaps. These theoretical gaps, in turn, were examined and reexamined using new data that 

were intended to bridge those gaps. This process continued until either a complete 

theoretical construct emerged or the process led to a proverbial dead-end. It is important 

to note that while the constant comparative method based on data appears scientific, it is 

not pure science. Grounded theory essentially uses the evolutionarily selected ability of 

the researcher to search for patterns that can be tested by future research. Consequently, 

the process was not linear in its implementation. Grounded theory represents a 

technology that can enhance the intuitive process. Finally, grounded theory has never 

been used in such a comprehensive manner before. This study is a test the use of 

grounded theory that will probe the intricacies of economics and the Laffer curve. One 
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possible outcome is that grounded theory might not be appropriate for complex, 

economic analyses. 

Methodology 

 

Conceptual questions antecede matters of truth and falsehood. They are questions 

concerning our forms of representation, not questions concerning the truth or 

falsehood of empirical statements. These forms are presupposed by true (and 

false) scientific statements and by correct (and incorrect) scientific theories. They 

determine not what is empirically true or false, but rather what does and does not 

make sense. [Original emphasis] (Bennett, Dennett, Hacker, & Searle, 2007, p. 4) 

Grounded theory has three phases: data collection, coding, and analysis. These 

phases are in turn bounded by a method called the constant comparative method. The 

constant comparative method is merely the process of continually evaluating the data (or 

incidents) for novel emergent patterns based on new categories and subcategories 

identified during the research process (Glaser & Straus, 2008, p. 105). If, for example, a 

researcher fails to find a pattern, the researcher may look to similar phenomena for clues 

or increase the sample size or change some aspect of the purposive sampling method in 

order to identify such patterns. Grounded theorists typically look for structural 

conditions, consequences, deviances, norms, processes, patterns, and systems (Glaser & 

Straus, p. 18). The purpose of this process was to categorize and code specific data or 

incidents using memos to record insights during the categorizing and coding process. As 

the process unfolds, the theory is delimited based on parsimony and scope (applicability). 
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The goal is theoretical saturation where new aspects fail to emerge from the data (Glaser 

& Straus, 2008, p. 111). 

Methodology Rationale and Appropriateness 

 

Previous research (Lhotak, 2009), integrated new findings in neuropsychology 

into methodological analyses and critically assessed the present state of the Laffer 

literature methodologically including an examination of emergent research methods and 

opportunities. This research found that researcher bias was an innate quality of the mind 

that was predominantly subconscious, imperceptible by the researcher, and 

uncontrollable. Hence, quantitative research often fails to live up to its idealized 

standards (e.g., Glaser & Straus, 2008, p. 7 on academic silos and gatekeepers). 

This notion of bias explains why many researchers can infer different 

interpretations from the same data set. Quantitative data are just a special case of 

qualitative data. Even the distinction between deductive and inductive reasoning has been 

rendered theoretically dubious by modern neuropsychology (Lhotak, 2009). These 

processes are completed concurrently within the same region of the brain (Lhotak, 2009). 

This result does not mean that quantitative methods are not useful and viable options for 

the purposes of falsification, description, and verification. It means that, for the purposes 

of theoretical development, these qualities are insufficient (Glaser & Straus, 2008, p. 9; p. 

185). Glaser and Straus called this idea “theoretical sensitivity” (meaning thinking 

theoretically). 

Theoretical thinking is different. For example, Glaser and Straus argued (2008, p. 

170) that researchers should abandon the “illusion” that only certain principal topics are 
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relevant to an inquiry. The journey to understanding the Laffer curve led from an 

economic lens to microeconomics, anthropology, sociology, psychology, cognitive 

neuroscience, neuropsychology, and neuroeconomics. Grounded theory is an exemplary 

tool for multidisciplinary work. Regardless of the conceptual problems intrinsic in 

qualitative and quantitative data, the main point of this study was theoretical development 

that emerged from the greatest degree of academic and theoretical diversity feasible. For 

example, research diversions (special emphasis) were designed to challenge traditional 

assumptions in order to obtain theoretical insights. In short, Glaser and Straus’s most 

powerful insight was that both types of data, qualitative and quantitative, are 

supplemental for the purposes of theory generation (2008, p. 18). 

General Methodological Approach 

 

Based on due consideration of the grounded theory literature, this study used the 

classic grounded theory approach with some necessary modifications due to the nature of 

the Laffer problem. Theoretical sampling consisted of the Laffer literature itself and 

because this literature was rather parse and dispersed, some important tangential 

literatures such as economic growth theory were included. The idea was to begin with a 

broad and diverse a group of literature (specifically including demand-side and supply 

side perspectives) in order to capture the important categories, subcategories, and 

relationships. Open coding was designed to discover important relationships and 

directions from the literature. 

The open coding phase focused on the conclusions of the research and any 

relevant themes. This process was intended to avoid the injection of researcher bias. 
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Axial coding was based on reification of these data in several stages designed to address 

research gaps. Most of the Laffer literature avoids questions regarding assumptions and 

theoretical issues entirely. Consequently, the Nobel Prize literature and the prize-winning 

podcast Econtalk were used to place the Laffer curve literature within its proper 

theoretical context. This debate is largely ignored by present economic textbooks. It is 

neglected by the Laffer literature. Econtalk (available at http://www.econtalk.org or 

http://www.itunes.com) interviews Nobel Prize winning economists, professional 

economists, and many specialists such Milton Friedman, Michael Spence, Gary Becker, 

Vernon Smith, and Robert Barro. Debate was faithfully represented. The interviewer 

forced authors to defend assertions and assumptions, unlike in a book or journal article. 

Within such a debate, not only was the content of an absolutely flawless caliber, 

but voice inflections, pauses, and other mannerisms gave valuable insights to the listener 

that were not available in a standard scholarly debate. In essence, the Nobel Prize 

literature represented the best that economic theory has to offer, whereas Econtalk 

provided theoretical depth as well as contextual information. This information was used 

to challenge the Laffer literature directly with the intent of teasing out the theoretical 

complexity of the Laffer relationship. The idea was to bring the breadth of the Laffer 

literature, provide the appropriate level of depth via economic theory (necessary to 

conceptualize the complexity of the problem) and unify the result with the findings of 

modern neuroscience. This approach parallels Wells (1972) approach of synthesis, 

meaning the “relating or joining different analytic levels” (p. 313). 
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A Unique Approach to Grounded Theory 

 

I view grounded theory as a general methodology and not a qualitative one. Three 

potential problems emerged from grounded theory with respect to its acceptance as a 

genuine research methodology: problem areas are intentionally vague, there are no 

research questions, and a detailed research methodology section is not required, because 

grounded theory is a general method (Xie, 2009, pp. 41-43). In this study, these 

objections were overcome by the credibility of the work, by full-disclosure of biases, and 

by fair-representation of any problems that emerged within the research process. 

Ultimately this study represented a dual challenge: the challenge of the research 

topic itself and the challenge of applying grounded theory in a new way. Zbaracki (2007) 

was one of the first to specifically postulate that grounded theory was appropriate for the 

analysis of economic theory and data (specifically with respect to price theory). This 

conclusion was based on the observation that many measurement problems cannot be 

resolved by traditional econometric analysis because many factors are unobservable. 

Many economic actors do not engage in behavior predicted by economic theory. 

Ironically, Zbaracki suggested that the answer to this challenge was both neuroscience 

(i.e. complex cognitive systems) and grounded theory. Zbaracki (p. 566) stated: 

Grounded theory can get at those complexities in a manner that can improve 

economics on its own terms, much as behavioral economics seeks to do. Of 

course, a grounded theory approach may ultimately push us past economic theory 

into another, perhaps more sociological, realm. 
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Zbaracki used a limited application of grounded theory in his work to prove the point. 

This study will take up that challenge where Zbaracki left off. However, the result could 

be what Xie (2009, p. 45) called a compromised grounded theory proposal: compromised 

to meet educational program requirements. 

Research Questions 

 

The grounded theory methodology used in this study was intended to answer three 

questions. First, what are Laffer effects based on theoretically, and if they exist, how do 

they manifest?  Second, what are the implications of Laffer curve theory 

methodologically as well as ideologically? Finally, can the supply side and demand-side 

approaches to the problem be reconciled by a unifying theory? 

Several guiding questions and delimitations were used in this study and were 

meant literally. These questions and ideas were kept in mind during data analysis. The 

purpose of these questions was to focus the researcher on what is important as well as to 

stimulate novel ideas. The first questions and delimitations were subjective based on 

researcher preferences. However, the second and third sets of questions derived from a 

subject matter expert on grounded theory. It is important to note that it was impossible to 

address every question to every piece of literature. These questions and delimitations 

were only guides that had a life only in the researcher’s frame of mind. These questions 

and delimitations provided a good framework for overviewing the literature in an 

objective and thoughtful manner. However, no degree of thoughtfulness can totally 

overcome researcher bias because bias is an innate quality of the mind. These questions 

and delimitations were designed to encourage the conscious disclosure of researcher bias 
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during the research process by means of the constant comparison method. The main focus 

of Charmaz’s (2006) questions appeared to be the examination of researcher motivation 

within the scholarly literature itself. Note that this problem was one of the main 

justifications for the use of academic podcasts. 

Researcher’s Guiding Questions and Delimitations 

 

 Focus on theory. 

 No theory is sacred. 

 Focus on assumptions. 

 If some causal variables and relationships are accepted while others are 

rejected, why? 

 Focus on causal variables and explanatory relationships.  

 What is the historical trend in the research? What is the big picture? 

 What does traditional economic theory suggest? What alternative theories 

emerge if traditional economic theory is unreasonable? Can alternative 

theories be reconciled to one another? 

 What multidisciplinary approaches would be useful to explain the theory? 

 What basic processes are involved?  

 What motives are suggested by the rhetoric? Symbolism? 

Charmaz’s 2006 Questions 

 

The following questions regarding the informational content of extant texts are 

quoted directly from Charmaz (2006, pp. 37-40):   

 What are the parameters of the information? 
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 On what and whose facts does this information rest? 

 What does the information mean to various participants or actors in the scene? 

 What does the information leave out? 

 Who has access to the facts, records, or sources of the information? 

 Who is the intended audience for the information? 

 Who benefits from shaping and/or interpreting this information in a particular 

way? 

 How, if at all, does the information affect actions? 

The following questions regarding the processes that shape extant texts are quoted 

directly from Charmaz (2006, pp. 37-40): 

 How was the text produced? By whom? 

 What is the ostensible purpose of the text? Might the text serve other unstated 

or assumed purposes? Which ones? 

 How does the text represent what its author(s) assumed to exist? Which 

meanings are embedded within it? How do those meanings reflect a particular 

social, historical, and perhaps organizational context? 

 What is the structure of the text? 

 How does its structure shape what is said? Which categories can you discern 

in its structure? What can you glean from these categories? Do the categories 

change in sequential texts over time? 

 Which contextual meanings does the text imply? 

 How does its content construct images of reality? 
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 Which realities does the text claim to represent? How does it represent them? 

 What, if any, unintended information and meanings might you see in the text? 

 How is language used? 

 Which rules govern the construction of the text? How can you discern them in 

the narrative? How do these rules reflect both tacit assumptions and explicit 

meanings? How might they be related to other data on the same topic? 

 When and how do telling points emerge in the text? 

 What kinds of comparisons can you make between the texts? Between 

different texts on the same topic? Similar texts at different times such as 

organizational annual reports? Between different authors who address the 

same questions? 

 Who benefits from the text? Why? 

Data Collection, Analysis, and Role of the Researcher 

 

 The data collection process was a continuation of the same process used by the 

literature review. Selection began with peer-reviewed economic articles and expanded as 

needed to achieve a comprehensive state of understanding of whatever theoretical 

construct was under examination. The only selection criterion for the data was its 

relevance to the Laffer curve theoretically and to the questions at hand. The resulting data 

were analyzed thematically, factually, and theoretically through the constant comparison 

method. In accordance with the grounded theory method, supplementary data followed 

the needs of the initial and subsequent axial coding results as required. In short, the data 

collection process proceeded under the requirements of grounded theory that follows. 
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Theoretical Sampling and Sampling Error 

 

Theoretical sampling is a method used to choose a group of subjects (i.e., data) to 

compare for the purpose of identifying categories in the data. This process ideally leads 

to pattern recognitions that can be embodied in a novel theoretical construct or unifying 

theme. In simpler terms, Corbin and Strauss (2008) called this process “gathering data 

based on concepts” (p. 57). Importantly, where the initial theoretical construct comes 

from is not a critical issue. As Creswell pointed out, the first theory is only tentative (p. 

241). 

Theoretical sampling uses abductive inference (Charmaz, 2006, p. 104) that 

considers all possible theoretical explanations, forms hypotheses for each, and pursues 

the most likely explanation based on the data. Breckenridge and Jones (2009) pointed out 

that this process was not a “clean” process and that its execution is “largely illusive and 

inconsistent” (p. 114). The logic of theoretical sampling is that it is directly related to the 

needs of theoretical development. A researcher does not know in advance what sample 

(or data) is important so flexibility is the rule. Where a researcher chooses to begin, is 

subject to the absolute discretion of the researcher because the goal is to generate theory 

that can be tested after its generation. The fundamental point of theoretical sampling is 

that it uses emergent theoretical questions to formulate additional questions that in turn 

can be used to find new data (i.e. literature) that address those theoretical issues (Corbin 

& Strauss, 2008, p. 197). Theoretical sampling is merely a mechanism that can be used to 

tease out theoretical relationships, a completion point called theoretical saturation. 
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 The population (the literature) and the sample (each piece of the literature that is 

analyzed) used in this study were purposive, not random. Sample selection was made 

based on the applicability to the Laffer curve problem or the particular problem at hand. 

Random sampling is inappropriate in grounded theory if the literature itself is biased. 

Because the purpose of this study was theoretical, the literature itself was reviewed 

mainly with the idea that diversity of thought would give the researcher the best chance 

to find an integrative theory. The all-is-data approach meant that the literature was not 

strictly limited to documentary evidence. Given that other sources such as audio podcasts 

were included in the analysis, how did the researcher approach data creation? The sample 

ended when either a novel theoretical construct emerged or the literature was saturated. 

Each sample was incorporated into a complex memo system. 

Discrepant Cases 

 

The inclusion of discrepant cases was critical to the success of this study because 

it was critical in order to develop a comprehensive conceptual framework to explain the 

data. Theoretical development was reliant on the theoretical diversity in the literature 

itself. It was impossible to predict when and where theoretical insights emerged. By 

including discrepant cases in the data, I hoped that the chances for theoretical integration 

and discovery could be increased. 

Memos and the Data Generation Process 

 

Memos are insights of the researcher obtained during the coding process. 

Typically memos read something like a first-person narrative such as, “I respond to ‘x’ 

with ’y’ that leads to conclusion or insight ‘z.’” This study incorporated memos into the 
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analysis as needed. In this manner, readers can easily follow my reasoning process 

(Corbin & Strauss, 2008, call this process “bringing process into the analysis”). 

Additionally, the transition between details and conceptual analysis was explicit 

whenever possible; the researcher focused on novel problems. What emerged from this 

process was a comprehensive theoretical discussion: the story of the Laffer curve. 

In view of the complexity of the Laffer literature, the justification for the creation 

of memos was not to create a database. The entire point was to use a database or any 

other technological tools to aid the researcher with theory generation. This approach 

meant that memos served two purposes, the most important of which was to aid in the 

relocation of relevant data specifically for use in the constant comparative method. The 

second purpose of memos was to aid in interpreting the literature and in some instances 

responding to the literature with theoretical insights. 

This process was completed while reading or listening to the literature itself. In 

some instances, the form of memos was merely highlighted texts or notes summarizing 

audio podcasts. In other instances, memos were marginal notes or summations completed 

by the researcher. These types of memos were included in Microsoft OneNote. OneNote 

allows researchers to not only print a document into a spreadsheet for easy location but 

also it allows the researcher to organize and reorganize that information as needed. This 

capability was helpful because the grounded theory process is highly adaptive. 

There are three additional features of Microsoft OneNote that were critical for the 

purposes of memo creation. First, texts can be highlighted as needed. Second, comments 

can be inserted. Third and most importantly, not only are the texts of the literature printed 
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into OneNote searchable but also the researcher’s comments are searchable. Many of 

these same features can be scanned into OneNote. This capability is important because 

entire books can be scanned and printed into OneNote with researcher comments intact. 

When scanning into OneNote was impractical, textbooks were highlighted when 

reviewed and comments were located within the texts. 

Memos were transferred to blank pages of the book with page number references. 

Additionally, textbook formats aided in information location by means of contents pages 

and indexes. As a final control, a Microsoft Excel spreadsheet was created containing a 

brief summation of the literature, its themes, findings, and relevance to the Laffer curve. 

The purpose of the process was for the researcher to be able to easily relocate information 

during the analysis. In effect technology was used to help the researcher manage 

complexity. 

Coding 

 

Open coding (what is important) is the method used to categorize and 

subcategorize the initial data set. Corbin and Strauss (2008, p. 160) initially suggested a 

brainstorming approach. Corbin and Strauss subsequently specifically stated (p. 198) that 

open coding and axial coding “go hand-in-hand” as distinguished from separate 

processes. The purpose of distinguishing open coding from axial coding was only to 

describe how data were first dissected and then reconceptualized. 

Axial coding, that is what relationships are indicated, is a second-level attempt in 

this process (Charmaz, 2006, pp. 60-63). The researcher reorganizes the initial categories 

and subcategories including properties and dimensions. The researcher looks for 
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emergent patterns that can be used to develop a theoretical construct (i.e., framework). As 

Breckenridge and Jones (2009, p. 115-116) pointed out, this process identifyies 

relationships with the goal of saturation where no new insights emerge from the data. 

Breckenridge and Jones noted that saturation means that the theory is sufficiently 

complete to be tested (p. 120). It does not mean complete coverage of the data. The 

purpose is to explain as much of the variation in the data as possible as flexibly as 

possible. What was unique about this study was that axial coding was designed 

specifically to first, expand the context of the initial data by examining current theoretical 

debates, and second (and most importantly) to assess the utility of a multidisciplinary 

approach to the result. 

Open coding and axial coding began during the literature review process. The 

literature was presumed to embody the central ideas that would be analyzed in chapter 4. 

Axial coding, in contrast, began with the literature review, but it did not end with the 

literature review. Consequently, as the researcher identifies theoretical gaps or 

weaknesses, the researcher opens new avenues of literature to address those needs in 

theoretical terms. The purpose of both open coding and axial coding is to identify a 

selective coding mechanism based on, and building, on the various stages of open and 

axial coding to create an explanatory theoretical construct based on the data. However, 

“based on the data” means that the theoretical construct emerged within an analysis of the 

literature as it expanded to resolve theoretical problems or gaps. Selective coding 

(causality story or chain of events) is the process of creating a “story” that unifies and 

explains a specific set of propositions (i.e., the Laffer literature) regarding sub-variable 
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relationships. The purpose of selective coding was broader because the purpose was not 

only to explain the Laffer curve but also to explain the Laffer literature in all its 

contradictions and variety. This variety included distributional justice as well as 

utilitarian constructs. In a perfect world, it would explain the differences in economic 

theory that many of the Laffer curve problems were based upon. This point was the 

saturation point that this study sought to attain. 

Saturation and Conclusions 

 

Grounded theory is an iterative process that continues until the data are 

sufficiently saturated to generate the new theory. The emergent theory begins with a 

coding paradigm that specifies the logic of the central idea and its relationships (i.e., 

boundary conditions, causal factors, aggravating factors, mitigating factors, or 

confounding factors) with other variables. Grounded theory is used to analyze these 

factors for strategies of action, interactions, and consequences. The emergent paradigm is 

typically part of a psychosocial context. The theory that results is grounded in the data 

and is testable by future research. Grounded theory research is difficult because it 

requires a researcher to set-aside prior conceptions and theoretical predispositions in 

order to find emergent patterns of concepts and propositions. There was no guarantee of a 

successful outcome. 

Credibility (Reliability and Validity) 

 

 In the context of research, reliability and validity are primarily concerned with the 

measurement of data, not theory creation. Valid research measures the phenomena it is 

intended to measure. Reliable research measures such phenomena consistently. Concepts 
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such as internal validity (conclusions reflect study results), external validity (conclusions 

are generalizable), and construct validity (system accurately portrays relationships) are 

appropriate to quantitative research. Leedy and Ormond (2005, p. 100), for example, 

reported that many qualitative researchers argue that these concepts are irrelevant to 

qualitative data and that several concepts, such as credibility, dependability, and 

confirmability are appropriate. For the purposes of this study, credibility was by far the 

most appropriate concern. Credibility is the subject that this section addresses. 

Accuracy 

 

Glaser and Straus (2008, p. 188-189) described an accuracy problem in grounded 

theory. Specifically, because grounded theory uses secondhand data, the subsequent use 

of secondhand data in description and verification is problematic. However, these 

problems do not apply to theory generation; they only apply to traditional methods. 

Corbin and Strauss (2008, p. 42) made and important point: Reliance on the technical 

literature can hinder the process of grounded theory when it stifles researcher creativity. 

This criticism is legitimate; however, it applies to all scientists regardless of literature 

biases and limitations merely because researchers never begin their work tabula rasa. 

This point is a fundamental finding of modern neuropsychology. This is consistent with 

Leedy and Ormond’s (2005, p. 133) observation that the researcher is an instrument in 

qualitative research. Accuracy was important to this study, not regarding theory 

generation itself, but in its faithful representation of the literature. This accuracy was 

especially important because it is from the literature (the data) that the fundamental 
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categories and descriptions derive. Many grounded theory researchers oppose the process 

of a literature review. 

However, this study is different because it was not trying to use a narrow set of 

data to identify patterns. Instead, an extremely complex set of comprehensive data were 

used to generate theory. This approach has not been used before. The literature review is 

the data. More accurately, the literature review is where the data begins. As a result, 

accurate portrayal of the literature was critical. It was subject to a high degree of 

researcher error, especially in its earlier iterations. I attempted to control for this problem 

instrumentally. Because the focus was on the identification and subsequent 

reidentification (recall) of relevant information, the references lead to the actual literature 

texts or soundtracks. This process forced me to double check the data as needed and 

improved accuracy. Additionally, Leedy and Ormond (2005) made two outstanding 

suggestions that were used to increase credibility: thick description and feedback (p. 

100). The intent of these measures was to decrease problems of misrepresentation 

specifically with the hope that such measures would lead to a plausible theory, if one 

could be divined. 

Assumptions 

 

 One major barrier to accuracy was insidious: the divination of assumptions. One 

of the major problems of the Laffer literature was an utter lack of discussion on boundary 

conditions and assumptions. In some instances, while attempts are clearly made to 

address these issues in a model, the methodological assumptions embodied in various 

economic schools of thought remained undisclosed and unspecified. All researchers do 
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not speak the same language. This problem went beyond problems of assumptions. It was 

critical to the success or failure of this study because failure to understand such 

perspectives fundamentally and unpredictably distorted the data. A seemingly small error 

in understanding the substantially unstated assumptions could destroy the credibility of 

this research. 

Instrumentation 

 

The instrumentation used was Microsoft OneNote and Microsoft Excel. Besides 

the researcher’s organizational skills, reliance on technology played a pivotal role in this 

research and helped establish credibility. The Microsoft Excel spreadsheet and the word 

search functions in Microsoft OneNote were fallback positions used to reacquire memos 

and concepts. While this software was an excellent tool, these technologies were in their 

infancy. Consequently, they were not 100% effective. Not only must the researcher recall 

the terminology used, but the researcher must be able to predict alternatives terminology 

when word searches fail to provide the needed results (i.e., a particular memo or concept 

in the data). This software tested the use of and limits of such technology in the 

enhancement of a researcher’s ability to conceptualize complex phenomena. 

Falsification 

 

One of the major goals of this study was to postulate a theory that was falsifiable. 

This problem is perhaps the largest problem with economic theory in its current stage of 

development. Economic theory, perhaps even the preponderance of economic theory, is 

true by definition and not falsifiable. Assuming that a theoretical construct is achieved, an 
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assumption that was unknown at the beginning of the process, the ultimate test of the 

credibility of this study will be subsequent attempts at falsification. 

Ethical Considerations 

 

 Because the purpose of the grounded theory methodology was theoretical 

development, and because the data consisted primarily of textual analysis, ethical 

considerations were marginal. However, ethical considerations were paramount. In 

essence, the researcher must impartially characterize the data. While some degree of data 

distortion in such a complex topic was inevitable, I made a good faith effort to faithfully 

represent the data. When uncertainty prevailed, this uncertainty was expressed by the 

appropriate language. In short, I did not impose personal views on the data. Personal 

views are, however, a natural part of theory construction. I started from the point of view 

that the research was correct unless theoretical developments revealed otherwise. 

 There was an ethical component of this research that challenged me at each and 

every point in the research process. A researcher has no control over the interpretation or 

use of their theoretical developments. This theme is persistent in the Nobel Prize 

literature. There is a danger here in that just because a construct appears valid; it does not 

necessarily follow that such construct should be used for the purposive manipulation of 

an economy. The law of unintended consequences is beyond the control of any 

policymaker. Historically, the proposition that economic forces are subject to 

manipulation for good and malicious purposes was foremost in my mind. Government 

failure may be more probable than market failure. This study represented an attempt to 
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understand the underlying forces behind the Laffer curve in order to mitigate that 

possibility. 

Summary 

 

 In chapter 3 I discussed the grounded theory methodology used to study the 

Laffer problem. I placed special emphasis was on how I actually conducted the study. I 

included a discussion of methodological rationale and its appropriateness, a discussion of 

some guiding research questions used in the analysis, and a discussion of the 

methodological implementation that emphasized my role in the research. I also examined 

credibility and ethical considerations of using the methodology. In chapters 4 and 5 I 

present the research results and a summary. 
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Chapter 4: Results 

 

Introduction 

 

 The first three chapters of this study constituted a research proposal. Chapter 1 

introduced the Laffer curve, its importance, and identified a specific research problem: 

that is, theoretical weaknesses based on a historical debate between warring schools of 

economic thought, warring schools of methodological thought, and warring ideological 

predispositions based on the competing goals of distributional justice and utilitarianism. 

Chapter 2 consisted of a comprehensive review of the Laffer literature from its historical 

antecedents to its major characteristics, modern developments, theoretical bases, and 

thematic trends. Chapter 3 contained a proposal for new approach—the all-is-data 

grounded theory methodology—to reconcile these difficulties within one unified 

framework; a grand unification theory. The final two chapters of this study, in contrast to 

the research proposal, represent the research outcome and analysis. In chapter 4 I build on 

the research proposal and discuss the results, in this case an emergent theoretical 

construct. Chapter 5 includes a summary the important points of the study, an 

interpretation of the findings, a reflection on the process, a discussion the implications for 

social change and policy development, a recommendation for further research, and strong 

conclusion. 

 This chapter presents the research results: a novel theory that places the Laffer 

curve within a more complete evolution-based, psycho-social economic theory. This 

theory goes beyond the dominant conception of the individual as a static, abstract, and 

exogenously reacting price-taker based on simple rational self-interest, utility and 
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marginal analysis. In its place, a dynamic theory that embodies temporal considerations, 

individual change, and social change based on previous experience, current conditions, 

and future expectations is presented. 

An important consequence of the theory is that it works independently on both 

individual and institutional levels. Before the theory is presented formally, some 

preliminary methodological issues will be addressed. For example, the process of 

grounded theory generation as it unfolded, that is, the emergence of the theory from the 

Laffer literature as the initial data set reified by additional data generated via the 

grounded theory process is discussed. This discussion will include the data collection and 

generation processes as well as tracking systems and evidence of quality. Once the 

methodological context is specified and described, the finding called the opportunistic 

expectations model (henceforth the Min-OP model) is presented formally. The initial 

theoretical implications of the model will be discussed within the context of the research 

questions: What are Laffer effects based on theoretically, what are the implications of the 

Laffer curve methodologically as well as ideologically, and can this new theoretical 

approach reconcile supply side (utilitarian) and demand-side (distributive justice) 

approaches? This initial discussion expands to include the implications of the theory, the 

major patterns, theoretical relationships, and themes. 

Based on this foundation, the most important element of this chapter tests the 

power of the theoretical construct to resolve critical theoretical and methodological 

problems with economic theory. This section is intended to provide the theoretical basis 

to resolve the various debates regarding the warring schools of economic thought as well 
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as the ideological and normative debate between utilitarianism and distributive justice. 

The main finding is that the Min-OP model can be adapted constructively for use within 

the various economic schools of thought and that the model provides a solid foundation 

for a unified school of economic theory that embraces both complexity and temporal 

change. The Laffer curve is explained by the Min-OP model. The chapter concludes with 

a discussion of additional implications of the theory and alternative explanations. 

Data Collection and Generation 

 

 Grounded theory would not be grounded theory without data. Because the 

purpose of this study was to develop theory, the focus of the literature review was 

theoretical, in contrast to empirical. As a result, the most important aspect of the study, 

data collection, was taken seriously by emphasizing the constant comparison method, as 

discussed in chapter 3. In this section I discuss how the data generation proceeded from 

broad open coding based on perceived importance and relevance, to a complex axial 

coding based on theoretical reconceptualizations and emergence. This process was not 

linear; many paths were traveled as necessary to understand the Laffer literature in 

broader contexts or in increased detail. In this section I discuss the processes of initial 

coding, axial coding, and memo creation and utilization. 

Initial Open Coding (see Appendix C) 

 

 Initial coding was made intuitively in accordance with a traditional literature 

review as described in chapter 3. Survey textbooks and peer-reviewed literature were 

obtained. From these, additional seminal articles and texts were identified and obtained. 

The literature review began with limited knowledge on the part of the researcher. Glaser 
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and Strauss (1967/2008), the cofounders of grounded theory, argued on the value of this 

point. On one hand, a blank slate could increase the chances of theory generation; on the 

other hand, special knowledge could focus the research. This project began with a thin set 

of preconceived ideas. As a result, the first coding categories of what appeared important 

in the literature were obtained from a sense of a first reading of the literature. The 

categories were imperfect. This set of 28 initial codes was foundational (see Appendix 

C). From these initial categories a sense of understanding began to emerge. It became 

clear as time progressed that many of these initial categories were problematic or poorly 

conceived. Hence, the process of reviewing the literature and coding important ideas was 

a continuous one. It was not a linear process. 

Axial Coding (see Appendix D) 

 

Constant comparison guided my efforts. This approach justified any and all 

diversions, for whatever reason. In many instances, the diversions were required to 

address my intellectual deficiencies. Because the goal was theoretical development, 

triangulation was not necessary. Triangulation would have been a barrier to theoretical 

development because I would have forced the theory into the solitary confinement of 

narrow assumptions. The only assumption, then, was that there should be no assumptions. 

This assumption enabled the incorporation of an intentionally multidisciplinary 

effort. Actual debates were a prime source used to identify and locate research problems 

and gaps. The largest barrier to achieving this objective was the location of debate. The 

majority of the Laffer literature presented its findings within frameworks that were 

assumed to be true; little, if any debate existed. Part of this problem was probably due to 
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the limitations of space in academic journals. Regardless, most studies never disclosed 

their theoretical, methodological, and ideological predispositions. As a side note, it would 

be interesting to correlate research outcomes with researcher predispositions (historians 

often use their ideological lenses to explain history, see Woods, 2010). 

A secondary barrier to identifying research problems and gaps were related to 

limited knowledge of the researcher. This challenge was formidable and it required 

additional and extensive research. For example, methodologically, this limitation required 

attaining skills in game theory (e.g., Radaelli, 1998; Sutter & Weck-Hanneman, 2003), 

IS-LM analysis (e.g., Baxter & King, 1993; Bodenstein, 2008; Evans & Wank, 2008; 

Romer, 1990), and econometrics (e.g., Barro, Mankiw, & Sala-I-Martin, 1995; Brueckner 

& Saavedra, 2001; Gruber, 2008). 

Consequently, some of the axial coding process was devoted to this effort. The 

intuition behind this approach was that a functional level of understanding was a 

prerequisite to critically assessing the state of the Laffer literature itself. What began as a 

set of 28 categories quickly expanded to 108 (see Appendix D). Some diversions required 

only a small amount of effort in regards to expanding the literature review. Other 

diversions were major projects. Appendix E shows these 12 major categories ranked 

three ways: by time and effort expended, by importance, and by temporal sequence. 

Major research diversions to different literatures were necessary to understand 

critical aspects of the Laffer curve. These were extensive. Economic theory, for example, 

required a great deal of research. This research was critical to the success of the study. 

My experience in economics was limited. The first step was to review Samuelson and 
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Nordhaus’s (2005) seminal textbook, Economics. The second step was to begin a long 

process of emersion in economic theory using audio podcasts such as Econtalk. Despite 

its comprehensiveness, the Samuelson and Nordhaus textbook was thin on 

microeconomics and negligent of supply side economics. Diversions into 

microeconomics began with Perloff’s (2007) seminal textbook, Microeconomics, 

Salvatore’s (2006) Microeconomics, Dowling’s (2001) Introduction to Mathematical 

Economics, Simon and Blume’s (1994) seminal book, Mathematics for Economists, 

Keen’s (2004) book, Debunking Economics, and the entire body of the Nobel Prize 

literature. Research diversions were time intensive. 

Axial coding was an emergent process. These diversions were all necessary for 

me to fully grasp and conceptualize the theoretical foundations of economic theory as 

embodied in the Laffer curve. It is understanding that defines theoretical development, 

not merely description or empirical observations. As a result, the process of axial coding 

was dynamic and time consuming. 

Memos 

 

 One of the hardest things to achieve was a system of memos that could be used 

specifically for constant comparison. In effect, memos are the data, but they are more 

than just data. Memos consisted of important ideas and themes throughout the literature 

as well as my comments, intuitions, and critiques. Because the memos contained my 

opinions on sensitive topics, these memos were kept confidential. 

The most difficult challenge of memoing was not the creation of memos per se; it 

was the translation of memos into a form that could be used for constant comparison. The 
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main goal of memoing procedurally was to make the relocation of information as easy as 

possible. This need for comparison resulted in the consolidation of memos thematically 

in one place so that I could recognize larger patterns in the data and examine various 

codes in-depth by the constant comparison method. Memo construction began as an ad 

hoc process necessary for the literature review and expanded as diversions came up. 

Technology provided the answer to procedural problems. 

Tracking Systems 

 

 Memos are the heart and soul of grounded theory. In all probability, the 

credibility of this study hinges on the quality of, and use of, its memos. In that spirit, 

memos are just a beginning, a point of departure. Each memo under the all-is-data 

approach is merely a link to an important aspect of the literature. Ultimately, many 

memos are embodied in the literature itself. In order to ensure that certain memos are 

valid, they must link to a source document. 

The main problem with memos is errors. Errors are an aspect of faulty cognition 

(researcher) or a miscommunication due to poor writing or communication (literature), 

but they are nevertheless a part of the data. In order to combat this problem, that was 

vastly larger at the beginning of the project than towards its end, the goal was to provide 

for easy and to quick access to the source document from which, or at which time, the 

memo was created. In this way, if I questioned a particular memo, there was a trail to 

follow. In effect, error correction was part of the memoing process from inception. These 

three goals (consolidation, relocation, and error correction) were addressed by technology 
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with two products: Microsoft Excel (spreadsheet) and Microsoft OneNote (information 

management system). 

Microsoft Excel 

 

 The first tool that was developed to track and create memos was Microsoft Excel 

(2010, version 14, 64-bit). A spreadsheet was created (see Appendix F) that allowed for 

the creation of several types of memos: by the subject, by the method, by the conclusion, 

by the significance for Laffer, by the critique, and by the theme. Each data set was broken 

down by its source, an APA citation, in order to facilitate relocation. Some data, such as 

the Nobel Prize literature, were too complicated to use Microsoft Excel. Other literatures, 

such as the economic podcasts, were broken down thematically. The Excel spreadsheet 

was critical in consolidating memos; however, there were severe limitations. Relocation 

was still difficult using this method because the search function in Microsoft Excel is 

limited. These problems were resolved using Microsoft OneNote. 

Microsoft OneNote 

 

 Three capabilities within Microsoft OneNote (2010, version 14, 64-bit, see 

Appendix G) stand out as ideal for the purposes of grounded theory. First, electronic 

forms of the literature can be printed directly into a spreadsheet, which a researcher can 

highlight, memo, and critique as needed (documents can be scanned and added into the 

database). The entire Laffer literature became literally one or two clicks away from view. 

Within OneNote, these were organized by APA citation. Each “page” consisted of an 

entire document (or an entire book) with a running highlight and memo commentary as 

created by the researcher. Second, these texts are searchable in two ways: By default one 
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can conduct key word searches for any word in the memos, and by special request one 

can conduct key word searches of embedded documents (such as Adobe Acrobat Reader 

files). For example, if one seeks to locate “elasticity” in the various texts, a key word 

search will indicate not only each occurrence but also each separate document with that 

reference highlighted on the requisite tabs. In this way, information can be relocated 

among many works and many pages. This ability is a critical component of grounded 

theory: to compare different perspectives of different researchers. Finally, Microsoft 

OneNote can be used to store separate memos thematically by merely cutting and pasting 

information from the source into various categories (such as initial or axial codes). For 

example, a key point regarding elasticity can be pasted directly from the text or memo 

into the category on elasticity. This transference was accomplished in Microsoft OneNote 

by its ability to open several different notebooks concurrently, even using a second 

computer. Changes in any notebook automatically update in all notebooks as a shared-

document system. 

Complexity was made manageable by using a multimonitor system with five 

displays (see Appendix H). In this way, provided that the researcher transfers such 

memos topically as the research proceeds, at any time the researcher can compare all 

memos on that topic. As a side benefit, the memos created within Microsoft Excel can be 

pasted into each topical area as well. In the example of audio podcasts, the source 

remained a component of Apple’s iTunes software, but my notes and memos were each 

created under an APA tab for each podcast. Audio can be inserted into Microsoft 

OneNote, but storage and processing requirements became problematic resulting in 
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nefarious software instability. Memos were embedded within their source material and 

duplicated thematically for the purposes of constant comparison. Microsoft OneNote 

allows key-word searches in instances that sufficient memos were not transferred for such 

comparisons. In effect, tools for purposive error correction on the part of the researcher 

are built into the software. 

Discrepant Cases 

 

 Because of the power of Microsoft OneNote, discrepant cases are transferred into 

each data category so long as the researcher transfers such data. In this way, all 

discrepant cases are unavoidably included as part of the data. As this process was 

implemented, however, possibilities of error on my part were inherent. Because of the 

extreme scale and scope of the memos, ultimately transference of each memo to the 

associated code was inherently subjective, that is, my intuition controlled the significance 

of each memo with respect to each axial code. This problem was compounded by the 

subjective nature of memoing. To the extent possible, this problem was minimized by a 

conscious decision on my part to seek discrepant cases for inclusion. Such discrepant 

cases were transferred to the coding structure with no thought of the consequences for the 

various research outcomes as described by the literature. The only criterion was 

relevance. 

In other instances, axial codes were broken down into component aspects when 

necessary. This process was the primary manner that axial codes emerged. In the final 

analysis, I confronted each axial code in its entirety and analysis only began once the 

coding process was completed. As a result, during conceptualization or 
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reconceptualization, I had access to all the relevant memo data, including discrepant 

cases. If, in the process of conceptualization or reconceptualization, I identified some 

data as discrepant, I had the ability to relocate the source data to check for errors or 

additional information as needed to determine theoretical relevancy. In many instances, 

my cognition was found to be at fault. Consequently, data were recoded and memos were 

corrected. In other instances, these data were used to suggest axial codes. I made a 

conscious effort to include all perspectives in the analysis by means of the grounded 

theory methodology. 

This method had an unintended benefit; in some instances my misunderstandings 

were identified and resolved by this process. Theoretically, discrepant cases represent a 

theoretical gap or opportunity. In sum, discrepant cases were a major source of emergent 

axial codes. 

Evidence of Quality 

 

 In chapter 3 I argued that credibility is more appropriate to grounded theory than 

reliability and validity. Under this view, recall that accuracy, realistic assumptions, solid 

instrumentation, and a mechanism for falsification are required elements of credibility. 

Reliability and validity are important to future researchers of the Laffer curve in terms of 

testing theoretical insights. In a literal sense, the credibility of this study hinges upon 

future research. In order to address the credibility issue, technology was used as an 

instrumentational control. The quality was embodied in the research approach as well as 

its implementation. I proposed a model that is novel, simple, and elegant. The credibility 

of the theory is enhanced by its parsimony, explanatory power, and testable 
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consequences: consequences that should be distinctly different from those of the 

conventional utility maximization model. The credibility of the study becomes apparent 

based on its outcome, the emergent opportunistic expectations model that follows. 

The Emergence of the Opportunistic Expectations Model (Min-OP) 

 

 Theoretical emergence did not occur in the expected manner. It came not from an 

emersion in some axial code. Emergence did not come from one source at all. Instead, 

emergence was the result of a way of thinking that was the direct result of grounded 

theory as a process: constant comparison. What-if thinking (a traditional thought 

experiment) was the true source of emergence. The connection between grounded theory 

and theory generation was indirect. 

Based on the coding process and the literature itself, it became clear that the true 

source of the problem embodied in the Laffer literature was not from the Laffer curve as 

an economic phenomenon. The problem was economic theory itself, particularly as 

embodied by its simplifying assumptions. Many of these assumptions relate to the 

emergence of classical liberalism. An alternative to the classical liberal paradigm is 

called solidarism. This paradigm preceded classical liberalism and has special relevance 

for the Min-OP theory (see Waters, 1998, pp. 179-210). 

The main problem in the literature was not only that most assumptions were not 

specifically stated. It was that various researchers appeared to assume that individual 

researchers held to the same set of assumptions. Consequently, researchers either did not 

credibly discuss essential theoretical points, or they merely talked past one another 

stewed in a witch’s brew of strong and presumably ideologically based confirmation 



160 

 

 

biases. I had no historical conception of this strong and passive debate. Consequently, I 

found the literature inconsistent and theoretically lacking. It was the axial coding process 

that led to this discovery. A possible resolution of the Laffer literature and the plethora of 

issues regarding economic theory, methodological preferences, and ideological 

predispositions was found by a fundamental question. What if Adam Smith is wrong? 

What if utility is not being maximized? What if something else is being minimized? The 

lightning struck during an economic podcast (Roberts, 2010) during a discussion of 

opportunity costs. 

Samuelson and Nordhaus (2005) defined opportunity costs as “the value of the 

next-best use (or opportunity) for an economic good, or the value of the sacrificed 

alternative” (p. 746). The concept of opportunity costs is typically attributed to John 

Stuart Mill, Richard Cantillon (theory of intrinsic value), Fredrich von Wieser (called, 

Wieser’s law) or Carl Menger. The first use of the term “opportunity costs” was in David 

Green’s seminal 1894 article entitled “Pain–costs and Opportunity Costs” (e.g., Cwik, 

2009, July). The use of the term “pain” is significant in that it relates opportunity costs to 

the social economist’s view of resource utility. Waters (1998, p. 198) would call pain 

reduction the minimization of regrets. 

What if what appeared to be the maximization of utility was more accurately the 

minimization of long-term opportunity costs (hence, Min-OP model)? What if economic 

actors take advantage of social institutions and psychological processes to minimize their 

long-run opportunity costs (or long-run sacrifices)? This approach would have the effect 

of placing them in the best position possible to take advantage of future opportunities; all 
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opportunities that could emerge! The opportunistic expectations model may be 

evolutionarily selective. In alignment with the conservation of energy (a recognized 

phenomenon in neuropsychology), what if economic actors are opportunistic in the long 

run (hence, opportunistic expectations model)? Such processes need not be conscious and 

may be the mechanism that psychological and sociological processes evolved in the first 

place. This theory has the advantage that it has fundamentally different consequences 

than the utility maximization model; differences that should be testable in neurological 

and economic terms. My first impulse was to dismiss this idea. However, the more I 

considered it, the more reasonable it became. 

Findings 

 

The following section includes a specification and discussion of the Min-OP 

model. The Min-OP model is used to explain the Laffer curve and address the research 

questions. This section uses the Min-OP model to resolve some of the most prominent 

issues regarding economic theory and discuss the possibility that the model could 

reconcile the war between various schools of economic theory. This section tests the 

Min-OP by applying it to a body of literature that is causally related to the Laffer curve. 

Finally, this section analyzes the implications of the Min-OP model to some of the 

important Laffer literature themes. 
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Demand-side

 Distributive justice

 Filters out the market
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network 
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Supply-side

 Utilitarianism

 Filters out the 

government

 No psycho-social 

network 

acknowledged
Laffer curve-

based tax 

policy
 

Figure 3. The Min-OP model. 

 

Model Specification 

 

The Min-OP model postulates that the process of cognition in a social context 

(i.e., the psycho-social network) results in the minimization of future opportunity costs. 

Opportunity costs are something that is given up; an opportunity lost because of an action 

choice. Consequently, the classical idea of utility maximization should be replaced by 

opportunity cost minimization. Neither demand-side nor supply side economics 

approaches acknowledge the psycho-social network (Figure 3). Under the Min-OP 

model, the psycho-social network explains the Laffer curve peak as an inflection point 

that balances the forces of the market with the forces of government. This simple and 

parsimonious model has high-explanatory power that is examined later. 

Defining the Min-OP model and describing the process that it entails is two 

distinctly different activities. The Min-OP model, at its core, postulates that the 

evolutionarily selective outcome of the brain processes and cognition is the minimization 

of future opportunity costs. The process itself is largely unknown and speculative. 

Drawing the Min-OP model as a process is literally equivalent to drawing how the brain 
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functions. The present state of cognitive neuroscience and neurology are not currently up 

to this challenge. This result is because, while a great deal is known, current technology 

is unable to distinguish functional and structural relationships between various brain 

regions except in very crude terms. This process has implications for many areas of 

research; but the focus here is confined to economic action in order to resolve the 

research questions and the Laffer curve. 

Appendix K has the description of how the Min-OP model as a process may 

operate. An important feature of this model is that it shows how valuation is made within 

the psycho-social context (seen here with feedback loops). The process begins with an 

economic decision-maker with a given set of initial conditions. From this initial set of 

conditions, the valuation process begins. Under some conditions, such as threat 

conditions, the first (i.e. crude) measure of valuation becomes the basis of the final 

economic decision (this may be autonomous). However, in other conditions, the process 

of valuation continues within the context of the psycho-social network. 

This valuation process occurs in three temporal stages. First, past experience with 

the psycho-social network is used to reevaluate the value of hypothetical future economic 

outcomes. Second, the present condition of the psycho-social network is used to 

reevaluate the value of hypothetical future expected outcomes. Third, future expectations 

of the psycho-social network are used to reevaluate the value of hypothetical future 

expected outcomes. This process considers the impact of decisions on the psycho-social 

network itself as part of the valuation calculation. From this process, three distinct 

matrixes of opportunity costs (past, present, and future) are minimized separately. These 
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three opportunity cost minimizations are then reconciled into a final opportunity cost 

minimization that embodies aggregate temporal and psycho-social considerations. 

This final calculation considers the impact of decisions on the psycho-social 

network itself. Based on this information, a final economic decision is made. 

Theoretically, this process should place the economic actor in the best possible position 

to take advantage of future opportunities because the total long-term opportunity cost 

(costs of forgone opportunities) of the matrix of future possible outcomes is minimized 

and because the psycho-social network itself is reinforced. 

General Implications for the Laffer Curve 

 

 The main implication for the Laffer curve is that under the Min-OP model, 

temporal considerations, information, and psycho-social systems are embedded into 

economic decision making as a unified process. Classical utility theory can be viewed as 

a special case of the Min-OP model, so in some instances economic decisions may be 

given deference to short-term (i.e. survival) considerations depending on the nature of the 

incentives involved. In such instances, utility appears to be maximized. However, in other 

(perhaps even the majority of) economic decisions, medium-term and long-term 

considerations may dominate in order to place an economic actor in the best situation to 

survive errors in short-term economic judgments thereby reducing future opportunity 

costs. 

The psycho-social network provides a defense mechanism (or safety mechanism) 

for short-term errors in judgment (that could, for example, be related to information 

problems or errors in cognition) that absent such psycho-social network could be fatal to 
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survival. Incentive effects are by nature embodied in decision-making processes 

specifically regarding responses to tax rate changes. Incentive effects are assumed by the 

Min-OP model and, most importantly, incentive effects are the adaptation mechanism. 

The main consequence for the Laffer literature is that such incentive effects are broad and 

intrinsic, even more than the Laffer curve’s staunchest supply side proponents would 

argue. On the other hand, Laffer opponents, based on a Keynesian (demand-side) 

perspective, would find that entire new classes of variables may be subject to purposive 

manipulation to positive economic (i.e. employment and distributional) effect under the 

Min-OP Model. 

Under the Min-OP model, economic decisions such as to evade or escape taxation 

could be viewed as threat responses to short-term survival based on physical states of 

relative duress. For example, dopamine’s role in pleasure and the amygdala’s role in 

emotional processing may be involved in heightened states of awareness that correlate 

with duress. The initial state of an individual’s psycho-social support mechanism may be 

the determining factor regarding the actual decision to evade. Alternatively, economic 

decisions to evade or escape taxation could be viewed as strategic challenges in instances 

of comparative comfort and safety. 

The question is, where does the habitual (i.e., conditioned) responses to taxation 

break down and change behavior? At what point is the medium-term or long-term 

economic trigger pulled? How does the initial set of psycho-social conditions embed 

itself into economic decision making? The main point is that responses to tax incentives 
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may be relative or sensitive to initial conditions such as income. This relationship would 

explain why Laffer effects appear to be most pronounced in higher-income earners. 

Not only are incentives critical determinants of Laffer-type effects but also these 

incentives are interpreted within a psycho-social context under the Min-OP model. This 

context includes the governmental and institutional contexts. For example, government 

could supplant or complement the traditional psycho-social networks of lower wage 

earners. In short, incentives are complex, dynamic, and multidimensional. In some 

instances, such incentive effects could be marginal. However, in other instances, 

incentive effects could dominate. This dynamic explains how the Laffer effects are in 

some instances non-existent or marginal, while during other instances, Laffer effects only 

appear beyond a prohibitive range. 

Under the Min-OP model, the prohibitive range represents essentially a switch or 

trigger that signals to an economic actor that long-term opportunity costs will be 

increasing and thereby such changes represent a threat to long-term survival that may not 

be overcome by the psycho-social network. The question is, at what point is the Min-OP 

trigger pulled? It is critical here to point out that the government itself has become an 

element of this psycho-social safety network. Hence, the complexity of the Laffer curve 

is easily explained by the Min-OP model in theoretical terms. 

The Laffer Curve: Answering the Three Questions 

 

 Recall that chapter 3 asked three questions regarding the Laffer literature. These 

questions provided the boundary conditions from which the Laffer curve as a theoretical 



167 

 

 

construct could be framed. This section includes a description of how the emergent Min-

OP model answers these questions. 

Theoretical basis. 

 The Laffer curve is fundamentally based on microeconomics and incentive 

effects. The underlying microeconomic assumption is that people (and business) do not 

like to pay taxes and will avoid paying such taxes if possible. This avoidance is presumed 

to increase as tax rates increase. Ideally, to the extent that such taxes are paid these 

payments are made based on reciprocity in the form of some tangible economic benefit 

for paying such taxes. However, there is no doubt that a strong coercive element, 

rationalized by the conceptions of social justice and state interests (such as defense), 

exists. 

The conception of social justice is problematic because it is closely related to 

happiness. People do not pay taxes for the purposes of social justice or fairness. 

However, people are concerned with both security and happiness. The foundation of the 

modern nation-state resides in its ability to extract resources from those under its 

jurisdiction. Historically these extractions provided both national defense and 

institutional structures such as the rule of law (primarily property rights) that under the 

Min-OP model, increase long-term survival rates of such populations. Security is only 

one part of the larger context. Intuitively, happiness is also closely related to 

consumption. Consumption is, in turn, closely related to physical security based on food 

and shelter requirements. 
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Because it appears likely that markets could have emerged without the benefits of 

such structures (alternatively, governments could have emerged to protect markets), the 

main impetus appears to be protection from intra-state and inter-state predation (for a 

good discussion of the evolution of the market, i.e., Cwik, 2009, July; also see economics 

of survival in Smith & Roberts, 2007). The incentive structure for the payments of taxes, 

although primarily coercive, represents a tangible benefit for all citizens of such nation-

states in the form of safety and continuity. The social justice (Rawls, 1971/1999, 2003, 

2005) conception rationalizes and builds upon this foundation. Despite the emergent 

nature of the market itself (Hayekian spontaneous order, see Hayek, 1988, p. 6), primitive 

markets appear to have matured based on these critical components. 

 The emergence of the modern welfare-state changed the nature of the market in 

fundamental ways. Incentives became a matter of relative value (attributed to Hayek, see 

Fox & Roberts, 2009) rather than absolute value as nation-states expanded their roles by 

using their coercive power to determine economic winners and losers, primarily through 

the redistribution of wealth. Economic winners and losers were determined politically 

and strategically in order to consolidate state power (e.g., see welfare “economics as the 

biggest pie” in Marglin & Roberts, 2008). 

This historical anecdote is important because the Laffer curve may be an 

inflection point where incentives change so drastically that tax resistance (by any means 

necessary) increases. Under the Min-OP model, at some point taxation becomes (or is 

perceived as) a threat to long-term individual survival (e.g., see “worst when state and 

market get together” in Marglin & Roberts, 2008). The Min-OP model is a defense 
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mechanism. The prohibitive range begins once that defense mechanism causes active 

resistance. The Min-OP model may be the causal variable of incentive effects. Economic 

decisions are based on incentives that are by definition dynamic and that go beyond static 

conceptions of utility. These incentives are a microeconomic phenomenon that may be 

interpreted within a macroeconomic (i.e. psycho-social network) context. Consequently, 

under the Min-OP model, arguing that incentive effects are negligible or inconsequential 

is false by definition. The Laffer curve is a simple consequence of the Min-OP model. 

Methodological and ideological implications. 

 The second question posed in chapter 3 was a consequence of two trends in the 

Laffer literature as initially perceived by my previous research (Lhotak, 2009). First, 

different economic traditions detrimentally rely on preferred methodologies. Second, 

researchers’ findings appeared to follow their political sensitivities. How does the Min-

OP model impact these considerations, if at all? 

Methodologically. 

 There are two approaches to the Laffer curve; the approaches differ in terms of 

defining the proper unit of analysis (e.g., Baxter & King, 1993). On one hand, the 

macroeconomic approach concentrates on aggregations of data. In this example, the unit 

of analysis is the system as a whole. Historical studies, for example, are included in this 

approach. On the other hand, the microeconomic approaches define the proper unit of 

analysis as the individual (e.g., Schnellenback, 2006). This approach is primarily an 

Austrian approach, but it is important to the post-Keynesian school and to a lesser degree 

the Social Economics School (see Appendix J). 
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In some research (e.g., Becsi, 1998), variations on the unit of analysis are used 

(such as organizations, institutions, or local governmental agencies), although these 

promising approaches are not accepted by either tradition. This problem needs additional 

research, regardless of the impact of the Min-OP model. Assuming the Min-OP model is 

correct, which approach seems appropriate? 

In neurological terms, the traditional microeconomic unit of analysis (the 

individual) has deeper causal variables. For example, the role of emotions in the 

amygdala and the role of the striatum in risk (see Appendix I) may be analyzed 

individually as can any number of relevant physiologically distinct structures in the brain. 

The Min-OP model includes macroeconomic phenomena as well as microeconomic 

phenomena by definition. The state of the overall economy matters for economic 

decisionmaking because it is a part of the psycho-social network. As a result, both 

methodological preferences are short-sighted when viewed in isolation. 

The preferred methodology would appear to be methodological holism of the 

New Institutional School (Hodgson, 1998) or Radical Institutional School (Duggar & 

Sherman, 1998). But, from a Post-Keynesian view (Davidson, 1998) the best 

methodological approach should depend solely on the nature of the question at hand. 

However, for the vast preponderance of economics, a holistic perspective is problematic. 

Macroeconomists (i.e., Keynesians) marginalize the power of microeconomics to its peril 

just as microeconomists (i.e., Austrians) marginalize the power of macroeconomics to its 

peril. Under the Min-OP model, the two approaches are two aspects of the same 

phenomenon. 
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The solution, in alignment with the New Institutional School, the Radical 

Institutional School, and the Post-Keynesian School, is the Chicago School approach 

(Van Overtveldt, 2007): methodological opportunism, based on both rigorous 

quantitative analysis in some instances, and conceptual breadth and depth in others. 

However, in causal terms, the microeconomic approach appears to be the most valuable 

given the present state of technology and the propensity of macroeconomists to overstate 

the appropriateness of their empirical macroobservations. This conclusion does not mean 

that macroeconomic phenomenon is not important in causal terms as well; it only means 

that macroeconomic phenomena are in themselves causal microeconomic variables. The 

proper unit of analysis is the individual for it is here that all such forces intersect. What is 

missing in this approach is temporal dynamics and change. This dynamic is what the 

Min-OP model provides. 

The present state of modern macroeconomics may change. For example, 

traditionally macroeconomists rely on data that are problematic by nature and many 

statistical tools used in compiling macroeconomic statistics actually destroy the variances 

within the data that would prove to be most useful in the analysis. Hence, there is a 

serious data compilation problem. In a perfect world, all macroeconomic data would be 

maintained in disaggregated form. 

Creative solutions could build on the Min-OP model. For example, instead of 

using aggregate data as inputs into a quantitative IS-LM-type model, the Min-OP model 

could be combined with neuroeconomic insights in order to create complex behaviorally 

based simulations. The power of this approach is that the microeconomic elements can be 
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rendered with their intrinsic complexity (including temporal complexity) in-tact; a 

process that would make the model more effective at analyzing traditional Keynesian 

equilibrium theory in action. Instead of examining an economy in the aggregate, one 

could model as accurately as possible the fundamental neurological processes in a 

simulation with as many members as there are in the “real-world” (including variables 

such as marital status, occupation, race, gender, etc.). Geographical subdivisions 

(especially useful for trade analyses) and other complex institutional phenomena could be 

included in such a model. The difficulty would be in specifying the behavioral model for 

different variable configurations, a process that neurologically seems plausible (in the 

near future). It is possible that such models could be used to falsify the Keynesian 

construct. 

The advantage of simulations based on variables measured under new techniques 

such as experimental and behavioral economics is that temporal aspects can be modeled. 

Change becomes a part of the economic model. The main challenge is error. Despite this 

problem, the tradeoff is worthy because an economy may be understood both in greater 

causal breadth and depth by the repercussions of the Min-OP model. In short, psycho-

social simulations based on the Min-OP model could embody both macroeconomic and 

microeconomic models. An advantage is that not only do governmental institutions 

become part of the model by definition but also the effects of social institutions on 

individuals are by definition included. 

What remains to be investigated is the question of whether or not individual 

perception is necessary in evolutionary terms for the Min-OP model to increase long-term 
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survival. Do Min-OP forces work independently on individual and aggregate levels? 

Intuitively, it appears that this possibility is plausible. 

The primary consequences of the Min-OP model are twofold: First, alternative 

methods may be required to capture such effects, and second, traditional methods may be 

given additional life through the inclusion of an entirely new set of causal variables. The 

complexity that the Min-OP model attempts to address methodologically can be 

explained by a simple analogy regarding the limitations of empirical measurements such 

as GDP. Two persons each weigh 200 pounds. On paper, they weight the same. However, 

this weight comparison is illusory because one person is a bodybuilder and the other 

person is overweight. On paper, measurements such as GDP can be misleading because 

an economy could be either viewed as lean and healthy or bloated and unhealthy. 

Complexity demands and deserves better from science. 

Ideologically. 

 Ideologically, the Min-OP model explains in psycho-social terms both partisan 

approaches to the Laffer curve. For some individuals (or businesses), taxes are irrelevant 

in comparison with perceived financial gains due to governmental redistributions (note 

that the government redistributions are by definition a factor under the Min-OP model). 

Such redistributions are rationalized under a strong ethical component. For other 

individuals (e.g., high-wage earners and entrepreneurs), taxes are highly relevant. For 

these individuals, governmental redistributions are viewed as economic drags. In both 

instances, the Min-OP model implies that the economic actors will seek to minimize the 

long-term opportunity costs. There are different results based on initial (relative) 
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conditions. While the Min-OP model explains the ideological divide, it will decidedly not 

resolve it. 

This divide, however, may change in light of an extremely important unanswered 

consequence of adopting the Min-OP model. Specifically, while intuitively it appears 

likely that individuals and at least some private associations (such as small businesses) 

work under the model, it does not follow that all types of private associations or 

businesses work under the model. Intuitively, government does not work under the Min-

OP model because political motivations tend to be short-term in nature. This question is 

critical and should be addressed by future research. Such research could determine to 

what extent the Min-OP model applies to individuals versus small businesses versus 

corporate forms of businesses versus other institutional variations. 

The rationale for this question is the presumed evolutionarily basis of the Min-OP 

model. Ceteris paribus, individuals and private associations face extinction to a much 

greater degree than governments do. Government may not minimize future opportunity 

costs under the Min-OP model. If this assertion is found to be correct, then it appears that 

the Laffer curve is explained in clearly evolutionary terms. Government may be harmful 

because it does not face cost constraints in the same manner as individuals and certain 

institutions do. It is logical to assume that such problems increase with spending and tax 

rates. 

Consequently, the social rate of return could become a backwards bending Laffer 

curve itself because the long-term opportunity costs of the nation as a whole may not be 

minimized under the Min-OP model to the extent that it could be. Nevertheless, because 
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the rationality of redistribution is veiled in purely ethical or moral terms, such a 

perspective is incapable of being falsified (note that ethics and moral sensitivities appear 

to be embodied neurologically and cognitively, see Appendix I). 

Reconciliation of supply side (utilitarian) and demand-side (distributive 

justice). 

The research questions addressed above, what the Laffer curve was based on 

theoretically, methodologically and ideologically, was discussed under the context of the 

Min-OP model. The third question posed in chapter 3, the implications for utilitarianism 

and distributive justice, was a consequence of the debate regarding the proper scope of 

democracy as represented by the ongoing debate between supply side and demand-side 

economics. What, if any, are the implications for this debate based on the adoption of the 

Min-OP model? 

Implications for Smith’s utilitarianism. 

 Adam Smith’s (1759/1990; 1776/1992) first and last creation was The Theory of 

Moral Sentiments, not The Wealth of Nations. Smith attempted to distinguish two aspects 

of human action as separate agencies; one acting in a self-preserving way through the 

maximization of utility and the other based on a strong moral sentiment that underlay this 

economic construct. This idea confounded the idea of economic rationality with a sense 

of moral purpose. 

The Min-OP model reconciles Smith’s dualistic model of humanity with one that 

embodies both aspects by nature in a way that is based on evolutionary insights. 

Humanity embodies both elements through a psycho-social network that has been 
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evolutionarily selected to ensure long-term survival. In some instances, economic 

measures of utility approximate the individual decision-making processes. However, in 

other instances economic measures of utility break down because it confounds future 

orientated purposive actions. 

Smith could not have known that much of this process is physiologically based on 

evolutionarily selected brain functions. In a manner analogous to the conservation of 

energy, economic decisions are both rationalistic and opportunistic depending on the 

initial state of the economic actor. Economic actors are rational whether they know it or 

not. 

Under the Min-OP model, survival is not guaranteed. Errors can and do occur (a 

point for future research is how such errors could be based on problems of not just raw 

information, but socially transmitted information; this idea is a consequence of the Min-

OP model). This can have devastating consequences. In evolutionary terms, the bonds 

based on tribal and familial relationships mitigate these consequences and improve long-

term survival (Gazzaniga et al., 2009, p. 650). In modern times, government is included 

as an extension of the tribal impulse, a point that is a critical component of any realistic 

distributional discussions. As a form of error correction for short-term decisions (a kind 

of psycho-social safety-net), the Min-OP model is a powerful explanatory model. In 

short, the Min-OP model brings Smith’s vision of humanity as both rational (self-

interested) and moral actors to fruition. 
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Implications for Rawls’s distributive justice. 

 Rawls’s (1971/1999) theory of distributive justice (chapter 2) evolved to compete 

with utilitarian models such as those of Sidgwick and Adam Smith. Rawls (1971/1999, 

2003, 2005) viewed the world within the lens of happiness and excellence. Under the 

Min-OP model, this distinction is not necessary because happiness and excellence are 

embodied not only by economic decisions but also their foundational psycho-social 

foundations. Rawls was correct in the sense that fairness as a psycho-social value is 

important. Traditionally, fairness was defined in terms of the rule of law and property 

rights. Rawls extended this definition to governmental institutions as a reflective 

equilibrium that emerges from the status quo (called the original position) based on the 

shared goal of justice. 

Under the Min-OP model, justice as a concept is not based on ideological 

conceptions of justice except to the extent that such conceptions are embodied in the 

psycho-social network itself. This argument is supported by the theory of contingent 

survival as the basis for the evolution of the social contract and the idea of reciprocity 

(Gazzaniga et al., 2009, pp. 652-653). Instead, justice is defined in evolutionary terms as 

survival. The Min-OP model, despite its focus on survival, embodies justice as part of the 

psycho-social network specifically in the form of institutions. 

Rawls (2003, p. xvii) came to recognize that distributional justice had limitations. 

What Rawls seemed to object to was the competitive impulse; an impulse that finds its 

ultimate power within the concept of specialization of labor (note that early conceptions 

of the market were based on cooperation instead of competition, see Waters, 1998, p. 
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184; cooperation and competition are by definition part of the Min-OP model). Such pure 

competition is problematic under the Min-OP model. It must be resolved within the 

psycho-social network (i.e., not solely the purview of government action). 

The Min-OP model includes both competition and cooperation. This insight has 

catastrophic implications for economic theory because such theory assumes competition 

and does not consider cooperation. Moral actions such as charitable giving are 

problematic to economic theory. 

Under the Min-OP model, in contrast, charitable giving is easily understood. The 

specialization of labor is an intrinsically valuable survival adaptation that is embodied 

into the fabric of the psycho-social system. Rawls’s (2003) change in the difference 

principle from average utility to utility constrained by a minimum appears to recognize 

that fact. One of the main problems identified by Rawls’s theory, the problem of relative 

poverty, is embodied into the Min-OP model via the psycho-social network. The 

Rawlsian notion of distributive justice that is based on the assumption of unfettered pure-

competition fails to acknowledge the intrinsic balancing forces inherent in the market 

such as fairness, justice, and reciprocity. 

These forces are necessary in order for the market to function. Human action, 

including economic action, is social by nature. This social nature explains how “others” 

(meaning other persons) is a primary motivation psychologically (Gazzaniga et al., 2009, 

p. 606). This insight helps to explain Laffer-type effects because such social calculations 

are embodied by the conception of tax legitimacy. Relative poverty considerations do not 

go unnoticed by tax payers. 
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 Based on the adoption of the Min-OP model, are there negative implications for 

distributional justice? Becker (1997) hinted at this problem in his Nobel Prize 

presentation. Becker argued that social welfare and the assault on family values have 

consequences. Specifically, for example, the insertion of government into areas 

traditionally attended to by family altruism may have unintended effects in terms of their 

response to economic shocks (p. 48). These effects may aggravate Laffer-type incentives 

and tax responses. 

Under the Min-OP model, only time will determine which construct will be 

maintained in the long-run; or, alternatively, to what degree both considerations 

(cooperation and competition) will remain viable motivating factors. The impact of 

government intrusion on individual motivation, especially the motive for social 

interaction, may result to some extent in detachment from the traditional psycho-social 

network (i.e., the psycho-social network excluding government). Interference in 

traditional familial and tribal bonds may have unintended long-term consequences. 

 A weighty question remains: Does the Min-OP model apply to governments and 

private organizations? Intuitively, private organizations (such as businesses) should 

operate under the model in order to insure long-term operations. This intuition is 

especially true under a small business model because it is typically controlled by 

individuals. However, there may be constraints imposed because organizations do not 

have the traditional psycho-social support systems that individual people do. Instead, the 

psycho-social support system of organizations may be institutional such as credit creation 

or initial stock offerings designed to satiate capital investment requirements. 
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In the instances of small business, the psycho-social network intuitively may be 

closely related to that of the individual. This relationship could be supplemented through 

government institutions as well. This may partially explain the preponderance of small 

businesses in economic activity and such governmental policies may represent a systemic 

check on monopolistic activities. 

Government is intuitively very different because political motivations are 

individually applied (by politicians). These motivations result in graft and the provision 

of services to accommodate special interests. In effect, incentives support the existing 

political structure (public choice theory). The political motivation is to spend as much as 

possible on the incumbent’s preferred special interests at the expense of political rival’s 

preferred special interests (Weingast & Roberts, 2007). Government may not operate 

under the Min-OP model. Distributional justice impulses on the part of government may 

be a Laffer-type relationship. This consequence is problematic for distributional justice 

and implies, by definition, decreased efficiency in long-run governmental activities. This 

efficiency drain could explain why excessive government wealth transfers are harmful to 

long-term economic growth. 

What, if any, are the implications of the Min-OP model in terms of distributional 

justice and neurology? The Min-OP model embodies distributional justice considerations. 

But, in practice the model may confuse social preferences and distributional justice.  

These twin concepts are linked. Bossaerts, Preuschoff, and Hsu (2009, pp. 363-364) 

reported that distributive justice encoding in the brain appears to be a product of 

comparison from two areas of the brain, one that encodes efficiency (striatum) and the 
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other that encodes inequity (insular cortex). It is probable that the minimization of 

opportunity costs involves both factors. 

The truth may be complex. For example, mirror neurons appear to have an 

important role in empathy (Singer, 2009, p. 256). This response is strong enough that the 

mere observation of an empathetic situation fires the same neuronal patterns that fire 

when the organism is experiencing the negative situation. Brosnan (2009, p. 285) argued 

that inequity aversion depends on the quality of relationships and that such aversion 

stabilizes with cooperation (see inequity aversion as a true social preference in Nature & 

the Dana Foundation, 2010, March). This idea is a consequence of the Min-OP model. It 

is possible that inequity aversion evolved as a behavioral motivator that had survival 

value of some sort. 

This complexity has strong implications for distributive justice. Some caution is 

in order neurologically. For example, Silk (2009, p. 282) pointed out that the existence of 

altruism alone does not necessarily prove the existence of social preferences. Brosnan 

(2009, p. 288) pointed out that while the idea of fairness is important, in reality self-

interest overcomes such notions in practice. The idea of distributional justice remains 

problematic. The Min-OP model, however, predicts that such a relationship is embodied 

in the psycho-social network. 

 Consequently, Smith (1776/1992) and Rawls (1971/1999, 2003, 2005) were both 

technically incorrect. Utility maximization is not the only basis for economic decision 

making under the Min-OP model and utilitarianism is not a fundamental challenge to 

distributional justice. However, because moral sentiments (Smith, 1759/2009) and 
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distributive goals (Rawls, 1971/1999, 2003, 2005) are embodied in the Min-OP model by 

definition, in a sense, both Smith and Rawls were correct. What Smith and Rawls both 

missed was that this process is itself evolutionary and dynamic. The Min-OP model is 

subject to error. In the long run, such errors should be, ceteris paribus, minimized by 

evolutionary dictates that may be beyond conscious control or policy manipulation. The 

most problematic implication of this conclusion is that under the Min-OP model 

institutions could be manipulated for good and ill purposes. Market failure and 

government failure are both distinct possibilities. Market failure and government failure 

are themselves controversial. For example, Kling (as cited in Fox & Roberts, 2009) 

argued, “The University of Chicago people say markets work well, so you should use the 

market. At MIT and other bastions of mainstream economics, they say markets fail; use 

government. At George Mason we say markets fail; use markets.” 

Implications for supply side and demand-side economics. 

 Supply side and demand-side economics are not really economic schools. They 

are political conceptualizations designed to rationalize government intervention in 

markets on one hand or to rationalize the limitation of government intervention in 

markets on the other. Unfortunately, supply side and demand-side arguments are 

inseparably entangled with Keynesian macroeconomic approaches and Austrian 

microeconomic approaches as well as with distributive justice and utilitarianism as 

previously discussed. The supply side and demand-side conceptualizations will 

realistically not be resolved under the Min-OP model because they are ideologically 

based. 
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The Min-OP model is not without its ideological consequences. The most 

important of these consequences is that both government action and traditional psycho-

social support systems matter and are by definition inseparable under the Min-OP model. 

Political arguments could find accommodation and compromise based on the Min-OP 

model. The problem is that human (i.e. political) nature may ignore the fundamental 

consequences of the Min-OP model for the purpose of achieving political hegemony. 

Ironically, political ideology is part of the psycho-social support system. 

The Min-OP model is not intended to predict economic winners and losers: It is 

intended to suggest that economic actors try to maximize their long-term viability by 

using its psycho-social support structures to minimize long-run opportunity costs. By 

doing so, economic actors hypothetically maximize their chances to take advantage of the 

best possible long-term opportunities. The Min-OP model is distinctly different from 

maximizing simple long-term opportunity because it is minimizing the opportunity costs 

of all feasible alternatives in order to take advantage of the best alternatives, which are 

unknown. 

Humans are cost-calculating animals (Buss & Britt, 2009). These cost calculations 

include future opportunities as well as historical and present-state considerations. This 

insight is supported by modern neuropsychology [especially with respect to temporal 

discounting in the striatum, see Glimcher, Kable, & Louie (2007); Appendix I]. The Min-

OP model does not resolve the debate between supply side and demand-side economics 

definitively. It only adds breadth and depth to both sides of the argument. The Min-OP 

explains the Laffer curve as a very real psycho-social phenomenon. 
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This section addressed the implications of the Min-OP model for the three 

research questions presented in chapter 3. Important questions remain. Does the Min-OP 

model explain the Laffer literature as presented in chapter 2? Does the Min-OP model 

explain the Laffer literature on a smaller scale? Does the Min-OP model explain the 

microfoundations of the Laffer curve? These questions are addressed in the following 

section. 

Resolving the Problems of Economic Theory. 

 

The problems of standard economic theory are well-acknowledged. For example, 

the current credit crunch appears unexplained by standard economic theory (Nature & the 

DANA Foundation, 2008, September). Theoretical weakness and the lack of explanatory 

power are insidious barriers to conceptualizing the Laffer curve. This section will 

examine critical elements of economic theory such as rationality, decision making, 

information, value, money, utility, markets, and institutions. This list is incomplete and 

additional research is needed. However, this list provides a test of the model. This section 

is a consequence of research question 3 (the reconciliation of supply side and demand-

side economics) as previously described. 

Theory of rationality. 

 The idea of rationality is closely associated with the conception of valuation that 

is discussed later. The difference is that rationality (meaning logic) is assumed to be the 

preferred method of valuation. Classical economic theory assumes that individuals 

maximize utility based on perfect rationality and perfect information. Samuelson and 

Nordhaus (2005, p. 84) refer to this premise as a fundamental premise, meaning that 
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economic theory is founded on this assumption. Under this view, utility is a type of 

mathematical calculation with an obvious and correct answer. Neoclassical economic 

theory added marginal utility, based on the law of diminishing returns, to this calculation 

(Samuelson & Nordhaus, 2005, p. 85). The vast preponderance of economic theory still 

holds to these assumptions. 

 Mainstream economic theory (particularly the Keynesian School that sees mainly 

preference functions, see Appendix J) tends to argue in terms of representative agents (as 

does the New Classical School, see Appendix J; Hirschman, 2009, p.333), problems of 

information asymmetry (particularly the New-Neo Keynesian School, see Appendix L; 

Akerlof, 2002), bounded rationality (see Appendix L; Kahneman, 2003), or indifference 

curves (Samuelson & Nordhaus, 2005, p. 101). The Neo-Keynesian School sees the 

problem of rationality in the contexts of sticky wages and prices that distort rational 

economic behavior. Hodgson (1998) stated, “In all cases the process governing the 

determination of individual purposes, tastes, and preferences are disregarded” (p. 157). In 

view of this state of affairs, individuals could be said to be rationalistic. 

Under these conceptions, there are no mechanisms for changes in preferences 

over time. Instead, preferences are said to be revealed by individual economic choices 

(Hirschman, 1998, p. 333). Some schools, such as the Austrian school, deny perfect 

rationality and perfect information; instead, under this view, value is subjective and 

dynamic (see Menger’s law and means versus ends relationships in Kirzner, 2008; 

Hodgson, 1998, p. 157). The main weakness of the Austrian approach is that valuation is 

considered to be endogenous. 
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Alternatively, perhaps in response to this weakness, under the New Institutionalist 

School (see Appendix J), preferences are both endogenous and exogenous; consequently, 

they are dynamic (see Appendix L; Engle, 2004), self-reinforcing, and subject to cultural 

and psychological forces (such as habituation). In some ways, this view is an 

evolutionary one based on the German Historical School (see Appendix J) and the 

findings of modern neuroscience (Gazzaniga et al., 2009). Rationality is more 

complicated than any single model. For example, Gazzaniga et al. stated that: 

Most studies [of adaptation in decision making] do not take into account the sorts 

of ways that Stone Age humans dealt with social problems. . .When survival 

becomes contingent on what a group does, as opposed to what an individual does, 

there must be a way to ensure that individual members are not violating the rules 

of the group. In other words, we have the beginning of a social contract. (p. 652) 

The Min-OP model reconciles these views by defining rationality as the long-term 

minimization of opportunity costs in a context of social exchange. Because the Min-OP 

model is a psycho-social theory, one that includes by definition these various elements of 

economic theory, it adds exogenous and endogenous forces described in terms of survival 

value to the concept of rationality. The Min-OP model explains, for example, how 

individuals can act in ways that apparently conflict with standard models of rational 

economic behavior (e.g., Samuelson & Nordhaus, 2005, p. 89). For example, under the 

Min-OP model, charitable giving is easily explained. Similarly, the Min-OP model 

explains Adam Smith’s diamond and water valuation dilemma where economic theory is 

unable to explain the differences in value based on utility theory. In such an instance, a 
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diamond may be a means to expand the psycho-social network itself. Hence, diamonds 

may be more valuable than water (holding scarcity constant). In short, the Min-OP model 

allows for dynamic rationality based on initial states, past experiences, present 

conditions, and future prospects. 

The Min-OP model has high explanatory power. For example, the Min-OP model 

explains Simon’s (1978/1992) “satisfice” model as easily as it does Spence’s (2002) 

human signal theory. The Min-OP model appears to result in a unified model of 

rationality that embodies all of the alternative constructs from the main economic school 

models. The main power of the Min-OP model is that it acts as both an incentive and 

constraint upon economic actions. Economic actions are considered rational because 

rationality is dynamically and temporally defined. 

It could be argued that an exception would be one of organism self-sacrifice. 

However, under the Min-OP model, beliefs and belief-systems are fundamental. Such 

beliefs are subject to error, in this instance, an error that causes individual extinction. 

Alternatively, such an act could be viewed as an attempt to place the long-term survival 

of one’s referent peer group (friends, family, tribal associations, nation-states, etc.) above 

the long-term survival of self. This idea is consistent with a socially embodied conception 

of self (in contrast to an individual conception of self). This idea could also be an artifact 

of body-mapping schemas (Blakeslee & Campbell, 2007; Campbell, 2007, September) of 

the self that are extended to others; a well-known neurological phenomenon. Even the act 

of self-sacrifice can be viewed as rational under the Min-OP model. 
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Theory of decision making. 

The origin of decision theory (expected value analysis) was personal 

correspondence between Pascal and Fermat in 1654 (Fox & Poldrack, 2009, p. 146). This 

section includes a discussion of decision making within the context of memory, goal-

based decision making, emotion, and economic decision making. 

On memory. 

Because memory serves as an input for cognition, it impacts and perhaps even 

controls decision making. Under the hierarchal theory of object perception (hierarchical-

based recognition and object recognition may be stage-dependent based on levels of 

complexity), a process of closer successive approximation appears to be the norm 

(Gazzaniga et al., 2009, p. 222). Neuronal systems recognize complex objects called 

gnostic units. Under this view, object-constancy is necessary for perception (Gazzaniga et 

al., p. 218). The need for object constancy explains why people tend to use imagination in 

the absence of perception. 

The hypothesized structure of human memory (Gazzaniga et al., p. 322; p. 361) is 

as follows: Declarative memory is processed in the medial temporal lobe, middle 

diencephalon, and neocortex. Declarative memory consists of personal experience that is 

encoded in episodic memory and facts that are encoded in semantic memory. Non-

declarative memory consists of procedural representations (skills in the basil ganglia and 

cerebellum), perceptual representations (perceptual priming in the neocortex), classical 

conditioning (conditioned response), and non-associative learning (habitualization and 

sensitization). Goals, in turn, are reported to be encoded within a hierarchy (Gazzaniga et 
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al., p. 571). Rational decision making itself appears to occur in the orbifrontal cortex 

(Gazzaniga et al., p. 627). 

This process called rationality is highly dynamic and is based on many levels of 

competing memory systems as described above. The past (episodic memory) appears to 

be reconciled by facts (semantic memory) that are in-turn compared to procedural 

knowledge, conditioned responses, habitualization, sensitization, and perceptual 

representations by some unknown procedure in the orbifrontal cortex (Gazzaniga et al., 

2009; Glimcher et al., 2009). Memory is a complex and dynamic phenomena, so 

logically, decision making is a complex and dynamic phenomena. Decision making is 

based on memory and cognition. Memory and cognition are temporally relative and not 

temporally absolute. Therefore, decision making is temporally relative. In other words, 

time is an inseparable aspect of decision making. 

On goal-based decision making. 

The idea that decision making is goal oriented is nothing new. Maslow (1943), for 

example, classified human motivation (i.e. goal-based decision making) within a 

hierarchy of needs based on physiological states. Maslow’s works are important because 

they hint at the power of the psycho-social network under the Min-OP model. In 1939, 

Maslow explained the interrelations of culture and personality by means of a social radius 

model of self-consciousness, where the individual is in the center and immediate family, 

friends, acquaintances, neighbors, strangers, and strangers with dominance status are 

added in progressively expanding concentric circles. 
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Maslow’s (1941) work on human motivation began with the concept of 

frustration. Maslow distinguished theory of frustration into two categories that 

distinguished deprivation (defined as gratification) from threat to the personality meaning 

threats to the “life goals of the individual, to his defensive system, to his self-esteem or to 

his feeling of security” (p. 364). This categorization is important because not only did 

Maslow distinguish physiological threats from social threats but also Maslow separated 

physiological needs from psycho-social needs in terms of life goals. In 1942, Maslow (p. 

331) noted that psychological security-insecurity was a complex system based on rules 

and laws with an individual psychological “flavor.” 

This insight regarding complexity aligns with Maslow’s methodological concerns 

(1943c, p. 515) that argued that the appropriate methodology for psychological studies 

was the holistic-analytic method (methodological holism) based upon the argument (p. 

519) that personality is functional, dynamic and purposive. Maslow (1943d) noted the 

problem of rejecting the Aristotelian idea of mutual exclusive categories based on 

statistics as “cutting away” data and the insufficiency of mathematical operations in 

psychology (p. 555). Maslow (1943d) argued: 

By smooth stages they [empirical researchers] convince themselves that this is the 

way in which the world is actually constructed, and they find it easy to forget that 

even though this is useful it is still artificial, conventionalized, hypothetical—in a 

word, that it is a man-made system which is imposed upon an interconnected 

world in flux. These peculiar hypotheses about the world have the right to fly in 

the face of common sense only for the sake of demonstrated convenience. When 
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they are no longer convenient, or when they become hindrances, they must be 

dropped. It is dangerous to see in the world what we have put into it rather than 

what is actually there. (p. 558). 

Maslow’s discussion of the proper methodology for psychology is eerily reminiscent of 

the arguments of the appropriate methodology in economics as previously discussed; 

however, accepting Maslow’s approach necessarily negates both the supply side 

microeconomic approach and the demand-side macroeconomic approach. Maslow’s 

methodological concerns appear to support the Min-OP models methodological 

implications that were previously discussed. 

To summarize, Maslow proposed that feelings of security and insecurity are 

dynamic and based upon initial states as well as complex psycho-social calculations. 

Importantly, Maslow’s (1942, p. 334) classification system of feelings of security-

insecurity focused on social and psychological factors rather than physiological threats. 

Maslow (1943a, “Short Articles and Notes,” p. 84) defined the “ultimate definition” of 

the feeling of threat specifically in terms of basic and dynamic goals and needs. Threat is 

defined by the “total personality” (p. 84) and “psychological meaning” (p. 86). 

Consequently, according to Maslow, feelings of security-insecurity appear to be 

fundamentally embodied by the psycho-social network temporally. This concept is one of 

the ideas used to explain Laffer effects under the Min-OP model. 

These ideas formed the core of Maslow’s famous hierarchy (1943b) that defined 

the basic motivations as physiological needs, safety needs, love needs, esteem needs, and 

self-actualization needs, under which higher-order needs are presumed to be satisfied 
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only after lower-order needs are met. The prior-order satisfaction argument was the one 

reason for challenges to Maslow’s model. For example, Wade and Tavris (1993, p. 373) 

reported that the hierarchy was falsified based on different ordering possibilities of needs, 

the simultaneous pursuit of needs, complimentary needs, global needs, and  unspecified 

initial conditions. 

These problems remain unresolved (e.g., goal conflict, multigoal priming, and 

goal scaffolding in Ackerman & Bargh, 2010). Maslow (1943b, p. 371) specifically noted 

that motivation theory was only one form of behavioral theory and that other motivations 

had different factors such as biology, culture, and the situation. In short, Maslow 

specifically argued that these needs (meaning the hierarchy) were not the only 

motivations for behavior (p. 390). 

Today, Maslow’s hierarchy is often misinterpreted (Koltko-Rivera, 2006). 

However, this problem is partially due to Maslow’s characterization of the hierarchy of 

needs (i.e., communication problems). Maslow (1943b) stated that “actually it [the 

hierarchy] is not as rigid as we may have implied” (p. 386). Maslow noted that needs are 

relative (p. 388), conscious and unconscious (p. 389), both general and culturally specific 

(p. 389), and based on multiple motivations (p. 390). 

Finally, Maslow appears to have added another layer of motivation above the self-

actualization level called self-transcendence (Koltko-Rivera, 2006). Maslow called this 

stage the “trans-humanistic” stage of motivation that was based on social and 

philosophical ideas such as truth, goodness, beauty, or religion. This motivation 



193 

 

 

transcends or extends beyond the self, and appears to be socially and aesthetically 

orientated. In short, it appears that Maslow added social justice to the hierarchy of needs. 

Despite the fact that Maslow’s hierarchy has fallen out of theoretical favor, it 

currently is beginning to be resurrected. For example, Kenrick, Griskevicius, Neuberg, 

and Schaller (2010) argued that Maslow’s hierarchy of needs should be extended and 

revised based on the addition of fundamental motives and immediate situational threats 

and opportunities and life-history theory that are temporal and evolutionarily selective. 

Kenrick et al. (2010) specifically stated that “a fuller understanding of evolved 

motivational systems—and their dynamic connection to environmental opportunities—

can be used to enhance human creativity, productivity, kindness, and happiness” (p. 293). 

Based on evolution theory and life history theory, Kenrick et al. (2010, p. 302) 

argued that motive activation depends on “some explicit evaluation of the trade-offs 

inherent in the ecological context” and that individual differences in motivation appear to 

be extremely sensitive to motivation-relevant contextual cues (p. 303). Based on this 

contextual information, the Min-OP model appears to explain, revive, and refine many 

aspects of Maslow’s hierarchy of needs, including its modern iterations, by the addition 

of initial conditions and temporal considerations. 

Maslow’s theoretical contributions and the implications of the Min-OP model are 

better understood by the insights of cognitive neuroscience. For example, past knowledge 

influences and constrains behavior (Gazzaniga et al., 2009, p. 559) and short-term 

memory fluctuations appear linked or associated with long-term rewards (Gazzaniga et 

al, p. 560). Consequently, source memory includes both content and context (Gazzaniga 
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et al., p. 566) and appears to be organized temporally through temporal tags (Gazzaniga 

et al., p. 564). Attention appears to be driven by goals (Gazzaniga et al., p. 498). 

Under the Min-OP model, goals include social goals that focus attention (i.e. 

excitability). Decision making appears to compare bottom-up stimulus-based perceptions 

and top-down attention constraints (Gazzaniga et al., 2009, p. 550). Task goals appear to 

modulate perceptual processing (called the top-down modulation effect, see Gazzaniga et 

al., p. 584). Finally, classification systems appear to be based on the relative importance 

and may be based on cortical body maps (Gazzaniga et al., p. 101-102, p. 176). If non-

sensory information is stored in a manner analogous to the one described above, it is 

plausible that this information may be organized by future opportunity costs. Because 

planning and consequences are important to brain functions in terms of goal-orientated 

behavior (Gazzaniga et al., p. 572), this idea is plausible. Gazzaniga et al. state: 

We must not lose track of the forest for the trees. It is essential that we monitor 

and evaluate the different subgoals. To do so requires and ability to shift our focus 

from one subgoal to another, an essential feature of cognitive control…Cognitive 

control provides the interface through which goals influence behavior. Complex 

actions require that we maintain our current goal, focusing on the information that 

is relevant to achieving that goal, ignore irrelevant information, and be able to 

shift from one subgoal to another in a coordinated manner. (p. 573) 

It is well-known that error occurs in decision making. These errors are typically attributed 

to problems relating to information or cognition. False pattern recognition, where patterns 

that do not exist are willed into existence, appears to sacrifice accuracy for the purpose of 
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pattern prediction (Gazzaniga et al., p. 466). This pattern may explain why utilization 

behavior (guiding rules) appears to be based on “extreme dependency on prototypical 

behavior (i.e. context)” (Gazzaniga et al., p. 621). Maslow’s observations regarding 

motivation and modern cognitive neuroscience support the Min-OP model. 

On emotion. 

Gazzaniga et al. (2009) argued that “because emotion was considered a disruptive 

force in decision making, it was surprising that impairing a region involved in emotion 

would result in impaired decision making” (p. 623). Consequently, under the Min-OP 

model, emotional decision making appears to have an optimization role. Modern 

neuroscience suggests that reason and emotion are “blurred” (Phelps, 2009, p. 234). 

Phelps suggested that emotion determines what is significant or important (p. 236). As a 

result, other persons are a primary factor of motivation (Gazzaniga et al, p. 606). This 

insight explains how under simulation theory, common areas of the brain simulate both 

self and others (Gazzaniga et al., p. 617). The amygdala (the emotional center of the 

brain) may determine rules that are applicable in a given situation (Gazzaniga et al., p. 

623). The role of emotion is critical to the Min-OP model. For example, emotion explains 

how in a tribal context reciprocity appears to override individualism (Gazzaniga et al., p. 

652). 

On economic decision making. 

Glimcher (2009, p. 518) argued that probability-only based decision making was 

empirically and theoretically falsified. Consequently, how economic choice decisions are 

made is presently unknown (Glimcher, 2009, p. 519). Classical economic theory is based 
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the axiom of the independence of irrelevant alternatives (Bernheim, 2009, p. 121). Under 

this axiom, if an individual has a preference under one set of choices, then the individual 

has the same preference when choosing from a smaller set of those choices. Bernheim 

argued that this basic conception of choice was not demonstrated neurologically. 

Bernheim’s point was that there may be different algorithms involved for each different 

choice set. 

Under the Min-OP model, for example, differences in temporal horizons between 

different choice sets could easily result in the falsification of the axiom of the 

independence of irrelevant alternatives. Classical economic theory of decision making 

breaks down under some conditions that are explained by the Min-OP model. This 

theoretical breakdown could occur within the context of regret theory (Weber & Johnson, 

2009, p. 129). 

Nevertheless, to orthodox economists, microeconomic information (i.e. Laffer 

effects) is noise (Bernheim, 2009, p. 118). Unfortunately, this noise is typically described 

in terms of error terms under rational decision-making models (Weber & Johnson, 2009, 

p. 141). Economic decision making may be analogous to the planning of bodily 

movement; one that optimizes both past and present costs and future opportunities of 

actions in a dynamic context that may be temporally discounted, emotionally based, and 

even modulated by probabilities of prediction error (Trommershäuser, J., Maloney, L. T., 

& Landy, M. S., 2009, pp. 95-111). If this proposition is correct, then it may be evidence 

of a rudimentary opportunity cost calculation. 
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Decision making is temporally grounded and dynamic under the Min-OP model. 

Decision making is completed within a social environment that includes not only choice 

but also information limitations, risks, and uncertainty. A critical aspect of the Min-OP 

model is that the government is embedded in the decision-making process. This idea is 

new to economic theory. It is not merely an artifact of monetary exchanges. Government 

has a strong impact on every level of decision making through incentive effects. This 

influence is especially true for economic decisions. The key to decision-making theory is 

successful future pattern prediction. The Min-OP model is one way this goal can be 

achieved. 

Theory of information. 

Classical and neoclassical economic theories assume perfect information. There is 

a strong tradition that opposes this view (see Appendix J). For example, the German 

Historical School views information as contextual, the New Classical School attempts to 

create a more accurate picture of information in order to transpose a microfoundation to 

the Classical and Neoclassical traditions, the New (Neo) Keynesians’ attempts to 

transpose an information microfoundation on Keynesian economics, the Neo-Keynesians 

view information as an asymmetric phenomena, and the Austrian School views 

information as imperfect. Traditional Keynesians avoid the issue of information. The 

theory of information that is under such careful scrutiny is explained by the Min-OP 

model because information is a dissociated or distributed phenomenon. 

Information is fundamentally temporally based on past experiences, present state 

considerations, and future expectations. Under the Min-OP model, information flows 
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from one’s internal state of mind, and it emerges from a psycho-social network that 

includes institutions such as the market and government. Hence, information consists 

partially of temporally based extrapolations of the psycho-social environment. As a 

result, information processing is always subject to error because all information is 

contextual. 

Cognitive neuroscience has a great deal to say regarding information theory. For 

example,  most information processing in the brain is subconscious and attention is based 

on at least three levels: the preattentive, the limited capacity, and the conscious attention 

stages (Gazzaniga, et al., 2009, p. 549). Even neglected information has been shown to be 

unconscious and highly processed (Gazzaniga et al., p. 546). In short, not only does 

information itself appear to be hierarchical in nature but also the act of attention appears 

to be hierarchical. 

Error correction in the brain may be served positively by the state-dependent 

biasing function of dopamine, dynamic filtering (a means of information exclusion, see 

Gazzaniga et al., 2009, p. 574), and accentuation (another means of information 

exclusion, see Gazzaniga et al., p. 581). It appears that the process of error detection is 

located in medial frontal cortex that mediates between arousal and cognition (Gazzaniga 

et al., p. 591). 

Noting that specialized learning depends on purpose (Gazzaniga et al., 2009, p. 

659), the concepts of satisfice (Simon, 1978/1992), metapreferences (Hirschman, 1998, p. 

333), self-referent effects as the “baseline of brain function” (Gazzaniga et al., p. 601-

603), inaccurate self-perception (p. 604), and expected deception (Camerer, 2009, p. 202) 
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are easily understood under the Min-OP model. Because goals determine learning 

(Balleine, Daw, & O’Doherty, 2009, p. 370), information gathering is purposive in 

nature. 

Under the Min-OP model, learning is conceived as a more dynamic process than 

it is under traditional economic theory because it includes by definition psycho-social 

considerations as well as the purely technical forms of innovation. Consequently, 

attention is based on these same psycho-social considerations. Goals are based mainly on 

psycho-social considerations under the Min-OP model. 

As a result, information is gathered specifically to achieve both economic and 

noneconomic goals. Utility or efficiency is only one of many considerations when it 

comes to goal conceptualization. Information based on the psycho-social support 

structure may have increased survival value. Recall the role of money as an information 

signal itself. An important consequence of the Min-OP theory is that errors in information 

transmission may result from disconnects between psychological states (such as in the 

amygdala based on dopamine, see Appendix I) and economic realities. In this instance, 

cognitive ability may be a determining factor of errors in information transmission. This 

relationship may be the source of asymmetric information problems. 

The Min-OP model predicts a model of information and error correction that is 

both temporal in nature and dynamic based on psycho-social considerations as well as 

present states. Technology, often considered a non-rival good (Romer & Roberts, 2007), 

and other information can be considered as essentially free (Kirzner, 2009) under the 

Min-OP model. This result may be a consequence of acculturation. Even though 
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information may be considered free, the fact that the ability to generate ideas may be 

more important that simple technical competence becomes highly significant (Graham & 

Roberts, 2009) for economic growth. Under the Min-OP model, this important 

consideration may be considered as a component of the psycho-social network. What is 

presently unknown is if there is a diminishing return on ideas (Romer & Roberts, 2007). 

Akerlof (2002, p. 368) argued that asymmetric information is important because it 

determines the market structure; this argument can be extended to the theory of 

information. Consequently, information theory is a critical component of economic 

theory. The main implication of the Min-OP model is that information is embodied in the 

psycho-social network. By extension, the market is a function of psycho-social 

phenomena. Based on Stiglitz’s 2001 Nobel prize presentation (2002), signaling theory 

itself may not be signaling market prices; it may be measuring differences in future 

opportunity costs. Stiglitz argued, “Even a small amount of information imperfection 

could have a profound effect on the nature of the equilibrium” (p. 475).  

Theory of value. 

 Under the Min-OP model, value is not only subjective and relative. It is 

temporally sensitive. This view contrasts with the classical labor theory of value that was 

based on the intrinsic theory of value (Cantillon). The intrinsic theory of value evolved 

into the Keynesian notion of objective value and Menger’s desirability or usefulness (i.e. 

utility; as cited in Cwik, 2009, July) theory of value. These ideas became the marginal 

theory of value. In the Austrian school (see Appendix J), this theory was translated into 

the notion of subjective value (Menger, as cited in Cwik, 2009, July). Relative value, the 
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hallmark of the Austrian view of value theory, is based on subjective value primarily in 

terms of relative prices, hence, the relative theory of value. Importantly, the Austrian 

notion of relative value includes temporal considerations (Cwik, 2009, July) mainly 

through the vehicle of the production process. The Min-OP models inclusion of temporal 

considerations is broader than the Austrian view. The Austrian view has been refined to 

incorporate resource constraints via the scarcity theory of value, however. From the 

Austrian perspective, value is subjective due to relative price differences and various 

resource constraints. 

The Keynesian theory of objective value, despite its reliance on intractable data 

measurement problems, evolved into the dominant theory of value today: the revealed 

preference theory of value. However, both the Keynesian notion of objective value and 

the Austrian notion of subjective value fundamentally assume that value is determined by 

labor (Waters, 1998, pp. 180-181). 

The New Institutionalist School (Hodgson, 1998, pp. 155-177) appears to define 

valuation not only in individual terms but also in social value terms that are usually 

specified by institutions. This evolution evolved to challenge the dominant conception of 

most of the economic schools (including the Austrian School and the Old Institutionalist 

Schools, see Appendix J) that are based on the acceptance of a model where the 

individual was abstract. New Institutionalists argue that the appropriate unit of analysis is 

not the individual, but rather the social individual because individuals respond to changes 

in their environment (including resources and social forces). 
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Traditional theories of social preference include reciprocal fairness, inequity 

aversion, warm glow altruism, and social image theory (Fehr, 2009, p. 319). Fehr (2009) 

argued that “social preferences in strategic actions may play a decisive role in for 

aggregate social and economic outcomes” (p. 217). Interestingly, Fehr examined 

“Rawlsian” preferences. Social preferences, in turn, are said to be highly dependent on 

cultural and institutional factors (Fehr, 2009, p. 220). Consequently, valuation is probably 

highly dependent on cultural and institutional considerations. Because of this high degree 

of contextual dependence, social preference theory usually includes punishing behavior. 

The Min-OP model explains such behavior as a mechanism to cope with increased 

opportunity costs, a check on bad behaviors. 

What is unknown is if taxes (the social value of public goods) are viewed as an 

extension of this punishment behavior. In effect, the New Institutionalist School argues 

that the individual is subject to both exogenous (i.e., traditional self-interested price-

takers) and endogenous forces (Hodgson, 1998, p. 165). Under the New Institutionalist 

perspective, the individual is still viewed as rational. This point is where the Social 

Economists would diverge from orthodoxy. This school argues that not only are 

economic actors frequently irrational, but they are biased, they work out their economic 

transactions in a state of both competition and cooperation, and they do so in an 

environment that is frequently uncertain (Waters, 1998, pp. 183-185). According to 

Waters, this perspective of value called “solidarism” was the dominant view of 

economics prior to the evolution of liberalism. 
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The main point is that most schools of economics fall under the liberal 

(empiricist) tradition and follow the associated simplifying assumptions. Waters’ most 

important point was that methodenstreit (methodological debate) continues (1998, p. 

202). In Waters’s view, economics is returning to Aristotelian origins. 

One consequence of the Min-OP model is that the Austrian notion of subjective 

value, in contrast to the Keynesian notion of objective value, appears more accurate. The 

Austrians did not go far enough in their theory of value. The New Institutionalist and 

Social Economists assertions (see Appendix J) are supported by the Min-OP model. The 

Min-OP Model has important consequences. For example, the Austrian conception of 

entrepreneurial activity as a discovery process should apply to the process of valuation. 

Mises’s (Cwik, 2009, September) conception of the extended present (future plans) and 

dynamic time (past, present, and future) have additional applications under the Min-OP 

model. 

Under the dynamic conception of time and valuation, the Min-OP model is a 

learning model as well as a descriptive one. By extension, valuation is a learning process 

bounded by various temporal considerations. Social cooperation rather than competition 

is a fundamental assumption of the Min-OP model. The Min-OP model embodies many 

theories of value by definition. The Min-OP model unifies the variants of value theory. 

Values and Goals. 

Rangel (2009, pp. 425-440) described goal-directed choices in terms of valuation. 

Rangel’s model may apply to economic decision making. Rangel’s research indicated 

that there are at least three levels of processing goal-directed choice. First, there is a small 
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number of valuation processes called Pavlovian valuation that are hard-wired based on 

aversive outcomes or appetites that are based on a large amount of data. Second, there is 

as small number of valuation processes called habitual valuation that is hard-wired 

change in response to trial-and-error. This system works in stable environments and 

updates valuation gradually over time. It is not capable of valuation in novel situations. 

Finally, there is a large number of valuation processes called goal-directed valuation that 

deal with changing environments and novel situations. This system appears to make and 

compare predictions. As expected, this valuation system is computationally intensive. 

Rangel (2009, p. 427) , for the sake of the simplicity, neglected the relationship 

between valuation and temporal uncertainty. The proposed random walk-model (contrasts 

with the diffusion model, see p. 428) works temporally based on a hypothetically relative 

right or wrong decision that appears to reach a threshold level before attenuating to a 

higher level via sensory noise. For the purposes of the Min-OP model, Rangel’s research 

demonstrates that valuation is not a straightforward process; it consists of at least three 

levels and is dynamic and temporally based. Based on Rangel’s work, it appears that 

goal-directed decision making works in accordance with the Min-OP model because it 

provides a mechanism that attenuates past experiences (accumulator signal) by present 

conditions specifically for the purposes of future predictions, in this instance predictions 

of future value. 

The suggestion that goals are stored hierarchically (Gazzaniga et al., 2009, p. 571) 

implies future planning of some type. Because planning involves broad and contextually 

specific goal and sub-goal development, the prediction of consequences, and the 
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determination of means (Gazzaniga et al., p. 572), this notion of planning could be 

viewed as preliminary evidence in favor of the Min-OP model. The accumulator signal 

appears to occur in the lateral interparietal area (LIP) (see Appendix I; Gazzaniga et al.) 

Goal-based evaluation appears to occur in the orbifrontal cortex (OFC) (see Appendix I; 

Gazzaniga et al.) What is unknown, however, is if these predictions of goal-based 

valuations are compared in order to minimize future opportunity costs. This proposition 

appears to be correct, but because other areas of the brain become involved, the final 

process remains elusive. 

Value processing. 

Bossaerts et al. (2009, p. 355) argued that value processing is multimodal. There 

are multiple inputs. According to Bossaerts et al. (pp. 356-358), the default value may be 

set by emotional considerations in accordance with prospect theory. This relationship is 

supported by the neurological evidence (Gazzaniga et al., 2009). Additionally, evidence 

for the encoding of risk is “overwhelming” (Bossaerts et al., p. 359). Under conditions of 

ambiguity, emotion plays the determining role in risk assessment (p. 363). This 

ambiguity is typically called novel task assessment; a recurring theme of cognitive 

neuroscience. Under conditions of pure risk, the amygdala does not appear to play a role 

(p. 363). 

Platt and Padoa-Schioppa (2009) specifically stated that valuation is impacted by 

the social environment (p. 449). The idea that valuation is based on social comparisons of 

relative earnings (Nature & the DANA Foundation, 2010, March) appears to support this 

assertion. Platt and Padoa-Schioppa pointed out that there are many types of valuation 
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representations stored in the brain (p. 442). For example, in addition to goal-based 

valuation, there appears to be both relative and absolute valuation representations in the 

brain as well (p. 451). 

The process of integrating valuation could be called normalization, noting that 

valuation is based on attention, value, and risk sensitivity. This process is important 

because Platt and Padoa-Schioppa (2009) cited evidence that economic goods are valued 

in the orbifrontal cortex (OFC) and that this process appears to be in accordance with the 

mechanisms described above. If the above model holds, then it follows that changes in 

economic goods valuation could originate in the lateral interparietal area (LIP). 

In addition to chosen valuation, the brain appears to respond to offer value. It 

makes valuation in comparative (relative) terms as well as in absolute terms (isolation). 

Corrado, Sugrue, Brown, and Newsome (2009) pointed out that dialogue between 

physiology and modeling is required to discover how valuation is achieved in the brain 

because an accurate model needs to embody temporal order, spatial (physiology) 

ordering, and functionality. Valuation is highly complex. The complexity of valuation 

aligns with the conception of value under the Min-OP model. 

Challenge to the Min-OP model. 

Lee and Wang (2009) pointed out two observations that challenge the Min-OP 

model. First, optimality appears to be rarely achieved. Second, the optimization process 

appears to be through trial-and-error. Under the meta-learning rule (p. 496), long-term 

rewards appear to be maximized. Given the present state of neurological evidence, the 

first observation appears to be an over-reaching generalization that may not be 
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empirically verifiable. However, under the second observation, trial and error as a 

process alone does not invalidate the Min-OP model because an accumulation 

mechanism is required neurologically. 

Because the existing state of neurological evidence is overwhelming support of 

the role of emotion in decision making, trial-and-error is more complex than one would 

suspect. Multiple systems appear to process information on both subconscious and 

conscious levels. It is unknown how these are compared in the brain. While the second 

point appears to detract support from the Min-OP model, upon a more detailed analysis, it 

supports the Min-OP model by bringing the past, present, and the future together. The 

interpretive element of valuation that Lee and Wang denied (p. 496) may be embodied as 

a system of neurological connections instead of isolated in one area of the brain. 

 The Min-OP model addresses many of the weaknesses of value theory. For 

example, Behr, Garlin, Morris, and Roehl (1971, p. 21) argued that time and place 

distinctions are essentially ignored methodologically. These are represented in the Min-

OP model by the initial state. Some research seems to support the Min-OP model. For 

example, Berns, Capra, and Noussair (2007) argued that value was independent of 

cognitive heuristics based on the assumption that utility was not a distributed construct. 

This research hypothesized that states of arousal based on neurotransmitters appeared to 

be important (the chemicals associated with value are oxytocin, dopamine, cortisol, and 

prolactin, see Damasio, 2009, p. 212). 

The solution to this state of affairs was prospect theory, rank-dependent utility 

theory, and linear-value weighing. In a different study, Bickel, Kowal, and Gatchalian 
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(2006) argued that the traditional economic assumption of exponential discounting should 

be replaced by a hyperbolic discounting model. Consequently, temporal considerations 

are themselves dynamic and not absolute. Finally, based on Glimcher, Kable, and Louie 

(2007), it appears that temporal considerations are considered prior to the valuation. 

These studies indicate that valuation is more complicated than suggested by 

mainstream economic theory. Under the Min-OP model, temporal considerations  

compare the short-term and the medium-term and the long-term in some manner that 

achieves a consensus or relevant term. Based on this decision, valuation is calculated in 

relative terms. In short, valuation appears to be dynamic and changing even though it is 

based on spontaneous order. Shackle called this balance between order and chaos 

“kaleidic” and argued that society was “a kaleidic society, interspersing its moments and 

intervals of order, assurance and beauty with sudden disintegration and a cascade into a 

new pattern” (Garrison, 1986, p. 77). Despite these considerations, both effort and 

payoffs appear to matter (Brosnan, 2009, p. 299). 

Theory of money. 

The Austrian view of money is that money is a medium of exchange that always 

represents 1/2 of the exchange, meaning that monies are always exchanged for goods and 

services and that such monies are said to be of equal value for such goods and services 

(excepting a barter economy). Money is a coordination mechanism that uses monetary 

calculations to control for time as the primary medium of production (Horwitz, 2008). 

What distinguishes this view of money from the general equilibrium view of 

money is that money emerges as a matter of spontaneous order and has no value of its 
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own. Under the general equilibrium view, in contrast, money is a maximization price that 

is set and assumed to be equally liquid and equally tradable for all goods. Under the Min-

OP model, money could be viewed as a medium of information exchange rather than the 

traditional view of money as a neutral storage mechanism for future value. Note that this 

argument does not mean that money is not used as a storage instrument for value because 

clearly this role is one for money. This proposition does not contradict the idea that 

money appears to be conceived as a commodity based on pleasure value (Smith, V., 

2009, p. 16). 

The Min–OP model explains the problem of giving away “other people’s money 

(OPM, also called the identifiable victim effect, see Mayr, Harbauch, & Tankersley, 

2009, p. 314),” where reportedly between 97% and 100% of givers decline to give money 

they must earn (Smith, V., p. 16). This insight has important distributive justice 

implications that are largely ignored. For example, as Vernon Smith (p. 16) states, 

“Opportunity cost comparisons for decision are supported by emotional circuitry, and that 

support is commonly below our conscious awareness.” Moral disengagement (Britt, 

2009), the process that enables harsh and immoral actions on the part of governments and 

individuals when rationalized by collective decisions, has important implications for 

distributional justice that need research. 

Under the Min-OP model, money would not be neutral because its value changes 

relative to not only the initial conditions but also based on its impact of future 

opportunity costs. In effect, money becomes an informational signal as to potential 

changes in future opportunity costs. Money is a signal of both present and future actions. 



210 

 

 

It is more. For example, an important point of the Min-OP model is that the reaction to 

changes in monies on the part of individuals, businesses, and other institutions, is based 

on previous experience (hence it can be conditioned), present organism states (hence it is 

situational), and future pattern predictions (investment). 

This temporal insight implies different consequences for different economic 

actors based on all three considerations. The present state of the economic actor, in this 

view, could be seen as the initial determinant factor. This relationship, for example, is 

demonstrated by Laffer effects. The lack of money could be viewed as a threat response. 

Once the economic actor perceives relative stability and safety, then this dynamic may 

change to one that is future-orientated. 

Most surprisingly, because the Min-OP model includes past experiences by 

definition, it may be a habitual (conditioned) response that dominates in some instances 

(thus explaining consumer behavior). This proposition applies in instances of relative 

economic security and stability. This theory of money contradicts Milton Friedman’s 

assertion that inflation is always a monetary phenomenon based on its quantity. For 

example, under the Min-OP model, money is specifically a cue of future opportunity 

costs. Under the Min-OP model, the value of money can change because of individual 

perceptions. Relative changes in prices are subject to past, present, and future psycho-

social considerations. 

The quantity of money is part of the Min-OP model calculation. This relationship 

may explain the relative price changes as more dynamic than previously assumed. 

Because such costs are perceived specifically in terms of the psycho-social network, 



211 

 

 

reactions to changes in the money supply may be based on more than merely the quantity 

of money. Such reactions can be based on intuitive and relative bases. 

Under the Min-OP theory, then, stagflation can be viewed as a complex dynamic; 

one that is independent of quantitative calculations. Stagflation may have a strong social 

component based on various fears regarding future opportunity costs. For example, 

businesses may fear that the costs of production may not be recaptured by future income 

based on inflationary effects. Concurrently, individuals may be subject to the forces of 

irrational exuberance in terms of the propensity to spend because of increases in relative 

wages. While business respond by cost-cutting measures (raises unemployment), the 

increase in spending causes price inflation. This problem becomes intractable once 

unemployment, due to production concerns, rises to such a point that consumption 

stagnates in response to inflation (note the relative tax rate changes and bracket creep 

problems) and unemployment; hence making the future opportunity costs of production 

appear even more threatening. 

In such an instance, under the Min-OP model, the solution would be to decrease 

the future opportunity costs on the production side in order to stimulate economic 

production. Tax cuts and regulation reduction, for example, could be used for this 

purpose. From the demand-side perspective, economic stimulus would be ineffective 

because of its short-term nature. Hence, stagflation, under the Min-OP model, may be 

caused by conflicting signals relating to future opportunity costs between consumption 

and production. Under a demand-side interpretation, production theoretically would be 

increased and not reduced as predicted by the Min-OP model in order to increase profits. 
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Under the Min-OP model, this result could be merely a misreading of the incentive forces 

on production; specifically, a failure to anticipate that production is reacting to fears 

regarding future opportunity costs and not existing profits. A theory of sustainable 

development may be another solution to the stagflation problem. 

The quantity of money is not the only factor considered. Under the Min-OP 

model, money is still a storehouse for value. The main consequence of the Min-OP model 

is that this value is subject to non-economic calculations as well as purely economic ones. 

Under the Min-OP model, future opportunity cost calculations calibrate real economic 

responses based on social information, including but not limited to the quantity of money. 

Sources of such shifting equilibriums (called shocks) may be beyond economic modeling 

because of the ramifications of the Min-OP model. Additional research is required as to 

the consequence of the Min-OP theory in terms of the velocity of money and liquidity 

preferences. The most important aspect of the Min-OP model is the inclusion of temporal 

considerations. 

Utility theory. 

The father of utility theory was Max Bernouli (1954). Utility theory represents the 

foundation of economic theory because it is based on this assumption. Utility theory 

violates basic facts of neurophysiology (Glimcher, P. W., Camerer, C. F., Fehr, E., & 

Poldrack, R. A., 2009, p. 9). Under the Min-OP model, utility maximization could be 

viewed as a special case of minimizing the long-run opportunity costs that emphasize 

short-term survival based on initial states or conditions. Under the Min-OP model, long-

term opportunity costs and short-term utility calculations are most likely relative. On one 



213 

 

 

hand, such calculations are relative to the psycho-social network; on the other hand, 

short-term utility calculations are sensitive to initial conditions. It is possible that 

individual decision processes evolved in physiological terms based on different levels of 

temporal consideration. This proposition aligns with Mises’s conceptions of the extended 

present and dynamic time. As a consequence, The Min-OP model may be viewed as more 

rational than traditional utility maximization. 

The Min-OP model: Beyond simple utility. 

The Min-OP model allows traditional utility-type decisions to subside as short-

term needs (such as consumer spending) are met. This dynamic explains the concept of 

marginal utility, despite findings that conceptions of marginal utility in the brain are 

largely meaningless based on problems relating to cardinal versus ordinal utility (Caplin, 

A. & Dean, M., 2009, pp. 23-24). 

Caplin and Dean (2009) specifically pointed out that non-maximizing theories of 

choice behavior represent a “breakthrough” (p. 24). The Min-OP model is one example 

of such a non-maximizing theory. Another example of a non-maximizing theory is regret 

theory (Weber & Johnson, 2009, p. 129) where expected utility is used to compare the 

value of rejoice versus the value of regret in order to minimize regret. This consequence 

is because feelings of regrets are stronger than feelings of rejoicing. This theory can be 

seen as a theoretical forerunner of the Min-OP model. Both expected utility models and 

risk-return optimization models have been demonstrated experimentally problematic 

(Weber & Johnson, 2009, p. 129). Where the Min-OP model is different from regret 
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theory is that opportunity cost minimization embodies both psycho-social relationships 

and temporal considerations. 

Utility is highly contextual and dynamic under the Min-OP model. Traditional 

utility models, in contrast, have focused on ideas such as the theory of risk aversion, 

information-averse behavior, disappointment aversion, bounded rationality, and rank-

dependent expected utility. All of these ideas fit well within the Min-OP model. 

Utility in practice. 

Because belief tends to trump rewards based on expectations (Caplin & Dean, 

2009, pp. 23-24), emotions are clearly associated with utility calculations through 

dopamine and the amygdala. Within the emotional context, it is important to note that the 

detection of trust appears to be a required element in games theory (Smith, V., 2009, p. 

17). Trust appears to be important because utilization behavior is “extremely dependent 

on prototypical responses” (Gazzaniga et al., 2009, p. 621). If this idea is correct, then 

trust may be a necessary condition for calculations of utility in the classical sense. This 

idea is easily understood within the Min-OP model. 

An important unanswered question regarding the Min-OP model is the impact of 

risk on such decisions, particularly long-term psycho-social ones. Some researchers (such 

as Rustichini, 2009, pp. 35-37) view utility as merely a representation of preferences that 

are measured in terms of inconsistency of stochastic choice based on a set of utility 

functions. This idea aligns with the Min-OP model that assumes that utility is a complex 

and dynamic construct of preferences that extend into the future. 
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In order to explain deviances from expected utility models, researchers have come 

up with modifications of utility theory. For example, Brosnan (2009, p. 286) included 

inequity aversion as part of the utility function and Glimcher (2009, p, 519) created 

reference-dependent random-walk model of utility. In short, under the Min-OP model, 

utility is not a straightforward maximization problem. In Rustichini’s terms, the 

evaluation of utility under the Min-OP model could be stepwise, additive, or random. 

The Min-OP model complies with Becker’s observation that global preferences 

are rationally based and stable even though preferences can be “. . . transient, unstable, 

and irrational” (as cited in Santos & Chen, 2009, p. 83). Where the model is different 

from Becker’s idea, is that even global preferences are dynamic. Hypothetically it is easy 

to see how individual preferences are more dynamic than global preferences are. The 

implication of the Min-OP model is clear; utility is not a fixed target. Utility theory in the 

individual sense is not taken seriously by many economists; instead, many economists 

only see utility within the lens of aggregation (Bernheim, 2009, p. 120). 

Market theory. 

 Under the Min-OP model, the market is an emergent phenomenon based on the 

psycho-social network. This idea is important because the psycho-social network 

includes by definition institutions. The market is a necessary consequence of the Min-OP 

model; it is not a separate decision making component. The Min-OP model is embodied 

in the market. 
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Market failure and disequilibrium. 

An important feature of the Min-OP model is that markets can fail just as 

institutions can fail. Markets could be uncoordinated under the Min-OP model as well 

because equilibrium is not guaranteed. For example, economic decisions are made in the 

same areas of the brain that relationship decisions are made (Damasio, 2009, p. 210). 

This result implies that market decisions are relationship based within an emotional 

construct. On this basis, market decisions are emotional as much as they are rational. 

When reason and emotion offer conflicting decisions, errors occur. Becker (2006) noted 

that markets are a social phenomenon and that transactions are not always voluntary. This 

idea is easily explained by the Min-OP model. 

Stiglitz’s (2002, p. 485) efficient markets hypothesis, where stock prices are said 

to convey all the relevant information both informed and uninformed, may be incorrect. 

For example, simple power dynamics or even futures trading may distort such 

information. The market may function to reduce transaction costs and thereby improve 

efficiency. A new idea that needs additional research is a possible outcome of the Min-

OP model: the niche theory of the market. Under this theory, survival is not improved by 

efficiency and production per se, it is expanded by the creation of evolutionary (market) 

niches. The idea of economic man as homo economicus is not realistic (Brosnan, 2009, p. 

288; Santos & Chen, 2009, p. 82). 

The emotional market. 

If the market is not entirely rational in the classical sense, how can it be 

characterized in practice? Brosnan (2009, p. 297) speculated that emotional responses 
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were commitment devices that may be more important than rewards in the long-term. 

This proposition appears to be supported by the Min-OP model in part because emotion is 

necessary for decision making and because emotion may determine the rules that are 

applicable in a given situation (Gazzaniga et al., 2009, p. 623). Schultz (2009, p. 327) 

pointed out that dopamine’s impact on reward system processing is rapid and that it is felt 

temporally prior to classification in the brain. Niv and Montague (2009, p. 339) argued 

that dopamine appears to be attenuated based on the delay in reward attainment. Rewards 

may be processed in terms of their future predicted values based on previous experiences 

instead of simple and elegant present-value calculations. Markets are by definition future 

orientated under the Min-OP model. This temporal orientation manifests by the process 

of opportunity cost minimization working through the vehicle of an optimization matrix 

of future value calculations. 

This process is subject to what Niv and Montague (2009) called cue-elicited 

prediction errors. Hence, markets can clearly fail when cues elicit improper economic 

responses. Note that the brain not only tracks change per se but also it tracks changes in 

the rates of environmental change (Niv & Montague, p. 344). It is easy to see how an 

increase in the rate of change could elicit a response that overcompensates for actual 

environmental predictions by markets. In such instances, the market may fail. Such 

responses to environmental change are reported to work through acetylcholine (expected 

uncertainty) and norepinephrine (unexpected uncertainty) that impact learning (Niv & 

Montague, pp. 344-346). 
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Research indicates that opportunity costs are quantified in terms of time and the 

expected rate of rewards (i.e. utility) by dopamine in the striatum (Niv & Montague, 

2009, p. 344). This research is perhaps the most important evidence of opportunity cost 

calculations in the brain to date. What is presently unknown is if this encoding is 

dissociated in some way. A critical question remains unanswered: Is a set or matrix of 

future opportunity costs calculated as optimization problems in the brain? This 

proposition seems plausible, but additional research is needed. 

Under the Min-OP model, the market is a special case of the psycho-social 

network. Economic decisions may embody non-market transactions as much as it does 

psychosomatic motives and social relationships. Under the Min-OP model, institutional 

arrangements are broader in conception than is traditional in terms of economic theory; 

institutional arrangements go well beyond simple property or contract rights. The market 

is dualistic based on both cooperative and competitive impulses. In short, the Min-OP 

model appears to resolve Mises’s central problem of analyzing markets (Prychitko, 2009, 

p. 17). Similarly, the Min-OP model may resolve the “more troublesome problem” of 

production by explaining means and ends (Prychitko, p. 20). 

Theory of institutions. 

 Institutions have become a methodological component of economic analysis. 

Because the accepted theory of value is based on the abstract individual, such analysis is 

often an after-the-fact refining tool for problems with economic models (a similar 

argument can be made for information). Behr, Garlin, Morris, and Roehl (1971, p. 27) 

argued that the theory of value breaks down if institutions are not considered. Barro and 
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Romer (1990) argued in favor of political stability as an important function of 

institutions. Barro (2001) argued that long-run economic output depended on the 

institutional environment. Barro and Romer (1990) explained the lack of evidence for the 

convergence theory of economic growth in developing nations on problems with 

institutions, although in this instance institutions were defined explicitly in political 

terms. Additionally, Barro (1999) found that cultural and institutional factors impacted 

the propensity to save; hence, it impacts economic growth by changing the availability of 

capital investment. Consequently, tax policy appears to be ineffective as a mechanism to 

control capital investment (Desai & Goolsbee, 2004). Giertz (2004) argued that 

institutional problems cause tax base changes such as income shifting and that the 

elasticity of taxable income depends on such institutions. This relationship explains the 

extreme importance of the national tax literature (tax avoidance, tax compliance, tax 

evasion, tax competition, and the tax gap literatures) that are analyzed later in this study. 

By extension, Laffer effects may be indicative of an institutional problem. 

Gwartney, Holcombe, and Lawson (2004) called this phenomenon institutional quality 

and associated it specifically with future economic growth. Other researchers, such as 

Moral-Benito (2009) considered institutions a factor of economic growth. The Min-OP 

model expands the number of institutions under consideration to include the psycho-

social network. By extension, economic growth is a function of these psycho-social 

factors; it is not solely the result of markets, property rights, and governmental policies. 

At first glance, the traditional demand-side (distributional justice) perspective 

would gain the most from inclusion of institutions into their models. However, the Min-
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OP model has deeper implications for economic theory. Specifically, because institutions 

are part of the psycho-social network, institutions are both competitive and cooperative in 

different instances. They are state-dependent. For example, if government expands to 

such a degree that competing social institutions are marginalized or destroyed, then, 

under the Min-OP model, it is logical to assume that at some point future opportunity 

costs could be threatened. 

Hence, the incentives that are built into the Min-OP model would be pushed in the 

direction of first passive and then active resistance. Hence, the Laffer curve is easily 

explained as an inflection point under the Min-OP model. This dynamic is bidirectional. 

If the government is perceived to be a benefit to future opportunity costs (by a 

mechanism such as welfare transfers), then under the Min-OP model, it is likely that such 

institutions will expand. Institutions are defined broadly to include social institutions 

(such as religion, tribal relations, family groups, peer groups, etc.). As such, under the 

Min-OP model, there is a strong institutionally based cultural component. This idea is 

new to orthodox economic theory. It explains concepts such as social capital. In an 

interesting twist, property rights are institutions. This relationship has profound 

implications for economic theory. 

The preceding analysis of economic theory provides a solid basis for a future 

school of economic thought providing the Min-OP model survives future scholarly 

scrutiny. Additional research is required. The model requires greater development than is 

possible here. Future research could use the Min-OP model to explain capital theory, 

social capital theory, human capital theory, the theory of production and the business 
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cycle, the theory of consumption, equilibrium theory, the theory of trade, and control 

theory. Tentatively, however, it seems plausible that the Min-OP model reconciles many 

of the problems of economic theory. These problems, in turn, are the main reason that the 

Laffer curve is so poorly understood. Having demonstrated the feasibility of the Min-OP 

model in terms of economic theory, the Min-OP model will next be examined in terms of 

its consequences on the dispute between economic schools. 

Resolving the Dispute Between Economic Schools of Thought 

 

Recall that opponents of the Laffer curve (traditionally Keynesian economists) 

marginalize Laffer effects if they are acknowledged at all. On the other hand, proponents 

of the Laffer curve (traditionally Austrian and supply side economists) acknowledge that 

the Laffer curve is a microeconomic phenomenon based on tax expectations, incentives, 

and disincentives of various sorts. The truth, under the Min-OP model, is between and 

beyond both constructs. 

Assuming that the Min-OP model is correct, it has two important ramifications for 

these competing theoretical approaches. For Keynesian economists, the model includes 

institutions as a primary social and cultural component of economic decision making. 

Where the Keynesian approach breaks down is the marginalization of a critical aspect of 

evolutionary theory as applied to economic decision making: a theory that is by nature 

embodied in broad temporal and psycho-social considerations. While short-term 

institutional considerations are important, the Keynesian negligence of long-term 

incentive effects is problematic. 
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For the Austrians (and supply side economists), the model includes a critical 

component missed by their Keynesian cousins: its microeconomic foundations. However, 

while the Austrians tend to recognize the importance of short-term institutional 

considerations, particularly with respect to markets, the Austrians miss the fundamental 

idea that all economic decisions are not made by individuals in isolation, but individuals 

within the context of psycho-social considerations that may be largely subconscious and 

autonomous in and of themselves under the Min-OP model. Methodological 

individualism may be short-sighted when carried to this extreme form. 

While Hayek (1952/1976) acknowledged the role of social phenomenon in the 

emergence of both the spontaneous ordering phenomenon regarding the markets, Hayek 

did not go far enough. Hayek (1952/1976) stated: 

It is thus the existence of an order of sensory qualities and not a reproduction of 

qualities existing outside the perceiving mind which is the basic problem raised 

by all mental events. Psychology must concern itself, in other words, with those 

aspects of what we naively regard as the external world which the physical 

sciences give us. (chap. 1, para. 18) 

Hayek called the remaining quantity the “unexplained residue” (chap. 1, para. 19). While 

Hayek was arguing that stimuli were the real source of all psychology (while at the same 

time acknowledging this observation as “naïve”), Hayek failed to consider that organisms 

respond to both external stimuli and internal energy (i.e. survival) requirements. Hayek 

attempted to resolve these problems under his sensory order model that included physical 

order, neural order, and the mental or phenomenal order of sensations (chap. 2, para. 7). 
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Of these three components, only the neural order was considered isomorphous (meaning, 

“inferred”). Hayek stated that these stimulus-related explanations where knowable, but 

that “the general character of the processes at work, in their operation may be so 

complicated in detail as to place their full description forever beyond the power of the 

human mind” (chap. 2, para. 18). In reality, given the state of neurological knowledge at 

Hayek’s command during that time, Hayek’s theory was a good first approximation. 

Internal survival requirements are embedded in psycho-social network under the Min-OP 

model and the model fills this theoretical gap. 

Austrians have marginalized the complex nature of spontaneous order while at the 

same time worshiping its dictates in the market. Assuming that the Min-OP model is 

correct, the Austrians were closer to reality than their Keynesian cousins. The Min-OP 

model, when viewed from the context of the evolution of economic theory as represented 

by the Nobel Prize literature in economics (see Appendix L), appears to be the next 

logical evolutionary step because the Min-OP model appears to address many, if not 

most, of the concerns represented in that body of literature. 

Patterns: An Initial Test of the Min-OP Model 

 

 Due to time and space limitations, the task of theoretical development of the Min-

OP model is left for future research. This section is only a first approximation as to Min-

OP model’s explanatory power using a neglected and critical component of the Laffer 

literature. This component was selected purposively because Laffer effects are said to be 

caused by changes in tax bases that in turn are said to be causes to changes in tax 

compliance (e.g., Brookings Institute, 1999; Giertz, 2004; Papp, & Takats, 2008; 
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Radaelli, 1998). The national tax responsiveness literature is examined in the next 

section. A representative sample of the explanatory power of the Min-OP model is 

presented in Appendix M, which provides a snapshot of some of the major points of the 

Laffer literature review specifically in terms of the Min-OP model. The intent of this 

section is twofold. First, it represents an initial test of the Min-OP model. Second, it helps 

identify theoretical difficulties by discovering instances that the model fails to explain or 

breaks down. 

National tax response literature. 

 The national tax responsiveness literature consists of a body of research that 

examines tax compliance, tax avoidance, tax evasion, tax competition, and tax gaps. This 

body of literature is examined here because it was a primary research diversion (see 

Appendix E) that was avoided by the Laffer literature despite its clear causal relevance. 

The literature is discussed briefly in terms of its findings. Most importantly, these 

findings are, in turn, analyzed within the framework of the Min-OP model. Each 

component of the national tax response literature, the tax compliance literature, the tax 

evasion and the underground economy literature, the tax gap literature, and the tax 

competition literature begins with a brief review that includes its relevance for the Laffer 

literature and concludes with an application of the Min-OP model to selected literature 

elements. 

Tax compliance. 

 Tax compliance discussions begin within the context of the legitimacy model of 

government. For example, Torgler (2008, p. 1255) stated: 
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If citizens perceive that their interests (preferences) are properly represented in 

political institutions and they receive an adequate supply of public goods, their 

identification with the state increases and thus their willingness to contribute 

increases. On the other hand, in an inefficient state where corruption is rampant, 

the citizens will have little trust in authority and thus a low incentive to cooperate.  

Based on this observation, Laffer effects should be larger in governments that are 

perceived to be illegitimate or predatory in nature. In 2001, the IRS estimated that 83-85 

% of federal taxes were paid “voluntarily and timely” (Walker, 2005, p. 4). Strader and 

Fogliasso (1989) found that moral attitude was a determinant of compliance and that such 

compliance was complex and adaptive based on cultural norms (under the Min-OP 

model, culture is important). Consequently, Strader and Fogliasso implied that attempts at 

government manipulation do not have predicted impacts. 

As a result, understanding the reasons for noncompliance is critical in order to 

reduce noncompliance (Walker, 2005, p. 3). The Min-OP model could easily serve this 

function. Clotfelter (1983) found that marginal tax rates were directly related to tax 

noncompliance and that tax compliance was highest for middle incomes and lowest for 

the lowest and highest incomes (as cited in Cox, 1984, p. 286). This result is predicted by 

the Min-OP model. It explains why Laffer effects could be tied loosely to high marginal 

tax rates. In contrast, Cox (p. 286), found no relationship between marginal tax rates and 

tax compliance even though high-income taxpayers were less compliant that low-income 

taxpayers were. Cox specifically noted that this area required additional research. 
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In contrast, Papp and Takats (2008) concluded that Laffer effects were caused by 

increasing tax compliance (thereby increasing the effective tax rate) and the resulting 

change of the tax base. For example, according to Papp and Takats (p. 10), a 1% tax 

decrease increased tax compliance by 40% (in Russia). Similarly, Deskins (2005) found 

that the corporate tax base eroded by 7% per 1% increase in top marginal tax rate even 

though economic activity remained constant. Under the Min-OP model, this result may 

be due to both the legitimacy model of government or by government’s impact on the 

individual long-run opportunity costs. Finally, Deskins found that tax compliance 

declined as income became undetectable (particularly for higher incomes, lower audit 

rates, and higher tax rates). 

 The governmental view of tax compliance is fundamentally different because 

incentive effects are ignored due to problems of data measurability (Walker, 2005, p. 21). 

Importantly for a Laffer-type analysis, Walker found that the IRS does not have estimates 

for corporate income, employment, and excise tax non-filing (by definition, the 

underground economy) or under-reporting (Walker, 2005, p. 21). Researchers such as 

Slemrod and Kopczuk (2000) specifically noted that the elasticity of behavioral responses 

to tax rate changes for purposes of social benefits are subject to government manipulation 

through enforcement, administration, and choice of bases. 

Under the Min-OP model, behavioral responses to tax rate changes are clearly 

linked to actual or perceived benefits in terms of distributions. Mazur and Plumley (2007) 

argued that third-party reporting increases tax compliance. Under the Min-OP model, 

detection could lead to penalties that directly threaten future opportunity cost 
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calculations. Ironically, Mazur and Plubley, did not even consider the underground 

economy. Tax compliance efforts place well-recognized costs and burdens on business 

(Walker, p. 19). Under the Min-OP model, such costs are viewed as both a short-term and 

a long-term threat to future opportunity costs. This relationship may explain McCubbin’s 

(2004, p. 32) observation that “maximizing revenue does not maximize social welfare 

even when the auditing budget is the optimal size [that] suggests that coordination 

between the tax administrator and tax policymakers may be necessary.” McCubbin is 

acknowledging that tax avoidance always exists even under ideal enforcement structures. 

McCubbin went even farther and asserted that political coordination of the tax 

enforcement agency was necessary to address this issue for the purpose of optimal 

taxation. 

This relationship implies that tax rates should be set at a higher rate than a public 

welfare maximizing rate would be in order to capture sufficient revenue. McCubbin, 

(2004) stated, “The government’s objective of maximizing social welfare is equivalent to 

minimizing the total social cost of evasion” (p. 6). This insight is a critical point in terms 

of a Laffer-type analysis that is founded on the proposition that at some point tax rates 

will be deemed excessive and as such they will be avoided. McCubbin (p. 13) 

acknowledged that some tax avoidance activities may be overlooked when it helps 

achieve redistribution goals. McCubbin failed to understand one of the most important 

outcomes of the Min-OP model: Government redistribution can be harmful when it 

begins to impede the functioning of the psycho-social network. 
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 Schnellenback’s (2006) demonstrated that psychology can be integrated into 

economic theory and be empirically tested. Schnellenback concluded that tax evasion 

relates to cognitive dissonance in risk-neutral taxpayers. Cognitive dissonance theory is 

defined by the APA Dictionary of Psychology (2007, p. 188) as “a theory proposing that 

people have a fundamental motivation to maintain consistency among elements in their 

cognitive systems. When inconsistency occurs, people experience an unpleasant 

psychological state that motivates [my emphasis] them to reduce the dissonance.” The 

idea of cognitive dissonance is closely related to the idea of decisional dissonance, where 

individuals approve of their own decisions even if alternative decisions are superior 

(Britt, 2009, July). Cognitive and decisional dissonance has important implications for 

the Min-OP model. 

Under this model (Schnellenback, 2006), it is easy to see how not only a change 

in tax rate but also a perceived change in government legitimacy could lead to cognitive 

dissonance because uncertainty and change is by definition the cause of cognitive 

dissonance. This relationship shows how, in Schnellenback’s view, tax revenue as a 

function of tax rates may be fundamentally different from a Laffer-type effect.  

Scnellenback argued that there is still a wrong side of the curve based on cognitive 

dissonance. Scnellenback also argued that psychological costs are required to control 

self-interested governments under the legitimacy model. In Schnellenback’s view, there 

is a linkage of trust and government satisfaction with tax compliance and/or evasion 

(called tax morale). 
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Consequently, there are alternative Laffer curve shapes (see Schnellenback, 2006, 

p. 14, Figure 2, “Revenue Generated with Different Evasion Patterns”). Under 

Schnellenback’s model, tax evasion is a form of a punishment (breach of trust) 

mechanism that undermines the traditional legitimacy model. While Schnellenback’s 

model may not be easily generalizable, it is an excellent example of an attempt to 

reintegrate economic and psychological models. 

Under the Min-OP model, the conclusion that cognitive dissonance relates to tax 

compliance becomes nonsensical because taxpayers perceive threats to future opportunity 

costs. These threats are not irrational nor do they represent cognitive dissonance, where 

Schnellenback means a failure to see the value of taxation in constant terms. 

Schnellenback’s approach supports McCubbin’s (2004) strategic interaction model over 

the standard evasion-enforcement model of tax compliance. Under the Min-OP model, 

such strategic interaction is carried out on a much higher level of cognition. 

 The Min-OP model fits into this body of literature. First, under the illegitimacy 

model, taxpayers decrease compliance. This concept can be viewed as a cue to taxpayers 

that long-run opportunity costs may be increasing due to governmental extractions with 

few anticipated long-term returns. Under the Min-OP model, individuals may seek to 

increase the relative importance of the traditional psycho-social network. This result 

explains the observation that government manipulation does not always have the intended 

results (Strader & Fogliassos, 1989). It explains how “legitimate” tax compliance is as 

Walker (2005, p. 4) put it, done “voluntarily and timely.” The Min-OP model explains 

how tax compliance is complex and adaptive (Strader & Fogliasso, 1989). 
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The Min-OP model explains why high-income taxpayers are less compliant than 

lower-income taxpayers are because long-term opportunity costs depend on initial 

economic conditions as well as different individual psycho-social networks. Lower 

income taxpayers rely on governmental redistributions more than higher income 

taxpayers do. As a result, lower income taxpayers may view taxation as more legitimate 

than higher income taxpayers do. 

It is easy to see why government responds by attempting to manipulate the 

elasticity of behavioral responses by strategic deception as Slemrod and Kopczuk (2000) 

suggested. The Min-OP model suggests that a tax incentive would be a preferred 

mechanism (perhaps even a precondition) of recapturing highly elastic income taxes. 

Such an action would appear to be a long-term minimization of opportunity costs to high-

income earners while going largely unperceived as a threat to benefits by lower-income 

earners. 

McCubbin’s (1983 as cited in 2004) observed how maximizing revenues may not 

maximize social welfare. The Min-OP model is instructive because maximizing revenues 

may cause detrimental harm to traditional psycho-social networks while increasing the 

governmental component of the psycho-social network. This problem is exactly what 

Becker (1997) was concerned about regarding unintended consequences on familial 

relationships. 

Individual psycho-social networks are predatory, competitive, and cooperative 

with each other. This consequence shows the dynamic nature of the Min-OP model. The 

corporate tax base erosion reported by Deskins appears to be an organizational response 
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to the Min-OP model. However, because it is unclear to what extent organizations and 

institutions follow the Min-OP model, additional research is needed. 

The Min-OP model may explain corporate tax base erosion, but this idea may not 

be necessarily correct. As to Schnellenback’s (2006) cognitive dissonance model, the 

inconsistent feeling that Schnellenback suggests begins the cognitive dissonance reaction 

could easily be explained as a perceived threat to either the traditional psycho-social 

network or the governmental component of the psycho-social network. The issue of trust, 

or more accurately a perceived breach in trust, can be explained easily by the model. In 

sum, the Min-OP model explains a great deal of the tax compliance literature. It is 

unclear to what extent the Min-OP model applies to the wide variety of institutional 

forms of business and the non-profit sector. 

Tax avoidance. 

 Within the Laffer literature, tax avoidance is typically discussed in vague terms. 

This problem may be because tax avoidance is legal (this problem does not manifest in 

tax evasion). Legal compliance, legal evasion, and legal avoidance are viewed within the 

same context, whereas they are fundamentally different aspects of tax responsiveness. 

Some researchers, such as Barro and Sahasakul (1983) include tax avoidance as part of 

their equations under a representative person analysis of tax rates. Other researchers, such 

as Long and Gwarney (1987), found that high marginal tax rates increase tax avoidance 

particularly at higher incomes. Failure to accommodate for some degree of tax avoidance 

in a model could explain how some research underestimates impact of tax policy on 
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revenues. The Min-OP model explains tax avoidance as an attempt to minimize the long- 

term opportunity costs. 

Tax evasion and the underground economy. 

 Tax evasion is distinctive in that it is an illegal activity. These measurability 

difficulties confound the literature empirically and are theoretically problematic. Most 

estimates are educated guesses. However, as Stone (Nobel Prize, 1984, see Stone, 1992) 

argued, the underground economy is confounded by non-market activities such as 

household and amateur services that are “innumerable and unrecorded” (p. 122). The 

Min-OP model explains these non-market activities as intrinsically important aspects of 

the psycho-social network. 

Under the Min-OP model, traditional utility models do not capture this 

phenomenon. As a result, non-market activities are not included in production 

calculations. This inclusion is critical for a Laffer-type analysis because the shift from 

labor to leisure activities and the accompanying increase in illegal economic activities 

could be a shift towards non-market activities. This result is a consequence of the Min-

OP model. As indicated in the section above, tax evasion may be related to the legitimacy 

model of government. However, researchers such as Sutter and Weck-Hanneman (2003) 

pointed out that tax evasion may be related to procedural fairness. Hence, there may be 

an institutional component to the Laffer curve arguments. For example, Walker (2005, p. 

17) noted that additional research was needed on tax shelters with respect to tax 

noncompliance. From a redistribution perspective, Wu (1990) cited returns on evasion 

and returns on avoidance as important predictors regarding property rights and “strategic 
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elite goals” within the context of communism. The Min-OP model includes institutional 

factors by definition. 

 Empirical measures of the underground economy vary widely between nation-

states. It is likely that the underground economy may vary increasingly as the units of 

analysis get smaller. The underground economy may be fundamentally a localized rather 

than a national or trans-national phenomenon. This proposition would fit in with the 

Austrian view of the market where the market did not evolve to maximize wealth but to 

increase diversity through the creation of evolutionary niches as a survival mechanism. If 

this view is correct, then as applied to the underground economy, such activity could be a 

survival mechanism of sorts. This result is predicted by the Min-OP model. Distribution 

goals may cause harm to such niches by reducing economic diversity. Populations would 

be increasingly susceptible to economic shocks because of distributional aspirations. 

One of the most frequently cited measures of the underground economy was that 

of Mundell, who estimated it to be 10% GNP (Bartlett, 2003, p. 13; Hailstones, 1982, p. 

108). This range is close to international estimates of other nations. For example, Giles 

(1999) estimated the New Zealand underground economy to vary between 6.8% and 

11.3% GDP with a tax gap between 6.4% and 10.2%. Giles (1999) provided an excellent 

summation of literature in other countries that ranged between 3.8%-33% of GDP. It is 

important to note that these are estimates only. Very few studies include the underground 

economy within their economic models or economic analysis (for an exception that used 

the black market in a study of the convergence theory of economic growth, see Barro, 

1996). 



234 

 

 

Studies such as Blinder (1981) concluded that in order for a Laffer curve effect to 

manifest within a general equilibrium model, broad-based taxes would have to have 

“huge” capital and labor effects that “chased production” into the home sector or 

underground economy (p. 91). This observation is the rationale for the inclusion of the 

tax compliance literature in this section. Clearly, the underground economy, while 

lacking tangible data, matters with respect to the Laffer curve. The underground 

economy, that confounds orthodox economics, is easily described by the Min-OP model. 

Experimental economics could be used to shed light on this phenomenon in the 

future. What we do know about tax evasion is that it depends on income and to an even 

larger extent on marginal income (Feinstein, 1991). Feinstein concluded that small 

business and farms evade more than average taxpayers; capital gains have a small impact 

on evasion; and that detection was imperfect. While Feinstein’s data were dated, it 

appears generalizable. Finally, Davis and Henrekson (2004) argued that higher tax rates 

on labor and consumption (1 standard deviation change) decreased work time by 122 

hours per year, increased unemployment by 4.9%, and increased the shadow economy by 

3.8% GDP. While more research is clearly needed, tax evasion is clearly a substantial 

component of Laffer-type effects even if it may prove empirically immeasurable. 

Tax gap literature 

 The tax gap literature is closely related to the tax compliance literature and the 

underground economy literature. Walker (2005, p. 1) characterized the current state of 

the tax gap, defined as the difference between what is paid in taxes minus what is owed, 

as “persistent noncompliance.” Walker estimated it to be approximately 312 to 353 
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billion dollars in 2001 (see also Brostek, 2005, July). Such estimates rely on multipliers 

(Brostek, p. 12), fail to address incentive effects in any real way (p. 6), fail to account for 

tax base erosion, fail to account for tax havens, and even fail to include corporate taxes 

(p. 3). Walker (2005) stated: 

IRS has concerns with the certainty of the overall tax gap estimate in part because 

some areas of the estimate rely on old data and IRS has no estimates for other 

areas of the tax gap. IRS does not have estimates for corporate income, 

employment, and excise tax nonfiling [sic] or for excise tax underreporting. (p. 

21) 

In sum, noncompliance is not directly detectable (Brostek, 2005, p. 12). 

Ironically, Brostek (p. 17, p. 27) reported that the IRS had “no plans” for studying 

reasons for the tax gap. This result is unfortunate because the Min-OP model provides a 

solid basis for understanding the tax gap; if the tax gap is as large as speculated, this 

research must be conducted despite its difficulties. The failure to associate the tax gap 

with Laffer-type effects is problematic. 

The tax gap can be broken down into intentional and unintentional (Brostek, p. 2) 

components and is conceptually complex (Cox, 1984, p. 283). Presently, the tax gap is 

considered a proxy measure of the underground economy, but Cox found this metaphor 

problematic because the tax gap represents a “large variety of errors and 

misrepresentations” (p. 283). Walker (2005, p. 3) noted that it was not practical to close 

the entire tax gap. This problem is probably due to unintentional noncompliance and tax 

code complexity. 
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In 2001, the IRS estimated that 83-85 % of taxes were paid “voluntarily and 

timely” (Walker, 2005, p. 4). Yet, the relationship between Laffer-type effects and tax 

compliance is unknown. It would be a mistake to attribute the residual of tax compliance 

solely to Laffer effects. As to what the research indicates is known about tax compliance, 

Papp and Takats (2008) noted that Laffer effects were caused by increasing tax 

compliance and expanding the tax base (increasing the effective tax rate). This 

relationship justifies the inclusion of the tax gap literature within this analysis. 

The tax gap literature is easily explained by the Min-OP model in two ways: first, 

by shifting to non-market activities that are not captured by traditional economic 

constructs, and by a perception that the long-term opportunity costs are threatened. Prior 

to the Min-OP model, the government had no way of calculating behavioral (incentive) 

effects other than by estimates of the elasticity. If the Min-OP model is tested and 

demonstrated feasible, then a combination of experimental economics and game theory 

may be used to specify approximations that could be used to increase the accuracy of  

revenue predictions. However, because it is unclear to what extent private organizations 

(i.e., business) follow the Min-OP model, this approach is challenging. 

Tax competition. 

 In addition to supply side economics, the tax competition literature is one of 

Arthur Laffer’s current research endeavors (see Laffer’s work for the American 

Legislative Exchange Council, 2007; 2009). Here, Laffer spelled out the main factors of 

human capital and physical capital migration in an inter-state context. Many of these 

factors are related to human capital. Recall that the Min-OP model explains Becker’s 



237 

 

 

human capital theory. In addition, the dynamic nature of the Min-OP model includes exit 

(i.e., relocation) as a possible consequence. 

Several points are important to this analysis. First, the Laffer curve was meant to 

be a pedagogical device according to Laffer (Laffer, Moore, & Tanous, 2009). Laffer 

effects are important because they impact labor and production incentives as well as 

capital movements. These represent the predominant factors of economic growth. 

However, the great preponderance of the Laffer literature assumes a closed system where 

labor, production, and capital are immobile. The Min-OP model is founded on the 

assumption of an open and dynamic psycho-social network. 

The discarding of the closed-system model has implications for the analysis of 

Laffer effects in a context of trade (for a good discussion of the implications of tax 

competition within the context of globalism, see Asher & Rajan, 2001). The 

preponderance of the Laffer literature assumes that trade is zero for most Laffer-type 

calculations. Under the Min-OP model, trade is viewed in two ways. First trade is an 

opportunity to decrease the long-term opportunity costs. Second, trade can be viewed as a 

threat to long-term opportunity costs if livelihoods become threatened. Demand-side 

concerns tend to focus on the theoretically negative impacts of increased national debt 

that result from lower taxes even though such spending is viewed within the traditional 

Keynesian context as stimulative. Under the Min-OP model, the consequences of national 

debt (and by extension, national deficits) are highly sensitive to initial conditions. Despite 

these challenges, the Min-OP model explains the tax competition literature. 
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 Asher and Rajan (2001) suggested that tax progressivity will decline due to tax 

competition and that corporate and individual tax rates will converge in a manner similar 

to the convergence theory of economic growth. Asher and Rajan further suggested that a 

shift in consumption taxation will be the likely result of declining revenues in order to 

affect the tax base recapture. As a result, Asher and Rajan suggested that Laffer-type 

effects are likely to be exaggerated by tax competition in the long-run. 

Despite these projections, these intuitive results would benefit from greater 

theoretical development and quantification of the Min-OP model. Becsi (1998, p. 19) 

studied the dispersion of average tax rates and noted that the tax competition literature is 

in its infant stage. Becsi concluded that such dispersion rates “explain one third of the 

time variation of state and local tax rates” and that this effect was greater on a local level 

than on a state level (p. 19). Consequently, tax competition has its greatest effects on 

smaller jurisdictions (for a good summation of future research questions on tax 

competition, see Becsi, p. 20). A similar result was indicated in India (Rao & 

Vaillancourt, 1994). Rao and Vaillancourt specifically identified fiscal federalism as a 

remedy. 

This dynamic is important regarding regional differences in Laffer-type effects. 

Because it is unknown to what extent the Min-OP model applies to governmental 

institutions, the Min-OP model is less helpful in explaining this phenomenon. This 

dynamic changes, however, if it is found that the Min-OP model does not apply to 

governments actors. Interestingly, Becsi found that such regional effects were significant 
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in the short-term and middle-term, but not in the long-term. This finding appears to 

support convergence. 

While tax competition is typically viewed in unfavourable terms, especially by 

state and local governments, some researchers such as Wilson (1999) pointed out that tax 

competition has a role in economic efficiency, even if it is harmful to some jurisdictions 

(for a good summary of the literature see Wilson, 1999). The idea that tax competition 

can increase economic efficiency is explained by the Min-OP model. Changing the long-

term opportunity costs of individuals and businesses changes economic behavior. 

This idea is important to trade theory. In distributional terms, Wilson pointed out 

that increases in efficiency can reduce the effective prices of public goods. Researchers, 

such as Weiner and Ault (1988, p. 601) argued that tax competition was a harmful 

international phenomena. Weiner and Ault asked OECD countries to “refrain, review, 

and remove” such harmful practices within five years. 

Governmental institutions are likely to coopt the operation of the Min-OP model 

as a means of recapturing the tax base. This dynamic is complicated because such 

cooptation may have the effect of increasing (or more accurately, saving or recovering) 

employment. Under the Min-OP model, tax competition has positive and negative effects. 

Production views tax competition as a strategic opportunity whereas workers view tax 

competition as a threat to employment. 

Coates (1993) identified the main instrument of tax competition as the tax code 

itself. This complexity intuitively confounds calculations of opportunity costs. Coates 

argued that tax competition was positive for residents and businesses. The Min-OP model 
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predicts this possibility. In contrast, Brill and Hassett (2007, p. 4) identified a more 

nuanced and negative impact of tax competition; profits can be geographically relocated. 

This behavior is predicted by the Min-OP model. Brill and Hassett noted that the tax 

competition literature itself was inconsistent, but reported elasticities of foreign direct 

investment between 1.5 and 3 (p. 6). Importantly, Brill and Hassett found a Laffer (p. 3) 

maximizing corporate tax rate in OECD counties of 34% in the 1980s, but only 26% in 

2005. 

This research shows not only a Laffer rate but also one that varies significantly 

over time. Recall that a large component of the Min-OP model is its relationship with 

initial conditions; initial condition variations could explain the variety in results. 

Fullerton (1981) noted that tax spillover effects and transfer payments were confounding 

variables in tax rate calculations; this relationship has important implications for tax 

competition as well as for distributional justice. Goodspeed (1998) noted that empirical 

measurement of tax competition effects is difficult due to both vertical and horizontal tax 

competition. Consequently, Goodspeed argued that it is theoretically ambiguous 

“despite” a sizeable literature. The Min-OP model explains this observation. 

Min-OP and the Laffer Curve: Refining the Relationship 

 

 In the previous section, the research questions were examined, the consequences 

of the model for economic theory were discussed, and an initial test of the model using 

the national tax literature was conducted. The purpose was to flush out the details of the 

Min-OP model and to resolve theoretical problems. A major consequence of the Min-OP 

model is that it specifies a new theoretical basis for economic theory that could form the 
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basis for a novel school of economic thought; a school that could unify all of the various 

schools today. 

The initial test of the model on the national tax responsiveness literature was 

chosen specifically because while Laffer-type effects work mainly through the vehicle of 

incentives, these incentives must, by definition, change the tax base in order to be made 

manifest. If the Min-OP model breaks down in the national tax responsiveness literature, 

this result would show that the model is de-facto falsified. The Min-OP model can now 

be used to address several important issues from the Laffer literature. 

Time. 

One of the most difficult problems to resolve in the Laffer literature (as well as 

economics) is the problem of time. This section includes a discussion of how the Min-OP 

model stands up under temporal scrutiny. 

Lags. 

Schultz noted: 

An economist’s lag is a politician’s nightmare. (Schultz & Roberts, 2007) 

 Lag effects are often called heteroskedasticity problems (Engle, 2004). Engle 

pointed out that uncertainties change over time. This issue is one that is routinely used by 

economists. For example, Engle tried to assess how changes in uncertainty over time 

explained Milton Friedman’s idea that uncertainty over inflation is the proximate cause of 

the business cycle. The result was Engle’s conditional heteroskedasticity model that 

looked at the variances of forecast errors over time (time-series data). Lag effects are 

included in regression analysis (Brill and Hassett, 2007). Even panel regressions have 
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attempted to account for temporal and lag effects, while at the same time recognizing that 

these are routinely just included as an error term (Moral-Benito, 2009, Feb, p. 18). 

Some researchers even attempted to model lag effects. For example, Lav and 

Rueben (2007, p. 7) proposed an equation to examine the relationship between lagged 

state and local tax burden per $1,000 of personal income. Others specifically point to lags 

as a main problem related to economics in public policy. For example, Barro (2007) 

stated: 

Models with these features [Milton Friedman’s long and variable lags in growth 

rates and Henry Simons’s distinction between rules and discretion] can explain 

why monetary activism often causes more harm than good, even when (or, rather, 

especially if) monetary shocks have major real effects. (p. 129) 

The source of lag effects is difficult to pin down. Such lag effects are included by 

definition in the Min-OP model. The process of minimizing opportunity costs is based on 

the psycho-social network that operates at various temporal levels. Some research 

suggests that the source of lags and other temporal effects may be differences between 

short-term and long-term tax elasticities (European Central Bank, 2007). Simple elasticity 

observations fail to address the issue of causation. The Min-OP model fulfills that role. 

Research suggests (Sentence, 2007, p. 138) that supply side effects act over the medium-

term growth because time is needed for labor to expand or contract and for productivity 

gains to emerge from human capital and physical capital development. 

This relationship is an important point for the Laffer literature because it explains 

the time needed to adjust to or realize actual changes in opportunity costs. It is 
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conceivable that the opportunity cost calculations are made specifically based on state 

changes and these state changes are temporally sensitive. There may be additional 

reasons for lag effects. For example, lags could be part of the “monetary transmission 

mechanism” such as short-term interest rates (Sentence, 2007, p. 137). Such monetary 

transmission mechanisms could be cues that additional future opportunity cost 

calculations are needed. External factors like globalization and energy prices could be a 

source of lag effects (Sentence, p. 137). 

In both examples, a state change is indicated; one that could be perceived as either 

an opportunity or threat. Solow (2001) postulated that the inclusion of lag effects, 

referred to as a “standard econometric dodge,” are in actuality derived from the problem 

of reverse causality (p. 283). Temporal effects and lags are a problem for economic 

theory. This problem is applicable to Laffer effects. The Min-OP model includes such 

effects by definition. According to the literature, the time frame required in order for 

many of these effects to emerge is the medium-term. For example, this adjustment period 

appears to be 5-10 years for institutional change and economic growth (e.g., Gwartney, 

Holcombe, and Lawson, 2004) and 5 years for human capital (e.g., Barro, 1996). Lag 

effects can work in different directions; either increasing or decreasing the need to 

reevaluate opportunity costs. For example, the idea that wages are “sticky downward” 

can be viewed as a temporal lag effect. 

 As applied to the Laffer curve, Agell and Persson (2000) noted that “There are 

only a few papers that deal with the issue of whether a contemporaneous tax cut will 

finance itself in the long-run in endogenous growth models.” Agell and Persson noted 
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that evidence is mixed (i.e. inconsistent) in the literature. For example, Ireland (1994) 

concluded that such tax cuts are self-financing. Turnovsky (1999) argued that this result 

was only true when the intertemporal elasticity of substitution was above unity (as cited 

in Agell & Persson). In contrast, Agell and Persson (2000, December) summarized the 

problem as due to “deteriorating long-run budgetary positions” that counteract positive 

growth effects (p. 2). 

Such predictions are sparse because economic theory transplants temporal aspects 

on economic models ex post facto (note that there are some attempts to address this 

problem such as the Austrian view of production theory). Under the Min-OP model, 

temporal considerations are embodied in both the initial state and by the psycho-social 

network. Because people tend to hold off decision making until sufficient information is 

available (Rustichini, 2009, pp. 42-43), decisions to evade taxation should not become 

manifest until such time as information, in the form of a cutoff-belief threshold, is 

available. 

In neurological terms, research indicates (Balleine, Daw, & O’Doherty, 2009, p. 

384) that temporal mediation may be based on two systems: one reflective (habitual, 

highly discounted in the prefrontal cortex) and the other impulsive (goal orientated, 

marginally discounted in the striatum). Consequently, lag effects appear to manifest on 

various levels. The psycho-social network complicates the manifestation of such lag 

effects even further. Lag effects are predicted to operate on many levels under the Min-

OP model. They are reasonable Laffer-type effects. 
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Temporal effects. 

 Temporal effects are an innate element of the market and price theory. Price 

theory can be viewed as a planning process bounded in real time (in contrast to clock 

time or math time) that has a close connection with learning (for a good description and 

expansion of Hayek’s notion of time, see Rizzo, M, 2008). In this view (one similar to 

Mises’s idea of an extended present that consists of pattern prediction and memory), time 

is purely a subjective experience and expectations are based on a reading of intentions. 

This relationship appears to be supported by the temporal organization of memory 

in the frontal lobes (called recency memory, see Gazzaniga et al., 2009, pp. 564-565). For 

this reason, price theory can be seen as the embodiment of Austrian subjectivism. Under 

the Min-OP model, prices are subjective because they are viewed in terms of their impact 

on the psycho-social network and as information cues regarding future opportunity cost 

changes. Misreading these intentions is one source of disequilibrium in these exchanges 

that are specifically not Pareto optimal (i.e. making at least one person better off while 

not making any other person worse off). 

The concept of distributional justice under this conception of price theory 

embodies the planning process through the social compatibility of plans (which may or 

may not be coordinated) as described by Hayek. The planning process is temporal in 

nature. Hence price theory under the Min-OP model is purely subjective based on 

historical cues and future expectations. 

The classical idea of utility is not guaranteed to be maximized under the Min-OP 

model; but at the same time utility itself as a concept may be dependent on temporal 
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considerations such as the relevant term under consideration. For example, social goals 

may prevail over utility considerations. This conception combines Adam Smith’s 

(1759/2009; 1776/1992) main point that people are innately social and moral in character 

and yet they are bound by needs based on practical utility. 

If individuals make consumption decisions based on an evaluation of opportunity 

costs that include social and temporal aspects of reasoning, then this result would validate 

the Hayekian notion of price theory. Such a view of price theory may break down (e.g., 

error in the plan of exchange) in an institutional setting although this result is by no 

means certain. Alternatively, one could postulate that institutional settings may create 

disequilibrium conditions within such exchanges. Nevertheless, learning occurs (i.e., 

deterministic view of learning in Hayek, 1976), and future actions are influenced by 

previous transactions (i.e., reputation theory). 

Decisions are ultimately made in real-time. Consequently, future prediction may 

be problematic due to both future uncertainty and subjectivism. The temporal nature of 

the market is derived by the extension of price theory to market theory. In turn, the Min-

OP model implies a dynamic conception of price theory that is similar to and builds upon, 

the Austrian conception of price theory. Therefore, the market is temporally dynamic 

under the Min-OP model. This view contrasts with the static conception of the market 

embodied in traditional Keynesian approaches that focus on aggregate market clearing 

prices. 

 In a Laffer context, taxes are coercive or voluntary. Taxes are subject to the terms 

of planning on the part of the taxpayer (i.e. compliance, avoidance, evasion, exit, or 
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voice). In contractual terms, government has a superior bargaining position. Social, 

moral, and economic calculations are included in the taxpayer’s planning process. For 

example, reputation can be replaced by a sense of public spiritedness or legitimacy. This 

relationship is a major element of the Min-OP model. 

Taxpayers learn based on prior tax transactions just as they do in market 

transactions. Hence, a strategic element exists on the part of both taxpayers and the 

sovereign just as it does on the part of the buyer and the seller in a market transaction. 

The main Austrian insight is that the decision is not just based on utility; it is a decision 

based on a temporally bounded subjective analysis. This insight is a consequence of the 

Min-OP model. Taxpayers learn from their previous taxpaying experience and make 

plans for future taxes. Hence, taxpayers may pay the tax based on previous taxpaying 

conditioning, or they may get angry and expend the requisite resources to avoid or evade 

the tax. 

Taxpayers’ responses to changes in tax rates are subjective and volatile based on 

this application of price theory and market theory to tax theory. This idea is supported by 

research that suggests that perception is not a process of direct evaluation of sensory 

inputs (Nature & the DANA Foundation, 2010, July). Instead, perception appears to be 

an inference process that is based on relative positions (Nature & the DANA Foundation, 

2010, July). These are determined by temporal considerations that appear to coopt 

various neural circuitries (Nature & the DANA Foundation, 2010, July). If this idea is 

correct, then decision making is grounded temporally as a process of evaluation (called 

noise or intervals). 
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This relationship could be called a relative theory of temporal decision making 

(see also, experienced utility in Zamangi, 2004, p. 42). One example of the application of 

complex temporal themes in Laffer research was Gwartney and Lawson (2006), who 

examined the temporal aspects of capital flight in the short and long-term. One approach 

used to embody temporal complexity in economic models is the creation of indexes (e.g., 

Gwartney’s 2009 Institutionalist theory that used 42 factors). A similar index may help in 

the future specification of the Min-OP model. Finally, memory serves specific functions 

under the Min-OP model. For example, the purpose of short-term memory may be to 

format information (Gazzaniga et al., 2009, p. 559). Some argue that macroeconomics 

fails because it does not account for time (Garrison, 2009, p 24); the Min-OP model 

appears to resolve this problem. 

Theoretical relationships. 

There are three important theoretical relationships regarding the Laffer literature 

that require additional analysis: rational expectations, growth theory, and public choice 

theory. 

Rational expectations. 

 Chapter 2 showed that the theory of rationality is an unsettled question. Recall the 

discussion of the theory of rationality earlier in this chapter. It is acknowledged that 

economic actors are not strictly rational. Usually this problem is resolved by suggesting 

that economic actors are merely rationalistic. Alternatively, some argue that economic 

actors are rational based on the assumption of perfect information. As a result, a 

significant proportion of the economic research addresses information problems. 
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The Min-OP model has fundamental implications for rational expectations theory.  

The Min-OP model suggests that economic actors are rationalistic when considered 

within a temporal context and an initial state. Economic decisions embody the psycho-

social networks that have been evolutionarily selective in the long-term. Error is always a 

possible outcome of the psycho-social network. 

Based on cognitive neuroscience, some portion of this process is subconscious 

and automatic, although there is no doubt a volitional element. If, and under what 

circumstances, conscious and subconscious element compete or emerge is unknown. 

What is new under the Min-OP model is that economic actors are rationalistic, that is, 

they are rational on multiple temporal timescales. These timescales are in turn sensitive to 

initial conditions such as emotional states. For example, the Min-OP model explains the 

traditional sales maxim that economic actors are induced into sales relationships by 

excitement not rational discourse. 

Emotions have a role in optimizing decisions by extending the range of 

consequences under consideration (Gazzaniga et al., 2009, p. 626). The Min-OP model 

introduces a temporally based strategic element in economic decision making. In essence, 

the Min-OP model explains rationality as a temporally and state-induced process. 

The process is adaptive and hence subject to failure and error. It is speculatively 

possible that the Min-OP model works not by minimizing future opportunity costs but by 

creating evolutionary niches. Cultural anthropology could be used to examine this 

question. Expectations cue behavior and selective attention have a modulating impact that 

is unconscious; these processes are effective even though they are “degraded” in 



250 

 

 

comparison with conscious processes (Gazzaniga et al., 2009, p. 548). The Min-OP 

model has serious implications for the theory of rationality that should be explored by 

additional research. One problem that remains to be resolved is that decision making 

evolved in the social context of tribalism (Gazzaniga et al., p. 650) and not the modern 

nation-state. 

Growth theory. 

 Economic growth, along with tax compliance, avoidance, and evasion are the 

most important factors that appear to underlie the Laffer curve relationship between tax 

rates and tax revenues. The Min-OP model has an important relationship with economic 

growth, but this question is difficult. On first consideration, no relationship seems 

obvious. However, because the Min-OP model serves to minimize the long-term 

opportunity costs thereby placing economic actors in the best possible position to take 

advantage of future opportunities, it appears that economic growth should correlate with 

the Min-OP model because of the presumed positive relationship between opportunity 

cost minimization and economic efficiency. 

This proposition would explain how economic growth and the Laffer curve are 

intimately related to one another. The prohibitive range may be an indication that the 

Min-OP model is adjusting to perceived threats. Incentive effects are directly related to 

and a consequence of the Min-OP model. Alternatively, the Min-OP model could explain 

insufficient demand as an artifact of this dynamic. The interactions between incentive 

effects and insufficiencies in demand require additional specification and research. 
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Most importantly, the Min-OP model may point towards a mechanism of 

sustainable long-term economic growth. For example, some argue that innovation and not 

capital is the real source of economic growth (Waters, 1998, p. 189). The Min-OP model 

appears to support this assertion. In effect, capital could be a proxy measure for 

innovation. If this assertion is correct, then governmental stimulus to spur capital 

investment may lead to increased inefficiencies. As previously discussed, government 

clearly has an important role to play regarding economic growth; however, this 

relationship is not unidirectional. At some point, diminishing returns could threaten 

future aggregate opportunity costs. This point could correspond to the Laffer-maximizing 

rate. I discuss this idea in greater detail in the next section. 

Public choice theory and social capital. 

 Because institutions are by definition a part of the psycho-social network, the 

Min-OP model explains the evolution of the modern welfare state in practical terms. In 

other words, adjustments to perceived threats under the Min-OP model can go either 

towards resisting taxation or towards accepting it, depending on the initial conditions. In 

some instances, the Min-OP model may function to increase the demand for institutional 

(governmental) solutions over traditional psycho-social support structures. In such 

conditions, the demand for a modern welfare state should increase. 

Intuitively, the modern nation-state may have emerged specifically to protect 

markets. Thus, the Min-OP model explains public capital and social capital. Decisions 

should be sensitive to the initial conditions. This theme is recurrent in the Laffer 

literature. Public goods models are pure altruism models because by assumption people 
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care only about government spending only as far as it does not affect their personal 

consumption negatively through crowding out effects (Mayr, Harbauch, &  Tankersley, 

2009, p. 305). Consequently Mayr et al. (p. 307) argued that the altruistic model is a 

failure. The Min-OP model does not rely on altruism. It only asserts that public goods are 

important in the calculation of future opportunity costs. The detection of intent is required 

in trust games (Smith, V., 2009, p. 17). Trust is an important consideration under the 

Min-OP model. 

Themes. 

This section includes a discussion of the possibility that the Min-OP model may 

help to resolve several problematic themes of the Laffer literature such as complexity, 

incentive effects, Laffer curve shapes and rates, elasticity, and Say’s law. 

Complexity. 

 Issues of complexity regarding temporal considerations, rationality, the impact of 

supply side approaches with demand-side approaches to economics, and the war between 

the economic schools, were previously discussed in this chapter. This section addresses 

the issue of complexity in terms of methodological considerations. Recall in chapter 2 (p. 

79) that one of the most important goals of science is explaining causation, particularly 

when complexity confounds empirical analysis. For example, economic theory should be 

able to explain behavior that is hard to capture empirically (unobservables) as well as 

differences between seemingly similar individuals and differences over time for the same 

individuals (this argument can be posed for firms, etc.). Economics fails this test, 
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although microeconomics (particularly Austrian microeconomics) has started to explain 

such differences in terms of incentive theory (I will discuss this issue later). 

A major symptom of the failure to deal with the problem of methodological 

complexity is undoubtedly decreased economic predictability and a correspondingly 

higher degree of policy failure. This problem appears to be both political and academic. 

For example, some authors (Klamer & McCloskey, 2009, p. 372) call this academic 

“sneering” that is intended to “protect the sneerer from having to learn anything new.” 

Klamer (Klamer & McCloskey, p. 373) added that such sneering “betrays deeper 

problems of knowledge and discourse.” For example, there appears to be a strong 

reluctance on the part of economists to discuss questions of methodology (Lawson, 2009, 

p. 117-118). Others call this problem the economist’s disease that causes a sacrifice of 

accuracy for the sake of precision (Davidson, 1998, p. 76). On a positive note, some 

researchers (Hirschman, 1998, pp. 342-343) actively plead to restore complexity into 

theoretical constructs. Hirschman stated: 

The answer should be obvious: all these complications flow from a single 

source—the incredible complexity of human nature which was disregarded by 

traditional theory for very good reasons, but which must be spoon-fed back into 

traditional findings for the sake of greater realism. (p. 342)  

Hirschman’s point was that economics should recognize that human action is conducted 

in the context of society. Hirschman’s goal is a consequence of the Min-OP model. The 

Min-OP appears to resolve the problems of unreflective individualism (Klamer & 

McCloskey, 2009, p. 377). Most powerfully, the Min-OP model refutes the assumption of 
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a Robinson Crusoe economy (Klamer & McCloskey, p. 370). Additional methodological 

implications are discussed in chapter 5. 

The idea that episodic memory is context specific appears to support the idea of 

complexity implied by the Min-OP model (see source memory and the content-based 

hypothesis in Gazzaniga et al, 2009, pp. 566-568). Neuronal activity in the brain not only 

consists of neuronal firing activity but also it consists of neurotransmitters that work 

through enzyme diffusion via ion channels. Hence, on a neurological level, complexity 

appears to be hard-wired. For example, the “all singing-all dancing” theory of ion 

channels has emerged within this context (Nature & the DANA Foundation, 2006). 

Hypothetically neurons can be either actuated electrically or temporally attenuated via 

diffusion. Consequently, cognition appears to embody temporal considerations by the 

nature of neuronal activity. 

Incentive effects. 

Incentive theory does not fit neatly into equations. Under incentive theory, the 

brain responds differently to incentives based on anticipation than it does to incentives 

based on a stimulus (Knutson, Delgado, & Phillips, 2009, p. 402). Knutson et al. 

operationalize incentive effects as either positive incentives such as probability, 

immediacy, and certainty or negative incentives such as effort, risk, and delay. Knutson 

et al. (p. 402) argued that in contrast to traditional economic theory that is based on 

translating subjective value into objective value, understanding subjective value is the 

key to understanding economic behavior. This valuation appears to be in the striatum (p. 

402). 
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Subjective value is more complex than objective value is. Gallistel (2009, p. 420) 

argued that in order to resolve the problem of subjective valuation, neurologists need to 

find a direct measure of subjectivity in the brain. Subjective value may not be measurable 

in terms of firing rates directly because subjective valuation may be a distributed 

phenomenon. Under the Min-OP model, incentives are defined in terms of a state change 

that is interpreted within the context of the psycho-social network and has a predicted 

temporally grounded effect on future opportunity costs calculations. Methodologically 

perplexing as they may be, incentive effects are real effects. The problem is how to 

measure such effects. This question is addressed in chapter 5 under Recommendations for 

Further Study. 

Laffer curve shapes and rates. 

 Under the Min-OP model, individuals should respond to tax rate changes based 

on past experiences, their present state, and their future expectations regarding future 

opportunity costs. As a result, because individuals and their psycho-social networks are 

unique, predicting such responses appears to be problematic. However, to the extent the 

psycho-social networks can be held constant, one should be able to make some 

generalized predictions. First, responses to tax rate changes depend on perception. The 

more money taxpayers are made to pay, the more they may resist paying such taxes. This 

observation is an argument in terms of relative tax rate changes (relative to the initial 

position). Consequently, this process may function under a threshold measure of threats 

to future opportunity costs. By definition, public benefits must be accounted for in this 

calculation. Second, the ability to avoid or evade such tax rate changes may be not only a 
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function of income but also a function of the size and complexity of the individual 

taxpayer’s psycho-social network. For example, this dynamic may be a function of 

information or access to professional advice. Third, responses to tax rate changes may be 

a function of the psycho-social network itself. For example, such responses may be 

founded upon geographic considerations as a proxy for cultural variations. Finally, if the 

tax rate change is sufficiently large, taxpayers may exit the system provided they have the 

ability to do so. The tax competition literature is evidence that this result is occurring. 

Not only do individual taxpayers have distinctive Laffer curves, but also, because 

perception and expectations determine the reaction to tax rate change, there should be 

different Laffer curves for different types of tax rate increases if for no other reason that 

mere exposure effects. Consequently, responses to tax rate changes are poorly understood 

(Giertz, 2004). Becsi’s (2000) observation of a “shifty” Laffer curve is a consequence of 

the Min-OP model. The problems in Laffer rate identification, as described in chapter 2, 

are understood by the Min-OP model using the same logic. 

Elasticity. 

 Based on the discussion above, one could easily predict that the various 

elasticities such as the elasticity of labor with respect to taxation are complex and 

adaptive. Consequently, measures of elasticity that are aggregate in nature assume no 

change over time; an idea that is falsified under the Min-OP model. Elasticity is highly 

contextual, specific, and sensitive to initial conditions under the Min-OP model. 

Measures of elasticity, if they are to be considered at all, should be done at the lowest 

level of aggregation possible. This proposition has profound implications for the Laffer 
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literature because a preponderance of this literature relies upon elasticity measures of 

various sorts. Under the Min-OP model, changes in elasticities over time appear to be 

relevant to both economics and the Laffer curve. 

Say’s Law. 

 Say’s Law is frequently represented as a political explanation of a theoretical 

competition for resources between the forces of aggregate supply and aggregate demand 

(chapter 2). Say, speaking prior to the industrial revolution within the context of 

mercantilism (emphasized overseas markets and positive trade balances), was merely 

stating that it is more difficult to produce a thing than to consume it especially within a 

context of limited goods. The Min-OP model has significant implications for Say’s Law. 

Because consumption as well as production appears to be based on future 

opportunity cost calculations of some sort, productive capacity (not aggregate 

production) is perhaps a more accurate indicator of the relationship between production 

and consumption. This result may be sector specific, meaning that lower levels of 

aggregation are better proxies than higher levels of aggregation are. There are no 

guarantees that all goods produced will be consumed any more than there are any 

guarantees that goods are produced. What is often neglected is the point that while needs 

determine greed, being greedy is an aspect of satisfying needs. Producers are by 

definition consumers. They are part of the psycho-social network. 

Waste is possible even if unlikely. Both production and consumption are choices 

based on initial states and future opportunity costs. Under the Min-OP model, supply and 

demand are instead determined by relative changes in initial positions and future 



258 

 

 

opportunity costs. As a result, stimulating demand (consumption) may have only 

negligible effects on production. Under classical economic theory, wants are said to be 

unlimited. This means that logically, stimulating wants is meaningless. What is important 

is the ability of consumers in the aggregate to satisfy those wants. Relative price changes 

due to taxation may change that capacity depending on initial positions. 

Profits are determined by future opportunity costs for producers. This dynamic 

determines output and reduces future opportunity costs for consumers. The balance 

between these forces determines not the demand for capital per se, but the profitability 

that in turn drives investment. The question as to the effect of a tax rate change on 

production or consumption depends on the initial position and the resulting changes in 

future opportunity costs. If future opportunity costs are perceived (by production) to be 

increasing, then production could shift in response to this threat in the same manner that 

taxpayers could respond: by tax avoidance, tax evasion, relocation, or exit if profitability 

determines that production is unsustainable. 

In a global economy, exit becomes increasingly likely as evidenced by the tax 

competition literature. Relative price-level changes induced through increased taxation 

may be perceived as a threat or a benefit based on the initial state. The Min-OP model 

includes the psycho-social network that may work under a cue-type construct, as in the 

examples of voting behavior and direct democracy. A strong emotional component with 

interaction effects may determine outcomes. Both production and consumption depend 

on initial states as well as future opportunity cost reductions via the Min-OP model. 

Under the Min-OP model, Say’s law becomes extremely complicated. Additional 
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research in this area may help tease out additional theoretical difficulties in the Min-OP 

model. 

Alternative Explanations 

 

 There are three alternative explanations to the Min-OP model. The first 

explanation is that the classical utility model better explains economic decisions. Based 

on the initial investigations this alternative appears unlikely. For example, based on the 

neurological evidence calculations of utility appear to be stored in the brain by a 

contextually relative temporally discounted value (Gazzaniga et al., 2009). This research 

has assumed the traditional utility-maximizing model by default. Consequently, 

additional research is required. 

Regardless of where such valuations are stored neurologically, what remains 

unknown is the process that is used in comparisons of value. It is unknown if this 

neurological process is achieved by maximization or minimization physiologically. 

Laplace transformations that analyze (particular) moments in a temporally based 

convergence of interactions between the simultaneous or even temporally ordered firing 

of multiple signals could be used to shed some light on this problem because they help 

model diffusion; in this instance the diffusion of neuronal firing as well as chemical 

diffusion in ion channels. 

The second possibility is that the Min-OP model may be causally approximated 

by a long-term predation-avoidance model that works by the same psycho-social 

network. Interestingly, such a model may include elements of both predation-avoidance 

and opportunity cost minimization. A final possibility is that the psycho-social network, 
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although it exists, has no role in economic decision making. This alternative seems 

unlikely, but it deserves consideration. All things considered the Min-OP model has the 

greatest explanatory power. Falsification research is needed. 

Summary 

 

 In chapter 4 I presented the research results. I described the methodological 

implementation of the all-is-data grounded theory approach as used in this study and 

completed a compressive analysis of the emergent opportunistic expectations (Min-OP) 

model. In this analysis, I addressed the research problem and the research questions and 

developed the model in depth by examining the implications for economic theory,  the 

neurological and cognitive feasibility of the model, and the predictive power of the 

model. This process was intended to add a sense of breadth and depth to the model and to 

identify any theoretical difficulties. I used the model to evaluate fundamental themes of 

the Laffer literature such as time, complexity, rational expectations, and incentive effects. 

The chapter ended with a brief discussion of alternative explanations. 

 Chapter 5 includes a summary of the study in terms of its overall contribution to 

the economic theory and the Laffer literature, an assessment of the  implications of the 

Min-OP model and the all-is-data grounded theory methodology, and an examination  of 

the implications of the research results for policy development and social change. 

  



261 

 

 

Chapter 5: Summary, Conclusion, and Recommendations 

 

 The first three chapters of this study constituted a research proposal. Chapter 4 

included a presentation of the results in the form of a model called the Min-OP model 

that explained the Laffer curve on a theoretical level and answered the research questions 

in order to resolve the problem statement in chapter 1. In chapter 5 I briefly review 

findings, consider how well the study addressed the problem statement and answered the 

research questions, discuss the social and policy implications of the model, evaluate the 

social change significance of the findings, recommend future research and action, and 

conclude with a brief reflection on the study process. 

Brief Overview and Summary of Findings 

 

 The purpose of this study was to address theoretical gaps in the Laffer curve 

literature using a multidisciplinary, modified-grounded theory approach that evaluated 

the Laffer literature itself as data. From this process, a novel theory emerged to explain 

Laffer effects in causal terms: the Min-OP model. The Min-OP model reconceptualizes 

the classical theory of utility as a constrained maximization problem into a temporally 

based and evolutionarily selective minimization problem. Under this model, economic 

decisions function temporally in concert with a psycho-social network by minimizing the 

long-term opportunity costs (hence, the Min-OP model). 

This model comprehensively explains Laffer-type effects and appears feasible 

based on recent neurological evidence. The study has achieved its purpose. The model 

was created based on a data set of approximately 298 journal articles, 67 Nobel Prize 

presentations, and 159 podcasts (created at the doctoral level or by a medical doctor), 88 
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textbooks, and various other academic works. Seminal works such as of those of Adam 

Smith (1759/2009; 1776/1992), Keynes (1923/2008; 1935/1991; 1931/1963), Hayek 

(1976, 1988, 1992), Friedman (1962/2002), Rawls (1971/1999, 2003, 2005), Laffer, 

Moore, and Tanous (2008), Laffer and Moore (2010), Prychitko (1998), and Greenspan 

(2008) were dietary staples. The most important of this material was correspondence 

between Keynes and Hayek (Caldwell, 2009), the podcasts, and Skidelsky’s (2005) 

biography of John Maynard Keynes. Based on this data, 3,809 memos were created. 

These memos consisted of an initial set of 757 based on the Laffer literature; 2,494 based 

on economic theory; 490 based on neuroeconomics; and 68 based on cognitive 

neuroscience. The analysis included 517 academic audio podcasts as background and 

supplementary material, although these were not incorporated into the data set. Data 

collection stopped once the Min-OP model evolved in accordance with the grounded 

theory method. 

The Problem Statement Reconsidered 

 

The Min-OP model indicates a theoretically based solution to the problem 

statement presented in chapter 1. The Min-OP model shows that the Laffer curve is a 

consequence of placing responses to tax rate changes within the context of the psycho-

social network. The Min-OP model explains why the problem of determining a tax-

maximizing rate is complex and problematic. This difficulty is because responses are 

contextually specific and sensitive to initial conditions. The Min-OP model explains 

changes in tax bases due to tax avoidance and tax evasion and the relationship between 

tax rates and long-term economic growth. Under the Min-OP model, the responses to tax 
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rate changes are not solely based on incentive effects as presently conceived. Instead, 

responses to tax rate changes are presumed to be a function of changes in long-term 

opportunity costs. 

Consequently, the Min-OP model explains competing conceptions as to the 

proper scope of democracy as described by Adam Smith’s utilitarianism and Rawls’s 

distributive justice. Under the Min-OP model, this problem is resolved by minimizing the 

long-term opportunity costs of both individuals and society. The Min-OP model indicates 

that at some point, because the government may not act under the Min-OP model,  

distributional spending becomes increasingly inefficient. This spending effectively 

crowds-out reductions in individual long-term opportunity costs. While government 

spending is initially a positive benefit to reduced long-term opportunity costs, at some 

point this relationship reverses and becomes negative. 

Under the Min-OP model, this shift corresponds with a long-term Laffer-type tax 

maximizing rate. Alternatively, Laffer rates may oscillate towards a hypothetical long-

term Laffer opportunity minimizing rate in response to institutional shifting. For 

example, the Laffer rate may change in response to optimism bias, distributive 

preferences, or marketing influences. Short-term Laffer rates may oscillate towards a 

long-term rate that reflects an ideal long-term opportunity cost minimization. This point 

balances the positive aspects of both social justice and the market. 

A major consequence of the Min-OP model is that it standardizes economic 

language; this consequence was a fundamental purpose of the analysis in chapter 4. This 
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language could, in turn, be used to create a new school of economics that resolves the war 

between various economic schools of thought. 

The Research Questions Reconsidered 

 

 Three research questions guided this research proposal. This section includes a 

brief examination of these questions. 

The first question is: What are Laffer effects based on theoretically, and if these 

effects exist, how do they manifest?  Under the Min-OP model, Laffer effects are 

postulated to be causally related to the evolutionary imperative of survival. Survival is 

not necessarily an individual impulse; it could, for example, be a socially conceived 

imperative. Based on evolutionary psychology, survival appears to have been fostered by 

tribal impulses based on cooperation and reciprocity (Gazzaniga et al., 2009, p. 650). 

Cognition evolved in order to facilitate these needs by means of a complex, hierarchal, 

and energy efficient means of reconciling past experience with present conditions and 

future expectations via temporally and emotionally based decision making and cognition 

(Gazzaniga et al.). 

This evolutionarily selective model works through an adaptation mechanism that 

minimizes future opportunity costs in such a manner as to place individuals in the best 

position to take advantage of future opportunities, whatever those opportunities may be. 

The principal means of achieving this goal is the psycho-social support network 

conceived as a psychological-based valuation of social institutions. 

Social institutions are diverse and have many forms. These forms include culture, 

the market, and governmental institutions. Under the Min-OP model, individuals are 
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postulated to use the psycho-social support network in order to minimize their long-term 

opportunity costs. Individuals respond to tax rate changes in such a way as to minimize 

their long-term opportunity costs; thereby explaining Laffer-type effects in all their 

variety. 

A key feature of the Min-OP model is that the psycho-social support network is 

an input to this calculation, if it is a calculation. The aggregative effect of the psycho-

social network itself may be the principal means of minimizing the long-term opportunity 

costs. Tax rate changes are evaluated specifically in terms of the psycho-social network. 

The second question is: What are the implications of Laffer curve theory 

methodologically as well as ideologically? Methodologically, the traditional 

macroeconomic unit of analysis is insufficient, and the traditional microeconomic unit of 

analysis (the individual) has deeper causal variables that include macroeconomic effects. 

This problem can be resolved by methodological holism infused with methodological 

opportunism. For example, experimental economics and neuroeconomics appear to be 

promising novel approaches. Alternatively, simulations could be created based on 

constructs identified through these approaches. Given the increases in computing power, 

these simulations would have the advantage of being fully testable by means of 

comparing such simulations with real-world situations. 

The main benefit of this approach is that it could be used to model change. This 

modeling approach could be used to create improved tax policies by anticipating the 

directions of economic changes in response to (specific) tax rate changes. An important 

consequence of the Min-OP model is that methodological discussion can no longer be 
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avoided in economics nor public policy. Ideologically, both alternative partisan 

conceptions of the Laffer curve must be reevaluated based on the implications of the 

Min-OP model. 

The third question is: Can the supply side and demand-side approaches to the 

problem be reconciled by a unifying theory? The Min-OP model reconciles Adam 

Smith’s (1776/1992) utilitarianism and Rawls’s (1971/1999, 2003, 2005) distributional 

justice that complicates economic theory. Consequently, the supply side and demand-side 

political conceptualizations of economic theory that were designed to rationalize 

government intervention in markets on one hand or to rationalize the limitation of 

government intervention in markets on the other, must be reevaluated. The Min-OP 

model provides a neutral ground where political discussions can begin based upon a 

common language and a common understanding of the problem. The Min-OP model has 

been successful in answering the research questions. 

Interpretation of Findings: the Big Picture 

 

The Min-OP model implies that distributional justice and utilitarianism are both a 

means towards an ends. Distributive justice and utilitarianism are a means towards 

minimizing the long-term opportunity costs within the context of an evolutionarily 

selected psycho-social network that is based on cooperation and reciprocity even if it 

appears to be only competitive. Individual competition (and specialization) is necessary 

to survive and improve efficiency, but cooperation is necessary in order to minimize the 

long-term opportunity costs. An example here may be helpful. Hunting may be a group 
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activity but eating is an individual activity; so, we may hunt together but we also may try 

to eat more than each other. Yet, without each other, we could starve. 

The psycho-social network represents the nexus between these two forces. In 

effect, both competition and cooperation increase long-term efficiency; under the Min-

OP model, this goal is achieved by minimizing the long-term opportunity costs. There is 

no better example of this dynamic than the Laffer curve, the nexus of social cooperation 

and individual competition measured in terms of tax rates. There is a point where social 

cooperation can become harmful to individual competition just as there is a point where 

individual competition can become harmful to social cooperation (see Figure 4). 

Tax policy could be improved by applying the Min-OP model because the forces 

of government and the forces of the market are balanced in terms of future opportunity 

costs. The failure to understand this dynamic explains the failure of economic theory to 

capture the complexity and temporal considerations embodied in economic decision 

making. The Min-OP model resolves the Laffer curve in theoretical terms. The model 

appears plausible in terms of economic theory, cultural anthropology, cognitive 

neuroscience, and neuroeconomics. The model has tentatively survived a first test using 

the national tax response literature. Most importantly, the Min-OP model appears to 

cover all of the data and appears to be bounded by all of the evidence. This model 

includes the multidisciplinary data. 
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Figure 4. The Laffer curve and Min-OP 

 

Implications 

 

 The implications of the Min-OP model were presented in chapter 4 as part of the 

analysis. This section includes a brief discussion of the implications of the Min-OP 

model. 

Cognitive neuroscience can be used to test the Min-OP model. The first question 

is to determine if the opportunity cost minimization are de facto occurring in the brain. 

Alternatively, the minimization of opportunity costs could be closely related to the twin 

artifacts of emotion and state changes instead of a direct physiological calculation (hence 

an emergent spontaneous ordering phenomena). 

One major implication of the Min-OP model could be to falsify (traditional 

rational) decision-making models based on utility by demonstrating that economic 

decisions are temporally and contextually dynamic (in contrast to static preferences that 
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can be ordinally ranked) because of a nuanced view of the theory of valuation. 

Demonstration that this result is incorrect would not necessarily falsify the Min-OP 

model. The model could be a distributed and emergent phenomenon that is independent 

of individual autonomy. This point requires future research. 

For cognitive neuroscience, an important implication of the Min-OP model is that 

social decision making based on trust and reciprocity is more important than in pure-

competition models. For neurology, an important implication of the Min-OP model is that 

additional research is required regarding brain connectivity through new methods such as 

brainbows or other types of fluorescent markers. Visual analytic methods may be helpful 

in this regard. Methods such as Fourier transformations may be used to measure chemical 

diffusion patterns and may help shed light on temporal representations in the brain. 

Although the power of these types of mathematical models may be limited in terms of 

predicting electrical patterns because neural pathways are distinct, these methods may 

help model chemically activated modulations and reinforcement structures. 

Such methods may help model temporal considerations in the brain. Pursuit of 

this goal requires that the main problem relating to measuring brain activity, the 

dominance of neural output activity over neural input activity in both BOLD (blood 

oxygen-level dependence) tests and FMRI’s (functional magnetic resonance imaging), 

must be resolved (for a viable approach, see Nature & the Dana Foundation, 2007, 

October). 

For neuroeconomics, because the preponderance of the research assumes the 

classical utility-maximizing model, the corpus of the research may need to be reevaluated 
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based on the Min-OP model. For neuromarketing and marketing, although the ethical 

considerations are highly problematic, active manipulation of the decision-making 

process is not only likely but also it has already been demonstrated. For example, using 

opt-in or opt-out type economic decision choices exploits the findings of cognitive 

neuroscience. An insidious ethical problem would be the intentional use of neurological 

psychopharmacology specifically to manipulate cognition (Nature & the DANA 

Foundation, 2010, December). The possibility of stimulating the trust centers in the brain 

has an ethical component that suggests a dire-need for future legislation or regulation. 

This idea is supported by the call for an ethical code of conduct for brain reading by the 

Society for Neuroscience (Nature & the DANA Foundation, 2009). The Min-OP model 

has profound implications for neuromarketing and marketing because it provides an 

entirely new (or old) range of variables to manipulate.  

For anthropology, the Min-OP model shows that social interactions and culture 

are an imperative and that government asserts itself into this dynamic. Anthropologists 

need to study the transfer of tribally based social constructs to government institutions 

and un-intended consequences to the traditional psycho-social network. The insertion of 

government into the psycho-social network is a recent phenomenon (in anthropological 

and evolutionary terms). It is an emergent ordering phenomenon (some call this process 

the diffusion of novelty; see Foster, 1992, p. 238). Government serves an evolutionarily 

selective function. For cultural anthropology, the Min-OP model appears to place culture 

as a central decision-making role instead of an ex post facto role based vaguely on 

information theory. 
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For psychology, the Min-OP model implies that attempts to isolate the individual 

for theoretical purposes are short-sighted. This problem is because the social environment 

impacts economic decisions via its influence on individual psychology. 

For sociology, the Min-OP model places social constructs in a central role instead 

of a tangential one with respect to decision theory. Sociology is a considerable factor in 

economic decision making. Sociology may determine the rules (Gazzaniga et al., 2009, p. 

652) and psychology may determine the means of economic transactions. This 

proposition implies that social units such as families are more important than orthodox 

theory suggests. For example, institutions such as education may be modeled as modern-

day extensions of familial and tribal constructs. 

Interestingly, Maslow’s (1943b) hierarchy of needs is explained by the Min-OP 

model as an aspect of evolutionary selection. Decision making is based first on the initial 

state of the organism (Maslow’s hierarchy is one example of such a theory) and then 

increasingly on the Min-OP model where temporal and psycho-social considerations 

dominate as immediate survival needs are met. Neurologically, this process appears to be 

an artifact of decision making speed. Under the Min-OP model, long-term survival value 

is intuitively a function of the minimization of long-term opportunity costs. 

For public policy, the Min-OP model has ramifications that go beyond tax policy. 

For example, Becker’s concern for unintended and negative impacts on social structures 

such as the family is a consequence of the Min-OP model. The Min-OP model explains 

the Laffer curve in politically neutral terms that suggest reconciliation between supply 

side and demand-side approaches to tax policy. This model may provide the common 
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ground for ideological reconciliation. In public policy terms, using the Min-OP model as 

a theoretical framework could help anticipate consequences for changes in public policy. 

A greater dialogue between the economics profession and the public policy profession is 

appropriate. This dialogue could help improve governance and tax policy. This dialogue 

could help social harmony. 

For political science, the Min-OP model provides a new model of voting behavior 

because voter preferences may be dynamic and temporally based in a manner analogous 

to the Min-OP model. Voting preferences are not static. In some instances, voter 

preferences align with the immediate needs of the voter whereas in other instances voter 

preferences align with the minimization of future opportunity costs. Intuitively voter 

behavior may be dependent upon the initial state of the voter. 

For education, the Min-OP model to shows that social skills are more important 

than recognized. Consequently, education curricula need to be adapted to take advantage 

of these insights. 

For economics, the Min-OP model requires a fundamental paradigm shift both in 

terms of economic theory and research methodologies. The Min-OP model shows that 

experimental economics is one of the most promising approaches to future economic 

research. This method may be used to test and develop the Min-OP model. For example, 

preliminary behavioral estimations could be used for the purposes of economic 

simulations. 

The Min-OP model shows that causal relationships do not have to be circular or 

self-reinforcing. They can be unidirectional, bidirectional, and terminating. Causality is 
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dynamic. This argument contradicts the  traditionally construed partial or general 

equilibrium analysis. Clearly, the Min-OP model has momentous implications. 

Critical Assessment of Grounded Theory as Used in This Study 

 

 The modified all-is-data grounded theory approach that was tested by this study 

was successful. The constant comparison methodology assured that discrepant cases were 

included not merely in general terms, but within each topic. The most useful aspects of 

the grounded theory approach were two-fold. First, the grounded theory approach was 

perfectly adaptable for use in a literature review. Second, the grounded theory approach 

was perfectly adaptable for multidisciplinary research. This use was an unforeseen 

benefit of grounded theory; it provided additional axial codes of particular relevance for 

bringing together complex information such as economic theory and neuroeconomics. 

The major strength of the approach was that it systematized processes that are 

typically conducted in an ad-hoc manner, thereby extending the limits of human 

cognition. In effect, this novel approach to grounded theory liberated it from the 

constraints of its traditional applications. 

The major challenge to the approach was the indirect manner that was used to 

include textbooks in the data. These were not transferred into a database. Instead, I relied 

on personal notes (memos) written within the texts themselves (and in consolidated form 

on blank pages on the inside covers of the book) so that they could be easily reviewed 

later for significance. Contents and indexes were used extensively to relocate such 

information as needed. This process was imperfect. The approach was effective. Based 
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on hindsight, however, this practice requires reform and future researchers could benefit 

from this observation. 

The success of this new approach to grounded theory could not have been 

achieved without the aid of technology. Grounded theory is clearly a method that can be 

adapted specifically for the analysis of complex systems. Grounded theory, for example, 

would be an ideal tool to study cognitive neuroscience and neuroeconomics in greater 

breadth and depth. Grounded theory is the proverbial little research engine that can climb 

mountains. 

Recommendations for Action 

 

 The Min-OP model requires additional research because its ramifications are 

dramatic in terms of economic theory, cultural anthropology, psychology, sociology, and 

public policy. Providing the theory survives initial scrutiny by the academic community, 

King’s (2003) insights regarding the development of economic schools points to a future 

plan of action for the Min-OP model. First, a seminal text (doctrine or manifesto), must 

be created. Second, a leader (officer-in-charge) is required to advance this doctrine 

academically through all means necessary (website creation, convention presentations, 

Facebook, Twitter, etc.). Third, sympathizers (foot-soldiers) must be reached. Fourth, 

popularizers (noncommissioned officers) must be convinced to participate. Fifth, 

academic interpreters (trusted lieutenants) are needed to develop the theory in greater 

breadth and depth. Novel nomenclature may be required. Sixth, institutional affiliation 

must be established (geography) to help establish credibility. Seventh, patrons must be 

convinced that the Min-OP theory represents value and material assistance. Finally, an 
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academic journal must be established to promote research findings. This plan is my plan 

contingent on the assumption that the Min-OP model inspires a threshold level of interest. 

 If the Min-OP model is subsequently falsified or some fatal flaw emerges, then 

such conditions must be acknowledged and addressed formally. At this point, all 

possibilities remain open. Only truth matters and the process will take time. If the Min-

OP model is condemned to an intellectual death, the new and expanded use of grounded 

theory will remain a viable contribution. I may be contacted at james.lhotak@gmail.com. 

Social Change Significance 

 

 The Min-OP model changes the way distributive justice and utilitarianism is 

conceived as well as the language that is used to describe them. For example, instead of 

viewing the market with the lens of unfettered competition and distributive justice as a 

litigator of intrinsic unfairness, both forces are instead viewed as artifacts of cooperation 

that have been lost to modern economic theory. Instead, utilitarianism and distributive 

justice are merely equally viable means of decreasing future opportunity costs through 

the psycho-social network. 

The Min-OP model embraces and is founded on the assumption of complexity. 

The Laffer curve is properly understood by this broad socio-economic framework. The 

ideological divides will continue. However, at least the two sides can discuss the topic 

based on a common understanding of the problem and a common language. What 

remains to be resolved is the question of the proper balance. 
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In terms of economic theory, the Min-OP model provides a global and 

generalizable construct that includes aspects of all of the major schools of economics. 

Within these pages, a preliminary exposition regarding the major elements was presented. 

Methodologically, this study tested a modified grounded theory approach (and to 

a lesser degree, axiomatic deduction) that can easily be replicated by future researchers. 

The consequences of the Min-OP Model represent methodological challenges with 

respect to empiricism. Discussions of methodology must be addressed by economists. 

The era of assuming static and closed systems that fall neatly into equilibriums is over. 

Methods, such as experimental economics and brainbowing will no doubt be expanded. 

New methods such as modeling based on expansive microsimulations could conceivably 

compare predictions to actual results based on solid data. Such methods are sure to 

emerge when computational power increases. 

The cognitive psychology and neurology needed to develop the Min-OP model is 

conclusive. Researchers are biased on an unconscious level that appears highly resistant 

to contrary evidence (Gazzaniga et al., 2009). This observation applies beyond the mere 

philosophy of science. Einstein showed us the solution to this problem: we must do our 

best to remain theoretical agnostics that follow the data wherever they went even if we 

emerge outside our comfort zones (see Adam, 2000). Our biases may guide us, but they 

can also mislead us. 

Under the Min-OP model, social change is based on cooperation and reciprocity 

and this process drives evolution by lowering future opportunity costs. Social change is a 

never-ending bidirectional process. Social change whether conceived in terms of markets 
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or distributional justice may fail. Regardless, social change is a consequence of the Min-

OP model. Smith’s (1776/1992) market and Rawls’s (1971/1999, 2003, 2005) 

distributive justice, traditions that are hostile and predatory towards one another, have a 

great deal in common after all. Recall in chapter 1 that “Reconciliation between 

methodological, economic, utilitarian, and distributive justice paradigms is essential for 

positive social change.” The Min-OP model shows one way that social change can be 

achieved. 

Recommendations for Further Study 

 

 This study represents a first approximation of the Min-OP model. Unforeseen 

theoretical issues may need to be addressed. The construct may be falsified. Regardless, 

this study shakes the foundation of economic theory and has vast repercussions that need 

to be examined. One set of memos that were created in the data process was a 

“significance for Laffer” memo for each journal article. These memos provide an 

excellent summation of potential research areas based on the Laffer literature itself and 

these are presented in Appendix N. The Min-OP model has distinctive and testable 

consequences for cognitive neuroscience, neurology, neuroeconomics, neuromarketing, 

marketing, anthropology, cultural anthropology, psychology, sociology, public policy, 

political science, education, economics, and experimental economics. Providing that the 

Min-OP model survives initial scholarly scrutiny, these disciplines may need to reassess 

their theoretical foundations. Based on my findings, I suggest the following additional 

research questions: 
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 Is Min-OP a calculation in the brain or is it a consequence of spontaneous 

ordering of the psycho-social network itself?  

 How will the modern increases in information impact the Min-OP model in the 

long-term? 

 How does Min-OP work under resource constraints? 

 Is emotion a proxy for the Min-OP model? 

 What is the relationship between Min-OP and the Media? The Min-OP model 

appears to predict that such influence is highly significant.  

 What is the relationship between Min-OP and elites? Could elite emergence be an 

artifact of a failure of Min-OP model to apply to government and other certain 

business institutions? The Min-OP model may predict the emergence of 

transnational elites.  

 What is the relationship between individual and cultural diversity and Min-OP?  

 What is the relationship between Min-OP and tax evasion or avoidance based on 

capital assets? 

 Can the Min-OP model be used in computational neuroscience either as a 

theoretical tool, a simulation tool, or as a part of a computational rendition of the 

brain (Nature & the DANA Foundation, 2007, November 16)? 

 Presupposing Bastiat’s (1998, p. 4) observation that “law by no means confines 

itself to its proper functions,” what is the relationship between Min-OP and The 

Law? 
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 To what extent is consumer behavior determined on emotional considerations 

based on proxy dopamine levels or amygdala activity? If, and under what 

conditions could this relationship falsify the Min-OP model? 

 Is anti-Min-OP the source of feelings of guilt or regret? 

 Does the state of emotional happiness result in increased (caloric) efficiency in 

the brain? Does this process increase longevity? Is this process the source of the 

well-recognized optimism bias? What are the implications of this bias for Min-

OP? 

 On what time scales do evolutionary changes to the Min-OP model occur? 

 At what level of analysis do Min-OP-based calculations appear homogenous 

enough to make empirical analysis possible?  

 What conditions impact short-term Min-OP? 

 Because neuroeconomics assumes the classical utility model, what are the 

implications of the Min-OP model?  

 Can content analysis correlated with results demonstrate confirmation bias in 

academic research? Is there a relationship between bias and Min-OP?  

 Could the philosophy of science be explained as an artifact of the Min-OP model? 

Could the Min-OP model explain scientific progress as it actually evolves? This 

assertion implies that paradigm shifts may be shifts in long-term opportunity cost 

calculations relating to scientific discovery. 

 What is the relationship between the Min-OP model and education? 
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 Is long-term economic growth under the Min-OP model greater than the simple 

interest compounding effects of stimulative spending? 

 Could neuroplasticity explain development of Min-OP in evolutionary terms? 

 Do tax rate change responses permeate society temporally in the same manner as 

an epidemic curve? 

 Because taxes have not been studies neurologically (Mayr, Harbaugh, & 

Tankersley, 2009, p. 318), such research is needed.  

 Can brainbows be used to uncover neuronal connection origination (Nature & the 

DANA Foundation, 2007, November 1)? 

 What is the impact of sex differences in learning based on fear on Min-OP 

(Nature & the DANA Foundation, 2007, October)? 

 The relationship between inter-hemisphere competition and Min-OP? 

 Does Min-OP depend on threshold, absolute or relative government size?  

 Because Min-OP appears to have evolved in the context of tribalism, what are the 

possible implications and consequences of the psycho-social network extension 

sovereign nation-states? 

 What is the relationship between productivity increases and technology on Min-

OP? By extension, how could this relationship increase impact long-term 

employment under the Min-OP model? 

In this study, I have identified enormous gaps in the historical research of 

economic theory that needs to be addressed by future research. Research is sorely needed 

in the form of a single-source textbook that fully specifies the difference between the 



281 

 

 

various schools of economic thought. The Min-OP model may provide a unifying 

structure for such an endeavor. For the Laffer curve, clearly additional research is needed. 

The present literature has only begun to breech the walls of misconceptions surrounding 

its most important implications. These implications are explained by the Min-OP model. 

Reflections on Experience 

 

 This study has changed not only my opinions regarding the subject matter but also 

it changed my entire outlook on scientific research. This result was unexpected and 

surprising. The process was disheartening with respect to the overconfidence of 

academia. Through this discovery process, I found that this state of affairs was a 

fundamental and undeniable artifact of human cognition and not a lack of professionalism 

or an act of malice. 

The simple fact remains, a lack of understanding often results in an unconscious 

act of creative imagination (Gazzaniga et al., 2009). If one does not understand a 

phenomenon, one often pretends to do so by making things up. This feeling of knowing, 

unfortunately, is quite beyond our cognitive reach (Burton & Campbell, 2008, July & 

August; Gazzaniga et al., 2009). This act of creative imagination is a source for future 

research! To be explicit, the Min-OP model can be viewed as “made-up” as well. The 

model appears to explain all of the data. I started this research with some bias. For 

example, while trained in classical economics and public policy, I was sympathetic to 

supply side arguments. The constant comparison method of grounded theory forced me to 

constantly question everything and technology (as discussed in chapter 4) provided the 

means to do so. 
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The problem was that this process took an enormous amount of effort and time. 

Tools had to be developed to aid my limited cognitive ability. Even so, the process itself 

provided a great gift: an in-depth level of understanding and, most importantly, the ability 

to embrace complexity. The process required me to actively address intellectual 

weaknesses in a highly organized fashion. This novel use of grounded theory is clearly 

not for those with comfort zones. 

Significantly, one technology, academic podcasts, provided superior academic 

debate and discourse. This technology helped compensate for the lack of debate in formal 

academia. In these podcasts, researchers were forced to defend positions. In the process, 

it became clear that a great many assumptions that I had relied upon were not pillars of 

truth. This observation is a problem for academia because the real debate in science 

appears to be out in the field and not in the textbooks and journals. McCloskey (Klamer 

& McCloskey, 2009, p. 383) put it this way, “it never ceases to astonish me how a few 

people in academic life are actually interested in testing their arguments in conversation.” 

This deficiency needs to be addressed by the academic community. 

The reasons for this lack of debate, whether based on publishing standards, gate-

keepers, or politeness, should not escape close scrutiny. Intuitively, it appears that 

technology itself will aid in this endeavor. 

Another problem that I confronted related to documentation and data generation. 

This study required total emersion. Total emersion meant that not only did I read books 

and journal articles but also I listened to and took notes on academic podcasts. This 

emersion in itself was not a problem. The problem is that I listened to podcasts all the 
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time and everywhere I went (bicycling, driving, sleeping, etc.). The problem was that I 

learned so much from so many sources that I could not document where the ideas came 

from. There came a point where I resisted this emersion out of fear of plagiarism. I 

stopped listening unless I was in a position to take notes. As a result, time was wasted. 

Learning should never stop because of fear. A partial solution to this problem was a 

notepad on the nightstand. In short, documentation is a problem of infinite regress and 

often, because thought is an emergent process, there is no single source of citations. The 

academic community could address this problem by implementing a reasonableness or 

common knowledge standard. This assertion is supported by cognitive neuroscience 

(Gazzaniga et al. 2009). Unnecessarily high citation counts are not helpful to research. 

One final observation on the process remains: when to give up. In all fairness, the 

Min-OP model was a conscious act of desperation. After much reflection and total 

subject emersion, the possibility emerged that there may be no answer to the problems 

posed. Failure is always a possible research outcome. 

The solution was to go back to the beginnings of economic theory based on the 

total knowledge obtained by the grounded theory method. I asked very specific questions. 

What if something really basic in economic theory was wrong? What if utility is not 

maximized? What alternatives could there be? 

It was from this process that the Min-OP model emerged, the challenging of 

foundational assumptions that so often go without disclosure let alone scrutiny. The 

solution’s emergence began with cognitive dismissal, then active consideration, and 

finally acceptance. The more I considered the idea, the more reasonable it became. 
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Acceptance was achieved because of the failure of thought experiments to falsify the 

model. This result could not have been achieved without the use of grounded theory. 

Grounded theory not only sorted the data in a meaningful way; it provided a highly 

adaptive framework to view the Laffer literature. 

Conclusion 

 

Hayek dreamed of an evolutionary theory of the market and economic decision 

making in A Sensory Order but failed to achieve this goal (Caldwell, 2008). This study 

appears to realize Hayek’s dream because in evolutionary terms, the Min-OP model 

predicts that while utility is important, it is not necessarily maximized. Instead, the Min-

OP model proposes that future regrets (using Waters’s, 2009 language) in the form of 

long-term opportunity costs are minimized by the temporally based mechanism of the 

psycho-social network that includes the market as well as social institutions in all their 

variety. Mises’s (1949/2009) idea of human action is extended by the Min-OP model to 

include the psycho-social network. 

This process is evolutionarily selective and it appears to address many problems 

of previous attempts to construct such a theory such as group relevance, institutions, and 

the emergence of novelty (Foster, 1992, pp. 237-238). A consequence of the Min-OP 

model is that fundamental issues of economic theory such as the theory of rationality, the 

theory of decision making, the theory of information, the theory of value, the theory of 

money, the theory of institutions, and the theory of the market are resolved. 

Consequently, the ongoing wars between economic schools of thought have reached a 

turning point and a new school of economic thought may derive from this research. 
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Given that economists appear to be intrigued but uncommitted to the utility of 

neuroeconomic and behavioral economics to economic theory or policymaking (Nature & 

the DANA Foundation, 2008, April), the acceptance of the Min-OP model will probably 

face an uphill battle.  

The Laffer curve in all its nuances and complexities such as time, rational 

expectations, growth theory, tax avoidance and evasion, and public choice theory is 

explained by the Min-OP model. The Min-OP model expands the limited notions of 

incentives and expectations of traditional economic theory to include feedback effects 

from the psycho-social network. It is true that humans are cost–calculating animals (Buss 

& Britt, 2009). However, it is true that humans are social animals that react emotionally 

(Gazzaniga et al., 2009). 

It is not competition that defines humanity: It is cooperation and reciprocity. 

Competition in the market, properly understood, is an evolutionarily selected, 

spontaneous ordering of long-term balances between competition and cooperation: 

reciprocity. The Min-OP model reinjects these into economic theory. 

Understanding the Laffer curve (and economic theory) requires both a 

microeconomic approach and a macroeconomic approach. Macroeconomic effects act as 

a microeconomic feedback mechanism through the psycho-social network. The Min-OP 

model achieves several objectives. It not only shows how the engine works but also the 

kind of gas it will need, and how the road travelled will impact engine performance in the 

long-term. The Min-OP model is a mechanism that is evolutionarily selected to maintain 

long-term engine performance and reliability. It accomplishes this goal by emphasizing 
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and returning the preeminence of “social” in social science. Finally, the all-is-data 

grounded theory methodology performed beyond expectations. 

The Min-OP model returns common sense to economic theory as well as the 

Laffer literature. An important consequence of the model is that not only are Laffer 

curve-type effects explained but also a tax policy based on the Laffer curve could restore 

a sense of public trust and legitimacy to government by balancing the market and social 

justice. Public policy will never be the same. 
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Appendix A: Antecedents  

 
Source Year Quotation 

Ibn Khaldun (In 

Bartlett, 2003, 

November 11, p. 2). 

14th century. It should be known that at the beginning of the dynasty, 

taxation yields a large revenue from small assessments. 

At the end of a dynasty, taxation yields a small revenue 

from large assessments. 

Michel Rolle  1652-1719 Rolle’s Theorem of Calculus. 

Jonathan Swift (In 

Bartlett, 2003, 

November 11, p. 2). 

Irish Tracts, 1728. In the business of heavy impositions, two and two 

never make more than one. 

Montesquieu (In 

Bartlett, 2003, 

November 11, p. 2). 

Spirit of Laws, 1748. Liberty produces excessive taxes; the effect of 

excessive taxes is slavery; and slavery produces a 

diminution of tribute. 

Adam Smith (In 

Bartlett, 2003, 

November 11, p. 2). 

Wealth of Nations, 

1776. 

High taxes, sometimes by diminishing the consumption 

of the taxed commodities, and sometimes by 

encouraging smuggling, frequently afford a smaller 

revenue to the government that what might be drawn 

from more moderate taxes. 

Alexander Hamilton 

(In McGuire and 

Cott, 2002, p. 3). 

Federalist 21, 1787. It is a signal advantage of taxes of consumption, that 

they contain in their own nature a limit, which cannot 

be exceeded without defeating the end proposal, --that 

is, an extension of the revenue when applied to this 

object, the saying is as just as it is witty, that, “in 

political arithmetic, two and two do not always make 

four” If duties are too high, the lessen consumption; the 

collection is eluded; and the product to the treasury is 

not so great as when they are confined within proper 

and moderate bounds. 

Jean-Baptiste Say 

(In Bartlett, 2003, 

November 11, p. 3). 

A Treatise on 

Political Economy, 

1834. 

The encouragement of mere consumption is no benefit 

to commerce; for the difficulty lies in supplying the 

means, not in stimulating the desire for consumption . . 

. It is the aim of good government to stimulate 

production. 

Jean Baptiste Say 

(In Bartlett, 2003, 

November 11, p. 3) 

A Treatise on 

Political Economy, 

1834. 

Taxation, pushed to the extreme, has the lamentable 

effect of impoverishing the individual, without 

enriching the state . . .  The diminution of demand must 

be followed by diminution of the supply of production; 

and, consequently, of the articles liable to taxation. 

Thus, the taxpayer is abridged of his enjoyments, the 

producer of his profits, and the public exchequer of its 

receipts . . . This is the reason why a tax is not 

productive to the public exchequer, in proportion to its 

ratio; and why it has become a sort of apophthegm, that 

two and two do not make four in the arithmetic of 

finance. Excessive taxation . . . extinguishes both 

production and consumption, and the taxpayer into the 

bargain. 
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John C. Calhoun (In 

Bartlett, 2003, 

November 11, p. 3). 

Statement: 

Congressional Globe, 

1842. 

On all articles on which duties can be imposed, there is 

a point in the rate of duties which may be called the 

maximum point of revenue--that is, a point at which 

the greatest amount of revenue would be raised. If it be 

elevated above that, the importation of the article 

would fall off more rapidly than the duty would be 

raised; and, if depressed below it, the reverse effect 

would follow: that is, the duty would decrease more 

rapidly than the importation would increase. If the duty 

be raised above that point, it is manifest that all the 

intermediate space between the maximum point and 

that to which it may be raised, would be purely 

protective, and not at all for revenue…[A]ny given 

amount of duty, other than the maximum point, and the 

other below it. 

Jules Dupuit (In 

Blinder, 1981, p. 

83). 

1844. If a tax is gradually increased from zero up to the point 

where it becomes prohibitive, its yield is at first nil, 

then increases by small stages until it reaches a 

maximum, after which it gradually declines until it 

becomes zero again. 

JS Mill. On Liberty, 

Applications, last 

para., 1859. 

The mischief begins when, instead of calling forth the 

activity and powers of individuals and bodies, it 

substitutes its own activity for theirs; when, instead of 

informing, advising, and, upon occasion, denouncing, it 

makes them work in fetters, or bids them stand aside an 

does their work instead of them. The worth of the state 

in the long run, is worth the worth of the individuals 

composing it; and a State which postpones the interests 

of their mental expansion and elevation to a little bit 

more of administrative skill, or of that semblance of it 

which it which practices gives, in the details of 

business; a state that dwarfs its men, in order that they 

may be more docile instruments in its hands even for 

beneficial purposes--will find that with small men, no 

great things can be really be accomplished; and that the 

perfection of a machinery to which it has sacrificed 

everything will in the end avail it nothing, for want of 

the vital power which, in order that the machine might 

work more smoothly, it has preferred to banish 

[original emphasis]. 

President Woodrow 

Wilson (In Bartlett, 

2003, November 11, 

p. 4) 

State of the Union 

address, 1919. 

The congress might well consider whether the higher 

rates of income and profits taxes can in peace times be 

effectively productive of revenue, and whether they 

may not, on the contrary, be destructive of business 

activity and productive of waste and inefficiency. 

There is a point at which in peace times high rates of 

income and profits taxes discourage energy, remove 

the incentive to new enterprise, encourage extravagant 

expenditures and produce industrial stagnation with 

consequent unemployment and other attendant evils. 
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Andrew Mellon, 

Treasury Secretary 

(In Bartlett, 2003, 

November 11, p. 4) 

Taxation: the 

people's business, 

1924. 

The history of taxation shows that taxes which are 

inherently excessive are not paid. The high rates 

inevitably put pressure upon the taxpayer to withdraw 

his capital from productive business and invest it in 

tax-exempt securities or to find some other lawful 

methods of avoiding the realization of real income. The 

result is that the sources of taxation are drying up; 

wealth is failing to carry its share of the tax burden; 

and capital is being diverted into channels which yield 

neither revenue to the Government nor profit to the 

people. 

John Maynard 

Keynes (In Bartlett, 

2003, November 11, 

p. 3) 

The Means to 

Prosperity, 1933. 

Nor should the argument seem strange that taxation 

may be so high as to defeat its object, and that, given 

sufficient time to gather the fruits, a reduction of taxes 

will run a better chance than an increase balancing of 

the budget. For to take the opposite view today is to 

resemble a manufacturer who, running at a loss, 

decides to raise his price, and when his declining sales 

increase the loss, wrapping himself in the rectitude of 

plain arithmetic, decides that prudence requires him to 

raise the price still more--and who, when at last his 

account is balanced with no[a]ught on both sides, is 

still found righteously declaring that it would have 

been the act of a gambler to reduce price when you 

were already making a loss. 

John Maynard 

Keynes (1991/1936, 

p. 377). 

General Theory, 

1936. 

In this event a scheme for higher taxation of large 

incomes and inheritances might be open to the 

objection that it would lead to full employment with a 

rate of accumulation which was reduced considerably 

below the current level. I must not be supposed to deny 

this possibility, or even the probability of this outcome. 

For in such matters it is rash to predict how the average 

man will react to a changed environment. 

Ludwig Von Mises 

(In Bartlett, 2003, 

November 11, p. 3) 

Human Action, 1949. The true crux of the taxation issue is to be seen in the 

paradox that the more taxes increase, the more they 

undermine the market economy and concomitantly the 

system of taxation itself . . . Every specific tax, as well 

as a nation's whole tax system, becomes self-defeating 

above a certain height of rates. 

John F. Kennedy (In 

Bartlett, 2003, 

November 11, p. 5). 

Economic Club of 

New York, December 

14, 1962.  

It is a paradoxical truth that tax rates are too high today 

and revenues are too low, and the soundest way to raise 

the revenues in the long run is to cut the rates now. 

McKenzie, R. B. (In 

Bartlett, 2003, 

November 11, p. 4) 

The micro and macro 

economic effects of 

changes in the 

statutory tax rates. 

1973.  

The main purpose of this paper is to demonstrate that 

not only may statutory and effective tax rates differ, 

but that it is distinctly possible on theoretical grounds 

that statutory rate increases may result in lower tax 

collections for some groups (i.e., lower effective tax 

rates). Furthermore, I submit that this perverse effect is 

most likely to occur among the rich, and it may even 

occur when work incentives are unaffected. 
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Appendix C: Initial Coding (What Is Important?) 

 

Initial coding (n = 28) 

Arithmetic effects 

Bias 

Cobb-Douglas Production Functions 

Data problems 

Demand-side economics 

Distributional justice (Rawls) 

Elasticity 

Growth theory 

Historical context 

Incentive effects 

Income effects 

Jude Wanniski 

Keynesian multiplier 

Laffer curve shape 

Laffer effects 

Laffer Rate identification 

Legal theory and the power to tax 

Marginal analysis 

Philosophy of science 

Public choice theory and government spending 

Rational expectations 

Say’s Law 

State and local effects 

Substitution effects 

Supply side economics 

Tax rate estimation 

Theory of Labor (incentives) 

Utilitarianism (Smith) 
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Appendix D: Axial Coding (Emergent) 

 

Axial coding (n = 108) 

Aggregation problem Impact of welfare spending 

Anarchist perspective Indifference curves 

Attempts at integration of supply side and demand-

side Institutional factors, public policy 

Attempts at integration, macro and micro-economics John Maynard Keynes* 

Austrian school* Keynesian multiplier; public v. private goods 

Business cycle theory Laffer-type curves  

Calculus Lags 

Ceteris paribus Liberalism 

Consumption Macroeconomics vs. microeconomics 

Creative destruction Marxist school 

Deadweight loss, externalities Mercantilism 

Demographics—neglected Methodological holism 

Derivation of Laffer curve, dynamic context Methodological individualism 

Derivation of Laffer curve, static context Methodological predispositions 

Disparate impact of taxation methods Microeconomics* 

Econometrics* Milton Friedman* 

Economics* Monetarism / theory of money 

Economic modeling Monetary policy 

Economics as a profession Multiple equilibrium analysis 

Efficiency Neoclassical School (IS-LM) 

English school Neo-Keynesianism 

Evolution of economic theory Neuroeconomics* 

Experimental economics Neuropsychology* 

Fiscal policy New Institutionalism 

Frederick von Hayek* New Keynesianism 

Galloping socialism v. freedom Open versus closed-economy models 

Game theory* Opportunity costs 

GEQ analysis* Party affiliation 

German Historical school Phillips curve 

Globalization Post-Keynesianism 

Government spending and social capital Power 

Grounded theory Price theory 

Human capital theory Property rights 

Human signaling theory Psychology / sociology* 

Impact of deficits and debt Qualitative methods, polling 

Impact of marginal tax rates Regressions 

Note: * indicates a major research diversion 
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Axial coding (n = 108) 

Regulation / compliance costs 

Revenue effects of tax changes 

Robert Mundell 

Savings 

Self-financing arguments 

Shock analysis 

Short v. long-run; temporal discounting 

Social capital theory 

Stagflation 

State and local effects 

Static versus dynamic analysis 

Statistical approaches 

Tax avoidance, evasion, underground economy, and compliance* 

Tax base 

Tax changes 

Tax changes 

Tax competition, tax gap* 

Tax effects on economic activity (not growth) 

Tax rates, estimation, progressivity 

Tax wedge 

The Chicago school* 

The free market 

The Great Depression 

Theoretical framework and variables (used by Laffer) 

Theories of taxation 

Theory of capital, capital mobility 

Theory of information and technology 

Theory of labor, specialization, wages, and productivity 

Theory of leisure (Veblen) 

Theory of money, national debt, deficits, the Federal Reserve, 

inflation. 

Theory of trade, comparative advantage, globalism, exchange rates. 

Theory of unemployment 

Theory of value 

Time-series analysis 

Total factor productivity / theory of production 

Transaction costs 

Utility theory 

 

Note: * indicates a major research diversion 
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Appendix E: Major Research Diversions Ranked by Time and Effort Requirements, 

Importance, and Temporal Order 

 

Ranked by time and effort 

expended 

Ranked by importance Ranked temporally 

1. Economics 1. John Maynard Keynes 1. Economics 

2. Microeconomics 2. Frederick von Hayek 2. Microeconomics 

3. Neuroeconomics 3. Neuropsychology 3. The Chicago school 

4. Austrian school 4. Neuroeconomics 4. GEQ analysis 

5. Frederick von Hayek 5. Austrian school 5. Econometrics 

6. John Maynard Keynes 6. Milton Friedman 6. Game theory 

7. Neuropsychology  7. Economics 7. Austrian school 

8. Milton Friedman 8. Microeconomics 8. Tax avoidance, 

evasion, 

underground 

economy, and 

compliance 

9. Tax avoidance, evasion, 

underground economy, 

and compliance 

9. Tax avoidance, evasion, 

underground economy, and 

compliance 

9. Tax competition, tax 

gap 

10. Tax competition, tax gap 10. Tax competition, tax gap 10. Frederick von Hayek 

11. The Chicago school 11. The Chicago school 11. Milton Friedman 

12. Econometrics 12. GEQ analysis 12. John Maynard 

Keynes 

13. Game theory 13. Econometrics 13. Neuropsychology 

14. GEQ analysis 14. Game theory 14. Neuroeconomics 
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Appendix F: Sample Screenshots (6) of Microsoft Excel 
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Appendix G: Sample Screenshots (8) of Microsoft OneNote 

 



413 

 

  



414 

 

 

  



415 

 

 

 

  

 



416 

 

  



417 

 

 

 

 



418 

 

   



419 

 

  



420 

 

 

Appendix H: Managing Complexity With Multimonitor Systems 
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Appendix I: Neuroeconomic Table  

 

Brain Area Hypothesized Function Source 

Amygdala Risk valuation function,  signals 

need to learn probabilities 

Bossaerts, Preuschoff, & Hsu (2009, p. 

363). See also, Ruthishauser, Mamelak, 

& Schuman (2006); and Hsu, Bhatt, 

Adolphs, Tranel, & Camerer (2005). 

  Choice in loss situations (default 

action valuation) 

Bossaerts et al. (2009, p. 356). 

  Ambiguity Trommershäuser et al. (2009, pp. 108-

109). See also Hsu et al. (2005). 

  Reward prediction error Trommershäuser et al. (2009, p. 108). 

See also O’Doherty (2004) 

  Expected losses Trommershäuser et al. (2009, p. 108). 

See also De Martino, Kumaran, 

Seymour, & Dolan (2006). 

Anterior cingulate 

cortex (ACC) 

Minor role in decision-making (note 

connection with amygdala), 

specifically deviations from 

expected reward 

Lee & Wang (2009, pp. 488-490). 

  Reward-prediction-error encoding Lee & Wang (2009, p. 487). See also 

Matsumoto, Matsumoto, Abe, & Tanaka 

(2007); and Seo & Lee (2007). 

  History of past choice and rewards Lee & Wang (2009, p. 483). See also 

Seo, Barraclough, & Lee (2007); Seo & 

Lee (2007); and Barraclouch, Conroy, & 

Lee (2004).  

  Reward information  Platt & Padoa-Schioppa (2009, p. 452). 

See also Shidara & Richmond (2002); 

and Niki & Watanabe (1979). 

  Reward-based activation Platt & Padoa-Schioppa (2009, pp. 452-

453). See also Goodall & Carey (1975); 

and Spence, Silverman, & Corbett 

(1985). 

  



422 

 

 

Brain Area Hypothesized Function Source 

 Anterior cingulate 

cortex (ACC) 

Strongly connected to visual 

actions, events 

Platt & Padoa-Schioppa (2009, p. 453). 

See also Moorecraft, Geula, & Mesulam 

(1993); Barbus & Pandya (1989); Vogt 

& Pandya (1987); Pandya, Van Hoesin, 

& Mesulam (1981); and Baleydier & 

Mauguiere (1980).  

  Risk sensitive Bossaerts et al. (2009, p. 359). 

  Conflicts between fairness and self-

interest 

Fehr (2009, p. 223). See also Botvinick, 

Braver, Barch, Carter, & Cohen. (2001). 

  Social judgment of others Camerer (2009, p. 199). 

  Unfair offers Hauser & McCabe (2009, p. 59). See 

also Sanfey, Rilling, Aronson, Nystrom, 

& Cohen (2003) 

Anterior insula Empathy: representations of self 

and others bodily states (no link 

established with altruism) 

Mayr et al. (2009, p. 314). See also 

Singer, Seymour, O’Doherty, Kaube, 

Dolan, & Frith (2004). 

  Rejection of unfair offers Schultz (2009, p. 289). See also Blount 

(1995). 

  Emotional representation of cost, 

resentment of unfair offers 

Fehr (2009, pp. 222-224). See also 

Kuntson, Rick, Wimmer, Prelec, & 

Loewenstein (2007). 

  Risk Trommershäuser et al. (2009, pp. 108-

109). See also Preuschoff , Bossaerts, & 

Quartz (2006). 

  Unfair offers Sanfey & Dorris (2009, p. 76). 

  Negative emotion states (inequity; 

non-reciprocity) 

Sanfey & Dorris (2009, p. 76).See also 

Derbyshire, Jones, & Gyulai (1997). 

Anterior medial 

frontal region 

Altruism role Mayr et al. (2009, p. 319). See also Moll, 

Krueger, Zahn, Pardini, de Oliveira-

Souza, & Grafman (2006). 
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Brain Area Hypothesized Function Source 

Basil ganglia 

(includes part of the 

striatum) 

Value functions Lee & Wang (2009, p. 487). 

Basil ganglia or 

orbifrontal cortex 

Valuation plasticity Lee & Wang (2009, p. 497). See also Lo 

& Wang (2006). 

Bilateral anterior 

insula 

Unfair offers Houser & McCabe (2009, p. 59). See 

also Sanfey et al. (2003). 

Caudate Firing pattern at odds with 

maximization of a fixed utility 

Bossaerts et al. (2009, p. 357). See also 

McFadden (1974). 

  Observation of charity Mayr et al. (2009, p. 310). See also 

Harbaugh, Mayr, & Burghart (2007). 

  Trust in reciprocal exchanges 

(reward signal) 

Mayr et al. (2009, p. 310). See also 

King-Casas, Tomlin, Anen, Camerer, 

Quartz, & Montague (2005). 

  Efficiency encoding Bossaerts et al. (2009, p. 364). 

Caudate nucleus  Value modulation (only visual 

demonstrated with monkeys) 

Platt& Padoa-Schioppa (2009, p. 451). 

See also Kawagoe, Takikawa, & 

Hikosaka (1998). 

Cerebral cortex State / action encoding Doya & Kimura (2009, p. 408). See also 

Gallistel (2009). 

Cortico basil 

ganglia circuit 

Value encoding Doya & Kimura (2009, p. 407). 

Dopamine neurons Temporal difference error (signal to 

striatum that describes temporal 

discount factors and prediction 

inconsistencies); me: pleasure??? 

Doya & Kimura (2009, p. 410). See also 

Corrado et al. (2009).  

Dorsal Striatum Subjective value of outcomes, 

temporal flow of information, 

future outcome orientated 

Knutson et al. (2009, p. 389, p. 402). 
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Brain Area Hypothesized Function Source 
Dorsolateral anterior 

cingulate (dACC) 

Temporal delay of previous rewards Sanfey & Dorris, (2009, p. 71). See also 

Seo & Lee (2007). 

Dorsolateral 

prefrontal cortex 

(DLPFC) 

Self-interest impulse control Fehr (2009, p. 226). See also Knoch, 

Nitsche, Fischbacher,  Eisenegger, 

Pascual-Leone, & Fehr (2007). 

  Executive functions; goal 

maintenance. 

Sanfey & Dorris (2009, p. 76). 

  Decision-making role: state of 

environment; encoding and 

desirability of outcomes; encoding 

of past and future outcomes 

Lee & Wang (2009, pp. 487-488). 

  History of past choice and rewards Lee & Wang (2009, p. 483). See also 

Seo et al. (2007); Seo & Lee (2007); and 

Barraclouch et al. (2004). 

  Value modulation (only visual 

demonstrated with monkeys) 

Platt & Padoa-Schioppa (2009, p. 451). 

See also Leon & Shadlen (1999) 

  Ambiguity Trommershäuser et al. (2009, pp. 108-

109). See also Hsu et al. (2005). 

  Risk Trommershäuser et al. (2009, pp. 108-

109). See also Kuhnen & Knutson 

(2005). 

  Unfair offers Houser & McCabe (2009, p. 59). See 

also Sanfey et al. (2003). 

Dorsolateral 

prefrontal cortex 

(DLPFC) 

Acceptance of low offers Brosnan (2009, p. 289). See also Knoch, 

Pascual-Leon, Meyer, Treyer, & Fehr 

(2006). 

  Acceptance of unfair offers, 

independent of selfish choices, may 

override emotional impulse to reject 

unfair offers in anterior insula (AI) 

Brosnan (2009, p. 289). See also Fehr 

(2009); Knoch et al. (2007); Knoch et al. 

(2006); and Tabibnia, Satpute, & 

Lieberman (2007).  
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Brain Area Hypothesized Function Source 

Dorsolateral 

striatum 

Experiential valuation: Pavlovian 

habituation signal 

Balleine et al. (2009, p. 384). 

Dorsomedial 

striatum 

Goal values Balleine et al. (2009, p. 384). 

Inferior frontal 

sulcus 

Ambiguity Trommershäuser et al. (2009, pp. 108-

109). See also Huettel, Stowe, Gordon, 

Warner, & Platt (2006). 

Insula Subjective marginal utility of 

money 

Mayr et al. (2009, p. 311). See also 

Harbaugh et al. (2007). 

  Respond to money rewards Mayr et al. (2009, p. 310). See also 

O’Doherty (2004); and Knutson & 

Cooper (2005). 

  Risk encoding (seems to reflect 

variance or standard deviation) 

Bossaerts et al. (2009, p. 359). See also 

Preuschoff, Bossaerts, & Quartz (2008); 

and Preuschoff, Quartz, & Bossaerts 

(2006). 

Insular cortex Inequity encoding Bossaerts et al. (2009, p. 364). 

Insular cortex Excessive prices Phelps (2009, p. 245). See also Knutson 

et al. (2007). 

Interior frontal 

gyrus (IFG) 

Risk sensitive Bossaerts et al. (2009, p. 359). 

Lateral intraparietal 

area of parietal lobe 

(LIP) 

Rational choice and emotional 

choice prediction 

Glimcher (2009, pp. 518-519). 

  Relative value of options and 

likelihood 

Platt & Padoa-Schioppa (2009, p. 451). 

See also Dorris & Glimcher (2004); 

Sugrue, Corrado, & Newsome. (2004); 

and Gold & Shadlen (2001). 
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Brain Area Hypothesized Function Source 
 Lateral intraparietal 

area of parietal lobe 

(LIP) 

Value modulation (only visual 

demonstrated with monkeys) 

Platt & Glimcher (1999, p. 451). 

  Modulated by prior beliefs and 

expected rewards 

Rangel (2009, p. 433). See also Platt & 

Glimcher (1999). 

 Saccadic decision-making Rangel (2009, p. 431). 

  Influenced by economic variables 

(magnitude of reward, desirability); 

Subjective desirability of visual 

stimuli 

Sanfey & Dorris (2009, pp. 68-69). See 

also Platt & Glimcher (1999). 

Lateral orbifrontal 

cortex 

Punishment processing Fehr (2009, p. 226). See also Spitzer, 

Fischbacher, Herrnberger, Gron, & Fehr 

(2007). 

Medial frontal lobes Personal moral dilemmas (potential 

harm) 

Mayr et al. (2009, p. 312). See also 

Green, Sommerville, Nystrom, Darley, & 

Cohen (2001). 

  Charitable giving (amount) Mayer et al. (2009, p. 310). See also 

Moll et al. (2006). 

Medial prefrontal 

cortex (mPFC) 

Subjective value encoding Glimcher (2009, p. 519).  

  Subjective value of goods Glimcher (2009, p. 519). 

  Monetary reward magnitude Glimcher (2009, p. 515). See also 

Knutson, Fong, Bennett, Adams, & 

Hommer (2003); and Knutson, 

Westdorp, Kaiser, & Hommer (2000). 

  Preference ordering among primary 

rewards 

Glimcher (2009, p. 515). See also 

McClure, Laibson, Loewenstein, & 

Cohen (2004). 
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Brain Area Hypothesized Function Source 
 Medial prefrontal 

cortex (mPFC) 

Expected value of lottery Glimcher (2009, p. 515). See also 

Knutson, Taylor, Kaufman, Peterson, & 

Glover (2005). 

  Subject-specific valuation of gains 

and losses 

Glimcher (2009, p. 515). See also Tom et 

al. (2007). 

  Subject-specific discounted reward 

value 

Glimcher (2009, p. 515). See also Kable 

& Glimcher (2007). 

  Willingness to pay Glimcher (2009, p. 515). See also 

Plassman, O’Doherty, & Rangel (2007). 

  Excessive prices Phelps (2009, p. 245). See also Knutson 

et al (2007). 

 Social judgment of others, general 

social understanding 

Camerer (2009, p. 199). 

  Expected gain Trommershäuser et al. (2009, pp. 108-

109). See also Delgado, Miller, Inati, & 

Phelps (2005). 

Middle temporal 

area (MT) 

Encode motion properties of visual 

objects 

Rangel (2009, p. 431) 

Nucleus accumbens Observation of charity Mayr et al. (2009, p. 310). See also 

Harbaugh et al. (2007). 

  Respond to money rewards Mayr et al. (2009, p. 310). See also 

Knutson & Cooper (2005); and 

O’Doherty (2004). 

  Valuation, correlates with 

preferences 

Phelps (2009, p. 245). See also Knutson 

et al. (2007). 

  Beliefs and rewards via dopamine Dean (2009). 

  Acceptance of low offers Herrmann-Pillath (2009). 
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Brain Area Hypothesized Function Source 
Orbifrontal cortex 

(OFC) 

Valuation plasticity Lee & Wang (2009, p. 497). See also 

Platt & Padoa-Schioppa (2009). 

  Economic value of goods during 

economic choice 

Platt & Padoa-Schioppa (2009, 442-443). 

  Gambling tasks and risk (lesions 

impact) 

Platt & Padoa-Schioppa (2009, 443). See 

also Rahman, Sahakian, Hodges, Rogers, 

& Robbins (1999); and Bechara, Tranel, 

Damasio, & Damasio (1996).   

  Incorrect assignment of value 

(disorders impact) 

Platt & Padoa-Schioppa (2009, pp. 442-

443). See also Pasquier & Petit (1997). 

  Poor choice patterns in ultimatum 

game 

Platt & Padoa-Schioppa (2009, pp. 443). 

See also Koenigs & Tranel (2007). 

  Erratic choices (lesions impact) Platt & Padoa-Schioppa (2009, pp. 443). 

See also Fellows & Farah (2007). 

  Pleasant stimuli complements 

activation 

Platt & Padoa-Schioppa (2009, pp. 443). 

See also O’Doherty (2004). 

  More active in no choice condition Platt & Padoa-Schioppa (2009, pp. 443). 

See also Arana, Parkinson, Hinton, 

Holland, Owen, & Roberts (2003). 

  More active in higher incentive 

choices 

Arana et al. (2003) 

  Hunger, satiation, and taste 

modulates choice; sensitive to 

motivational state 

Platt & Padoa-Schioppa (2009, pp. 443). 

See also Wallis (2007); Roesch & Olson 

(2005); and Rolls (1989). 

 Subjective value (ordinal or 

cardinal unknown) 

Platt & Padoa-Schioppa (2009, pp. 442-

448). See also Padoa-Schioppa & Assad 

(2006). 

  Abstract value Platt & Padoa-Schioppa (2009, p. 450). 

  Behavioral measures of goal-values 

of objects; willingness to pay 

Rangel (2009, p. 435). See also 

Plassmann et al. (2007). 
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Brain Area Hypothesized Function Source 
 Orbifrontal cortex 

(OFC) 

Overcomes default actions from 

amygdala in loss situations 

Bossaerts et al. (2009, p. 356). 

  Ambiguity Trommershäuser et al. (2009, pp. 108-

109). See also Hsu et al. (2005). 

  Risk Trommershäuser et al. (2009, pp. 108-

109). See also Preuschoff et al. (2006). 

  Reward prediction error Trommershäuser et al. (2009, p. 108). 

See also O’Doherty (2004). 

  Expected gain Trommershäuser et al. (2009, pp. 108-

109). See also Delgado et al. (2005). 

  Reward value Trommershäuser et al. (2009, pp. 108-

109). See also O’Doherty (2004). 

Pallidum Action selection Doya & Kimura (2009, p. 408). See also 

Platt & Padoa-Schioppa (2009). 

Paracingulate cortex Social judgment of others Camerer (2009, p. 199). 

Parietal cortex Valuation: behavioral utility 

(Guides attention based on sensory 

signals) 

Platt & Padoa-Schioppa (2009, pp. 448-

449). 

  Relative value Glimcher, Kable, & Louie (2007). 

Posterior cingulate 

cortex (CGp) 

Valuation: evaluation of events and 

actions (strongly connected with 

areas related to learning and 

motivation) 

Platt & Padoa-Schioppa (2009, pp. 452-

455). 

  Connections suggest contribution to 

visual orientation, attention, 

emotion, learning, and memory. 

Platt & Padoa-Schioppa (2009, p. 453). 

 Subjective motivational state Platt & Padoa-Schioppa (2009, p. 453). 
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Brain Area Hypothesized Function Source 
 Posterior cingulate 

cortex (CGp) 

Varies with time-discounted value Platt & Padoa-Schioppa (2009, p. 453). 

See also Kable and Glimcher (2007). 

  Responds to behavioral context Platt & Padoa-Schioppa (2009, p. 453). 

See also Dean, Crowley, & Platt (2004). 

  Appears to be anchored to physical 

location 

Platt & Padoa-Schioppa (2009, p. 453). 

See also Dean et al. (2004). 

  Responds to unpredictable rewards 

or the omission of predictable 

rewards 

Platt & Padoa-Schioppa (2009, p. 453). 

See also McCoy, Crowley, Haghighian, 

(2003) 

  Modulated by associated value Platt & Padoa-Schioppa (2009, p. 453). 

See also McCoy et al. (2003). 

  Subjective value, risk sensitivity Platt & Padoa-Schioppa (2009, p. 455). 

  Delayed rewards are heavily 

discounted (Rachlin’s 2000 string 

theory) 

Platt & Padoa-Schioppa (2009, p. 453). 

See also Bernheim & Rangel (2004); 

Rachlin (2000); and Bickel et al. (1999).  

  Immediate rewards are weighed 

more heavily (Rachlin’s 2000 string 

theory) 

Platt & Padoa-Schioppa (2009, p. 453). 

See also Bernheim & Rangel (2004); 

Rachlin (2000); and Bickel et al. (1999). 

  Personal moral dilemmas (potential 

harm) 

Mayr et al. (2009, p. 312). See also 

Green et al. (2001). 

  Social judgment of others Camerer (2009, p. 199). 

Posterior parietal 

cortex 

Subjective value choice Glimcher (2009, p. 519). 

  Subjective value of actions Glimcher (2009, p. 519). See also Padoa-

Schioppa & Assad (2006). 

  Rate of reward or utility expected Lee & Wang (2009, p. 482). See also 

Dorris & Glimcher (2004); and Sugrue et 

al. (2004). 
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Brain Area Hypothesized Function Source 
 Posterior parietal 

cortex 

Accumulating evidence Lee & Wang (2009, p. 482). See also 

Roitman & Shadlen (2002). 

Posterior parietal 

lobes 

Personal moral dilemmas (potential 

harm) 

Mayr et al. (2009, p. 312). See also 

Green et al. (2001). 

Prefrontal cortex Executive functions (reward 

dependent based on goals or habit) 

Balleine et al. (2009, p. 367).  

  Total valuation signal (risk and 

reward evaluated separately) 

Bossaerts et al. (2009, p. 360). 

  Respond to money rewards Mayr et al. (2009, p. 310). See also 

Knutson & Cooper (2005); and 

O’Doherty (2004). 

  Temporal discounting Trommershauser et al. (2009, p. 109). 

See also Glimcher et al. (2007); Tanaka, 

Doya, Okado, Ueda, Okamoto, & 

Yamawaki (2005); and McClure et al. 

(2004). 

  Reward value Trommershauser et al. (2009, p. 108). 

See also O’Doherty (2004). 

Putamen Efficiency encoding Bossaerts, Preuschoff, & Hue (2009, p. 

364). 

Right superior 

temporal cortex 

Social perception tasks Mayr et al. (2009, p. 314). See also Blair 

(2005). 

Singulate cortex Value modulation (only visual 

demonstrated with monkeys) 

McCoy et al. (2003). 

Striatum  Reward prediction Doya & Kimura (2009, p. 408). See also 

Rangel (2009). 

  Expected gain Trommershauser et al. (2009, p. 108). 

See also Delgado et al. (2005). 

  Anticipation of losses Niv & Montague (2009, pp. 343-344). 
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Brain Area Hypothesized Function Source 
 Striatum Temporal discounting Trommershauser et al. (2009, p. 109). 

See also Glimcher et al. (2007); Tanaka 

et al. (2005); and McClure et al. (2004). 

  Risk Trommershauser et al. (2009, pp. 108-

109). See also Preuschoff et al. (2006); 

and Kuhnen & Knutson (2005). 

  Reward prediction error Trommershauser et al. (2009, p. 108).  

Striatum (caudate, 

putamen, and 

nucleus accumbens) 

Subjective value; economic and 

social 

Knutson et al. (2009, p. 389). 

Striatum (input 

structure of basil 

ganglia)  

Rewards and punishments Delgado (2007). 

  Temporal discounting Glimcher, Kable, & Louie (2007). 

Substantia nigra 

pars reticulate  

Value modulation (only visual 

demonstrated with monkeys) 

Platt & Padoa-Schioppa (2009, p. 451). 

See also Sato & Hikosaka (2002). 

Superior colliculus  

(SC) 

Value modulation (only visual 

demonstrated with monkeys) 

Platt & Padoa-Schioppa (2009, p. 451). 

See also Ikeda & Hikosaka (2003). 

  Orientating behaviors (visual) Rangel (2009, p. 431). 

Superior colliculus 

and orbitofrontal 

cortex 

Winner take all choice Glimcher (2009, p. 519). 

Superior temporal 

sulcus (STS) 

Social judgment of others Camerer (2009, p. 199). 

Temporal-parietal 

junction (TPJ) 

Social judgment of others, thoughts 

of 

Camerer (2009, p. 199). 

Ventral Striatum Subjective value encoding Glimcher (2009, p. 519). 

 Ventral Striatum Reward, punishment, preference 

magnitude encoding 

Glimcher (2009, p. 514-515). 
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Brain Area Hypothesized Function Source 
 Ventral Striatum Magnitude of cumulative rewards Glimcher (2009, p. 514). See also 

Delgado, Nystrom, Fissell, Noll, & Fiez 

(2000). 

  Anticipation of reward Glimcher (2009, p. 514). See also 

Knutson et al. (2003); and Knutson 

(2000).  

  Expectation of monetary reward Glimcher (2009, p. 514). See also Breiter 

et al. (2001). 

  Expectation of primary reward Glimcher (2009, p. 514). See also 

O’Doherty, Deichmann, Critchley, & 

Dolan (2002). 

  Receipt of monetary reward Glimcher (2009, p. 514). See also Elliott, 

Newman, Longe, & Deakin (2003). 

 Monetary expected values Glimcher (2009, p. 514). See also 

Knutson et al. (2005). 

  Behavioral preference ranking 

amongst rewards 

Glimcher (2009, p. 514). See also 

O’Doherty, Buchanan, Seymour, & 

Dolan (2006). 

  Potential gain magnitude and loss 

magnitude scaled by loss aversion 

Glimcher (2009, p. 514). See also Tom et 

al. (2007). 

  Discounted reward value (delayed 

up to 6 months) 

Glimcher (2009, p. 514). See also Kable 

& Glimcher (2007). 

  Respond to money rewards Mayr et al. (2009, p. 310). See also 

Knutson & Cooper (2005); and 

O’Doherty (2004). 

  Anticipated subjective value; 

expected gain, anticipation 

orientated 

Knutson et al. (2009, p. 389, and p. 402).  

  Subjective marginal utility of 

money 

Mayr et al. (2009, p. 311). See also 

Harbaugh et al (2007). 

Ventromedial 

prefrontal cortex 

(VMPFC) 

Integration of costs and benefits, 

behavioral goals; net value (price), 

emotional processing and moral 

judgment, non-economic and 

economic processing  

Fehr (2009, pp. 222-224). See also 

Knutson et al. (2007); Koenigs et al. 

(2007); Moll et al. (2006); De Quervain 

et al. (2004); and Ramnani & Owen 

(2004). 

Note: This table was assembled from information in Glimcher, Camerer, Fehr, & 

Poldrack, (2009) and was supplemented by various sources. The citations are included in 

the reference list for quick reference. 
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Appendix J: Economic Schools of Thought 

 

School of 

Thought 

Seminal Authors Description Min-OP Implications 

Mercantilism 

(1690s-1770s). 

Sir William Petty 

(Political Arithmetick, 

1691), Sir Dudley North 

(Discourses on Trade, 

1691), David Hume 

(Philosophical Essays, 

1748, primitive business 

cycle based on the 

quantity of money, 

realized that money was 

confused with wealth but 

this idea did not catch on), 

Sir James Denham Steuart 

(Inquiry into the 

Principles of Political 

Economy, 1767), and John 

Locke (quantity theory of 

money). 

The Mercantilist School was 

nationalistic in nature based 

on low wages, low interest 

rates, and a positive balance 

of trade. Market intervention, 

such as subsidies and tariffs, 

were justified in the name of 

nationalism. The Mercantilist 

School, despite its association 

with "laissez-faire," was 

pragmatic in nature. The main 

problem with the Mercantilist 

School was that it confused 

the concepts of money and 

wealth. The focus of the 

Mercantilist School was 

called "solidarism," defined as 

the “previous state of society 

from which liberals 

emancipated themselves” 

(Waters, 1998, p. 183). 

Solidarism, in turn, was based 

on institutions, the individual 

as the unit of analysis 

(included bias, habits, and 

irrationality), uncertainty, and 

individual rights (in contrast 

to contractual behavior). The 

most important difference 

between the Mercantilist 

School and the Classical 

School that followed was that 

it emphasized cooperation in 

economic arrangements rather 

than perfect competition. The 

Mercantilist School is similar 

to the German Historical 

School in that it is based on 

nationalism. The Mercantilist 

School is undergoing a 

reemergence and needs 

theoretical development. 

The Min-OP model 

provides the Mercantilist 

School with a validation of 

the emphasis on 

cooperation and 

irrationality in decision 

making. However, 

Mercantilism will have to 

reevaluate its tenants based 

on the psycho-social 

considerations inherent in 

the Min-OP model.   

Classical 

School (Laissez 

Faire) 

Adam Smith (The Wealth 

of Nations, 1776), theory 

of value, theory of labor, 

The Classical School of 

Economics views valuation in 

terms of production costs--

The Min-OP model 

challenges the Classical 

School's main assumption 
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theory of capital, theory of 

wages and profits. 

Thomas Jefferson 

(Declaration of 

Independence) 

N.W. Senior (Outline of 

Political Economy, 1836) 

indirect relationship 

between cost and price as 

comparative value of 

competing uses of 

resources; subjective cost. 

Leon Walrus (Elements d 

economie politique pure, 

1874,1877), systems 

theory and utility theory. 

John Bates Clark (The 

Distribution of Wealth, 

1899), marginal 

productivity theory of 

income distribution. 

David Ricardo (Principles 

of political economy and 

taxation, 1817). 

John Stuart Mill 

(Principles of Political 

Economy, 1848), property. 

Thomas Robert Malthus 

(Principles of political 

economy, 1836) 

Sir Alfred Marshall 

(Principles of Economics, 

1890), equilibrium of 

wages and interest rates, 

partial equilibrium 

(supply and demand).   

particularly in terms of labor. 

The major themes of the 

Classical School were prices 

and distribution. There is no 

conception of a maximum 

return on capital and 

resources based on allocation 

decisions. Utility is a 

condition of value based on 

self-interested individuals. 

The Classical School, in 

contrast with the German 

Historical School, assumed 

perfect competition. However, 

the Classical School neglected 

technological change and 

information. The Classical 

School is founded on the ideas 

of classical liberalism that 

includes allocated and 

technical efficiency as well as 

pareto optimality. 

that utility is solely a 

function of individual 

considerations and 

production costs. 

 

Socialist School 

(Formerly, 

Owenism) 

Hobbes (Leviathan, 

1651); David Ricardo 

(Principles of political 

economy and taxation, 

1817);  

William Thompson 

(surplus value in 

Principles of the 

Distribution of Wealth, 

1824); Robert Owen 

(1771-1858); John Gray 

and J. S. Bray. 

  

The Socialist School began 

with a democratic impulse 

that justified state intervention 

in markets based on 

distributional considerations. 

Socialism is based on the idea 

that the state should own most 

property in trust for the 

society at large in order to 

further distributional 

aspirations in terms of 

burdens and benefits. It differs 

from Marxism in that state 

ownership of property tends 

to be industry or resource 

The Min-OP model 

provides some justification 

for the distributional 

aspirations of Socialism. 

However, under the Min-

OP model, such aspirations 

need to be reevaluated 

based on negative 

consequences to traditional 

instructional forms. 

Socialist aspirations may be 

thwarted by the very 

tenants of state control they 

propose. A social Laffer-

type relationship is implied 
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specific.    by the Min-OP model.     

Marxist School 

(official 

Marxism) 

David Ricardo and Carl 

Marx (Capital: A Critique 

of Political Economy, 

1867; Communist 

Manifesto, 1848).  

Marxism ignores the role of 

the entrepreneur in favor of 

state control and the violent 

overthrow of capitalism. 

Marxism is based on an 

exaggerated conception of 

monopoly that results in class 

conflict. The resolution to this 

problem is the elimination of 

property rights. Shadow 

prices are used in place of 

market prices. The Marxist 

School prefers 

methodological collectivism. 

The Min-OP model 

provides some justification 

for the distributional 

aspirations of Marxism. As 

is the case with Socialism, 

Marxism needs to be 

reevaluated based on 

negative consequences to 

traditional institutional 

forms. Marxist aspirations 

may be thwarted by the 

very tenants of state control 

they propose. A social 

Laffer-type relationship is 

implied by the Min-OP 

model. The elimination of 

property rights has 

particularly problematic 

consequences under the 

Min-OP model because it 

destroys many 

evolutionarily emergent 

psycho-social institutions 

in the process.     

Critical Marxist 

School 

(unofficial 

Marxism) 

See William M. Dugger 

and Howard J. Sherman 

(Duggar & Sherman, 

1998, pp. 211-234). 

Responded to collapse of 

Soviet-era communism. The 

Radical Marxist School is 

more moderate than the 

Official Marxist School. The 

difference is that radical 

Marxists see a bidirectional 

relationship between social 

structures and economic 

structures and the Official 

Marxists see a one way 

relationship—economic 

structures determine social 

structures. For example, 

technology is said to provide a 

particular range of class 

relationships. Critical 

Marxists prefer a more 

moderate form of relational 

methodological holism 

instead of methodological 

collectivism. 

The Min-OP model appears 

to support the idea of a 

bidirectional relationship 

between social and 

economic structures 

because such structures are 

viewed as evolutionarily 

selective under the model. 

The issue of class 

relationships under the 

Min-OP model needs 

additional research. The 

idea of opportunity cost 

minimization gives Critical 

Marxist a new approach to 

conceive economic 

problems relative to class.  

German 

Historical 

Gustav Schmoller;  

Friedrich K. von Savigny; 

Because of the doctrine of 

internal relations that posits 

The Min-OP model 

provides the German 
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School T. E. Cliffe-Leslie; 

William Ashley; R. H. 

Tawney (Equality, 1929); 

Montesquieu; W. Rosher; 

B. Hildebrand; K. Knies; 

and Othmar Spann. 

  

  

that everything is interrelated, 

the German Historical School, 

views history as a process that 

economics cannot explain. 

This school is anti-theoretical 

because it is based on the idea 

that there are no universal 

economic laws and change 

does not always occur in a 

positive direction. This 

tradition has a strong 

foundation in Marxism and 

Fascism that was moderated 

by Schmoller. What 

distinguished the German 

Historical School from 

Marxism was the idea that 

positive economic progress 

was not guaranteed. It was the 

first school to propose the 

state welfare and state control 

of various industries. 

Although the school is based 

on subjectivism, it is based on 

the principle of economic 

verification. It is mainly for 

this reason that the German 

Historical School critiques the 

Classical and Neoclassical 

Schools. This school is 

important because it was the 

first school to discuss 

methodological holism and 

the welfare state. 

Historical School with a 

mechanism through where 

contextual historical 

conditions are embodied in 

economic decision making. 

It provides validation for 

distributional justice in 

terms of the presumed 

psycho-social support 

system, although the 

context of state control may 

need to be reevaluated 

based on the Min-OP 

model. 

Austrian School 

(1870s – 1930) 

Carl Menger (Principles 

of Economics, 1871; 

Inquiry into Methods, 

1883, methodenstreit 

methods quarrel with 

German Historical School, 

subjective value), Leon 

Walrus ( subjective 

value), William Stanley 

Jevons (The Theory of 

Political Economy, 1871; 

Money and the 

Mechanism of Exchange, 

1875; subjective value), 

Ludwig von Mises 

(purposive action), 

Fredrich von Hayek 

The Austrian School sees the 

market as a entrepreneurial 

discovery process based on 

human action. Valuation is 

subjective and information is 

imperfect. Market failure, in 

the Austrian view, is primarily 

a result of government 

intervention. The Austrian 

School is typically opposed to 

IS-LM equilibrium analysis. 

Methodologically, the 

Austrians School is based on 

methodological individualism, 

axiomatic deduction, 

praxeology, and a distinctly 

microeconomic approach to 

The Min-OP model appears 

to validate the Austrian 

view of the market and 

production as a discovery 

process as well as its 

reliance on methodological 

individualism. However, 

based on the Min-OP 

model, social justice 

aspirations must be 

reevaluated because these 

represent possibilities of 

minimized long-run 

opportunity costs.   
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(spontaneous order), 

Eugen von Boehm-

Bawerk (Capital and 

interest: A Critical 

History of Economic 

Theory, 1884; The 

Positive Theory of 

Capital, 1889), Fredrich 

von Wieser, Roger 

Garrison, Israel Kirzner, 

Ludwig M. Lachmann, 

and Murray Rothbard. 

economics.    

Keynesian 

School (1930s-

1950s) 

Sir William Petty (Hayek 

NP), 

Johan Heinrich von 

Thunen, 

Augustin Cournot,  

A. J. Dupuit,  

Hermann Heinrich Gossen  

Jean Charles Leonard de 

Sismondi (Nouveaux 

principes d'economie 

politique, 1819), social 

interest. 

Francois Quesnay 

(Tableau economique, 

1758), anticipates 

Keynsian multiplier. 

John Maynard Keynes 

(General Theory, 1936). 

The Keynesian School is 

founded on the ideas that 

markets fail, prices are 

unstable, and money and 

credit must be managed. The 

purpose of state management 

of the economy is to increase 

production through full 

employment. 

Methodologically, the 

Keynesian School is based on 

empiricism. 

The Min-OP model 

justifies market failure due 

to unstable changes in 

prices and credit because 

economic behavior is more 

complex than simple 

maximizing behavior and it 

is subject to error. Because 

of the Min-OP model, the 

long-term consequences are 

hypothetical as important, 

if not more important than 

short-term considerations. 

The Keynesian School 

ignores any conception of 

long-term considerations. 

Consequently, the 

Keynesian School needs to 

reevaluate its theoretical 

basis based on the Min-OP 

model. 

Neoclassical 

School (1940s-

1970s) also 

called the 

Neoclassical 

Synthesis 

School, the 

Bastard 

Keynesian 

School, the 

Neoclassical-

Keynesian 

Synthesis 

School or the 

Neoclassical 

Synthesis 

Keynesian 

Alfred Marshall (marginal 

analysis), Robert Solow 

(Nobel Prize), Paul 

Samuelson (Nobel Prize), 

and Irving Fisher. 

The Neoclassical School is 

based loosely on the works of 

both classical economics and 

John Maynard Keynes, but it 

is distinct in that it is based on 

general equilibrium analysis 

(IS-LM) discovered by Hicks 

(1937; Nobel Prize, 1972) and 

refined by Modigliani (added 

aggregate production function 

and labo r supply function, 

1944; Nobel Prize, 1985). 

Rational expectations were 

added by Lucas (Nobel Prize, 

1995). The Neoclassical 

model assumes perfect 

competition, perfect 

The Min-OP model 

challenges the general 

equilibrium approach of the 

Neoclassical School 

because it assumes constant 

change. Under the Min-OP 

model, equilibrium is 

temporary because 

opportunity cost 

minimization is a dynamic 

process. There is no 

guarantee of equilibrium. 

However, the Min-OP 

model represents an 

opportunity for 

Neoclassical economists 

because it suggests an 
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School). information, and presumes 

pervasive market failure. In 

the Neoclassical view, 

unemployment is a dis-

coordination and market 

clearing problem due to sticky 

prices and wages. Incentives 

to matter to Neoclassical 

economists. 

Methodologically, the 

Neoclassical School relies on 

marginal analysis and general 

equilibrium analysis. These 

are used for prediction 

purposes, but problems in the 

model--particularly the 

problems of stagflation and 

the Phillips curve--resulted in 

a competing supply side 

perspective. Despite these 

theoretical challenges, the 

Neoclassical School is still the 

dominant economic school 

today.   

entirely new range of 

theoretical 

conceptualizations that 

could be theoretically used 

in general equilibrium 

models. More research is 

needed.   

New Classical 

School (1960s-

1980’s) 

Evolved from Milton 

Friedman’s students. 

Seminal authors include 

Robert Lucas (NP), 

Edward Prescott (NP), 

Thomas Sargent, Neil 

Wallace,  

James Tobin, and Robert 

Solow. 

The New Classical School 

attempted to add a 

microfoundation to 

Neoclassical Economics. The 

New Classical School argued 

against rational expectations 

because it was abstract. The 

New Classical School focuses 

on representative agents. In 

contrast to the Neoclassical 

model, the New Classical 

School accepts Milton 

Friedman's argument 

regarding a natural rate of 

employment. 

The Min-OP model 

presents the New Classical 

School with a new type of 

rationality, one based on 

the minimization of long-

run opportunity costs.  

New [Neo] 

Keynesian 

School (1990s) 

also called New 

Neoclassical 

School, the 

New Keynesian 

School or the 

New Keynesian 

Rebuttal of New 

Classical 

George Stiglitz (NP), Joan 

Robinson, Gregory 

Mankiw, David Romer, 

John Taylor, and Shaun 

Hargreaves-Heap. 

The New [Neo] Keynesian 

evolved from the Neo-

Keynesian School and 

attempted to save the 

Keynesian framework 

because of the stagflation 

problem by introducing 

asymmetric information and 

non-market clearing models 

that adjust only in the long 

run because sticky wages and 

The Min-OP model appears 

to explain asymmetric 

information, failures of 

market clearing, and sticky 

wages. The Min-OP Model 

implies that the Phillips 

curve relationship must be 

reevaluated. The Min-OP 

explains dis-coordination as 

a consequence of 

irresolvable disputes 
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School. prices dominate in the short-

run. The New (Neo) 

Keynesian school was a 

reaction to the New Classical 

School's response to the 

rational expectations model 

that resulted from the Phillips 

curve controversy of the 70's 

and 80's. New Keynesian 

Economics is based on the 

idea of dis-coordination 

problems in the market cause 

large short-term effects on 

production and welfare losses 

(this idea is new) even though 

in the long-term such effects 

tend to adjust. Theoretically, 

labor is impacted by theories 

such as shirking, implicit 

contracts, efficiency wages, 

insider/outsider relationships, 

and hysterisis (see Rotheim, 

1998, p. 3) as well as sticky 

wages. Capital markets are 

impacted through sticky-

downward interest rates, 

asymmetric information 

problems between lenders and 

borrowers regarding 

profitability, and credit 

rationing that cause market 

clearing problems. These 

coordination failures are said 

to have a greater impact on 

employment and production 

than on wages and prices in 

the short-term because of 

secondary effects that are said 

to function as a multiplier 

effect on employment and 

output. The resulting demand 

failures cause unemployment 

rather than wage adjustment. 

Sticky wages and prices are 

said to cause such demand 

failures. There are two forms 

of New Classical economics. 

The Weak New Keynesian 

approach focuses on how 

supply side market failures 

and dis-coordination causes a 

sub-optimal equilibrium.  The 

between various long-term 

opportunity costs changes 

between decision-makers 

(such as buyers and 

sellers).     
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Strong New Keynesian 

approach focuses on dis-

coordination resulting from 

interdependencies, spillover 

payoffs, and strategic effects. 

So, it appears that under the 

New Keynesian approach, 

general equilibrium is short-

term in nature; it can be a 

stable Nash equilibrium or a 

stable sub-optimal 

equilibrium that adjust 

through multiplier effects. For 

this reason, New Keynesians 

tend to reject IS-LM analysis. 

What makes the New 

Keynesian School unique is 

that it attempts to reconcile 

the Keynesian 

macroeconomic construct 

based on a microeconomic 

foundation.  

Monetarist 

School 

Milton Friedman (NP) Primary insight is that 

inflation is a monetary 

phenomenon. The Monetarist 

School tends to focus on the 

long-term.  

The Min-OP model 

predicts that inflation is not 

always a monetary 

phenomenon, it is a 

psycho-social phenomenon 

and as a consequence it is 

subject to changes in the 

psycho-social network as 

well. Consequently, under 

the Min-OP model, 

inflation can be explained 

by both monetary and non-

monetary forces and 

change.   

Neo-Keynesian 

School 

(1960’s). 

Clower and Leijonhufvud. The Neo-Keynesian school 

attempted to save the 

Keynesian framework 

because of the stagflation 

problem by introducing 

asymmetric information based 

on market imperfections. The 

Neo-Keynesian School 

emerged in reaction to the 

New Classical School and 

maintains IS-LM analysis. 

The Phillips curve is 

explained as a first 

approximation based on sticky 

The Min-OP model appears 

to reject the idea of 

equilibrium because it is a 

temporary and static 

phenomenon. The Min-OP 

model does not mean that 

equilibrium tendencies 

cannot exist.  The Min-OP 

model appears to explain 

stagflation in a more 

dynamic way than the Neo-

Keynesian School does.  
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wages and prices.  

Post Keynesian 

School (also 

called 

Unreconstructed 

Keynesians). 

John Maynard Keynes, 

Piero Sraffa, Michael 

Kalecki, Roy Harrod (IS-

LM), Joan Robinson 

(long-term capital), Hugh 

Townsend, Sidney 

Weintraub, Alfred S. 

Eichner, Paul Davidson,  

Hyman Minsky, Jan 

Kregel, 

Nicholas Kaldor, and 

Kahn. 

The Post Keynesian School 

argues that traditional 

Keynesians (meaning the 

Neoclassical School that is 

called the Neoclassical 

Synthesis Keynesians or 

Bastard Keynesians) missed 

Keynes’s most important 

observations on how an 

economy works. The Post-

Keynesian School rejects 

equilibrium analysis because 

it rejects both the market 

metaphor (that includes 

market clearing as well as the 

conceptions of sticky wages, 

prices, and interest rates) as 

too simplistic in part because 

it views Say’s law because it 

is a constrained function. In 

essence, the Post-Keynesian 

School maintains an expanded 

view of rationality that 

defines individuals as beyond 

traditional price-takers; 

individuals make “nominal 

contracting” (a limited 

acknowledgement of the 

influence of expectations, see 

Rotheim, 1998, p. 4) and 

bargaining decisions within 

the context of an uncertain 

open system. The problem is 

based on changes in effective 

demand that derive from the 

expanded conception of 

rationality—people do not 

have to spend and producers 

do not have to produce (hence 

liquidity requirements and 

savings rates are impacted). 

As a result of the Post 

Keynesian construct, the 

monetary theory of production 

is expanded to include 

interaction effects between 

firms and industries. What is 

distinctive is that under this 

school, uncertainty is not seen 

as a defect in the market. 

The Post Keynesian view 

of the quantity theory of 

money hints at accepting a 

limited version of the Min-

OP model by the mere 

acceptance of a limited 

form (only on the firm and 

industry levels) of 

expectations. The Min-OP 

model explains how money 

and prices can be slack 

(often called a loose joint) 

in broader terms than the 

Post Keynesian theories of 

money and prices. As a 

result, Post Keynesian 

theories of money and 

prices may have to be 

reevaluated. The Min-OP 

model could provide the 

Post-Keynesian School a 

construct to analyze the 

dynamics between firms 

and sectors in terms of 

explaining resource 

allocation decisions as well 

as strategic interactions. 

Because the Min-OP model 

resolves the unreflective-

self problem, it has 

profound implications for 

Post Keynesians, the most 

important of which is that it 

requires acceptance of 

incentive effects as an 

intrinsic aspect of an open 

and non-equilibrating 

economy. The Min-OP 

model appears to resolve 

the “more troublesome” 

problem of production, 

time (Garrison, 2009, p. 

20). Additionally, the Min-

OP model appears to 

provide support for the Post 

Keynesian idea that 

equilibriums are transitory. 

The Post Keynesian School 

must be reassessed based 

on the Min-OP model.  
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Consequently, the quantity 

theory of money is expanded 

to include such interactive 

effects that are in turn viewed 

as the cause of economic 

disequilibrium (that is 

renamed cyclical failures). So, 

prices are endogenous (due to 

finance markets and 

interactive effects) and 

exogenous (due to 

government policy) in nature. 

Cyclical failures are to be 

managed through effective 

demand management and by 

manipulating the relationships 

between firms and industries 

(implies a strong institutional 

manipulation) in order to 

reverse negative trends 

(instead of correcting for 

market imperfections). There 

are three variants of the Post 

Keynesian School: the 

Fundamentalist Keynesians 

(Joan Robinson, Hugh 

Townsend, and Nicholas 

Kaldor), Kaleckian, and 

Sraffian variants. A strong 

socialist impulse appears to be 

a common theme of all of 

these variants. The theoretical 

incoherence of the Post 

Keynesian School is a 

common critique and this idea 

is attributed to the schools 

broad diversity. 

The Chicago 

School 

John D. Rockefeller, 

William R. Harper, James 

L. Laughlin, Thorstein 

Veblen (Theory of the 

Leisure Class, 1899; The 

Instinct of Workmanship, 

1914), Henry C. Simons 

(quantity theory of 

money), Jacob Viner, 

Milton Friedman (Nobel 

Prize, monetarism), Gary 

Becker (The Economics of 

Discrimination, 1957; 

Treatise on the Family, 

The Chicago School 

(associated with the 

University of Chicago) is a 

phenomenon rather than a 

formal school of economic 

thought; it is mentioned here 

because of its clear dominant 

role in economics as evidence 

by the Nobel Prize Laureates 

associated with it. Generally, 

the Chicago School is 

influenced by Darwinism and 

believes that social control is 

nonsensical. Consequently, 

The Min-OP model has 

vast implications for 

economic theory and 

economic methodologies 

that could benefit from 

intense scrutiny from the 

Chicago School.    
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1981; Nobel Prize, human 

capital), T. W Schultz 

(Nobel Prize, human 

capital, poverty, and 

agricultural economics), 

Arthur Lewis (Nobel 

Prize), Robert Lucas 

(Nobel Prize, rational 

expectations,  Lucas 

supply functions, quantity 

theory of money, business 

cycle), Arthur Laffer, 

Friedrich von Hayek 

(Nobel Prize), Robert 

Mundell (Nobel Prize, 

The Balance of Payments, 

1951; Man and 

Economics, 1968), Arnold 

Zellner (Bayesian 

econometrics), H. Greg 

Lewis (analytical labor 

economics), Robert Coase 

(Nobel Prize), George 

Stigler (Nobel Prize), 

John M. Clark, Richard 

Thaler (quasi-rational 

economics), James 

Heckman (Nobel Prize, 

microeconometrics), 

Robert Lucas (Nobel 

Prize), Paul Romer, Steve 

Levitt 

Frank Knight, and Aaron 

Director. 

  

the Chicago School advocates 

limited government and free 

market capitalism. Perhaps 

more distinctively, the 

Chicago School is 

methodologically 

opportunistic. On one hand, 

disdain for quantitative 

methods is apparent 

(grounded theory was 

developed in part within the 

Chicago School); on the other 

hand, analytical and 

theoretical rigor are 

hallmarks. The Chicago 

School has a strong tradition 

of challenging traditional 

economic theories and 

appears to have a “whatever-

it-takes” philosophy.   

Institutional 

School (1920s-

1930s) 

Thorstein Veblen (Theory 

of the Leisure Class, 

1899; The Instinct of 

Workmanship, 1914) 

Walter Hamilton,  

John Commons,  

Wesley C. Mitchell.  

Clarence E. Ayers 

John R. Commons 

Wesley C. Mitchell 

The Old Institutional School 

identified problems with the 

theory of the abstract 

individual (static, self-

interested, rational, 

maximizing) particularly with 

respect to its lack of attention 

to the individual in the context 

of institutions and change 

(hence a dynamic model of 

the individual). Some Old 

Institutionalists, such as 

Thorstein Veblen argued 

against economic man as a 

"lighting calculator 

(Hodgeson, 2009, p. 166)" 

The Min-OP model 

provides the Institutional 

School with validation 

specifically in terms of 

institutional impacts 

because institutional 

arrangements are predicted 

to be evolutionarily 

selected. However, the 

Institutionalist School must 

be reevaluated in terms of 

individual considerations 

specifically in terms of 

social contexts and the 

effects of minimizing 

future opportunity costs. 
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However, while the Old 

Institutional School 

recognizes the need for 

simplifying assumptions, the 

seminal authors failed to 

develop an alternative 

approach. The Old 

Institutional School 

methodologically is based on 

reductionism and 

methodological holism.  

 

Additional research is 

needed to discover what 

institutional conditions 

inhibit the minimization of 

future opportunity costs on 

the part of individuals; a 

hypothetical Laffer-type 

relationship may exist.    

New 

Institutional 

School (1970-s-

1980’s) 

Oliver Williamson,  

Fredrich von Hayek (NP) 

The New Institutional School 

breaks with the idea of an 

abstract individual and 

substitutes the notion of 

dynamic preferences 

(endogenously and 

exogenously influenced). To 

the New Institutional School, 

the market is a Chimera of 

social, cultural, and political 

institutions embedded in the 

market. This relationship 

includes power. New 

Institutionalists view the 

market as an evolutionary 

function of institutions. 

Change is dynamic and 

culture matters to the New 

Institutionalists and these are 

viewed as a process--not 

equilibrium. New 

Institutionalists are typically 

against IS-LM equilibrium 

analysis. New Institutionalists 

believe in methodological 

holism because neither 

methodological individualism 

nor aggregate approaches are 

sufficient. Finally, preferences 

are endogenous and 

exogenous in nature. So, 

preferences embody habits as 

well as wants. 

The Min-OP model appears 

to specify dynamic 

preferences in terms of 

long-run minimization of 

opportunity costs. The 

Min-OP model appears to 

support the New 

Institutional focus on 

social, cultural, and 

political institutions as part 

of the market.  

Radical 

Institutionalism 

William Duggar and 

Howard J. Sherman.  

The Radical Institutional 

School inserts power and 

class into the institutional 

framework and prefers 

methodological holism. 

The Min-OP model 

embodies power and class 

consideration within the 

psycho-social network by 

definition. 
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Postmodernist 

School (New 

Marxism) 

Nietzsche, Foucault, 

Derrida, Lyotard, Jack 

Amariglio, and David F. 

Ruccio.  

The Postmodernist School is 

based on the demise of 

socialism and postmodernist 

challenges. The Postmodernist 

School focuses on market 

socialism and participatory 

socialism.  

 The Min-OP model 

appears to address 

postmodernist challenges. 

New Marxism should be 

reevaluated based on the 

Min-OP model; in 

particular in light of the 

psycho-social network that 

includes class and power 

dynamics. The Min-OP 

model may provide insight 

as to future New Marxian 

alternatives. The 

evolutionarily selective 

nature of the market has 

profound implications for 

New Marxism in terms of 

the plausibility of various 

alternative conceptions of 

Marxism.   

Social 

Economics 

William R. Waters, 

Nicholas Georgescu-

Roegen (bioeconomics), 

Herman Daly (resources 

and entropy), and 

Friedrich von Wieser 

(destruction of privilege 

as means of social 

improvement). 

The Social Economics School 

is based on the "sacred" 

person as the proper unit of 

analysis that includes habits, 

biases, and irrational 

behavior. The idea of social 

cooperation and status rather 

than contractual relationships 

dominates this economic 

school, where institutions are 

value-laden and cultural 

phenomena. Social economics 

is typically subdivided into 

welfare, resources, and 

community areas of study. 

Methodological solidarism 

(“previous state of society 

from which liberals 

emancipated themselves,” (p. 

183). Solidarism does not 

accept the idea of certainty 

and is based on 

entrepreneurial activity such 

as creativity, innovation, and 

fund creation in a manner 

similar to the Austrian School. 

Economic reality is dynamic 

and cyclical and government 

has a role in the economy. 

Based on an Aristotelian view 

of the economy as an 

The Min-OP model appears 

to align most closely with 

this economic school 

because of its foundational 

construct, the psycho-social 

network. The Min-OP 

model gives a proposed 

mechanism to reassess 

Social Economics, the 

minimization of future 

opportunity costs.  
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economic community; 

economics is a social system 

that goes beyond the 

Enlightenment approach of 

narrow individual or 

collective maximization 

problems. 
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Appendix K: Min-OP Process 

 

Valuation

Psycho-Social 

Network

Economic Actor

Current Expected 

Min-OP 

Calculation

Past Experience 

Min-OP 

Calculation

Future Expected 

Min-OP 

Calculation

Min-OP 

Optimization

Past 

Experiences 

with Psycho-

Social 

Network

Future 

Expectations 

of Psycho-

Social 

Network

Present 

Condition of 

Psycho-

Social 

Network

Final Economic 

Decision

Legend

Process:

Data:

Decision:

Initial 

Conditions

  



449 

 

 

Appendix L: Nobel Prize Literature 

 

Year Nobel Laureate  Nobel Presentation Description 

1969 Frisch  From utopian theory to 

practical applications: 

the case of 

econometrics. 

Using dynamic models in a political 

context; founding of econometric society 

in 1930. 

1969 Timbergan The use of models: 

Experience and 

prospects. 

Stepwise succession (refinement) of 

models to improve crude measures. 

1970 Samuelson Maximum principles in 

analytical economics. 

Revealed preferences; LeChatelier-

Samuelson Principle (long-run 

adjustments are smaller and less elastic 

than short-run adjustments); and 

economics is not about equilibrium and 

vibrations--it is about saddlepoint-type 

relationships. 

1971 Kuznets Modern economic 

growth: Findings and 

reflections. 

Economic growth based on technology, 

institutions, and ideological adjustments. 

1972 Hicks The mainspring of 

economic growth. 

Elasticity of substitution (of capital for 

labor); realized savings and investment; 

double equilibrium (savings and 

investment equilibrium and employment 

equilibrium); and  IS-LM model.  

1972 Arrow General economic 

equilibrium: Purpose, 

analytical techniques, 

collective choice.  

Proof that competitive equilibriums are 

pareto efficient and that they do not imply 

distributive justice (relates to Rawls's 

work, a good point for future historical 

research).  

1973 Leontief Structure of the world 

economy. 

The World (not nations) as an input-

output model of value-added final-

demand based sectorial flows (systems 

theory). 

1974 Hayek The pretence of 

knowledge. 

The limits of economic knowledge and 

the fallacious "scientistic" attitude of 

social sciences; main point is that a 

theoretical grounding of economics is 

necessary to improve predictive 

performance; and failure to do so can 

result in tyranny based on theoretically 

flawed or baseless control impulses. 
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1974 Myrdal The equality issue in 

world development. 

World development as a morality 

problem--race relations, decolonization, 

income gap, and poverty of 

underdeveloped countries; however, this 

problem is not about the redistribution of 

wealth--it is about institutional 

development; even capital flows do not 

capture the larger picture because these 

figures exclude loans, etc.; and moral 

purpose is not sufficient--policy 

effectiveness through economic planning 

is.  

1975 Kantorovich Mathematics in 

economics: 

Achievements, 

difficulties, 

perspectives. 

Optimum allocation of resources; and 

problems of a planned economy using 

optimization models (Soviet Union). 

1975 Koopmans Concepts of optimality 

and their uses. 

Optimum allocation of resources; return 

on capital; and discount rate for utility. 

1976 Friedman Inflation and 

unemployment. 

Long-run Phillips curve. 

1977 Meade The meaning of internal 

balance 

External balance (balance of international 

payments) contrasted with internal 

balance (full-employment versues price 

stability); and theory of control of 

dynamic systems--joint effects.  

1977 Ohlin Some expansion policy 

problems in cases of 

unbalanced domestic 

and international 

economic relations. 

Fighting stagflation (policy 

recommendations); and foreign exchange 

rates as variations on relative wages that 

can be manipulated by creating or 

destroying unions. 

1978 Simon Rational decision 

making in business 

organizations. 

Theory of decision making: SATISFICE 

1979 Schultz The economics of being 

poor. 

Human capital development: Health and 

education. 

1979 Lewis The slowing down of 

the engine of growth. 

Self-sustaining growth of developing 

nations. 

1980 Klein Some economic 

scenarios for the 1980's. 

Econometric modeling (complex ISLM); 

capital formation and the return on capital 

are critical because savings is not 

sufficient to offset deficiencies; and 

econometric manipulation through tax 

incentives. 

1981 Tobin Money and finance in Fiscal and monetary policy can help 
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the macro-economic 

process. 

improve things during market failures; 

and complex general equilibrium model 

that incorporates international capital and 

goods flows (refinement of Keynes-Hicks 

IS-LM model). 

1982 Stigler The process and 

progress of economics. 

Theory is either accepted as information, 

by necessity, or by combat; economic 

stability; new ideas take a long time to 

develop and most of them will be dead 

ends; and adoption by political necessity. 

1983 Debreu Economic theory in the 

mathematical mode. 

GEQ history; proved that the number of 

economies without locally unique 

equilibriums are negligible; and 

axiomatization and vector analysis. 

1984 Stone The accounts of society. National accounting systems. 

1985 Modigliani Life cycle, individual 

thrift and the wealth of 

nations. 

National savings changes when relative 

income and population changes; the main 

changes in savings on an individual level 

are determined by age, expected duration 

of retirement, and expected  income 

reconciled to the specific situation or 

deviations from expected income; 

national savings rates are independent of 

per capita income; the percentage of 

additional income devoted to savings 

would increase that national savings rate, 

and the percentage of savings not devoted 

to savings would presumably be used to 

increase aggregate demand; national debt 

crowds out national savings; and savings 

can exceed capital requirements.  

1986 Buchanan The constitution of 

economic policy. 

Public choice theory; and politics as 

exchange.  

1987 Solow Growth theory and after. History of growth theory; main 

determinants speed of capital investment 

and human capital; short and long-term 

effects; multiple equilibriums; and 

qualitative methods and game theory. 

1988 Allais An outline of my main 

contributions to 

economic science. 

Proposed psychological time, 

psychological rate of interests, rate of 

forgetfulness, and reaction time and 

coefficient of psychological expansion; 

monetary dynamics that consists of  the 

psychological rate of interest, the rate of 

forgetfulness, and reaction time; and 

"everything happens as if, irrespective of 
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the institutional framework, contingent 

historical situations, and individual 

aspirations, people react in the same way, 

somewhat mechanically, to similar 

complex sequences of events. They show 

that we are conditioned by our past, and 

they open up new perspectives in the 

general debate on determinism and free 

choice" (pp. 241-242). 

1989 Haavelmo Econometrics and the 

welfare state. 

Econometrics, limitations of; and 

challenges methods of aggregations in 

favor of individuals under conditions of 

choice in context of sociology. 

1990 Markowitz Foundations of portfolio 

theory. 

Portfolio theory (estimates mean variance 

of investments to maximize return). 

1990 Miller Leverage Leveraged buyouts and takeovers. 

1990 Sharpe Capital asset prices with 

and without negative 

holdings. 

Capital asset pricing model (CAPM). 

1991 Coase The institutional 

structure of production. 

Transaction costs; and Coase theorem (in 

a regime of zero transaction costs, 

negotiations between parties would lead 

to those arrangements being made which 

would maximize wealth and this theorem 

applies irrespective of the initial 

assignment of rights). 

1992  Becker The economic way of 

looking at life. 

Human capital theory; role of family 

structure, temporal stability, and 

altruism; and important implications for 

distributional justice (alters above). 

1993 Fogel Economic growth, 

population theory, and 

physiology: The 

bearing of long-term 

processes on the 

making of economic 

policy. 

Historical study of mortality rates and 

life expectancy. 

1993 North Economic performance 

through time. 

Economic and institutional change; 

uneven patterns of development, path 

dependence (persistence makes change 

difficult); economic growth a trial-and-

error process and therefore it is not 

necessarily always advancing; 

institutional incentive structures and 

enforcement matters; there is no 

alternative to general equilibrium; and 

ideas, ideologies, myths, dogmas, and 



453 

 

 

prejudices matter (social change).  

1994 Harsanyi Games with incomplete 

information. 

Game theory, strategic interaction. 

1994 Nash The work of John Nash 

in game theory.  

Nash equilibrium. 

1994 Reinhard Multistage game 

models and delay 

supergames. 

Game theory, multistage and delayed.  

1995 Lucas Monetary neutrality. Rational expectations and monetary 

policy; critical evaluation of Hume's 

quantity theory of money; and temporal 

effects.   

1996 Mirrlees Information and 

incentives: The 

economics of carrots 

and sticks. 

Incentives under asymmetric information 

based on indifference curves and 

elasticities. 

1996 Laffont William Vickery: A 

pioneer in the 

economics of 

incentives.  

Planned economies by means of 

marginal cost and marginal revenue 

curve utility maximization with 

imperfect information; incentive theory; 

Marschak's theory of teams; game 

theory; and first hint that the 

maximization of production may relate 

not to aggregate demand, but a particular 

distribution of income. 

1997 Merton Applications of option-

pricing theory: Twenty-

five years later. 

Differentiation methods.  

1997 Scholes Derivatives in a 

dynamic environment. 

Differentiation methods.  
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1998 Sen The possibility of social 

choice. 

Social choice theory; public choice 

theory; distributional justice 

implications; and effective liberty.  

1999 Mundell A reconsideration of the 

twentieth century. 

Genesis of supply side economics. This 

work is a must-read for the Laffer curve. 

2000 Heckman Micro data, 

heterogeneity and the 

evaluation of public 

policy. 

Methods piece that argues for an 

integrative approach to macro and 

microeconomics. This work is a must-

read for the Laffer curve.  

2000 McFadden Economic choices. Problems to the representative agent 

theory; and microeconomic solutions. 

2001 Akerlof Behavioral 

macroeconomics and 

microeconomic 

behavior. 

Asymmetric information, behavioral 

approaches. 

2001 Spence Signaling in retrospect 

and the informational 

structure of markets. 

Human signaling theory. 

2001 Stiglitz Information and the 

change in the paradigm 

of economics. 

Information theory within the context of 

political economy; and how information 

is used in political processes and 

collective decision making. 

2002 Kahneman Maps of bounded 

rationality: A 

perspective on intuitive 

judgment and choice. 

Bounded rationality. 

2002 Smith Constructivist and 

ecological rationality in 

economics. 

Experimental economics.  
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2003 Engle Risk and volatility: 

Econometric models 

and financial practice. 

Dynamic risk versus static risk models; 

and heteroskedasticity (variance of 

forecast models over time). 

2003 Granger Time series analysis, 

cointegration, and 

applications. 

Cointegration (error correction, time 

series). 

2004 Kydland Quantitative aggregate 

theory. 

Quantitative aggregate theory 

(computational model to put 

microeconomics into modeling). This 

model may be a good model for 

technological change. 

2004 Prescott The transformation of 

macroeconomic policy 

and research. 

Dynamic equilibrium.  

2005 Aumann War and peace. Game theory analysis. 

2005 Schelling An astonishing sixty 

years: The legacy of 

Hiroshima. 

Game theory analysis, historical 

commentary.  

2006 Phelps Macroeconomics for a 

modern economy. 

Inter-temporal tradeoffs in 

macroeconomics; and expectations can 

be managed. 

2007 Hurwicz But who will guard the 

guardians. 

Mechanism design theory; public choice 

theory; and implementation matters.   

2007 Maskin Mechanism design: 

How to implement 

social goals.  

Mechanism design theory; context 

matters. 
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2007 Myerson Perspectives on 

mechanism design in 

economic theory. 

Mechanism design theory; moral hazard 

of government. 

2008 Krugman The increasing returns 

revolution in trade and 

geography. 

New trade theory (geography matters, 

transportation costs).  

2009 Ostrom Beyond markets and 

states: Polycentric 

governance of complex 

economic systems. 

Governance of common-pool resources 

and public goods; diverse approaches 

included private sector, government 

sector, and the community-level 

institutional approaches; and systems 

theory. 

2009 Williamson The economics of 

governance. 

Economics of governance; economics of 

organization; and transaction cost 

economics.  

2010 Diamond Markets with search 

costs. 

Pending delivery. 

2010 Mortensen Markets with search 

costs. 

Pending delivery. 

2010 Pissarides Markets with search 

costs. 
 Pending delivery. 
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Appendix M: Min-OP Explanations of the Laffer Literature 

 
Page Theory or Idea Min-OP Explanation 

31 Caplan’s benign theory vs. harmful 

theory of government intervention 

Government (including transfers) is benign only up 

to some maximizing point where the government 

extractions interfere with the psycho-social network 

resulting in increased aggregate long-run 

opportunity costs.  

32 Stagflation Labor and production perceives increased long-run 

opportunity costs (based, for example, on 

perceptions of inflation) despite stable employment. 

As a result, high interest rates decrease investment 

and in turn unemployment increases. Labor and 

production responds by behavioral changes in order 

to maximize future opportunity costs using new 

methods and institutions. The psycho-social mix (of 

both labor and production) may change to a 

defensive position--treating the change as a threat.  

32 Tax wedge Both production and labor  

32 Substitution effect Individuals (particularly labor) perceive increased 

long-run opportunity costs that, in turn, changes 

economic behavior in order to maximize future 

opportunity costs using new methods and 

institutions. The psycho-social mix may change. 

For example, tax avoidance, tax evasion, and the 

underground economy could increase as work effort 

shifts to increase future opportunity costs in new 

ways.   

32 Incentive effect Production and labor perceive changes in long-run 

opportunity costs that, in turn, changes economic 

behavior in order to maximize future opportunity 

costs using new methods and institutions. The 

psycho-social mix may change.  

37 Romer’s observation that "something 

more interesting is going on here."  

The utility model fails to embody temporal and 

psycho-social considerations; the Min-OP model 

embodies these within a dynamic model of 

economic decision making.  

38 Solow’s need for an idea that explains 

“the flow of productivity-increasing 

innovations and improvements.”  

The Min-OP model fills this role and explains 

innovation and technology in terms of information 

communicated through a psycho-social network. 

The Min-OP model also serves as a model of 

economic growth.  

38 Dalamagas’s need for theoretical 

development in Laffer analyses.  

The Min-OP model is a parsimonious and elegant 

model with high explanatory power.  
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Page Theory or Idea Min-OP Explanation 

38  Goodspeed’s need for a way to measure 

public benefits. 

Under the Min-OP model, public benefits can be 

measured by changes in economic behavior due 

primarily to tax rate changes. For example, Laffer-

type effects may represent shifts in the size of the 

underground economy as well as the tax base. This 

outcome assumes, however, that government does 

not act under the Min-OP model. This relationship 

is presently unknown. 

38 Goolsbee’s observation that Laffer-type 

analysis only focus on the short-term.  

The Min-OP model provides a comprehensive 

temporal model. 

38 Frank’s observation that problems with 

economic theory are to blame for the 

lack of resolution in the war between 

various economic schools.  

The Min-OP model provides a temporal model for 

individual behavior and provides a framework that 

can be used to integrate the theoretical bases as 

represented by the warring economic schools.  

39 Giertz’s observation that tax rate 

changes are not fully understood and 

that decomposition by tax type may be a 

helpful approach.  

The Min-OP model supports not only Giertz’s 

assertion that tax type decomposition would be 

appropriate, but also decomposition by entity type 

(small business, corporate form, etc.) and by 

individual differences (by employment sector, job 

description, ethnicity, sex, income, etc.). 

Experimental economics, game theory, and 

neuroeconomic approaches appear promising.  

39 Friedman’s observation that ethical 

analysis is needed.  

Under the Min-OP model, psycho-social 

considerations such as family relationships, social 

values, institutions, and psychology are embodied 

in brain functioning (for example, by dopamine and 

the amygdala). As a result, social justice 

considerations are embedded in the psycho-social 

network by definition under the Min-OP model. 

This idea supports Friedman’s observation; future 

ethical analysis could begin with future opportunity 

cost minimization discussions. 

39 Laffer’s critique of static analysis.  The Min-OP model is based on dynamic and 

temporal considerations. 
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Page Theory or Idea Min-OP Explanation 

39 Garcia-Herrero and Vilarrubias’ need to 

discuss the link between crises, 

volatility, and economic growth.  

The Min-OP model embodies all of these elements 

under the opportunity cost construct. 

41 Lindah’s definition of macroeconomics 

as how micro-incentive hangs together. 

Macroeconomics is how individual (micro) 

opportunity costs hang together and shift over time.  

41 Boettke’s observation that there are 

macroeconomic problems but only 

microeconomic solutions. 

The Min-OP model is based on a strong micro-

foundation. However, the Min-OP model also 

expands the range of macroeconomic phenomenon 

that can be examined separately. The notion of 

equilibrium analysis is unresolved. Yet, under the 

model, macroeconomic phenomenon appear to be 

inputs that return into the microeconomic structure 

by means of opportunity costs. Equilibrium would 

only represent the system in static terms. 

42 Wood’s observation that government 

spending is different than private 

spending. 

If government does not operate under the Min-OP 

model and the private sector does operate under the 

Min-OP model, then government spending would 

be less efficient over time because it only considers 

short-term political calculations. The democratic 

process may mitigate this problem, but this is not 

guaranteed. 

42 Need for understanding of the 

intellectual roots and history of 

economics. 

The Min-OP model provides a common language 

from which such historical roots can be examined 

and explained within their historical contexts. 

43 The problem of moving economic 

definitions, lack of common language 

between economic schools. 

The Min-OP model has particular consequences 

regarding the main elements of economics; it 

implies a particular language that appears to 

embody all of the elements from the various 

warring economic schools.  

43 Munger’s observation that our economic 

stories are incomplete. 

The Min-OP model appears to complete the story. 

44 Voodoo economics. The Min-OP model places economic theory within 

a larger psycho-social construct. The supply side 

construct was difficult for economists to understand 

because of specialized training and methodological 

predispositions. The Min-OP model is easy to 

explain and predictively powerful. 
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Page Theory or Idea Min-OP Explanation 

45 Taking current economic conditions for 

granted. 

The Min-OP model embodies change; current 

conditions cannot be assumed to be static because 

opportunity cost calculations are themselves a 

moving target.  

45 Samuelson’s saddle-point relationships. Intuitively, saddle-point relationships may be a 

more accurate description of economic relationships 

under the Min-OP model than simple equilibrium or 

vibration analysis.  

45 Buchanan’s observation that economists 

rarely examine assumptions. 

The Min-OP model forces economists to re-

evaluate all economic assumptions. 

46 Phelps’s view of the economy as 

“endemic uncertainty, ambiguity, 

diversity of beliefs, specialization of 

knowledge, and problem solving.” 

Phelps's description applies aptly to the Min-OP 

model. 

46 Bergmann’s idea that macroeconomics 

and microeconomics should be 

integrated. 

The Min-OP model appears to achieve this goal. 

47 Solow’s need for a behavioral 

component 

The Min-OP model appears to achieve this goal. 

47 Zamagni’s challenge to rational choice 

and the need for psychology and 

sociology integration into economic 

theory. 

The Min-OP model appears to achieve this goal. 

45 Zamagni’s observation that efficiency 

cannot be used to decide what and how 

to produce. 

The Min-OP model appears to achieve this goal. 

49 The relationship between savings, 

consumption, and capital investment. 

Under the Min-OP model, the traditional 

relationship appears insufficient because changes 

are made based on future opportunity cost 

calculations within a dynamic psycho-social 

network. For example, in the instance of excess 

capacity, all savings does not have to be spent by 

production as capital investment at all times. This 

issue requires additional research based on the Min-

OP model. 
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Page Theory or Idea Min-OP Explanation 

50 Tax rates discourage consumption. This outcome may not be true under the Min-OP 

model because it depends on what future 

opportunity costs will be--not the tax rate per se. 

52 Adam Smith’s "invisible hand" of the 

rich. 

Wealthy individuals may impact the future 

opportunity cost calculations of less-wealthy 

individual by the provision of various goods and 

services as well as employment. This outcome may 

even exceed the amount that future opportunity 

costs could be maximized by less wealthy 

individuals in absence of the influence of the 

wealthy; indeed, this relationship is a consequence 

of the market. Under the Min-OP model, the 

“trickle-down” effect appears plausible and 

adaptive. 

55 Rawls’s assertion that institutions are 

the most important avenue for 

distributional justice.  

The Min-OP model appears to support this 

assertion. 

56 Rawls’s assumption that all members 

prefer a larger share of goods. 

Under the Min-OP model, this assertion appears 

falsified because all members prefer lower future 

opportunity costs--this relationship may or may not 

require a larger present-day share of goods. 

59 Rawls’s reasonable pluralism. Reasonable pluralism, if enforced coercively, may 

distort the psycho-social network as a system 

thereby changing the mix of future opportunity 

costs. This change could move in a positive or 

negative direction in terms of future opportunity 

costs depending on implementation. However, the 

competitive system itself—especially the division 

of labor—has been evolutionarily selective until the 

present time. Because the psycho-social network 

embodies social norms and because the brain 

embodies social and emotional constraints, 

reasonable pluralism may already be embodied in 

the market (that is based on reciprocity). More 

research is needed on this question. 

62 Neoclassical marginalism. Marginalism may be explained simply as a 

manifestation of the Min-OP model in present-value 

terms. That is marginalism may be a proxy for a 

specific opportunity costs valuation. 

63 Henry’s observation that the stock 

market measures expectations. 

The stock market embodies estimates of future 

opportunity costs; changes in stock values represent 

changes in future opportunity costs. 
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Page Theory or Idea Min-OP Explanation 

64 Lucas’s idea of anticipated vs. 

unanticipated changes in the quantity of 

money; economic shocks. 

Under the Min-OP model, anticipated changes in 

the money supply are embodied over time within 

the future opportunity cost calculation. However, 

neurology suggests that response to economic 

shocks may be emotionally based and initial-state 

dependent. The probability of error in future 

opportunity cost calculations increases based in-part 

on poor information and detrimental reliance on 

cues. Hence, assuming a negative initial state, 

uncertainty and agitation are predicted by the Min-

OP model. On the other hand, assuming a positive 

initial state, caution is predicted by the Min-OP 

model. 

64 Allias’s dynamic aspect to rational 

expectations theory, proposed 

psychological time, psychological rates 

of interests, rates of forgetfulness, 

reaction times and coefficients of 

psychological expansion. 

The Min-OP model appears to support--and 

embody--these constructs. 

65 Phelps’s idea that market expectations 

can be irrational. 

The Min-OP model appears to support this 

assertion. 

65 Phelps’s idea of managed market 

expectations (led to inflation targeting) 

Because irrational expectations theoretically 

decrease with increased levels of aggregations, this 

idea is problematic under the Min-OP model 

because intervention--while intending to be helpful-

-may reduce the effectiveness of future opportunity 

cost calculations by concealing critical information 

signals such as market prices.  

66 Net-present value. May be a proxy measure of a single opportunity 

cost calculation. 

66 Greenspan’s idea of irrational 

exuberance. 

Under the Min-OP model, stability may become 

internalized as a conditioned, quasi-automatic 

response to economic situations. As a result, future 

opportunity cost calculations would theoretically 

become flawed. Aspect of the initial-state (context) 

condition in the brain that is processed prior to 

valuation. 

67 Kahneman’s framing effects, prospect 

theory, judgment heuristics, and over-

riding intuition. 

The Min-OP model appears to support--and 

embody--these constructs. 
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Page Theory or Idea Min-OP Explanation 

66 Simon’s idea of satisfice The Min-OP model appears to explain this idea 

based on emotional considerations and temporal 

considerations in the brain. 

67 Spence’s signal theory. The Min-OP model appears to support--and 

embody--this construct. 

73 Becker’s idea that social welfare can be 

harmful. 

The Min-OP model explains the possibility as a 

distortion or co-optation of the traditional psycho-

social support network. 

74 Altruism. The Min-OP model appears to support--and 

embody--this construct. 

74 Kuznets’s idea that political and social 

developments are necessary for 

economic growth. 

The Min-OP model supports this idea based on an 

under-developed or dysfunctional psycho-social 

support network. 

74 Becker’s idea that growth theory is 

related with psychology and sociology. 

These ideas are included by assumption in the Min-

OP model. 

75 Romer’s observation that third world 

development is non-exploitative because 

such nations become relatively better 

off. 

This idea is explained by the Min-OP model as 

improved future opportunity costs.  

76 Baxter and Kings’ observation that 

fiscal policy impacts economic growth. 

The Min-OP model explains this observation based 

on institutional considerations that change future 

opportunity cost calculations. Under the Min-OP 

model, however, this relationship can be positive or 

negative. 

76 Economic growth impacted negatively 

by increased government spending or 

government size.  

Under the Min-OP model, economic growth is 

predicted to decrease because future opportunity 

cost calculations are presumably increasing.  

77 Productivity changes in response to tax 

rate increases. 

Under the Min-OP model, individuals may be 

perceiving changes in relative income as a threat 

response based on future opportunity cost 

calculations that are presumably increasing. Hence, 

motivation issues emerge based on emotional 

responses. 

78 Hanushek’s observation that cognitive 

ability and knowledge impacts 

economic growth better then educational 

attainment does. 

Under the Min-OP model, cognitive ability may be 

a function of the psycho-social network as well as a 

function of individual capability. Additional 

research is needed in this area regarding the Min-

OP model. 
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Page Theory or Idea Min-OP Explanation 

78 Human capital and economic growth 

generally positively related. 

This consequence is predicted by the Min-OP 

model because increases in human capital 

development may increase the accuracy of future 

opportunity cost calculations. Hypothetically, 

however, there may be a point where such 

investments—if made based on governmental 

redistributions—could become harmful to long-run 

opportunity costs. 

84 McCubbin’s idea that social welfare 

may not be maximized by maximizing 

revenue. 

The Min-OP model predicts that social welfare 

based on government spending to be a Laffer-type 

relationship. 

86 Sen’s proposition that psychology could 

be helpful to economics even if it is not 

precise.  

The Min-OP model is an example of this 

observation. 

86 Coase theorem. Under the Min-OP model, it is possible that with 

zero transaction costs future opportunity costs will 

be minimized (wealth not maximized). This 

theorem requires additional research because it has 

profound implications for market theory. 

87 Hung’s idea that the return on social 

investment is greater than the return on 

private investment. 

Under the Min-OP model, the return on social 

investment is a Laffer-type relationship whereas the 

return on private investment is an increasing 

function. This hypothesized idea has profound 

implications for economic efficiency and needs 

additional research. 

101 Vedder’s idea that different tax types 

have different effects on economic 

growth. 

Under the Min-OP model, different tax types may 

impact opportunity cost calculations in different and 

unforeseen ways. This idea is particularly important 

given the emotional aspect of decision making. 

Perception may be a strong component.  

102 Strategic behavior of taxpayers. This behavior is predicted by the Min-OP model 

because taxpayers may attempt to shift behavior in 

such a way as to minimize future opportunity costs.  

119 Says law. Min-OP creates both supply and demand. Under the 

Min-OP model, consumption and production 

decisions are made based on future opportunity cost 

calculations. Government stimulation of production 

or consumption impacts future opportunity cost 

calculations in ways that are difficult to predict. A 

threat or opportunity analysis may be helpful in 

predicting specific results, but such manipulations 

may distort the psycho-social network. Because it is 

unclear if governments work under the Min-OP 

model, simulative spending in appears problematic.  
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Appendix N: Future Research Directions (From Significance for Laffer in Data) 

 

 Elasticity of labor is not solely related to tax effects. 

 Tax competition is likely to exaggerate Laffer effects in the long run. 

 The money supply (M1) is critical and must be controlled for in a Laffer analysis. 

 Supply side disturbances may be long-run phenomenon whereas demand-side 

disturbances may be short-run phenomenon. 

 Tax codes are a primary mechanism of tax competition between jurisdictions. 

 Government size may matter as much as tax rates. 

 Tax response may depend on the industry, technology, or other factors. 

 Compressing pay structures may have negative effects on the specialization of 

labor. 

 There are multiple levels of incentive effects. 

 Tax elasticity is not constant over time, some taxes are cyclically sensitive and 

others are not. 

 Laffer effects are confounded by different conceptions of money (fiat v. gold 

standard). 

 Globalization of capital flows may be responsible for overinvestment--it may not 

be a demand-side problem. 

 Labor elasticity of supply does not capture all behavioral responses to tax 

changes. 

 A major mechanism for tax response is income shifting and creative 

compensation. 

 Laffer effects may not be constant and may vary with government size. 

 Intergovernmental collusion may reduce Laffer effects especially on state and 

local levels. 

 Shows that elasticity of taxable income depends on income levels. 

 Incentives are not only an individual phenomenon--they effect government as 

well. 

 Laffer effects vary widely on a local level; they may vary widely regionally as 

well. 

 Because tax structures are critical, tax reform is also a critical element of 

economic growth. 

 How does progressivity correlate with Laffer effects? 

 Tax competitiveness (i.e., trade) may explain Laffer-type effects. 

 Happiness indexes may correlate with Laffer effects. 

 Presuming public choice theory is optimal is just as problematic as assuming 

market solutions are optimal. 

 Laffer effects are strategic in nature--not passive responses. 

 Tax base recapture efforts (OECD). 

 Capital mobility greater than labor mobility. 

 Technological change under instant diffusion or other spatial assumptions may 

need to be reconsidered. 

 Technology as a non-excludable good. 
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 Behavioral responses to tax changes may be used to estimate elasticity. 

 Elasticity may be subject to policy manipulation. 

 Moral attitude is main determinant of tax non-compliance. 

 Supply side a middle-run and long-run phenomenon; demand-side a short-run 

phenomenon. 

 Could Laffer effects be changing total factor productivity? 

 There are no generally accepted models adding trade, capital movements, and 

technology. 

 Capital overinvestment is possible. 

 Laffer effects may be dependent on whether economy is growing or stagnating. 

 Although the multiplier can be high in the long-run, it may depend on how the 

purchases are financed. 

 Traditionally, tax competition is seen as a bad thing to be controlled. If Laffer 

effects respond to tax competition, they may also be related to that competition in 

causal terms. 
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