Common Law for Directors

 In the 1960s a professor of Economics from The University of Chicago, Aaron Director, proposed an empirical law according to which almost all state policies are aimed to benefit the middle classes, and financed through taxes born primarily by both the very rich and the poor.  I deeply believe that in the light of recent political events, there are few things as important for UCL students to understand as this relationship. Let me thus introduce you to the probably most influential paper on Director's Law, although not written by Director himself: Director's Law of Public Income Redistribution by George J. Stigler. For a non-technical introduction, I will widely use the examples and arguments presented by Milton Friedman during a public lecture delivered in 1978 at Cornell University about 'Middle Class Lecture'. I heartedly recommend you to watch this lecture (it is available on Youtube) for an attractive introduction into the topic of Director's Law.

Consider a simplified framework of a democratic state. Ruling such a state requires a coalition supported by 51% of voters. The question is, to which 51% of the society to appeal? Why not the bottom 51% of the income distribution? Director and Stigler seem to tacitly agree (And Friedman makes this point aloud) that the bottom 51% of population in terms of income are going to be ineffective at doing politics for the very same reasons they are ineffective in economic terms: all the people who are worst educated, least diligent and entrepreneurial, or unlucky to be handicapped or discriminated against belong to this group.  Why then not focus on the top 51%? To this group certainly wealthy and powerful individuals belong, capable of successfully pursuing their goals.  However, taxing the richest few can provide a coalition with significant sums of money, which can be used to almost literally 'buy' - through redistribution of wealth, that is, state subsidies and benefits - many more less wealthy, lower-middle class people, who are nevertheless disciplined and effective electorate. Therefore, according to Director's Law, the optimum choice will always be to focus on the, more or less broadly defined, middle class.  

Higher education subsidies can be seen as an example of these forces at work as education is commonly (and completely fallaciously!) treated as a public good, and hence its structure and funding are highly sensitive to political influences. There is no doubt that higher education is very expensive as well, and if funded by the state, consumes a high proportion of tax revenue. Who benefits? Look around and you will find that most of your fellow students come from the middle classes, and those who do not, are going to belong there precisely because of the education they are receiving. A study quoted in the Stigler paper reveals that only about 4-5% of university students in California (in 1964)  came from the 26% lowest income families, whereas at University of California, 39% of students came from the richest 9% families. Who pays for the state-funded education? Everyone. Of course, one could argue that given progressive taxation in the UK, the rich pay more, but it is not that simple for two reasons. Firstly, while the comparatively rich pay more taxes there are few of them. Low earners are delivering quite a lot of tax revenue for the sake of their high numbers. Moreover, they tend to move into the labour market much earlier, therefore, demagogically speaking, while we are currently consuming state benefits in the form of publicly funded education, our peers who did not go to college are paying taxes for us to do so.

That being said, one might wonder, why do all the people who declare compassion and concern for the low earners allow this inequality to hold? The answer is contained within the question: How much support would they get if they opposed state subsidies for higher education? Most people tend to believe, as Milton Friedman put it during the aforementioned lecture, that whatever is good for them, is good for the Nation. Or, to express it very directly, they simply defend their own interest, just like everybody else does according to all economists from Adam Smith onwards, but believe that they will pursue their goals more effectively under the guise of helping the less fortunate than themselves. Most of the time, they succeed. 

Now I invite you to read:

http://the-idea-shop.com/papers/directors_law.pdf

And/Or to watch:

http://www.youtube.com/watch?v=uwG-5xCTGyI

