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the  downward-sloping line), however, depends on the distance between their productivity 
level and the societal average. Those with productivity rates very close to the societal average 
want tax rates close to zero, because they expect to benefit only slightly from the tax and 
transfer system, whereas those with low productivity rates want tax rates almost as high as 
do individuals that have left the labor market altogether, because they expect to benefit from 
the tax and transfer system a lot.

So far, we have used the Meltzer-Richard model to explain why some individuals might 
prefer a higher tax rate than others. In order to make predictions about what the tax rate will 
be, however, we need to say something about how policy is actually chosen. In general, 
democracies tend to represent the interests of a wider portion of society than dictatorships. 
This means that the interests of poor (low-productivity) people are given more effective 
representation in democracies than in dictatorships. If we assume that dictatorships make 
tax policy to reflect the preferences of individuals with above-average incomes but that 
democracies make tax policy to reflect the preferences of individuals with below-average 
incomes, then a change from dictatorship to democracy can be expected to lead to an 
increase in the level of taxation and, therefore, an increase in the amount of redistribution 
from the rich to the poor. Indeed, this increase in the level of taxation and redistribution 

Individual Productivity and Desired Tax Rate According 
to the Meltzer-Richard ModelFigure 9.2

 Note: x = an individual’s level of productivity; x– = the average level of individual productivity in society. Individuals 
with a productivity level below x0 will choose not to work and to live entirely on government transfers. t = an 
individual’s desired tax rate; tmax = the maximum desired tax rate.
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