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 Tony’s most recent book (Atkinson, 2015) provides a brilliant compendium of ideas on how 
to attack inequality, including several that were bold and innovative. Most of these are ideas about 
what the government could do. Tony believed that society’s major problems could only be addressed 
through collective action, through the State. And as in all the other areas in which he was engaged, 
he believed that research would help us understand better what the government could and should do 
– and how it could do what it should do better. Reasoned discourse based on science, combining 
deep theoretical work with evidence, obtained through careful and meticulous research, was the only 
way to achieve progress and create a better society. In Cambridge, at the time he was studying there 
(in Churchill College, under Frank Hahn), this was one of the two strong traditions – led at the time 
he was there by James Meade, with antecedents in Arthur C. Pigou. This tradition, so clearly linked 
with the Enlightenment in its world view, is all the more appreciated today as these values and 
perspectives have come under assault.  
 I worked with Tony on much of his early work in the field of public economics. Tony and I 
became good friends during my year as a Fulbright scholar at Cambridge in 1965-66, a little more 
than a half century ago. Hahn had asked me to supervise Tony – he was my first student ever. But 
almost immediately, we became collaborators and co-authors, working closely together for fifteen 
years, until I left England in 1979. Tony, his wife Judith, and I became close friends, spending time 
together on both sides of the Atlantic.  
 Tony’s work in public economics changed forever the field of public economics, so much so 
that it is hard even to recognize the subject as it previously existed. Though the public sector 
represented some one third of GDP in most advanced countries, and though it was recognized that 
government actions – including its rules and regulations, the taxes it imposed and the public goods it 
provided – were vital in determining the behaviour of the private sector, there was no systematic and 
comprehensive analysis of the economics of the public sector. The closest field to that of modern 
public economics was called public finance, and it had been traditionally a far more institutional 
field. The standard text before Atkinson and Stiglitz (1980) was The Theory of Public Finance: A 
Study in Public Economy, by Richard A. Musgrave (1959), described by another great contributor to 
the field, James Buchanan, as “the first English-language treatise in the field” (1960, 234). As Tony 
was beginning his study of economics, mathematics was becoming the language of economics. There 
had been, of course, a number of isolated studies analyzing various aspects of the subject using, in 
varying degrees, modern techniques – Harberger’s (1962) general equilibrium analysis of the 
corporate income tax or Tiebout’s (1956) analysis of competition among local communities. While 
we were in Cambridge, James Mirrlees working with Peter Diamond at MIT was opening up the 
formal analysis of normative public economics, with their work on optimal taxation (1971a, 1971b), 
building on work done years earlier by Frank Ramsey (1927). On the expenditure side, there was 
Samuelson’s (1954) formalization of the pure theory of public goods, as well as nascent work in 
cost-benefit analysis. Arrow and Debreu’s proof of the first and second welfare theorems provided 
the analytic background to the development of the market failures approach to public action. And of 
course, in the analysis of social choice, the work of Arrow (1951) was brilliant, but it was not 
obvious to see how to incorporate this into analyses of either how the government should or did 
behave.  
 We saw as our task bringing together all these strands (and others, often less formal, such as 
“public choice” theory as it was being developed then by Olson, Buchanan, Tullock, and Downs and 
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their colleagues) into a comprehensive general equilibrium approach, to think through systematically 
how public policy affects households, firms, and the functioning of markets, and on the basis of that 
description, to formulate a positive analysis of the full consequences of different government actions 
and a normative analysis of what it should do. We saw that task as beyond what we could do in just a 
few years; but we believed that outlining the approach would motivate others to fill in the gaps. 
Thus, we modestly called our book Lectures on Public Economics, to highlight that we had not yet 
achieved our ambition of creating a Theory of the Public Sector. Besides, as our work progressed, we 
became increasingly aware of the importance of institutional constraints, carefully considered in full 
detail – what, for instance were the feasible sets of taxes from among which the government had to 
make a choice. Some of the constraints faced by government and markets arise from limited 
information – imperfect information, for instance, meant that there could be credit rationing even in 
an otherwise well-functioning market economy. These constraints, even those arising out of 
economics rather than politics, could vary from country to country, e.g. between developed and less 
developed countries.  
 Two of the central theoretical contributions (incorporated into our book – and which helped 
motivate us to write the book) focused on the design of tax structures (Atkinson and Stiglitz, 1972, 
1976). Ramsey’s truly brilliant work on optimal taxation – on how to levy a set of taxes so as to 
minimize the “deadweight loss” generated by the tax – had carried a simple message: tax goods 
which had a lower elasticity of demand at a higher rate. Tony and I found this deeply disturbing, 
since among the goods with a low elasticity were necessities of life. Ramsey taxes were regressive. 
At the time, some policy economists were taking up Ramsey’s analysis, and this posed a threat. 
 What Ramsey had left out was inequality. He had assumed, in effect, that all individuals were 
the same. But if that were the case, one should simply impose a lump sum tax. And it was hard to see 
how, in that mythical world, there would be any objection to doing so. We lived in a world in which 
there were differences, but they were sufficiently difficult to observe/verify that one could not 
impose differentiated lump sum taxes. On the other hand, it was clear that a uniform lump sum tax 
was regressive and unacceptable. In our 1972 paper, we showed that the optimal taxes taking into 
account distributional concerns looked markedly different from Ramsey taxes, and we succeeded in 
getting a simple formula incorporating distributional concerns. 
 We still felt unsatisfied. Ideally, one would impose a higher lump sum tax on those with 
higher capabilities. If one could identify those capabilities, then financing public goods in a “fair 
way”, it would be possible to maximize social welfare, with say a Benthamite social welfare 
function, without any distortion. But how to raise revenues when one cannot observe abilities was 
the problem that Mirrlees had solved in his work on the optimal income tax. The question was, if one 
had an optimal income tax, was there any need for indirect (commodity) taxation at all? Could it be 
that if one had an optimal income tax (or even a reasonably well designed income tax), the optimal 
commodity tax was just 0? The answer was strikingly simple: if there was separability between 
consumption of goods, on the one hand, and labour on the other, there should be no commodity 
taxes. In the absence of separability, one should tax or subsidize different commodities, but those 
taxes/subsidies had nothing to do with Ramsey taxation (and the price elasticities that he had 
identified as critical). 
 Our work had begun by trying to debunk the use of a theory in an inappropriate way (the use 
of regressive “optimal” Ramsey taxes) but it unfortunately led to another graver problem: a direct 
implication of our analysis was that there should be no taxes on interest, which amounted to taxation 
of consumption in different periods at different rates. Not taxing interest was obviously regressive. 
Tony and I would spend much time explaining the assumptions of our model, and why it was 
inappropriate to use it to reach that conclusion.  
 Tony was the master of simple models. These models are sometimes call “toy models.” But 
Tony was aware of both the strengths and weaknesses of these models. His work in public 
economics was deeply rooted in the real world, and he understood the gross simplifications that were 



3 
 

made in the name of analytic tractability. He understood too the dangers with the misuse of these 
models. Economic policy was too important to be toyed with. Basing economic advice on a toy 
model was like doing an experiment with humans. Lives and well-being were at stake.  
 Lectures on Public Economics helped define the field for a generation. An enormous 
literature was spawned, much of it empirical. For years, we discussed doing a new edition, 
incorporating these advances. In the end, in 2014, as Princeton University decided to re-issue the 
Lectures, we decided to write a preface, outlining the major changes that we believe we would have 
incorporated into our analysis, such as those represented by the advances in behavioural economics, 
and how they might have changed the analysis and conclusions. Our collaboration on this project 
was as exciting and pleasurable as that of our first projects, and it recalled the many days we had 
spent together. Our work had shown how “two heads are better than one.” By the end, it was almost 
impossible to separate out our individual contributions. Each idea of one built on another idea of the 
other. It was perhaps not surprising that we saw the world through such similar perspectives – even 
as we discussed questions that we had not delved into in our earlier research.  
 We launched the book together in Trento in its annual Festival of Economics (where 
economic books and ideas are discussed and debated among thousands gathered together in that 
small city) in June 2015, and the event brought together for me so many aspects of Tony’s life: His 
belief that economic research and analysis could lay the foundations of better public policy; that 
achieving better policy required civic engagement, with reasoned discourse through democratic 
processes. Throughout, there was a commitment to making the world a better place.  
 I have been asked to write about his intellectual contributions in public economics; but I must 
add a word about Tony himself, to say how much our friendship and collaboration meant to me, how 
I admired and respected him in every aspect of how he led his life and treated others, the multiple 
roles he played in public policy, how he never lost or forgot the link between economic analysis and 
public policy – cautious and precise about what economic science had to say. He was an exemplar of 
a scholar in public life. He was of a rare breed. He will be deeply missed. 
 
 


