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Following the Revolutionary War, the 13 newly independent states recognized the need for a union.  They hoped the union would provide a framework for mutual assistance and provide for collective goods, such as national defense, and the initial agreement binding them together was the Articles of Confederation.  From 1781 to 1789, the Articles provided a “plan of confederacy” for the 13 states to provide collective goods.  Without the Articles, each state would have struggled to provide national defense and maintain diplomatic agreements with other nations.   

From the beginning, the Federalists attacked the Articles for not creating a stronger central government. The Federalists thought the Articles left the central government too weak and unable to act without the consent of state legislatures.  For example, the central government did not have the power to tax, impose tariffs, mint coins, or borrow money; the only way Congress could fund its activities under the Articles was through requisitions sent to each state. 
Under the Articles, requisitions worked in the following manner.  The federal government estimated the amount of money it needed to provide the desired collective goods.  The estimated amount would then be split up among the 13 states according to population.  The responsibility to collect taxes for the requisitions was placed on each state individually, and the federal government had no say over how the money was raised.  Finally, there was no penalty for states which failed to remit the entire requested amount. 
Failure to remit the requested amount occurred quite frequently, but overall collection rates averaged between 40 and 50 percent between 1781 and 1789.  The average, however, masks the ways different states responded to the requisitions.  Some states decreased payments over time, while a few stopped contributing altogether. (EXAMPLES OF STATES???  ONE OR TWO NAMES.  FOR EXAMPLE, MASSACHUSETTS DID XXX…).  In the final year of the Articles, the federal government was collecting under 10 percent of requested funds. 
For Federalists, the low collection rates were evidence the government was too weak.  1n 1787, a constitutional convention was held in Philadelphia to consider amendments to the Articles.  Of course, a new constitution ultimately emerged from the 1787 convention and a much stronger union was formed.

Under the new constitution, Congress was given the power to raise revenue in a number of new ways.  They were also given the power to levy tariffs, mint coins, and collect excise taxes directly from the citizens of the 13 states. 
The replacement of the Articles of Confederation with the US Constitution is often viewed as evidence of the free-rider problem in economics.  When left to their own devices, the 13 independent states tried to free ride off of each other’s voluntary contributions.  The collective outcome of their free-riding was an inadequate of collective goods provision.  For example, according to Keith Douherty and Michael Cain (1997), the primary problem of the Articles was unpunished “free riding” by the states.  Under the Articles, states could sit by and let other states contribute to collective goods (such as the suppression of Shay’s Rebellion) and not be punished or forced to contribute. The result was the under-provision of collective goods.    

If Dougherty and Cain are correct, their argument has important implications for constitutional design and federalism more generally.  For example, current confederations, such as the United Nations, might be underfunded because the U.N. does not have the ability to directly tax the citizens of member nations.  Can we really be sure, however, that the low collection rates under the Articles of Confederation are evidence of voluntary contribution systems failing?  
In a reply to Dougherty (2002), Russell Sobel defends the Articles of Confederation by asking the grand comparative economics question of: as compared to what?  According to Sobel, critics of the Articles make the error of comparing the requisition system of the Articles to a hypothetical, idealized system.  The proper comparison should instead be other possible collection systems that could have existed at that time in American history.  Due to evasion, inefficiency, and outright rebellion, tax collection during the post-colonial period was imperfect, and it did not matter if the taxing authority was the federal government levying taxes on states or states taxing their citizens.  
Even when the federal government received the power of direct taxation under the U.S. Constitution, collection rates were low. For example, the collection rate on the 1798 direct federal tax on population, home values, and land never exceeded 50 percent, and it led Thomas Jefferson to eliminate direct taxation of U.S. citizens in 1802. 
As Sobel explains in his article, giving states the freedom to choose their own method of tax collection, which the Articles allowed for, might have been the most efficient way of raising revenue.  Each state is made up of a different population and thus may have a different optimal tax system.  For example, a state with a high farming population and lower income will not raise as much revenue from high income taxes, but property taxes could be effective there. Conversely, a state that is predominantly manufacturing might raise more revenue from a corporate income tax than an individual income tax. By allowing each state the opportunity to take into account local circumstances when deciding how to comply with the requisitions, the Articles might have been more efficient than direct taxation.

Again, the efficiency of the Articles can be understood when we look at the United Nations once more.  The U.N. currently uses a voluntary assessment and contribution system.  While the system is susceptible to free riding by member nations, it still has high collection rates.  Though the UN does not succeed in collecting 100 percent of its voluntary contributions, most people probably do not want the UN to have the power of direct taxation over citizens to ensure full payment.  Direct taxation by the UN would be an inefficient way to raise revenue given the different circumstances in member nations, such as the United States and Ethiopia.  In addition, it would be a violation of national sovereignty. 
As we can see, getting the story straight about the Articles of Confederation still has salience today.  If we misinterpret the overall effectiveness of the articles, it can lead to poor institutional design.  Thinking of the articles as a failure causes us to overlook a system of public finance that could be more effective than the one we currently live under in America.  
Not only might a voluntary requisition system, such as the Articles, be more efficient on public finance grounds, it also might be more effective at restraining inefficient government growth. Requisitions under the Articles were less than 100 percent, in part, because the states often had different opinions on whether an activity (like suppressing Shay’s rebellion) was a national issue or a local one.  Similarly, today the United States sometimes withholds payment to the United Nations in an attempt to minimize excessive or inefficient spending. 

The ability to withhold payment is an important feature of a system in need of checks and balances, and we should not be labeling it as something in need of elimination for the sake of efficiency.  HIT HARDER IN THIS CONCLUSION!
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