a‘ninateonnh cantnny nuw tho zapidg xpansion G e
‘expenditures in the Jestern Eurapeaa aountxiaa.xi;ff“
: -government “_}]ditures ‘hag been 39T§§ on ag e:_

o rate since the Second World var. 8
i*trem ndous growth of governzment expenditures has 1nduced 7:
- nany economists to try to find out what are the dsterminants’j,
of these gaverament expenditures, In this chapter we shall
- exanine some hypctheses which attaapt to &xplain th@ growth
_of gcv&rnment axpenditurea.;_‘., | S

TR Gﬂ@ ef the mcst famaua hypo%hases was ff U R
fwzby ths German olitical ecennmisb Adolph Wagner (1.3 R
i #Wacner believed that there was a functicnal relation betwnen',, =
E  the  wth of an economy and the relative growth of its
t  public sector. From th s it then followed that there was
a funetional relation between the growth of an economy and
fovarnmont expenditures., Wegner believed that this was the
rrent characteristic of an economy in the process of }
industrialisaticon, In brief Wagner's law states that as
per capita income and output insresase in a nation in the
. process of industrialisation, the lie sector naeaacarily
: vrowsin prOportion to tetal econo activity.

~ . #agner dorivod his 1&: from an ompirieal atudy
2 of the zrowth of governzent expenditures in countries such =
- as England, France, Germany. United States as well &s Japan
~ in the ﬁinaﬁaenth aeatury} ‘The statistics avaeilable to him
- showed that there »as such a functional relation betweon
- povernment axpenditur@s and the growth of econonic activ*ties. s‘
. Bt Warner also buttpessed his statistics with tbaoratieal -
;f*qr‘uﬂeat, tn core of which runs as foll” sx_ : s

e .FThuame (ef inszensing state»activitiea) iq;
result of empirical observation in progressive countries
at least in the #sstera,murepeaa eivilisation; its explan

tion, 3ustitiaation and cause is the pressure of soclal

progress and the resulting changes in the relative sphere:
of privaks and pﬁbliefeeengmyf_empeaiazlyyeef;j;sogy public
} Financial* tringen ‘may ha ,»“\M"’W*”;T'ian ef”




Ty M ia m long m em elmim far dmrel w ef e pgo gaiw
paopls will almys wamom theae ﬂmmial difﬁculties." ,

- fw r'a m 19 nimmm mphicany m
1. In Pirure 3.l., real per capita output of
00ds 13 meagured on the wna.m axis and nel per
ncome on the horizontal axis. IV is implieitly
'umd that the growth both in real per capita outpu$ af
public goads ‘and real per capita income take place over an
,ax'cendo period of time, The 45 line PG' shews a simticn
| where the public sector maintains a eonstant vroportion d
tal economie production (GNP) of the mociety over time, T
his is bescause alonz PG' the ratio of real per eaplita
ﬁmt of puhne goods te ml mr mita 19 sgmnt., el

i
N
CoRgered Lo s e
{

rL aw R
. c,nn RS Brn‘ T o ‘
Repe rek c»/‘vw JArc e w( (,,o C,,,,S, -
(aoume @bmnm P, Herber, R |

 The Wegner Hypothesis deploted by 1ine PGW.

PG the proporsion of resocurces devoted ¢
;i;mbu.c gooda ‘increases ovel ney which

‘ tput af‘,,;public* .0 '




f,,_Pubzie aoet@r praéuetion,as tbe f&llesing gatia; el

‘W}hhaa.aaeazdias to the aagnar Eyoathenis, ‘this ratioris H T
- greater than unity. This means that real ger capita output __j. B
r

f public goods 1ncroamaa more than propo oaaeely to a
cinnreasevinircal p@r capifa 1naomo.;; | e
 Wegner divided public expenditures imto two i

“broad eate es: @ endituree for internal and czteznal

- geguri anﬁ,expeu*i s for culture and welfare. The ‘,;;;
“latter included emnditms on health, education, eultm, SRy
welf e a8 well as expenditures for different economlc ~
functions such as transportation amd communications,
“A ecording to Wagner both cate~ories of exgeaditnr&s would
“increase at a Saster rate %haa teeal outa but 2@: éiffem
.grent raaaons‘ e ,

r ?’ ” Expsnditures fbr cxternal securit-jwould 1ncraaae
,f;,'in a growing econony for two reasons, Firstly the natuxe SRRV
B of the use of force by the state changed froa simple eesion to‘
».qff:;vtntton of attaek by others. Secondly the army would

B reas us¢ more capital equipnment as the techniques

ik of warfare became more complex, As for internal sscurity

§¢ oore expenditures would be required to maintain law and

8 order because there would be insreasing frietion between

& osconomic units and between people as urbanisation and

& industrialisation took place, Moreover economic growth

B would increase division of labour which would multiplg

& the complexities of economia 11fe and henco the pcaai le

. caunea of fristion. S |

af | E:peuditures on eultura and.walfara would in rease
‘xbecansa the publie sector could produce these goods more |
- effective ﬁg and more efficiently for three reasons, The
~puble or could produse goods and services of a | :
quality&than the;priv ‘te sectory it ‘ould raise more eanital

d administ £ 11, , d ; oid many *




- phy ;‘;103. .31"1 mm fox- zaod. uheltor nad cleth ngs becar

§ satisfl )1e would bBegin to demand more and more ser-

B vices of a tuml apnd spiritual nature, amaian: those
-‘,pmﬂm raz wﬁ,em»mbua,msor. S

Althwﬂh !&@sn did nm pmes, ~either e@iﬂ.cﬂ&yf o
a;bs:a mne‘bioa o ‘ mtioaa‘ mggm 13 sante "?convizwing P

s ai:According ?;a &rber "the !fagm }m)otbesia dem
,,with Mtemmipunm phenomena though 1% _4is not inter-
;disaipi' ary in its anal; L,it:xxigr—fﬁmsfk;?? By ‘bhis}ﬁe,—rbgr

soaiolo am economics must be involved in any e

3 theory of public nzpendiem ‘Even the oultu:al ehamte» -
§ rictics of the society must be taken into consideration,

‘mt %ha countries on which Wagner's empirical studies mm
1 wore of diverse social and cultural backzround,

iﬁ 43 unlikely that the csussl relation: described ty

Hagmr ‘which is economic in mtm. coénstitutes the primary

T 'deteminantn of relatively expandinz erment emmiturea. |

It Thus this lack of a comprehensive analytical frenework

gauges it to fall short in its explanation (>4 histcrical
i facts. : 7

o Paa ck and a‘lisem criticue the Hw*c‘*hasis o
&  on twe groumg Pirstly the Hypothesis is implicitly
hased on the omic thecry of state which is not univar-
BE selly accepted. Wagner's proof of the existence cf the
~"law” thuas depends on the validity of the organic thwxw
of state. Iu the final analysis the Hypothesis is really
-a hypcthosia of increasing state ac'civi ies, Secondly |
tho secular;natnre of th‘ia hypothesis tonds to overlook
| - ual pmcesa of"'*ipublic expanditm S




}f7 00oa»m10s do nﬁt tit 1nto dagnor'a no satien,; In suc'v4%fﬁf¥

~ econeamies nonsconomic censidaratieng‘aftcn play & more 775
 dsportant role in determinin:: the level of sovnrnmant L ol
f_ exp«ad1tuxes than does per capite income. Wugner's law

%o be applicable to those sountries that are irn th@ R

- prooess of tranafcrmxag their e-onomies from rural agrie-

‘oultural to urban industrial, It nay be r ecalled that
,¢ﬁfostern ‘Europe went through this process in the ninoteentb
,;agmﬁury; and it was mainly froa such ecanomies tnae “ﬂgnar B
 ;drew the ampiriea ‘evidence ~f his ronerali:

'"7‘?erutionandConoentratieaEffacta ~

*JThe sec&lar pature ef ¥*’aar’a lew renders it

| ;ditfleuﬁt %0 develop idens about rovernnent expenditures

 whieb are useful in coneidering g.ort term quecticns,

 Peecock and Yiseman stress the time puttern of rpoverntent
‘expenditures and their actual process of growth over tine.4

From statistical data of the British econo:y for the period

© 1890 = 1960 they observe that the growth of total @ewrmn‘t o

expenditures took place on a "step-like" rather than on &

E ;eeatxunous basis. They conclude hat "tho concept of &
- dieplacenent etfact can be used a8 the basis for a general o
and systematic approach to the analysig and interpretation
- of governient exven’iture statisties,"”
otfaat is dewcnatrated in Figure 3.h.~ |
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1};Fnaeoak and ﬁincann sua eet that aoaial disturbansee

ﬁﬁg;ennnn a relative expanasion in public sector growth, 8

 of taxation"®

- displacement effect takes

o pluce which helps to expl&in tte
gﬁf‘ gf exrenditure gmwth. It should be noted that ‘,_

" splaceanent effect does not reguire the new level uf 159
f,govarnmont expenditures to continue with the saue Hcttern
:& Mﬁn the social diuturbe neos - For oxanple 8028 corvices
| :cxﬂor_ p:dd for by orivate lnuivi:usls way nROW be previded
~ for by the g vernaaat, (r tecanclory may allow the govem~
M9, pna naw gocde that di& noﬂ ex;st before.;--;

S mb ﬁh&t am t:.ae b sic faci;gm xmnerly n{, “;he o
= ) glactaau&? ~agcoraing to Peacocx and Wiseman the
;baai& ecns ralnt to the ex unsicn of public expencitures
~is the level of taxation thut coul: ‘be raisc~d. Citizens
‘are assuic: ?c pcssess o cle'r i ex of "a tolerable level
, ‘this idea tends to be rairly stable ia
normal tines, ﬁc ‘ever the ccrur ence of any sccial dig tupe

 bance such &s wsr entails vore expenditures on the part of

~ the governcent s0 that ‘additional revenue aill have to be
raised through & “bi Mor level uf taxation. and vecause of
 the secial dlsburbanse this higher level of taxaticn is

 tolerated. But with regard to taxmtlon there is a sort of

- pashet affact whoereby tax rates never rotura tc their
vious levels after the sccial disturboace., The higher
cvol of rewonue is used instead to ﬁup& ort a raater aaant

govwrnaonx expendituro. | |

A Social diatrubunees h ve annther nffact on
- ;uvernaea&.k Thaey tend to foous public opinion and that |
of the governzent on those gpheres waere rovernient expendi-
ture is lanking and to scsk soluticns tc problems fcruerly

ne iz short sucial disturbonce would cxpoce the ~
- de 131 y ot gcvernment ax)en.i ure. Thi 13 tae insnection |

SRR Gthar than the 1ua, eci.wn an.:‘ die,pl *ce ene ,
 @0£$0@§3 Fuaocck and Wiseaun also desoribe a concentration

i 7 ntretion effect relfers to the secular
"?eszct‘ f%g'tggnggntral sovernwent to take over functione
o nentse 48 8 direct presult of this
rnment would huve to increaan
W;“'wcmmmmwt Um:mw -




~_ ments usually have a hig:
o gh-de _ree of finsnciasl autono
- with their awn trediti ns, and more often than not. tizfs

g jin diffemnt tashions. Thiﬁ 18 80 MQ&WQ lGL"» 1 govern__ i

 ?1w1l1 bg nolitical proasuras to preserve their trauit:wns.

R "Vaixﬂbia eonaentration zrocrss ;s:dxstxnst frﬁm the
_ﬁiﬂrllﬂﬁﬁﬂnt process since the forces initlating the former
;;gﬁrﬂxnto in norzal as well 2o ahncrmal izes, To thic
:gﬁgt'ﬂt the consentration proces: can toke place independent
1;:‘tzi:nétgﬁlé;:mentlirggnJs evenawnauah 800 velutions
L cou “expocteds It le preclse uuring
~c;disﬁuf%ﬁncﬁt tliot recis ‘nee .o centrel gugorquh%ys o

- takeover breiiic ‘own évslly‘ For inctance in Sie case of

o G #Qf‘gﬂr all petty arusents tend Lo bs eet awxﬁe ia |
4-@!&@: to cong . atrate ou the uzr,»~,'. i iR

| " Feac&sk aaé axaegan beliave th&t,»&@ax ﬁﬁdlytical
o oaeduse ¢an be used for the analycis of public expendd-

-tures in ccuntries other thuan the United L >30@. hCaevar |
,«;Prwnr ‘has raised thre: abgoctionu ageinst this thecny. —

= < %*theoretical, eaplrical a6 hell os mﬁthooolugioal

S Firttly uCGOrvﬁné L0 th;s tucvry of 1eacoea and
) ‘ﬁmm the busic constreint cii goverawut ex eniiture is

" the "tolerable level of tax rates.,” If this is correct,

then with progressive tax rates, if all tux rcvenues expended
anc if GNP peor cajita is 4pereasing, ocvern.ent expenditures

 @s 8 ratio of GNP will rise automuticaliy and no iisplace-

- ment effect ir needed to cxplain the rise in -elative

experiitures, Yorecver if gevernaent borrowiug is ¢llcwed

the ¢ .£ficulty ef chun. 4ng the tax rates is ro loncer an
iampcrtent constraint cn goevernaent expenditures. Secondly
~the displacoﬂent effect hypothasis does not seean to be able
%o explain the pattern of public expenaitures iu plctewar
*GJapan.H: But ir socizl cliburbinces are interoreted in a

' ‘wade sense and useG tc expladn GhEN85 in the pattern of

- governiant expenditures a gvgtcriaxi. then toe displaceent
'Peffactghyxgthasis_canﬁot be refuted or verified, »s such
his hypothe: sais~snt 4 t rue acienti ic St%u“ an

‘ deric L. Prycr, ruhlic ;xnenii:urea 13
‘ s»htiom, ,mn Qn;“'ﬁ' Sor 6 "C}_Gn




I ij’f'?i?';ismphiwl evidence; thoy did not tost the statistical
* ,f;f,‘;}"ysisnifimos of their displacenent offect. By using L
‘equation. with hypctietical v-riobles to Acsi-nite p@piogs' |

”??statisti

f‘[QZpeﬁSiture s
-the Feucock=iiscaan ﬂsﬂﬁgaelko of Haplues

- mnally( Peaeaek an& ;Ws.ssmnwrs’ly only on

~before and after certain wars Prycr hae found that the
~ displscement effect fcr governwent oxpenciture per capite
~in relation tc time is i ncrtart. vt the displacenent -
~ @gffact of ﬁrcapita cuﬁ.ian _f*cvcrn”@at ¢xpeniiture is not

, “gi-nificant, This -eans that whatever
,;dimp}.acemeﬁt h&f“' oceurred was due entirely to in\,masvd ,
,f;ammi‘tms for lelence mm cther mr-relafcd pzrvwes 1'3 |

v@ﬂﬁlﬂniﬁﬂ

I.n thi""ch& w" e hne exe vi ned ?:ve b aemies
'VLWhiﬂb &‘Gte pt {0 explein “he ~ctusl faets cf government
'fi,h’i}ﬁv Howevs o tiw’t}cf the i f',;%:éI.M nor
, act mrovide any
w—abmlute rules by which Jove nuent e}:;;en dture trerﬁs can s
~be explained satisf %erfl,f However fespite thelr
: fdeficiencms these two thecries do ‘“‘umx scme 1licht on the
~ growth of overnient expenditure over time. In varticular
tha uisplauemnt hypotresis shows thrd in eertein pericds
the tax system -i-ht act as a constraint on tie ermansion
- of governament expconiitures, ‘ver a lon; period of time,
" however, upward displacezont bec .mes dizco mible Thug
both theories preaict that the wecuL r *m:r‘*h ¢f sovernnent
expenditums is incvi able, R ~

»@ ibidn Pa{e st 55
carried out wzth reupewt |
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