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1. Introduction

The share of the gross national product devoted to public consumption and in-
vestment has grown in all industrialized economies. It is also larger in rich nations
than in poor ones. Thus, there appears to be some relationship between the level
of economic development and the size of the public sector, but the nature of this
relationship is not quite clear. Since many social scientists have tried to come to
grips with this question in recent years, this article seeks to review some seminal
efforts, to propose a typology of explanations, and to suggest a few directions for
further research.

The fundamental issue on the macro-level is to account for (1) the differentials
in spending between various political units, and (2) the observable change over
time within various units. The empirical base for hypotheses in this field consists
of cross-section comparisons and time-series analyses, either of all government
expenditures or of particular sectors such as education or defence. While most
studies have dealt with nations, some important work has also been done on
American states and on municipalities in several countries.

At the micro-level, the main problem is the causation of expenditure decisions
in general. As such decisions make up a considerable part of all political decisions,
the question is very close to the core concerns of the political scientist. Inquiries
into the distribution of power, the moulding of public opinion, the processing of
demands, the political role of bureaucracy, the capabilitics of political systems,
and the procedures of decision-making are all relevant to this topic. Hence, a
large number of studies on politics and administration could afford insights into
the determination of public expenditures. Some of my information is drawn from
this research, but much more should be available for further analysis. The political
science literature is richly strewn with comments on the causes or conditions of
particular decisions and with middle-range inductions of great potential value.

2. The Discussion on Wagner’s Law

The theory of growing government activities is of old vintage, but before it was
launched some ninety years ago an opposite hypothesis held sway for several
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hundred years. The faith in progress was often combined with a belief in the
decline of political power. In the age of Enlightenment it was a common view
that the scope of government actions would diminish through the moral and
economic evolution of mankind. Authority was required in so far as people were
unable to control themselves and manage their own affairs. As they matured,
however, they would no longer need political guidance. This outlook was shared
by several leading French and German social theorists, including Karl Marx. Yet
the early socialists were also convinced that production would become increasingly
‘social’ — or collective — and in a certain sense they held that the public sector
would ultimately encompass the whole economy. In their analysis of the present
society, however, the nineteenth-century socialists saw no secular trend towards
growth in public expenditures. Some classical economists, among others Adam
Smith, paid attention to tendencies in this direction, but there was no attempt to
translate such observations into general theory.?

The first scholar to recognize a positive correlation between the level of eco-
nomic development and the size of the public sector was Adolph Wagner, German
economist and Kathedersozialist.> In Finanzwissenschaft (1883) and Grundleg-
ung der politischen Wissenschaft (1893) he contended that an increase in public
spending was a natural consequence of economic growth. Several processes ac-
counted for this. First of all, the costs of defence would go up as all nations in-
vested in more sophisticated weapons. Secondly, domestic protection would also
become more expensive through industrialization. The density of modern living
would lead to more social frictions, and the complexity of an advanced economy
would require new forms of public control.

A third reason for more public expenditures was the greater ability of the gov-
ernment to meet certain income-elastic demands. Education and culture were
fields where collective producers were by and large more efficient than private
ones. Hence, the public sector would grow as basic needs were satisfied and the
consumption pattern shifted in this direction. In some other areas — e.g., rail-
roads — the capital required for investment would become so large that it could
hardly be provided through private accumulation.

The modern discussion has dealt less with Wagner’s original propositions than
with the general trend he predicted. An Italian economist, F. S. Nitti, made an
early survey of public expenditure trends in various nations. Among the chief
causes of expansion in the last part of the nineteenth century, he listed: (a) the
continued increase in military expenditure, (b) the beginning of great public
works connected with the use of steam and electricity, (c) the growth of public
debts, (d) the development of all forms of social prevention, and (¢) the increasing
participation of all the people in public affairs. When the control of the govern-
ment rested with the people, wrote Nitti, they did not look upon taxation as a
loss. Hence democracy was one important determinant of government growth.
But it could not be the principal cause, since despotic and oligarchical regimes
such as that of Tsarist Russia appeared to be spending as much as the democratic
governments.>

In a similar study, Arnold Brecht compared public spending in various Ger-
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man Ldnder during the Weimar republic. As state activities in Hamburg, Liibeck,
and Bremen by far exceeded those of Prussia, Baden, and Hesse, he inferred that
population density was a crucial variable, explaining at least the differentials in
expenditures on housing, welfare, and internal security. With Brecht, the most
powerful determinant of growth in collective consumption appeared to be ur-
banization.*

Yet the effects of the social processes discussed by Wagner, Nitti, Brecht, and
others were not automatic and immediate, Another German theorist, Herbert
Timm, sought to account for the variations in growth among different nations by
introducing the notion of ‘lags’. First of all, there was a ‘natural lag’ involved
in the emergence of new demands: such public goods as education or health were
required in large amounts only when certain basic needs had been satisfied.
Second, there was a ‘system lag’ in a capitalist economy that retarded the distri-
bution of economic and political resources. Third, some time passed before new
demands could be processed through the organs of political pressure and decision-
making (‘institutional lag’), and a final countervailing force was the lingering
influence of laissez-faire ideas of ‘financial classicism’ (‘ideological lag’).

Along a similar line, but from the reverse viewpoint, Karl Deutsch dealt with
the accelerating impact of modern communications. The process of social mobili-
zation had rendered the popular pressure for public services more efficient, and
the diffusion of knowledge had made people more aware of what there was to
get. Thus, several processes conspired to expand and intensify the demand for
government action.®

Numerous analyses of the development of government expenditures in dif-
ferent countries have corroborated the assumption of tendential growth and
added new suggestions as to its causes. In tracing the expansion of Swedish civil
government expenditures from 1913 until 1958, Erik Hodk put particular weight
on various shifts in consumer demands and on the complementarity between
private and public goods. He also emphasized that many activities had been
moved from the private to the public sector and that cost increases in such areas
as health were partly due to new scientific discoveries and technical inventions.”

In his work on American government activity in the first half of the twentieth
century, Solomon Fabricant mapped interstate differences in public expenditures.
He concluded that the government’s expansion was a concomitant of economic
growth and that most variance between states could be explained by variations
in income, urbanization, and population density. Income was by far the most
important variable, but urbanization was a better explanation of expenditures in
such areas as fire protection, sanitation, and social welfare.®! Harvey Brazer made
a similar comparison of U.S. city expenditures and found density, median family
income, and intergovernmental revenue to be the most powerful explanatory
variables.?

Several later American studies have included political variables, such as indi-
cators of party competition, the strength of the Democratic and Republican parties,
the turnout in the elections, and equity of apportionment with respect to urban
and rural districts.’® According to the findings of Thomas Dye, interstate vari-
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ance could be better explained by socio-economic conditions than by differences
in the constitutional framework, electoral system, party system, power structures,
or political style, But Dye’s conclusions have been criticized, and other works
ascribe more influence to the political context.!!

Time-series studies of government expenditures have been carried out for
Canada, Britain, Germany, Italy, Japan, and many other countries.'* Ronald W.
Crowley has boldly tried to survey the fluctuations in government activity in
Western Europe since the eleventh century, finding some support for Henri
Pirenne’s theory of swings between periods of laissez-faire (11-12th centuries,
15-16th centuries, 19th century) and periods of public control (13-14th cen-
turies, 17-18th centuries, 20th century).'® Other works have focused on national
variations in a region, e.g., Irving J. Goffman and Dennis J. Mahar's study of six
Carribean countries.'

In an important contribution, Frederic L. Pryor has compared the development
of public expenditures in a sample of market economies and centralized econo-
mies. The economic system variable was found to have played a statistically sig-
nificant role in accounting for variations in expenditures on education, research,
non-military external security, and possibly internal security, but not for defence,
health, and welfare. Spending on internal security, foreign aid, and research and
development appeared to be related to per capita income, but not spending on
military purposes, education, and health.'®

All long time-series analyses of industrialized nations have confirmed the as-
sumption that the public expenditure share of the GNP tends to increase with the
growth of the GNP per capila. For the developing countries, however, the data
are less convincing, Between 1955-1957 and 1963-1965, the level of govern-
ment tax receipts as a percentage of the gross domestic, as reported in United
Nations World Economic Survey of 1967, rose in 18 developing countries, sank
in 7, and remained constant in 4.8 Several cross-nation comparisons have failed
to provide evidence of any clear correlation between per capita income and
government expenditures. The most comprehensive one, by S. Lall, covered 46
developing nations and found no statistically significant relationship between
GNP per capita and total government expenditures or several functional sub-
categories of government expenditures.*?

As Wagner’s prediction concerned only the ‘progressive’ nations, i.e., the
industrializing countries, these results hardly vitiate his thesis. Nor do they under-
mine those explanations that link the growth of the public sector to the trans-
formation and increasing complexity of the modern economy. One author, Ber-
nard Herber, has proposed a three-stage variant of Wagner’s law, according to
which there is first a less than proportionate rise in government spending, then a
more than proportionate rise, and then again a less than proportionate rise as the
mdustrial economy comes of age. In the pre-industrial phase, subsistence goods
would be more vital to the consumers than public goods, and in the post-industrial
stage government would already have provided those ecomomic goods which it
could provide with an efficiency advantage.'®

Some data support the hypothesis that the growth curve of government
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expenditures bends downwards as a society passes from industrialization to post-
industrial development, but the evidence is far from conclusive.’® In Sweden, to
quote one counter-instance, the public expenditure share of the GNP rose more
swiftly in the last fifteen years than in any previous fifteen-year period in peace-
time. And while it appears evident that pre-industrial economies exhibit no un-
equivocal tendency to steady expansion of the public sector, there is no proof of
regression in the ratio of government expenditures either. Wagner's law, if con-
ceived as a simple prediction that the share of the GNP devoted to public ex-
penditures tends to grow in ‘progressive’ nations, has been corroborated by most
studies in the field, but Herber’s law of a decline-growth-decline cycle stands as
yet unconfirmed.

3. Three Levels of Explanation

It should be plain from this sample of studies that many propositions have been
offered as to the causes of the growth of government activity. Some explanations
appear to be merely specificative, i.e., they specify the particular subsectors that
account for the net increase in public expenditures. Thus, when we are told that
growth of defence costs or the transfer of certain activities from the private to
the public sector is responsible for a certain change in government spending, we
learn something about the structure of the expansion but nothing about its de-
terminants. Other explanations, however, purport to give us reasons for the rise
in government expenditures and not solely a profile of growth. These substantive
explanations will be more relevant to our inquiry.

Among the substantive explanations there are references to several kinds of
determinants. Some scholars focus on economic variables while others emphasize
ideological or institutional conditions. Often, one type of explanation does not
seem to preclude another. A growth process may be explained by changes both
in the economic system, the social value system, and the political system. Many
authors apparently assume a “causal flow’ of a more or less historical-materialist
character: innovation in the technological sphere leads to a transformation of the
relations of production and the pattern of living, which in turn leads to the
emergence of new demands that slowly work their way through the institutions
of political articulation, aggregation, and decision-making, and finally result in
government action. Yet even in this picture, events or processes on one or several
levels in the flow are usually singled out as triggers of government expansion.
Schematically, we may distinguish between three different planes in the explica-
tion of public expenditure growth: one socio-economic, one ideological-cognitive,
and one political-institutional.

(1) Explanations on the socio-economic level refer to changes in the techno-
logical, economic, social, or demographic structure. Several scholars have dealt
with the various concomitants of industrialization. For instance, new production
methods and larger markets require a better provision of communications, man-
power training, and internal security. The density of urban living gives rise to
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social frictions and control problems. Shifts in the population pyramid may en-
tail greater costs for pensions, old-age care, health, education, and child care. The
need for public services may also increase as a larger share of the female popula-
tion joins the labour force., Urbanization carries with it a number of costly in-
vestments in the towns, and may also make it more expensive to provide col-
lective services to a diminishing population in the countryside. New patterns of
production lead to one kind of growth in public expenditures; new patterns of
consumption to another.

(2) Explanations on the ideological-cognitive level focus on changes in knowl-
edge, beliefs and desires. These may but need not be closely related to the develop-
ment in the socio-economic sphere. Shifts in consumer demand is a case in point.
Interest in superior goods — among which a proportionately large number are
provided by the government — is likely to increase as income per capita goes up
and certain basic needs have been satisfied, but the emergence of new demands
may also be due to influences less directly tied to economic growth. Intellectual
trends, moral ideas, scientific discoveries, and religious beliefs all play a part in
the determination of public expenditures.

Views may affect the scope of government action even if they are shared by
only a small number of people. In the extreme case, one man’s opinion may be
sufficient, but any system is liable to be influenced by elite values and norms.
A new theory communicated to a small circle of policy-makers may thus have an
impact on public spending. In other contexts, the crucial effects are reached only
when certain views are spread to large strata. Ideological-cognitive explanations
can concentrate either on innovation or on diffusion. In the first instance it is a
question of new tastes or beliefs; in the second a question of old ones gaining foot-
hold in new groups.

(3) The mere existence of a belief or a demand does not make it politically
efficient. To make an impact on the decision-makers it must be articulated,
aggregated, and channelled so as to affect the political calculus. Shifts on the
political-institutional level may therefore influence the effective policy output.
Constitutional reforms or the emergence of interest organizations or parties can
change the balance of power and add weight to the demands of hitherto neglected
groups. An extension of the franchise, for instance, enables new strata to influence
public policy. Changes in parliamentary procedure, the ‘code’ of political be-
haviour, or the political culture may have similar effects. Explanations on this
level may also refer to more transient constellations: an alliance between political
forces, a successful party strategy, or a charismatic personality.

4. The Three Sides of the Public Sector

Most explanations covered thus far have departed from a ‘consumer perspective’
on the public sector. New public outlays are held to be the result of socio-
economic changes, changes in values or changes in the power of values. Expendi-
tures grow because there is a growing demand for public goods.

The assumptions of the ‘consumer perspective’ are widely shared among social
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scientists. When economists discuss public expenditures they frequently posit that
political decisions in one way or another reflect consumer preferences and, in-
versely, that shifts in consumer demand will make an impact on the policy-
makers. Political scientists have taken great interest in the transmission of such
preferences and developed a variety of analytical frameworks to describe the
process, The paradigms of David Easton and Gabriel Almond are two examples
of schemes that, though theoretically ‘empty’ and capable of accommodating
many different theories of policy initiation and distribution of power within a
political system, nevertheless lend themselves particularly well to an analysis of
politics from the ‘consumer perspective’. The Eastonian analyst is predisposed to
look for demands originating in the social environment, i.e., chiefly among the
citizens, and then combining and pushing their way to the institutions of rule-
making. In a similar vein, the Downsian analyst wishes to know how parties or
candidates vie for power by adapting to each other and by making an appeal to
various groups in the electoral market. A common presupposition in both cases
is that, given a multi-party system and universal suffrage, it is ultimately the
citizens as consumers of public goods who decide on the scope and substance of
government action. This comes very close to the political doctrine taught in all
democratic nations. The notion of ‘the citizens in power’ is ubiquitous in our
civics textbooks.

According to a somewhat tougher appraisal of the democratic system, the
political process is both a competition between consumer demands for different
public goods and a competition for power and influence between incumbents and
their challengers. But even this analysis tends to blur the likelihood that there
may also be competition between producers. In politics, as on the market, we
have supply and demand, and there is no reason to believe that the suppliers of
public goods are idly awaiting the decisions of the consumers. Their interests are
also at stake in the determination of government expenditures, and it seems likely
that they have their part in the decision-making process.

Who, then, are the suppliers of public goods? In one sense, it is the political
actors who offer the electorate a choice between several ‘packages’ of policy out-
puts. In the Downsian vision of the political market-place, the politicians are
providers of values sought by the citizens. Yet a more solid supplier interest is
represented by the actual producers of the public goods: the civil servants, the
teachers, the nurses, the police, etc. A second category consists of those in private
enterprises who sell most of their production to the government. In this group, it
should be noted that both owners and employees may be counted as public pro-
ducers. As used here, then, the term “‘producer’ does not refer to industrialists or
entrepreneurs in general but to those groups in society that produce public goods.

When the growth of public expenditures is viewed from the ‘producer per-
spective’, emphasis is placed on the efforts by various supplier collectives to in-
fluence the scope and substance of government activities. Such efforts may be
made either through regular bureaucratic channels or through producer politics
in the electoral or parliamentary arena. As the public sector grows, it seems likely
that the producer interest will carry greater weight in the political process.
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A third angle from which the expansion of the public sector may also be viewed
could be called the ‘financial perspective’. On the private market, the phenom-
enon ‘demand’ might be said to be a product of two separate dispositions: the
willingness to acquire a good and the unwillingness to part with another, usually
money. A purchase takes place if the former of these dispositions outweighs the
latter, and the preferences of the consumers are thus revealed in manifest action.
In the consumption of collective goods, however, the two elements of consumer
demand are split and the citizen cannot strike a balance. As purchase decisions
can seldom be individualized to each particular good and to each separate con-
sumer, the two dispositions appear in the guise of, on the one hand, financially
unrestrained demands for certain goods and, on the other, unwillingness to con-
tribute to the financing of public goods in general. The confrontation between
these two dispositions must take place at a super-individual level through certain
institutionalized processes.

Or, to put it differently: whereas transactions in the private market are a func-
tion of two variables, i.e., demand and supply, transactions on the collective
market are a function of three variables, i.e., demand, supply and finance.
Graphically the relationship could be illustrated by an equilateral triangle (Fig. 1).
A given volume of government activity presupposes a certain quantum of each
variable. An increase of the public sector would then require an increase in both
supply (production), demand (consumption), and finance; all three sides of the
triangle must grow. A new undertaking would be detectable as growth along
three different dimensions. The crucial question is then what causal relationship
exists between the three sides.

Production
CSuppiy)

Consumgtion
{Demandl

Finarnce

Figure 1. New public expenditures imply more production, more consumption, and more
finance, A change may thus be ‘read off from three sides, but the causal relationship be-
tween these variables is not known a priori,

The advocates of the first perspective obviously presume consumer demand
to be the independent variable. When more or new public goods are required by
the citizens, the system will respond by arranging for more finance and more
production. Yet one might also argue that the causal pattern is a different one.
Some authors presume a reverse process: an increase in public consumption could
be a consequence either of new resources (on the finance side) or of expanded
production, A few examples of such hypotheses may give a better picture of the
‘producer perspective’ and the “financial perspective’.
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Forces on the ‘finance side’

The best known representatives of the ‘financial perspective’ are probably Alan T.
Peacock and Jack Wiseman, whose study of government expenditures in Great
Britain broke new ground in the search for explanations of Wagner's law. In-
stead of emphasizing new elements in consumer demands, this work focused on
the citizens’ opinion of a tolerable tax burden as the decisive restriction hamper-
ing growth in public spending. In normal times, this opinion is reasonably stable
and does not allow any substantial increase in government expenditures. War and
crisis, however, may drastically upset established values and make citizens more
prepared to abstain from private consumption. As public expenditures are easier
to shift upwards than downwards, however, they will never return to their pre-
vious level. Over time, therefore, the curve of public expenditures as a ratio of
the gross national product will be shaped like a stair-case. This pattern of de-
velopment has been called ‘the displacement effect’ or ‘the ratchet effect.’?®

In this theory, then, the immediate cause of the growth process is a change in
mass attitudes. The explanation clearly belongs to the ideological-cognitive level,
The same is true of G. S. Gupta’s hypothesis, which deduces both the expansion
of the public sector and its presumed slowing-down at a later stage from the
individual voters’ cost-benefit analysis of government spending. With a propor-
tional tax system, the large majority will have a positive interest in the provision
of more services as long as their benefits exceed their costs. Hence, the growth of
the public sector will be greatly stimulated by the extension of the franchise but
then retarded when a point is reached where most citizens are affected by fairly
severe taxation.2!

But the ‘financial perspective’ can be employed on other levels too. Harry
Oshima has pointed out that the taxable base is more substantial in an advanced
economy where most basic needs have been satisfied.?? If a ‘subsistence minimum’
is deducted from the national resources that the government can tap, then an in-
crease in the GNP will lead to a more than proportional increase in its taxable
part. The mode of production and the scope of economic exchange are also crucial
to what Gabriel Almond and J. Bingham Powell have called ‘the extractive
capability’ of a political system.?® Institutional factors may be of similar im-
portance. For instance, several American studies have shown that a high propor-
tion of state revenues received as federal aid is positively related to state expendi-
tures.?* The structure of the tax system, the distribution of incomes from dif-
ferent sources, and the collection methods employed are likely to influence the
size of the public sector.

Forces on the ‘Producer Side’

Some explanations of public expansion point out the growing supply of labour
as a critical factor. In the neo-Marxist analysis of Paul A. Baran and Paul M.
Sweezy, it is suggested that the secular stagnation in the advanced -capitalist
economy pushes the government to absorb idle resources.?* Another common as-
sertion is that the costs of public goods tend to rise faster than the costs of private
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goods because productivity cannot be increased as much in the services as in in-
dustry.?6 On the ideological-cognitive level, such changes become manifest as
demands for more public employment or demands for higher salaries and better
work conditions by the public employees. Other interpretations on the same level
look to the efforts of civil servants to expand their territory.?” If, as several
authors suggest, all administrative units have an inbuilt tendency to widen their
‘markets’, then the crucial question is whether the routines of the administrative
and political system promote or bar such attempts.?® Thus, institutional arrange-
ments appear significant on the ‘producer side’ also; changes in bureaucratic
structure or decision procedures could in some circumstances explain growth in
public expenditures.

5. Explaining Post-Industrial Growth in Public Expenditures

As shown in this brief survey, numerous theories link the expansion of govern-
ment activity to the process of industrialization and its social concomitants, and
some go on to suggest retarded growth or even a declining ratio of public spending
to the GNP as a society enters into the post-industrial phase. Thus, Gupta main-
tains that the majority will become less tolerant towards increases in the tax
burden when they must carry the brunt of it, and Herber asserts that an abundant
consumer society will gradually turn to goods that can be produced with an
advantage by the private sector. Though some evidence may substantiate these
claims, they do not appear to be universally tenable. The continuous growth of
Swedish public expenditures, for instance, has not slowed down but rather ac-
celerated in recent years. The 1960s in particular were a time of rapid expansion,
especially in regional government (landsting) and local government (communes).
In the last two decades, Sweden has experienced a greater increase in government
spending than most other OECD countries. Its total public civilian expenditures
as a proportion of the GNP are appreciably higher than those of similar countries,
e.g., Canada, the United States or New Zealand.

Two questions are raised by this case. First, why is the Swedish public sector
so large? And second, why does it continue to grow? In using these two questions
as focal points for our discussion, I shall proceed to illustrate the nine types of
explanations distinguished in this article (Fig. 2) by listing some pertinent factors
that may have contributed to sustaining the continued growth of public expendi-
tures in a post-industrial society. The purpose is not to present a detailed or
exhaustive analysis but merely to point at some variables that may go into the
boxes and may be relevant for a more thorough examination of causal relation-
ships in this domain.

It should be borne in mind that the ‘causal flow’ discussed above renders it
difficult to make a firm classification; many hypotheses could rightly be placed
in several fields. To avoid repetition, however, I deal with most explanations on
one level only.

18



Consumer Finance Producer

Perspective Perspective Perspective
Socio. A) D) G)
economic Wagner Oshima Baran & Sweezy
lewel Brecht Williamson
Fabricant Baumeoel & Qates
Meidner
Ideological- B) E) H)
Cognitive Deutsch Peacock & Niskanen
Level Easton Wiseman Downs
Downs Gupta Parkinson
Walker
Political- C) F) I
Institutional Deutsch Sharkansky Niskanen
Level Sharkansky Sachs & Harris Downs
Timm Hinrichs
Hijellum

Figure 2, Nine modes of explaining growth in public expenditures, (Several authors have sug
gested hypotheses thar may be placed in more than one box.)

A. The Consumer Perspective: Socio-Economic Determinants

Industrialization is featured in most theories as one of the key factors behind the
rise in public expenditure. If this rise continues in post-industrial society, two
major reasons for this may be suggested: (1) that post-industrial society is not as
post-industrial as it seems, and (2) that many of the expansive effects are not tied
to industrialization in a narrow sense but rather to the transformation of the
economy.

On the first point, it should be noted that the pace of structural development
in industry has hardly slowed down. It may be true that the secondary sector, as
it is often called, no longer increases its share of the labour force and that most
new hands are absorbed by the tertiary branches of the economy, but in terms of
output and productivity gains industry is still pre-eminently dynamic. Secondly,
the consequences of a growing service sector are in many respects similar to those
of a growing industrial sector. The transfer of manpower from one predominantly
urban sphere of the economy to another has no strong impact on the need for
public consumption. The decisive break with the past was performed by the mass
exodus from agriculture.

Some processes of post-industrial change with immediate relevance to the scope
of government activity are the following:

(1) Geographical Mobility. The pace of urbanization in Sweden has been
relatively even over the last hundred years. Some of the ‘urban’ costs of this
migration are probably smaller in the present late phase because of economies of
scale, but others have increased because larger investments in social and educa-
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tional infra-structure are now required for each migrant. New towns are severely
affected by these demands. At the same time, the ‘rural’ costs of urbanization
appear to increase over time. As the population base shrinks in the countryside,
public services become more expensive to maintain, and this tendency is aggravated
by the simultaneous development towards larger units of production.

Other costs are incurred by the trans-national migration typical of post-war
Western Europe. Since a very high proportion of the immigrants are part of the
labour force, their contribution to government revenue at various levels probably
exceeds the benefits they can obtain, but some new expenditures for resocializa-
tion, immigration control, interpreters, etc., should nonetheless be taken into ac-
count.

(2) Demographic Change. Aging is a considerable strain on the public purse.
Expenditures for pensions and old-age care increase with the life-expectancy of
the average citizen. Health costs are also affected in a rather complex fashion,
since more spending in this sphere is likely to raise the life-expectancy, which will
in turn increase the demand for medical care.

At the other end of the spectrum, an increasing ratio of children to adults may
lead to new expenditures for day-care and education. In 2 modern society this is
more likely to be due to migration than to mounting rates of nativity. Imbalances
in the population pyramid in particular parts of the country, especially in new
towns, entail two kinds of costs: an increase in current expenditures and higher
depreciation costs for capital investments that can only be exploited for a limited
period of time.

(3) Technological Change. New techniques of production affect the public
sector in several ways in that they give rise to demands for several new services
by the government and for increased public control. The innovative enter-
prises themselves are in need of manpower, infrastructural investments, legal
protection, communication, information, research and development, and many
other forms of assistance. For the trade unions and their members, technological
change may create new problems that are best met by government intervention.
And with the consumers, finally, a multitude of control and inspection needs
arise out of the rapid proliferation of new industrial goods, polluting methods of
production, and growing complexity of everyday life. As Adolph Wagner sug-
gested, changes in technology may also pave the way for a higher degree of gov-
ernment intervention in the economy because investments tend to become so large
that they cannot be financed by private interests.

(4) Market Extension. In this context, it is noteworthy that many costs are
related to the extension of markets, This process increases the effective integra-
tion of various geographical areas and carries with it a demand for more public
control. When a country becomes much dependent on foreign trade, the govern-
ment is likely to become involved both in the marketing effort and in a number
of related activities carried out in cooperation with other states. Another dimen-
sion of the extension of markets is the transition from home production to in-
dustrial provision of goods and services. As households reduce their autarchy and
come to rely on economic exchange, part of their needs can most efficiently be
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catered for through collective production. The increasing division of labour may
also require new safety measures to protect the uninterrupted supply of neces-
sary goods to the families.

(5) Changes in the Labour Force. One aspect of this development is that an in-
creasing share of women join the labour force, i.e., that part of the population
that works in the market sector or in the collective sector but not in the house-
holds. Many services no longer supplied in the households are now provided by
communal or regional institutions, especially care in various forms.

B. The Consumer Perspective: Ideological-Cognitive Determinants

On this level, our main concern is to examine those beliefs, values or aspirations
that make consumers keen on a more extensive or intensive provision of public
goods. We are interested both in views that are new in the sense that nobody ever
held them and in views that have spread to new groups and thus become politically
efficient. Moreover, we are interested in the very process of transmission, for in
an historical perspective it is obvious that one of the most remarkable features of
the modern society is the greater scope and velocity of the diffusion of informa-
tion.

(6) Income-Elastic Demands. A number of new consumer demands are im-
mediately connected to the higher standard of living, As subsistence needs have
been satisfied, various ‘superior’ goods come to the fore. Among these are many
that can best be provided by the public sector and others requiring complemen-
tary action by the government. New patterns of consumption may also raise the
demand for free or subsidized public services such as justice, theatres, or parks.
Some of the effects of the rising standard of living are quite subtle. As Erik Hook
observed, for instance, the large-scale investments in hydroenergy in Sweden
immediately increased the strains on the Water Courts, which deal with the legal
problems of water resource management.®® Similar expansive processes, of far
greater import, are set in motion when the aspirations for extensive education and
health care spread to new strata of the populace.

(7) The Demonstration Effect. This diffusion is significantly accelerated by
the news media, The revolution in social communications, particularly the coming
of television, has led to increased awareness of the standard of living enjoyed by
other segments in society and even in other parts of the world. As a consequence,
expectations and pretensions mount, and people get increasingly sensitive to in-
justices in the distribution of public goods, Through information about secrvices
provided in other political units — communes, landsting, or other countries —
the citizens and their representatives also know more about what there is to get
and can thus better articulate and communicate their views, In this way, the dis-
semination of inventions will become more rapid.*® The growing concern about
‘regional’ problems provides an example of this process. Regional redistribution
has developed in response to pressures from areas that have become increasingly
conscious of their relative deprivation.
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C. Consumer Perspective: Political-Institutional Determinanis

As the Swedish political structure has remained rather stable over a long time, it
is less than probable that changes in this sphere can be brought to bear upon the
expansion of government activities, Nor have there been any significant changes
in the balance of political forces. But the make-up of the institutions could go
some way to explain the differential between Sweden and other countries. Several
components of the Swedish political system appear to be favourable to large
public consumption, In the terms suggested by Almond and Powell, one could
argue that the system has a high ‘responsive capability’; decision-makers are
likely to lend an ear to claims from many quarters.

(8) Proportional Representation. Under the PR system, a multitude of small
groups have their own representatives in the political bodies of local, regional
and national government. In the clectoral arena, candidates need not necessarily
vie for the centre, since they may just as well be returned by a bloc of voters on
the right or on the left. This will contribute to a many-faceted representation of
interests in the legislatures. In the last instance, of course, only a majority is
needed to make decisions, but the very fact that the forming of a majority coali-
tion is postponed to a later stage in the political process may add somewhat to the
influence of minority groups.

(9) “Corporativisin’. The prevalence of strong and well-cndowed interest
organizations and the close cooperation of these organizations with the political
parties and the public agencies is a prominent feature in the Swedish system.
Because of the frequency of communication and consultation and the presence of
organizational spokesmen on many public investigatory committees and agency
boards, this pattern has often been said to be ‘corporativist’. The tight integra-
tion and the plurality of channels between the government and the various in-
terests is likely to promote the transmission of demands and reduce the volume of
the demands that is sifted away in the phase of ‘political aggregation’.

(10) Consensus Politics. Political strife may intensify the pressure for govern-
ment action. Torstein Hjellum, in his study of Norwegian local government,
found that communes with elections along partisan lines spent more than those
not yet politicized.** In certain circumstances, however, consensus might also
contribute to the expansion of the public sector. In virtually all Swedish lands-
ting and communes, the leaders of all major parties are simultancously involved
in the executive functions and carry joint responsibility for the main lines of
policy. At all levels of the polity, it is common practice for decision-makers to
check out the reactions of potential critics before a commitment is made. This
procedure of forankring (lit. ‘anchoring’ a proposal in relevant parts of the
power-structure) ensures political actors against post-decision criticism and may
make them more responsive to suggestions from various groups of citizens.

(11) Decision Practices. New policies play a lesser role in the growth of public
expenditures than old ones that become gradually more expensive. Part of this
cost increase is automatic in the sense that the government has already committed
itself to provide certain services. Primary education, for instance, is compulsory
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for certain age-groups; a ‘baby boom’ will therefore entail further obligations
for the government, and costs will go up without any new consideration of the
question. In the judicial institutions, growing demands for justice will lead to more
waiting, and waiting will generate demands for more resources. Once a certain
right has been granted to all citizens, the level of expenditures will be affected
by forces outside the control of the appropriating authorities.

This calls attention to the style of decision-making. In a system where commit-
ments are made for short periods only or where a thorough review process is built
into all policies, the political institutions are still in good command of later de-
velopments. This is not the case where decisions are ‘open-ended’ and laden with
long-range implications for the public purse. The high proportion of rule-fixed
rather than cost-fixed decisions may be one significant factor behind the growth
in public expenditures.

D, Financial Perspective: Socio-Economic Determinants

The ‘extractive capability’ of a political system is closely linked to the structure
of production. Large-scale taxation is possible only where there is large-scale
economic exchange, and the amount of extractable resources are related both to
the mode and to the volume of this exchange. As external trade is easier to tax
than domestic trade, a substantial part of government revenue in less developed
countries is derived from this source. Urban trade is also easier to tax than rural,
which was a reason for certain restrictions on commerce in the past. And finally,
a far-reaching division of labour which follows from the expansion of the market
economy and the public sector at the expense of home production is an obvious
boon to the tax collector. When more goods and services are traded, there is a bet-
ter opportunity for the government to intervene and intercept a share of the
benefits that accrue to the trading partners.

(12) Increase in Economic Exchange. A notable process in the late stage of
industrialization is the transfer of many household functions to the market sector
and to the public sector. Some services have been taken over by entrepreneurs or
government organs that accomplish them with greater efficiency (but perhaps
less warmth and human feeling). Others have been turned into commodities.
Simultaneously, a large number of women have joined the labour force. The net
result of this transformation is a considerable extension of the volume of economic
exchange. The ratio of work included in GNP figures to all work performed in
society has grown, which is one of the reasons why we have had ‘economic
growth’ — not a misnomer, but a term that conceals the transfer from the ‘in-
visible’ section of the economy to the visible and taxable section. Through this
transfer, the government can extract taxes from a larger part of the populace and
thus finance an expansion of its services.

E. Financial Perspective: Ideological-Cognitive Determinants

Taxation, however, is not solely a question of objective preconditions. It is also a
matter of consent. Unless people are prepared to give up an increasing part of
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their wealth and income, or can be forced by rather subtle means to do so, there
is no room for more public spending. Compulsion alone is not a viable technique
for financing the government of a post-industrial society. Thus, the public at-
titudes towards taxation are highly relevant to the issue.

(13) Income-Elastic Attitudes to Taxation. To some extent, the preparedness
to pay taxes appears related to the level of income. When subsistence needs have
been satisfied, citizens are more likely to part with their surplus resources. The
government of an advanced society would then be in a better position than that
of a poor nation to raise money for public programs.

(14) The Legitimacy and Efficiency of the Government. A second variable is
the prestige of the regime. A state whose sovereignty and identity is well estab-
lished and whose rulers are generally considered to be representative of the people
is likely to have a beiter ‘extractive capability’ than one that is not. As Nitti
observed, the introduction of democracy might therefore be of some importance
for the size of the public sector, and there might well be long-term effects of this
transformation that accrue successively as a result of education and social com-
munication. A peaceful political development and a homogeneous national culture
could sustain this development towards a greater acceptance of high taxes.

The prestige of a regime is obviously affected by its record. Where citizens
believe, rightly or wrongly, that there is a great deal of corruption and ineffici-
ency in government operations, they will hardly be enthusiastic taxpayers. While
no systematic comparison has been made, most knowledgeable observers would
probably agree that Swedes are less suspicious on this score than, for instance,
Americans. Relative mistrust of politicians and bureaucrats appears to be a per-
tinent variable when it comes to explaining the level of public spending in dif-
ferent political systems.

(15) Doctrines of Government. None of this, however, could account for the
significant differential in public spending between such countries as Sweden and
Switzerland, A partial explanation for this gap might be found on the level of
ideology. Herbert Timm has theorized that the lingering influence of the financial
doctrines of laissez-faire was one of the ‘lags’ that retarded the impact of the
economic transformation on government expenditures.®* Surely, wide-spread
views of the legitimate borders of collective action must be accorded some weight
in the political calculus. Where the government is generally regarded as a due
caretaker of most public concerns, taxation may be easier to accomplish than
where the functions of regime are circumscribed by deep-seated convictions about
civic rights and free enterprise.

F. Financial Perspective: Political-Institutional Determinants

Upgrading the system of tax collection is one way of increasing revenue. If
growth in available resources is regarded as an independent variable influencing
the scope of government activities, such measures may have some significance.
But one may also look to the structure of the fiscal system and to the political
techniques used for making decisions on taxation. It seems probable that an
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incongruence between the distribution of political influence among the citizens and
the distribution of the tax burden can accelerate or retard the growth of govern-
ment expenditures.

(16) Fiscal Decision-Making. Under the Swedish system, three bodies beneath
the national level (landsting, communal councils, and church councils) are en-
titled to levy proportional income taxes upon the citizens. In addition, all kinds
of taxes can be imposed by the national parliament. Though the party system
provides certain links between these four bodies, it is sometimes argued that this
practice of independent decision-making by separate organs, none of which is
responsible for the total tax load and some of which — the landsting and the
church council — are rarely in the public eye, confers a heavier burden on the
tax-payers than would be the case if all fiscal policies were made by one legisla-
ture,

Another expansive force is the automatic increases built into progressive taxes.
As nominal incomes go up because of inflation, a larger share of a person’s real
income will be absorbed by the state without any formal decision to this effect.
With steep progression and rapid inflation, the government can sit back and col-
lect substantially more revenue each year without ever touching the tax rates.

(17) Revenue Sharing. When expenditure decisions and fiscal decisions are
made by separate bodies, the overall volume of government activities tends to
increase. Several American studies have confirmed the positive relationship be-
tween federal grants-in-aid and state and local spending.®® While no correspond-
ing studies have been made of the effects of the ample support of the Swedish
national government to the landsting and the communes, it can safely be claimed
that this separation of fiscal and policy responsibility contributes to the willing-
ness to spend at the regional and local levels. Another interesting feature in the
Swedish system which might have had a similar impact was the deductibility of
taxes paid to the regional and local authorities on the assessment of taxable in-
come for the national income tax. This provision, which was abolished a few
years ago, meant that in raising its own tax rate, a commune or landsting would
also enable its citizens to pay a lower national income tax, and less than a hundred

per cent of the revenue raised would therefore impact upon the local or regional
* community. The period in which this roundabout subsidy was at its largest was
also a period of rapid growth in commune and landsting expenditures.

G. Producer Perspective: Socio-Economic Determinants

Technological evolution has many repercussions on the supply of public goods.
With the acquisition of modern techniques and equipment, the government’s
provision of services becomes more efficient, sophisticated, and capital-intensive.
Emerging economies of scale propel the creation of larger units of production.
New professions join the civil service and new skills are employed in carrying out
the functions of public administration. Several of the changes noted under sec-
tion A appear in this sphere also and may affect the production of collective
goods.
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(18) Idle Manpower. The government is often under pressure to employ more
people or to provide idle hands with the means to earn their livelihood. Indus-
trialism, with its periodic recessions, has reinforced this pressure, and novel
economic doctrines — on the cognitive level — have lent it political respectability.
A greater concern for economic stability and full employment is the outcome of
tendencies on both planes — in the objective economic conditions and in the val-
ues of the clectorate.

Assar Lindbeck has suggested that this demand for government employment
or government support for maintenance of particular activities in the private
sector tends to increase and differentiate over time.>* In the welfare state people
get more fastidious about their work. They not only require employment but
want to hold on to the same kind of employment that they have held before or
even to the same job in the same enterprise. Thus, the goal of the labour market
policy evolves from stabilization of the whole economy towards stabilization of
branches and regional subsectors.

According to another theory there is a growing need for employment and pro-
duction support because of the tendencies towards secular stagnation inherent in
the advanced capitalist economy.®® A Swedish version of this hypothesis ad-
vanced by Rudolf Meidner asserts that: (1) employment in Swedish industry is
unlikely to increase, (2) more jobs can only be created in the service sector, and
that (3) a large part of these must by necessity be financed by the government.™

(19) Rising Costs in Public Production. A suggestion already made by Adolph
Wagner, and repeated by many writers since, was that the services provided by
the public sector had an inbuilt propensity to become relatively more expensive
over time. Wagner's chief explanation of this was the growing capital intensity in
defence imposed upon each country by the international arms race. Later theorists
have focused on differentials in productivity increase between the private and
public sectors, largely due to the greater proportion of services in the latter.®¢
Part of the problem, of course, may be that efficiency gains in such areas as
education or hospital care are not as easy to gauge as in manufacture, but even if
some criteria are found, a large number of government activities appear to be
difficult to rationalize. To secure stable output, one would therefore need to
increase the transfer of resources to the public sector, provided that the wage
structure is to be maintained.

H. Producer Perspective: Ideological-Cognitive Determinants

Through communication, citizens get new ideas about what they can demand
from their government, but civil servants and government purveyors also get new
ideas about what to produce. The extension of contacts and the growth of knowl-
edge on the producer side stands out as an important condition of government
expansion. In the private sector, it is scarcely the consumer who initiates new
production, The intelligence functions connected with innovation largely reside
with the producers, and it is only through their search for profitable combina-

26



tions that the market economy can retain its dynamism. The situation in the
public sector cannot be entirely different.

(20) Professional Norms. Professional excellence is a common human goal.
What doctors do is in many respects determined less by patients or administrative
superiors than by the views of other doctors. Professionals develop a code of
behaviour and a set of values that strongly influence the implementation of many
government services and often have expansive effects on the volume of spending.
Innovations in the political sphere — “social inventions’ — are frequently dis-
seminated through professional contacts between producers.3? New doctrines and
skills disseminated through the educational system may make the younger genera-
tion of public preducers more enterprising and expensive than the old one.

(21) Demands for Equality. A related source of demands for more appropria-
tions is the civil servants’ acquaintance with principles and practices in other
parts of the public sector. The ‘demonstration effect’ is not merely a consumer
phenomenon. When civil servants learn about the remuneration and work condi-
tions enjoyed by their colleagues, they demand equal treatment. The standardiza-
tion of wages and other benefits is likely to shift the total wage level upwards.

(22) Organizational Expansion. For a variety of motives covered in the litera-
ture on bureaucracy, people want the organization they are involved in to expand.
Organizational growth may create opportunities for personal self-fulfilment, job
enlargement, careers, organizational slack, increased security, prestige, jobs for
friends and relatives, and a number of other values sought by civil servants.
‘Parkinson’s Law’ is a facetious rcpresentation of this desire for more elbow-
room in administration, but the desire is real enough, and there is no reason to
believe that it declines in post-industrial socicty.

1. Producer Perspective: Political-Institutional Factors

The degree to which pressures for more public production have an impact on the
level of government expenditures is determined by the routines of politics. The
procedures of decision-making may be weighted in favour of certain demands,
whereas others are screened away in the process of political aggregation. This has
reverberations both on the power balance between producers and consumers in
toto and on the competition between various groups on each side. To assess the
influence of certain producers, it is vital to examine a variety of attributes such
as participation in policy elaboration, access to decision-makers, communication
with consumers, authority in public opinion, and indispensability of the public
good provided. Shifts in these conditions, or in the activities of the producer
groups themselves, may contribute to increasing public expenditures.

(23) Pressure Along Administrative Channels. Plans and decisions taken at
the top are often founded and largely dependent on data furnished from below.
The annual budgetary process, in which agencies submit their requests for ap-
propriations, is a major channel for bureaucratic demands for more government
activities, The expansive effects of this process are to a great extent due to the
. selective character of the transmitted information. Subordinate organs tend to be
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very frank about the new needs they perceive but rather tacit about opportunities
for reductions. This is well known, however, and superior authorities have some
experience in knocking down the excess demands received from lower levels.
What incidence this ‘dialectic’ will have on the level of government expenditures
is influenced by a number of cultural variables, such as the degree of trust, con-
servatism, and rationalism in the administrative system.

(24) Pressure Along Electoral-Parliamentary Channels. Producers are citizens,
too, and in a society with a large public sector they are numerous. With the par-
ticular expertise they possess, they often become dedicated opinion-moulders and
advocates of more forceful policies in their own fields. When the rank and file
of all parties contain substantial portions of public producers, pressure groups for
various kinds of government services are built into the political process, and civil
servants become an important constituency for the individual representative. In
many instances, alliances between producers and consumers may be formed within
the framework of the political parties: concerned civil servants and prospective
consumers of public services unite to promote a rise in government expenditures.

(25) Insensitivity to Change. Government decisions are made seldom. Even if
the budgetary process provides the opportunity for an annual review of all public
expenditures, there is rarely an effective examination of ongoing programs, and
‘disjointed incrementalism’ is the chief principle of action.*® This means that
feedback in various forms is normally taken into account only when a large
amount of experience has been accumulated. Adopted policies are likely to re-
main valid for a long time and will not be much affected by less than substantial
pieces of new information and less than substantial changes in the environment.

The relative insensitivity to change inherent in political institutions has an im-
mediate bearing on the size of public expenditures. Theoretically, a decision-
making body may establish the scope of a policy commitment in three different
ways:

The decision may stipulate that a certain value of public goods shall be
produced.

The decision may stipulate that a certain volume of public goods shall be
produced.

The decision may stipulate that the value and volume of public goods to
be produced shall be determined by certain rules, which in effect hands
over the decision to somebody else.

A budgetary decision will often contain elements of all these principles, but the
crucial question is which of them is likely to prevail if conditions change. What
happens, for instance, if the price of the goods goes up? If the first principle has
priority, a smaller volume will be purchased by the government. Yet this is not
often the case. More frequently, decision-makers will feel more strongly attached
to the second or third principle and be prepared to increase their appropriations
to meet the new situation, Public policics are more often volume-determined or
rule-determined than value-determined.
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This has wide-ranging implications for the level of public expenditures. First,
it signifies that a drop in relative productivity (treated under 19) will lead to
more spending rather than less production. Second, it makes government a rather
weak bargaining or trading partner for owners of other factors of production,
both labour, commodities, and raw materials. If a higher price is unlikely to lead
to decreased purchases on the part of the public buyer, there are few restraints
on sellers to keep prices down.

6. Some Concluding Remarks

The above catalogue of potential determinants of rises in government spending is
by no means an exhaustive list but merely a set of examples to illustrate the
diverse approaches that may be chosen in an effort to explain public growth. If
the multitude appears staggering, it should be borne in mind that a truly thorough
inventory of related factors would be far more extensive. Subdividing the nine
fields in our diagram, we might easily arrive at fifty or seventy-five different
processes or events that advance increase in collective expenditures. A general
theory of government growth does not seem to be around the corner.

It is doubtful, however, whether one could ever reach comprehension of the
phenomenon by taking so many circumstances into consideration. Unless crucial
variables are identified, the complexity of the process might even deter from
further attempts to explain and predict trends in public policy and public spend-
ing. By way of conclusion, I shall therefore suggest some areas that appear to be
fertile and worthy of further research. In doing so, I take into account that most
studies thus far have applied the consumer perspective. To complement this pic-
ture we need now turn our attention in other directions.

First of all, to the problems of financial structure and financial psychology.
The fine art of taxation is evidently a fundamental precondition for collective
activities, and it is only governments that have mastered it and practise it with
skill that can ever maintain a large-scale public sector. The technology of resource
transfer between different sectors of the economy is a largely unexplored field,
and one that appears quite promising for comparative research as well as for con-
structive thinking. It is closely related to such key issues of development theory as
the achievement of political legitimacy and the attainment of greater cost-
efficiency in the carrying out of public functions.

Secondly, we should pay more attention to the problem of bureaucratic poli-
tics in its widest sense. Although the political role of administrators is now widely
acknowledged and much good work has been done on the relationship between
politicans and bureaucrats, the essential part of the producers in policy deter-
mination has not yet been sufficiently explored. A good deal remains to be learned
about the practices and principles of the budgetary process and about the “extra-
curricular’ activities of bureaucrats in the political arena.

An important domain is finally the routines of decision-making, the procedures
of evaluation and review, and the very structure of the political decisions, which
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determine, among other things, the extent to which government activities are
affected by changes in the environment. These questions belong to the heartland
of political analysis, but it is nonetheless true that little has been done to generate
abstract theory and tenable generalizations. A mass of scattered observations are
available for sifting and synthesis. This article has suggested one way in which
they might be organized.
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