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other scholars, especially during the past 10 to 15 years, have

made many studies of the growth of government. As the
literature has grown, a number of conventions have become estab-
lished with respect to concepts, measures, assumptions and modes of
analysis. Certain contributions have been viewed as paradigmatic
and hence have served as models for subsequent contributors. No
analytical consensus has emerged. Indeed, one can perceive the
outlines of several competing “schools”— a Chicago school, a Wash-
ington school (see Proposition 16), a mainstream economics school, a
libertarian school, several distinct positions within the public choice
community of scholars, and others.

Despite the diversity of approaches and conclusions, much of the
work has been premised, implicitly if not explicitly, on the acceptance
of propositions that are questionable at best. In what follows, I shall
state these propositions and criticize them. Although I shall provide
citations and examples of scholars who have advanced or accepted
the flawed propositions, my aim is not to compile a catalog of sinners.
The examples are intended only to provide concrete illustrations of
how various analysts have proceeded and to demonstrate that I am
not quarreling with phantoms.

The discussion that follows pertains mainly to the growth of
government as it has occurred in the countries of Western Europe and
their overseas offshoots during the past two centuries, especially

I i: conomists, public choice analysts, political scientists, and
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during the twentieth century. I have specific expertise with regard to
only one case, the United States, so much of my discussion relates
especially to that case. This restriction of the frame of reference does
little harm, because the ideas I shall criticize have themselves been
employed in the same empirical domain for the most part. Further,
as will become obvious, I believe that attempts to achieve universally
applicable explanations of the growth of government are doomed to
fail in any event. I disavow at the start any pretension of contributing
to the construction of a single all-encompassing theory.

Proposition 1
Government activities can be reduced to a single variable (the “size”
of government), which can be accurately measured.

Modern governments undertake many distinct activities. They take
money away from people by taxation and fines; they deliver the mail;
they operate law courts where citizens resolve various disputes and
tennis courts where people work on their backhands; they conduct
medical research; and so forth in nearly endless variety. To sum up
the various activities, one must measure each of them in a common
unit—persons on the government payroll, for example, or dollars
spent by the government. These methods of achieving commensura-
bility seem to make sense until one inquires a bit deeper.

Suppose that, ceteris paribus, the government has added a billion
dollars to its spending for operating the law courts and cut a billion
dollars from its spending for farm subsidies. Has the government
grown? If the changes had been reversed, would the government have
grown? The answers are far from obvious. Government (as a set of
activities) is what government (as a group of people) does, but because
governments do so many diverse things, no common unit of account
can scale the underlying reality satisfactorily.

Often government employees or dollars work at cross purposes in
their impact on the economy. Many analysts have noted the prodi-

- glous “cross hauling” or “churning” associated with modern govern-
ment activities (Becker 1983, p. 389; 1985, p. 341; Musgrave 1985, p.
305). On the one hand, government wheat researchers develop higher
yielding varieties of the crop, thereby increasing the supply and
decreasing the price. On the other hand, government acreage restric-
tions decrease the supply and increase the price. Such examples can
be multiplied indefinitely. I do not mean to suggest that the churning
is accidental or politically irrational in its inception, because inter-
ested parties set each part of the process in motion with their eyes
open and their hands grasping. The implication for muddled mea-
surement remains, however, regardless of the motives involved.
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In view of the heterogeneity, incommensurability, and offsetting
impacts of many government activities, the information content of
any one-dimensional measure of “the” size of government verges on
nil (Peters and Heisler 1983, pp. 178-81, 186; Rose 1983, p. 7). Much
more informative would be an answer to the question: What in
particular is government doing more frequently or less frequently?
Most analysts of the growth of government simply ignore this prob-
lem.

Proposition 2

The best measure of the size of government is relative government
spending, the ratio of government spending to the gross national
product. Good alternative measures include relative tax revenues
(the ratio of tax revenues to GNP) and relative government employ-
ment (the ratio of government employees to labor force).

Many analysts forgo entirely an attempt to justify measuring the
size of government as the ratio of government spending to GNP.
(Often GDP and occasionally NNP or National Income serve as the
denominator.) They just plunge ahead (Lowery and Berry 1983, pp.
666-67; Mueller 1987, p. 115), noting, if anything, that “everybody
does it.” But choices still must be made. Should the analyst include
all government spending, including transfer payments, or only the
government’s “exhaustive” spending for newly produced final
goods and services, which is a component of GNP as conventionally
defined? Both measures are used. Frequently, however, as in the
United States during the past 40 years, the two measures behave
quite differently—in this case the all-spending ratio tends to rise
more or less steadily while the “exhaustive” measure remains more
or less level (U.S. Council of Economic Advisers 1989, pp. 78, 397,
402). Regardless of the exact measure selected, using relative govern-
ment spending to measure the size of government gives rise to many
curiosities.

Consider some cases. (1) Suppose the cereal makers produce and
sell more corn flakes, but nothing else changes. Implication: govern-
ment has shrunk. (2) Suppose people from the Defense Department
sit down with people from General Dynamics and agree to pay more
per unit for this year’s purchase of (the same number of) F-16s, but
nothing else changes. Implication: government has grown. (3) Sup-
pose the government switches, as it did in 1973, from a military
conscription system to a volunteer military force, which will entail
payment of higher salaries to military personnel, but nothing else
changes. Very strange implication: government has grown. (4) Sup-
pose that local governments across the country stop operating and
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spending money for sewerage plants, mandating instead that every
home or business releasing sewage into the system ensure that the
effluent meets strict treatment standards, wth all costs to be borne
by the private sewage generators, but nothing else happens. Implica-
tion: government has shrunk. Such examples can be produced virtu-
ally without limit. Nor are the examples merely contrived. Arbitrary
or counterintuitive determinants of changes in the government’s
relative spending are part and parcel of this measure of the size of
government.

Similar observations, and many others, might be made with
respect to using relative tax revenues as an index of the size of
government. Whenever an index is a ratio with GNP as its denomi-
nator, all sorts of oddities may arise. In the workaday world of
government fiscal reports, the repeated shuffling of various taxes,
especially some or all of the Social Security tax, between on-budget
and off-budget status further confuses the historical record (U.S.
Office of Management and Budget 1989, p. 6).

Michael Boskin (1987, p. 60, emphasis added) recently concluded
that, for various reasons, “the accounting problems are so fundamen-
tal and pervasive that federal budget figures can not be used to
compile an accurate representation of our fiscal history.” (See also the
strictures of Stiglitz {1989, p. 68] on the misleading way the national
accounts treat government enterprises.) A fortiori, these figures
cannot serve as a reliable basis for measuring the overall size of
government in all its significant economic dimensions.

How, for instance, should one take into account the various
activities of government in the credit markets? Governments now
make many types of loans on their own accounts, insure private loans,
subsidize or grant tax breaks on the extension of certain loans, and
insure—sometimes far beyond the explicit promise—deposits in
banks and savings institutions. Joseph Stiglitz (1989, p. 63) notes
that “in the US today, approximately a quarter of all lending (to the
private sector) is either through a government agency or with gov-
ernment guarantees. . . . The magnitudes of the implicit subsidies
and costs—both the total value, and who receives how much—are
hidden.”

Relative government employment also is a fragile index of the size
of government, partly because governments hire millions of “contrac-
tors” (Hanrahan 1983). These workers are classified as members of
the private labor force, even though they work exclusively on projects
set in motion by governments and receive compensation entirely, if
often indirectly, from government revenues. Why are they considered
any more “private” than regular government employees? Only be-
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cause of legal technicalities and accounting conventions that do not
reflect the substance of the matter. As the composition of the total
effective government workforce (regular government employees plus
“private” government contractors) changes, as it often does, the
standard index of relative government employment becomes a spuri-
ous indicator of whether government has grown or shrunk.

Proposition 3

Even if relative government spending (or one of the commonly
employed “good alternative measures”) doesn’t properly measure
the true size of government, the two are highly correlated over time,
and hence relative government spending is an adequate—indeed
indispensable—proxy variable for empirical analysis.

Many analysts know that acceptance of this proposition is risky
(Lindbeck 1985, pp. 314, 325; Borcherding 1985, pp. 376-77). Yet most
proceed, often into extremely intricate modeling and highly sensitive
econometric analysis, without further ado. Sam Peltzman, in a widely
read and cited study (1980, p. 209), was commendable for his candor:

I am going to equate government’s role in economic life with the size
of its budget. This is obviously wrong since many government activ-
ities (for example, statutes and administrative rules) redirect re-
sources just as surely as taxation and spending, but the available
data leave no other choice. My operating assumption has to be that
large and growing budgets imply a large and growing substitution of
collective for private decision in allocating resources.

This rationale, accepted by many others besides Peltzman, has sev-
eral defects.

It simply is not true that one has no choice. There are moun-
tains of evidence not only about the details of spending and taxing
but about the multifarious commands expressed in statutes, regu-
lations, and judicial rulings, all of which sit in the archives and
libraries awaiting researchers. Perhaps studying such nitty-gritty
evidence is beneath the dignity of modern, “high-powered” econo-
mists. If so, they need only make the “operating assumption” that a
single data series, which they can retrieve from a standard statistical
source, provides all the information required for an adequate analysis
of the complex phenomena that constitute the actual behavior in
question. One is reminded of the old joke about the people marooned
on an island with cans of food but no can opener. After a chemist and
a physicist propose esoteric technical solutions, the economist in the
group offers his way of dealing with the problem: “Let us assume we
have a can opener.”
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As for the assumed high correlation between the observed data
series and the unobserved reality, how does one know? Unless one
makes an effort to establish at least the likelihood of a close correla-
tion, one is simply making a raw assertion, a leap into the void.
(Borcherding (1985, p. 377] frankly recognizes the problem but does
nothing about it.)

Proposition 4
Point-to-point or trend-rate measures are adequate explicanda for
the analysis of the growth of government.

Analysts of the growth of government often rely on only a portion of
their data (forget for the moment all that is wrong with the data
anyhow). They may simply compare the size of government at one
time with its size at a later time. Noting that government grew X-fold
between the two dates, they proceed to explain the One Big Change
by relating it to Other Big Changes in explanatory variables during
the interim (Borcherding 1985, pp. 362-69). Others fill in more
blanks, examining measures for “selected years” (North and Wallis
1982, p. 337; Bernholz 1986, pp. 662-63; Mueller 1987, pp. 116-17).
Still others compute from annual or semi-annual data a series of
decade averages or a trend rate of change, making that their expli-
candum (Bernholz 1986, pp. 664, 676, 678). In each case valuable
information is ignored, at great risk to the validity of the analysis.

For example, Gerald Scully (1989, p. 6.93) makes much of a shift
from local government spending to state and federal government
spending in the United States between the average for 1902-1927 and
the average for 1960-1988. Had he examined all the available data,
he would have discovered that almost the entire shift occurred be-
tween 1932 and 1936 (Wallis 1985, p. 5). Obviously the change had
more to do with the Great Depression and New Deal politics than with
the long-term changes in the focus of rent-seeking emphasized by
Scully.

Aside from the inadvisability of throwing away information in an
empirical analysis, one has a more fundamental reason for examining
the full sequence of data: the growth of government has been a
path-dependent process. Because social understandings gained from
experience constrain social beliefs and actions, where the relation of
government to the economy can go depends on exactly where it has
gone—that is, what precisely people’s experiences have been—in the
past. One needs to examine the entire profile of the growth of govern-
ment to discover the dynamic interrelations of ideas and events over
time. (Analysts who emphasize path-dependency include Hughes
[1977] and Higgs [1987a].)
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Some analysts believe that it is better to smooth the data or even to
omit certain deviant years from consideration (Meltzer and Richard
1983). These analysts view the unruly observations as unlikely sto-
chastic deviations from a smoothly changing central tendency; they
prefer that their statistical analysis not be contaminated by “outliers”
(and maybe that their coefficients of determination not be dimin-
ished). I shall criticize the theoretical foundation of these views when
I discuss Proposition 7 below. For now it suffices to observe that the
crises of history, when government expanded abruptly, were real.
People did not forget them. Indeed, people were deeply affected by
such experiences and later behaved differently as a result.

Proposition 5

Government can be analyzed as something having an abstract
“functional” relation to the economy; it is unnecessary to consider
government officials as autonomous decision makers having gen-
uine discretion and making real choices.

The approach implied by this proposition frequently appears as what
I call the Modernization Hypothesis, which maintains that a modern,
urban-industrial, technologically advanced economy simply must
have a big, active government. Modern socio-economic affairs are so
complex. How could they possibly take place successfully without the
guiding, regulating, coordinating hand of government? “The in-
creased complexities and interrelationships of modern life,” said
Calvin Hoover (1959, p. 373), “necessitate this extension of the power
of the state.” Supreme Court Justice William Brennan echoed this
view in a 1985 speech. “The modern activist state,” he declared, “is a
concomitant of the complexity of modern society; it is inevitably with
us” (quoted by Kozinski n.d., p. 6).

One doubt arises immediately. Why is government so much bigger
in some countries than in other, equally modernized countries (say,
Sweden vis-a-vis Switzerland)? But this is not the most fundamental
problem.

Anyone who has understood the message of Adam Smith, not to
speak of the more penetrating and pertinent contributions of Ludwig
von Mises and Friedrich Hayek, immediately doubts the Moderniza-
tion Hypothesis. Indeed it seems backwards, for whereas government
might be able to coordinate a simple pre-modern economy, it certainly
could not coordinate successfully a complex modern economy. The
now undeniable failure of all the centrally planned economies, con-
firming the early insights of Mises and Hayek, clearly supports the
Austrian position on this question.

But my point is different; it has to do with methodological indi-
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vidualism. Even if it were true that a modern economy “requires”
bigger government for its effective coordination, the Modernization
Hypothesis would be virtually worthless as an explanation of the
growth of government. The fatal flaw is the absence of a human actor.
Just because a course of action is “necessary” in some systemic sense
for the successful operation of an economy does not ensure that
anyone has a personal incentive to work toward fulfilling the require-
ment. In the Modernization Hypothesis the process is magical: the
economy “needs” bigger government—POOF!—the government
grows. But who did what to make it happen? And why did these actors
find it in their interest to take such actions? To these questions, the
Modernization Hypothesis, like every other “functional necessity”
explanation, has no answer.

Functional necessity explanations implicitly view government
officials as robots who lack genuine discretion and make no real
choices, automatons programmed to accomplish whatever is neces-
sary to optimally serve the known, unambiguous “public interest.”
This view is mystical and obscurantist; it is also patently, empirically
wrong. (For more general observations on methodological individual-
ism and “the false organismic analogies of scientism,” see Rothbard
(1979, pp. 15-17, 57-61] and sources cited there.)

Proposition 6

Government can be analyzed as if it were a single decision maker;
it is unnecessary to consider conflicts of interest within government
or migration back and forth between the ruling group and the ruled
group.

The difficulties of formal modeling and the analytical attractions of
simplicity have enticed many analysts to embrace this proposition.
(An outstanding example is Auster and Silver [1979].) Of course, in
ordinary discourse and in newspaper columns, we frequently encoun-
ter statements that “the government” did something or “the govern-
ment” decided such and such, without any specification of which
government officials in particular took the action. Sometimes such
usage is a harmless abbreviation. But more is.at stake when analysts
adopt such a conception.

Even so astute a scholar as Douglass C. North (1981, pp. 20-32)
built his “neoclassical theory of the state” on the assumption of “a
state with a single ruler . . . a wealth- or utility-maximizing ruler” (p.
23) who can act in a way that his subjects cannot because, as a single
person, “he has no free rider problem” (p. 32). However useful this
conception may be in understanding a medieval lord of the manor or
the court of Louis XIV, it has virtually no applicability to the govern-
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ments of the western world whose growth during the last two centu-
ries concerns us here.

Modern governments consist of thousands of important decision
makers, not to mention the millions of minions who have at least a
bit of discretion in carrying out delegated activities. In the United
States today, for example, there are more than 80,000 separate
governments, more than 60,000 with the power to tax (Higgs 1987a,
p. 6). Moreover, people are constantly passing back and forth between
the ruling group and the ruled group. The “revolving door” is notori-
ous at the Department of Defense, but a similar phenomenon occurs
at many other places in the government. In many instances, one
would be warranted in regarding certain persons formally outside the
government as more a part of it than most of those formally inside
it—just think of the exogovernmental potency of such figures as
Walter Lippmann, Felix Frankfurter, John J. McCloy, David Rocke-
feller, and Henry Kissinger, to name only a few notables among many.
(For a plethora of contemporary examples, see Dye [1990].) In any
event, no one person, no small group, calls the shots for the whole
hydra-headed creature that is “the state.” People within the ruling
circles, though they may share at least one goal (retaining their own
powers and privileges) constantly engage in internecine struggles.
Supposing that the government operates as if it were a single decision
maker cannot take us far toward a realistic understanding of modern
government or its growth.

Proposition 7

There exists a structure of politico-economic behavioral relations
(an “underlying model”) whose workings generate the growth of
government as a dynamic equilibrium outcome; and this structure
does not change over time.

Whether they think about it or not, analysts who test their
theories of the growth of government by fitting a linear regression
model to the time-series data for a certain period are accepting this
proposition. Econometric theory admits of no exception if the esti-
mated coefficients are to have the meaning they are supposed to have.
Thus, if the theory contains the equation

1) G=oa+BpX+u
and, using linear regression techniques, one estimates the parame-
ters o and B from time-series data for the years 1901-1989 as a and
b, respectively, then one is assuming, inter alia, that the politico-eco-
nomic world was working such that whenever X took the value x’,
then G as a result took the value a + b(x’), plus or minus a purely
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random amount «’, and this result was the case regardless of whether
X took the value x' in 1901, in 1989, or in any other year during the
time period to which the model is fitted. That is, the underlying model
is assumed to be invariant as specified by equation (1). The econo-
metric estimation is designed only to ascertain the numerical values
of the parameters, not to test or otherwise call into question the
functional specification of the model. The specification is presumed
to be given to the investigator by his theory independent of any
empirical observation—in effect, by divine revelation, though the
source may well be one of the lesser deities.

Suppose that G denotes total government spending and X denotes
total personal income as defined in the standard national income
accounts. Suppose further that the estimated value of g turns out to
be b = 0.3. The interpretation would be that every additional dollar
of personal income gave rise to an additional 30 cents of government
spending, no matter when during the period that extra dollar came
into people’s possession: the identical quantitative linkage existed for
income changes occurring between 1901 and 1902, between 1988 and
1989, indeed between any two years in the test period, whether the
pairs be 1933-1934, 1945-1946, or any other. The dates just don't
matter—by assumption.

Is the assumption plausible? No. The world of 1901 differed in
many pertinent ways from the world of 1989. Among other differ-
ences, people at the two dates had quite different ideas about what
they wanted the government to do. In the United States in 1901 many
people still thought in terms of a variant of classical liberal ideology.
They wanted not much more than a night-watchman state, and they
already had more than that (Higgs 1983; 1987a, pp. 77-105; 1989c,
pp. 92-98). In 1989, in contrast, most Americans had relatively in-
flated ideas about the range of social and economic “problems” they
wanted the government to “solve” (Smith 1987; Higgs 1989c¢, pp.
101-03). Even if the ideology had not changed—and historians may
reasonably differ about precisely how and when it did shift—socio-
economic and political conditions certainly had changed enormously.
In 1901, a majority of the population still lived in rural areas and 43
percent of the labor force worked in farming, fishing, and mining. In
1989, less than a quarter of the population lived in rural areas (many
of them with easy access to a city) and less than 4 percent of the labor
force worked in farming, fishing, and mining. These differences in
socio-economic conditions are but two of the many that starkly dis-
tinguish the people of 1901 from those of 1989. Wouldn’t it be strange
if people so differently situated, even without subscribing to different
views concerning the desirable scope of government, should just






