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CHAPTER FOUR 

Thinking Sensibly about the 
Size of Government 

LANE KENWORTHY 

Although America's self-image and international reputation are 

as a nation of limited government-of laissez-faire-govern

ment has been intimately involved in the economy throughout 

the country's history.1 Some government efforts have helped the 

economy grow. Others have helped ensure that economic 

growth benefits everyone, not just those with the most talent or 

luck. Americans up and down the socioeconomic ladder enjoy 

much higher living standards now than at the nation's founding, 

or even half a century ago, and government has played a major 

role in this achievement. 

Since the 1930s, social programs have been a big part of gov

ernment's expansion. As we get richer, we tend to want to spend 

more to insure against the risk of income loss or large expenses 

due to illness, accidents, job loss, family needs, old age, and 

more. We also tend to care more about fairness-we want eve

ryone to have basic economic security and a minimally decent 

standard of living, and we want people from less advantaged cir

cumstances to have a reasonable shot at reaching the middle 
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class. It's therefore not surprising that over the past century 

we've created a host of public social programs, from Social 

Security in 1935 to the Affordable Care Act in 2010, and that gov

ernment spending has increased significantly. In 1920, govern

ment expenditures amounted to 12 percent of the country's 

GDP. In the first decade and a half of this century, they've aver

aged 38 percent.2 

Where should we go from here? That hinges on the answers 

to three questions. Is the country doing fine, or are we falling 

short of where we'd like to be? If we're falling short, can govern

ment help? If it can help, wou ld doing so have adverse effects on 

other things we want, such as a healthy economy?3 

Jon Bakija, Peter Lindert, Jeff Mad rick, and I have tried to 

answer these questions in this book. Here, in brief, are our 

conclusions.• 

FOUR SHORTFALLS 

Over the past generation, America hasn't been doing nearly as 

well as it should and could in quite a few respects. Chapter l 

highlights four important ones. 

First, we haven't invested sufficiently in the maintenance and 

improvement of the country's infrastructure. Our systems of 

transportation, energy, water, and communication are vita l to a 

high quality of life and to economic vibrancy. We need to do 

more to preserve and upgrade them. 

Second, too many Americans lack sufficient financial secu

rity, and in some respects this problem has been getting worse. 

The incomes of the least well-off are too low, and our progress 

in lifting them has slowed dramatically. A significant and rising 

share of households suffer large fluctuations or outright declines 
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m income. Too many are vulnerable to large unexpected 

expenses. 

Third, over the past generation, we've made no progress in 

improving opportunity for Americans who grow up in low

income households, and we may have even lost ground in this 

fight. Equal opportunity is one of our most cherished goals as a 

nation. More than 90 percent of Americans consistently agree, 

according to Pew Research Center polls, that "our society should 

do what is necessary to make sure that everyone has an equal 

opportunity to succeed."; Yet a child whose parents are on the 

bottom fifth of the income ladder has only a 30 percent chance of 

making it to the middle rung or higher, according to the most 

recent data. We can't expect to achieve fully equal opportunity, 

but we're surely capable of doing better than this. 

Fourth, since the late 1970s, too little of the country's eco

nomic growth has reached the incomes of households in the 

middle and below. Wage levels for ordinary Americans have 

been virtually stagnant. Only employment growth-in the form 

of households adding a second earner-has made it possible for 

incomes to increase at all, and since the turn of the century, 

employment too has been at a standstill. 

GOVERNMENT CAN HELP 

Markets, families, and voluntary organizations are unlikely to 

get us very far in addressing these problems. Indeed, market 

developments are a key source of the pressures and strains on 

ordinary American households. As product market competition 

has intensified and computers and robots have proliferated, firms 

have faced greater pressure to reduce their workforce, hold 

wages in check, and pare back benefits. Meanwhile, families and 
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voluntary associations have weakened. The share of American 

children who grow up with one parent or with a constantly 

changing cast of parents, partners, and stepparents has increased. 

Civil society organizations, from churches to parent-teacher 

associations to labor unions, have lost members and influence. 

Government can't solve all of our problems, but as chapter 1 

explains, it can help improve infrastructure, economic security, 

opportunity, and fairly shared prosperity. We know this from 

America's experience over the past century. Universal K-12 

schooling, public universities and community colleges, the GI 

Bill, veterans benefits, Social Security, unemployment insurance, 

Medicare and Medicaid, disability benefits, the statutory mini

mum wage, the Earned Income Tax Credit, the Child Tax 

Credit, food stamps (SNAP), housing assistance, energy assist

ance, school lunches, training and job search programs, Head 

Start, and even the not-widely-beloved Temporary Assistance 

for Needy Families (formerly Aid to Families with Dependent 

Children), plus a host of others, are success stories. Some of these 

programs are huge; some are relatively small. Some work better 

than others. All of them require taxes, and all of them have some 

unintended adverse effects. But every one of these programs has 

improved living standards and fairness for ordinary Americans. 

We also know from the experiences of other affluent nations 

that there are additional programs and program features that 

the United States could usefully adopt, such as full y universal 

health insurance, one-year paid parental leave, universal early 

education, a child allowance or more generous Child Tax 

Credit, very low-cost college education, paid sickness insur

ance, and more paid vacation days. 

Expanding some of our existing social programs, adding new 

ones, and funding our infrastructure needs won't be cheap. As a 
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rough estimate, and including increases in the cost of Social 

Security and Medicare that will come with the retirement of 

the baby boom generation, we're looking at adding perhaps 10 

percent of GDP in government expenditures. 

MORE GOVERNMENT SPENDING ON 

SOCIAL PROGRAMS AND INFRASTRUCTURE 

PROBABLY WON'T HURT THE ECONOMY 

Logic tells us that there must be some point at which public pro

vision of infrastructure and social programs will begin to harm 

the economy. If the taxation needed to fund this spending is too 

heavy, it will cause a reduction in investment and innovation. If 

the programs weaken employment incentives, fewer people will 

· be in paid work. The result will be slower economic growth and 

thus a lower standard of living for everyone in the long run. 

It would be nice if social scientists could locate the tipping 

point-the point beyond which public spending on social pro

grams and/ or infrastructure reduces economic growth-with a 

theoretical model or a computer simulation. Alas, we can't. We 

need empirical evidence. 

There are many potential sources of such evidence: observa

tional studies of individual behavior, experiments, comparisons 

across cities or regions, and more. The most informative, in our 

view, is examination of the experiences of countries over time. 

What we want to know is, if the United States increases public 

spending on infrastructure and social programs and raises taxes 

in order to pay for this spending, how much, if at all, will eco

nomic growth decrease? The most useful information for answer

ing this question is what has happened when America and other 

rich, longstanding democratic nations have done this sort of thing 
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in the past. This is a small and diverse set of countries, and they 

haven't been randomly assigned to groups in an experimental 

design, so we need to be cautious in drawing conclusions. But 

there is no substitute for trying to learn what we can from these 

countries' experiences. 

Over the past 150 years, and particularly since around 1960, 

affluent democratic nations have made very different choices 

about the size of government. Beginning with little in the way of 

public social programs and with roughly similar levels of gov

ernment expenditures and taxes, these countries experienced a 

large and persistent divergence in the size of their governments. 

If big government causes significant economic damage, we ought 

to be able to see that impact in these nations' economic growth 

patterns. 

Chapter 2 examines what countries' experiences tell us about 

the effect of public social programs-the welfare state-on eco

nomic growth. Nations with more generous welfare states tend 

to have lower poverty rates, lower income inequality, less gen

der inequality, longer life expectancy, and greater happiness. 

They have achieved this without any apparent reduction in eco

nomic growth. A welfare state sized and structured like those in 

countries such as Sweden, Denmark, and Norway has so far 

turned out to be, in the lingo of economists, a "free lunch." It 

gives us a more fairly distributed economic pie without reduc

ing the size of the pie. 

Why has the large welfare state proved to be a free lunch? We 

don't know for certain. It may be because the types of taxes 

these countries use ro pay for heavy government expenditures 

are cheap tO administer and create little or no disincentive for 

work and investment. It could be that generous social protec

tions encourage risk-taking, innovation, and the acceptance of 
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globalization and new technology. Maybe these countries' heavy 

reliance on universal benefits improves societal cohesion. Per

haps their healthcare systems ensure a more productive labor 

force. Maybe egalitarian wages and incomes encourage more 

work effort and loyalty to employers. Perhaps their public social 

programs help to better develop and utilize women's human 

capital. 

Some continental and southern European nations have had 

slower economic growth than the United States over the past 

generation. While opponents of a large welfare state point to 

this as evidence that those nations have passed the tipping point 

mentioned above, the economic struggles of those countries 

owe largely to excessive protection of vested interests against 

competition in product and labor markets, not to the welfare 

State. 

Chapter 3 looks at whether the overall size of government, in 

terms of expenditures and taxes, has reduced economic growth. 

Data going back to 1870 are available for twelve major industrial

ized countries. In the century and a half since then, government 

expenditures as a share of GDP have risen sharply in these 

countries. Yet they didn't experience a slowdown in their long

run economic growth rates. The fact that economic growth has 

been so stable over this lengthy period, despite huge increases in 

the size of government, suggests that government size probably 

has had little or no impact on growth. 

If we compare across these countries, the evidence suggests 

that the ones with bigger increases in government expenditures 

since the late 1800s experienced similar-possibly faster, at 

worst only marginally slower-rates of economic growth over 

this period compared to those with smaller increases in govern

ment size. A good bit of the divergence across rich countries in 
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government spending and tax levels occurred after 1960, and in 

this more recent period we have data for more countries. Here 

too we observe that nations with larger and smaller increases in 

government size had similar economic growth rates. 

Other social scientists have attempted to estimate the effects 

of the overall level of taxes and/ or government spending on eco

nomic growth since 1960, often using sophisticated econometric 

techniques and attempting to control for other determinants of 

economic growth. A few of these researchers have concluded that 

larger government is associated with slower economic growth. 

But these findings might be wrong: there are reasons to worry 

about whether this type of analytical strategy gets us closer to 

the truth than a simpler approach, and each of these studies has 

questionable elements. Even if they are right, their finding is that 

high levels of government taxation or spending reduce economic 

growth but that the programs these taxes and expenditures pay 

for increase economic growth, with the net result that the econo

mies of big-government countries have grown just as rapidly as 

those of not-so-big government countries. So if the question is 

"Would the long-run economic growth of a nation like the 

United States decrease if it were to adopt the Nordic package of 

public social programs and the taxes needed to fund them?" it 

appears there is a near-consensus among researchers that the 

answer is "Probably not." 

To sum up: The evidence available for assessing the effect of 

public social programs and overall government taxes and expen

ditures on economic growth isn't perfect, so it's impossible to 

offer a definitive conclusion. But the most reasonable judgment 

at this point is that the economic harm from big government in 

rich democratic nations has been nil, or at worst very modest. 
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WHAT LIES AHEAD 

Will America move toward bigger government? That depends 

on what citizens want, what they ask for, the partisan balance of 

power in government, the relative strength of organized inter

ests outside the electoral arena, circumstance, luck, and a host of 

other factors. These are difficult to predict, and it isn't our goal 

here to try to do that.6 

Our aim with this book has been to examine the best availa

ble evidence on the impact of government size on the economy. 

Our conclusion is that increased government spending on infra

structure and social programs would benefit many ordinary 

Americans, and it wou ld cause very little, or more likely zero, 

economic harm. 




