CHAPTER ONE

The Sources of Big Government:
A Critical Survey of Hypotheses

One of the most striking phenomena of modern times has been the
steady growth of the government sector. Despite the hot political
debates that have greeted the successive steps of government expan-
sion, there is surprisingly little scientific understanding of the forces
tending to bring it about.

J. HIRSHLEIFER

We must have government. Only government can perform certain tasks
successfully. Without government to defend us from external aggression,
preserve domestic order, define and enforce private property rights, few of us
could achieve much. Unfortunately a government strong enough to protect
us may be strong enough to crush us. In recognition of the immense potential
for oppression and destruction, some consider government a necessary evil.
Ludwig von Mises, an arch-libertarian but not an anarchist, disputed this
characterization. “Government as such,” he declared, “is not only not an evil,
but the most necessary and beneficial institution, as without it no lasting
social cooperation and no civilization could be developed and preserved.”
Like all who inherit the Lockean tradition, Mises believed that a strong but
limited government, far from suffocating its citizens, allows them to be
productive and free.!

For more than a century after its formation the United States had a
government that approximated, perhaps as well as any actual government ever
did, the ideal envisioned by Mises: strong but limited. Despite major short-
comings, especially its oppression of blacks and Indians, the government
created a political and legal environment conducive to rapid economic devel-
opment, fostering what Willard Hurst, the eminent legal historian, has called
a “release of energy.”? Inventiveness, capital formation, and organizational
innovation flourished as never before. Specialization and trade increased
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prodigiously. During the nineteenth century the nation became the world’s
richest and freest society.

The nation’s second century, however, has witnessed a decline of the
commitment to limited government and extensive private property rights. In
1900 the government still approximated a minimal state. Americans did not
practice pure laissez-faire—no society ever did—but they still placed binding
constraints on government and allowed relatively few projections of its power
into the economic affairs of private citizens. That long-established restraint
has largely dissolved during the past seventy years. Government now suf-
fuses every aspect of economic and social life; it may now, as Warren Nutter
said, “take and give whatever, whenever, and wherever it wishes.” Merely to
list its numerous powers would require volumes: farms, factories, and stores;
homes, schools, and hospitals; science and technology; even recreation and
amusements—all feel its impact. Virtually nothing remains untouched by the
myriad influences of governmental expenditure, taxation, and regulation, not
to mention the government’s direct participation in economic activities.> An
abbreviated organizational chart for the federal government, shown here as
Figure 1.1, suggests the gargantuan scope of modern government, even
though it represents only a general outline of the activities undertaken at a
single level of government.

How did this momentous transformation of American political, legal, and
economic institutions occur? What motives and convictions inspired it? What
socioeconomic developments promoted or obstructed it? Who expected to
gain, or lose, as a result?> What persons, elites, and interest groups played
decisive roles? What circumstances allowed them to seize the helm of history?
Did the growth of government proceed smoothly or episodically, and what
forces shaped the profile of its change? I shall attempt to answer these
questions.

My answers necessarily will leave much of the story untold. So many
events and influences have had a bearing that nothing less than a comprehen-
sive social, political, legal, and economic history of the past century could
begin to answer all the pertinent questions. My objectives are more limited,
partly because so much has already been done.

Several explanations of the growth of government have been advanced.
Too often, however, the proponent of a particular hypothesis extols it as if no
other wheel will roll. But many of the proposed explanations contain valid
insights, and they are not necessarily mutually exclusive. Nothing is gained
and much is lost by attempts to locate a single source of Big Government.* [
reject the approach that seeks a monocausal explanation. I shall strive instead
to comprehend what the various hypotheses can and cannot explain, apply-
ing them selectively and using them as points of departure in developing my
own ideas.



‘018 “d ‘(€861 ‘@010 BUNULI JUBWIUIBA0D 'S’ 'D°Q ‘UOIBUIUSBM) FB/ESEL '[BNUBYY JUBLUUIBAOD) SIRIS PANUS) 8y ‘181s1BaY 1818Pd BUI JO BOIYO 02IN0S

UONENSIUIWDY SURIBIBA
Ajsoyiny Aej(BA 89850ULB)
@21A195 |€150d ‘SN
UOISSIWWIOD @p&4L (BUOHEBWDIL 'S}

Aaueby uonesedood
wawdo|BARq [BUOHEUIBIY| SN
Aoually uoljeUNOiL SN

Aoueby
JUBLIBWIES|] PUB |02UOD SUlY ‘ST
UOIIRIISIUIWPY SSOUISNG HRWS
WOISAS BUIRSG 941108165

¢} pue

PlECE JURWEINOY PEOL(IEY
UOISSHLWOD 81BY [®ISOd
uopeiodio) AjuRieng ljeuag uoisudd

sdi00 @288y

UOISEILLIOD jBUED BWRURY

1ewabruey jBuLOSIag JO B0
UOISSIWWIGD

MBIABH Y)BSH PuE A]9jBS [BUOIIBANIIO

uoisB|WWY AojeinBey

pieog Al9jeg uonepodsuRs )

UOIEPUNGJ BIUBIOG [BUOHEN

pieOg UCHEB|PAI (BUDIIEN

preog SUCHEBeY JOGET [FUCHIEN
senuewny 8yl

PUE SV 8y} UO UOHEBPUNOS [RUOHEN

UOHEBNSIUIWIPY UTIUN 118D {BUOHEN
UOISSIUWOD

Suiuurlg jended |euoiEN

PIROQ UDIDIIOIY SWOISAS JIOW
UOISSHILIOD 8D12WWOYD 818ISIBILY
UOIIEPUNO LEJLIBY-IBIU|
UOHBASIURUPY SO3IAIBS [€1BUSD

By} JO $10UIBA0H
1O PIBOG "WBISAS BAISAY (819D
LRI
UOCHBHIOUOD PUE LONRIPIN (B8PS
jeiopad
Alsoyiny suolieay J0GeT (219p8d
preog yueq UBOT BWOH (819P3
Aouely
wawaebeury Aouebiow3 (819pa4

UOISSILILIOD SUOHBIIUNWILIOY (BI8PaI
UOJIBNSIUUPY NPI] UlE4
S 8y} 40 yueY Lodwi-Lodx3
UOISSIWWIOD

ApunpoddQ Juawhoidw3 jenb3
AousbBy u0{128104d (BlUSUILDIALY
uoissiwwo? A18jBS 1911p0id Jewnsuad
UOISSILWOY Buipel) SNy ANPOWWOD
SUY 0UI JO UOISSIWWOD
SO IIAD UO LOISSIWIWOD
pIBOE SINNEUOIBY IAMD
AousBy #ouabijieiu; 1R13URD
BuliSEIPEOIG {BUOHEUIBIU 1O} PiROE

2 61

L )

8y} 4O 8OO BANBJISIULLPY
UNoD X8 SN PEIUN
s{vaddy
ARl 1O LIROD SIS PalUN
SUN0D |BOJILSL

unoxNQ [es8ped syl
10} sigaddy Jo NGO SHEIS PONUN
10D SWBLY S81EIS PejuN
SLNOD 1011S1Q S@IRIS PAYUN
s120ddy JO SLCO ST POIYN
sans paiun ¥
oy} 10 UNOD swisidng sy

HONVYE VIDI0NT

8pBIL [BUOHELIBIU] JO LNOD SBIRIS PajIun

Aanod

UONBASIUIWAY O BP0

ABojouyde] pue 8uBidS JO 8O
ANEND [R1LBWUOIHAUT UO J1OUNOD

WepiseLd iy JO IO AR
AN3QIS3dd IHL

HONVYE JALIND3XI

eAjjBjUesaIdaY apel)
$9IBIS PSJIUN BY} O 8OO
uawdo|@asg AdNod 0 8IIHO
119UN0D Andes jeuceN
S185(APY DJWOUOIT JO [1IUN0D
196png pue juawasbeuey Jo 99140
92))40 9SNOH BUUM

0 1
uonesodion uojiens|uILpY UOISSILILIOD U01O8(] 18P “§°N 8y} JO BIUBIAUOD BAIBIISIUIWPY
q anusay 038dS PUE S31INBUCIBY (BUOHIBN uonesd:o) souRinsu] nsodeq jeseped NOILOY
SNOILYHOdHOD INFWNHIAOD OGNV SINIWHSINBVLSI LINIONIJIGNI
13A30
AdNSY3YL NOILVIHOJSNYYL 31v1S 30 Hoavy aousne HOIILNI FHL z<mﬁmuuw wz_m:o:
3HL JO ININLYVLIO0 40 IN3WILVE3Q AN3WIHYd30 40 INIWLHVL3a 40 AN3WiHvVd3a 40 LN3W.iYvd3a
40 ININLUYJII0
L 1 1 1 | | ]
YW :wmwu,wwm.:m: ADMANT NOLLYONG3 3sN343a 3OHIWNOD FUALINOWOY
40 LININLYVd3Q 40 ININIYYLIG
34O INIWLEVA3a 40 LNINIBVII0 40 ININLHVIIQ 40 ININLYVLIO A
| 1 1 I 1 B |
i
B iy
181u8D |B12IPNF RIopo3 . SR
SUNCH s8)8IS pajun AN3QI1S3Hd IDIA IHL

reunquy Ayedoy wbpAdoo

2340 190png |euoissaIbuo)
Juewssessy ABOIOUYIBL JO 8O
sseabuoD jo Areiant

62}4)0 Buluiig IWSWUIBA0D

2911j0 Bununoody {e18ued
uepien ojuelog $8)RIS palun

141080 Byl JO J0BIOIY

asnoH ssueg

SSIYONOD IHL

HONYHE JAILVISIOF

1

)]

sins

NOILNLILSNOD IHL

SILVLS QILINN 3HL 40 LINFWNHIAO0Y 3FHL

PRuMU] A JO JUAUILLI3AOTY) 31 jO COCﬂNmCﬂMuO

"8010uale JeYI0 IO} @) BIS
“JUBUILIBACYD) B} jO S9jOUeDE
epodwy 810w 8y) Ajuo
MOYS O} SHDOS JeYd SIyL

"1 234




6 Framework

Unfortunately some explanations of the growth of government deal in
abstractions that obscure the very nature of government. Some speak of
government as if it were One Big Nonhuman Thing, a gigantic man-eating
machine. The Spanish philosopher José Ortega y Gasset, for example, said,
“In our days the State has come to be a formidable machine . . . set up in the
midst of society . . . anonymous . . . a machine whose existence and mainte-
nance depend on the vital supports around it ... sucking out the very
marrow of society.” But for better or worse a government is itself human: itis
simply the collectivity of persons who exercise legal authority .’

Treating government as One Big Nonhuman Thing, distinct and apart
from the people, encourages misleading characterizations of what govern-
ment is and does. Real governments cannot survive without the sustenance
and support, or at least the tolerance, of nongovernmental people. Moreover,
some people are always circulating between the rulers and the ruled. The
American government includes several levels—federal, state, local, and hy-
brid; and several branches—legislative, executive, judicial, and hybrid. The
sheer number of separate governmental entities belies a conception of govern-
ment as a coherent institution. There are more than eighty thousand separate
governments in the country today, more than sixty thousand with the power
to tax.6 Obviously the multitude of people occupying positions of authority
within these varied and numerous governments lack unity of purpose. Con-
flicts within government may be as common and significant as conflicts
between the rulers and the ruled.” Because no one in the huge, fragmented
domain of authority can simply impose his will on all the others, governmen-
tal policies normally result from rivalry and struggle resolved through nego-
tiations, compromises, deals, pulling and hauling. We would do well to bear
constantly in mind that the American government is and always has been not
One Big Nonhuman Thing but rather many coexisting human institutions of
varying function, scope, and authority.® My concern in this book is mainly
with the widening scope of the legislative, executive, administrative, and
judicial powers exercised by the persons who constitute the federal govern-
ment. One must remember that the growth of the federal government is only
part of the story of the growth of government.

EXPLANATIONS OF THE GROWTH OF GOVERNMENT

Modernization

Reading between the lines of many historical works, one encounters the
Modernization Hypothesis. It maintains that a modern urban-industrial econ-
omy simply must have an active, extensive government; that laissez-faire in



The Sources of Big Government 7

the late twentieth century is unimaginable. Declamations about the absurdity
of horse-and-buggy government in the Space Age or the impossibility of
turning back the clock of history give rhetorical thrust to the idea. Exactly
why a modern economy must have Big Government usually remains obscure.

Subscribers to the Modernization Hypothesis sometimes argue that a
modern urban-industrial economy must have considerable governmental ac-
tivity because it is so complex. “That the increased complexities and interre-
lationships of modern life necessitate this extension of the power of the state,”
insisted Calvin Hoover, “is no less true because it is such a well-worn
cliché.”® No one denies that the economy has become more complicated.
New products, technologies, and industries have proliferated. The popula-
tion has grown and become more concentrated in urban areas. Interregional
and international movements of goods, money, and financial instruments have
multiplied. Increased specialization has made individuals less self-sufficient,
more dependent on a vast network of exchange.

Yet one cannot correctly infer that, merely because of growing complexi-
tics, economic affairs have required more governmental direction for their
cffective coordination. Many economists, from Adam Smith in the eighteenth
century to Friedrich Hayek in the twentieth, have argued that an open market
15 the most effective system of socioeconomic coordination, the only one that
systematically receives and responds to the ever-changing signals transmitted
by millions of consumers and producers.!® This argument turns the Moderni-
zation Hypothesis on its head: while the government might be able to
coordinate economic activities in a simple economy, it could never success-
fully do so in a complex one. The artificial shortages and gasoline lines of the
United States in the 1970s—not to mention the chronic frustration of consum-
ers in the socialist countries—give force to the critics’ argument.

How a market economy operates, of course, depends on the character and
degree of the competition that propels it. Some observers believe that the
emergence of large corporate firms in the late nineteenth century fundamen-
tally altered the economy’s competitiveness, ushering in a new era. “This
transformation of competition into monopoly,” wrote V. I. Lenin in 1916,
“is one of the most important—if not the most important—phenomena of
modern capitalist economy.” Accepting this claim, one might interpret the
growth of government during the late nineteenth and early twentieth centu-
ries as a reaction, a development of “countervailing power,” by which the
public resisted the higher prices, lower outputs, and distributional distortions
that big business would have entailed under unregulated conditions. Repre-
scntative events include the enactment of antitrust laws and the creation of the
Federal Trade Commission and the various industry-specific regulatory com-
missions such as the Interstate Commerce Commission and the Federal
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Communications Commission. In short, according to this interpretation,
economic modernization fostered the growth of private monopoly power,
and government grew more powerful to hold that pernicious, irresponsible
power in check.!

The explanation is weak in both theory and fact. Many large corporate
enterprises developed during the late nineteenth century, and the turn of the
century witnessed a spate of mergers crowned by the creation of such
industrial giants as United States Steel, American Tobacco, and International
Harvester. But no one has ever established that the economy as a whole
became substantially less competitive. Even within specific industries neither
huge firms nor high industrial concentration ratios necessarily imply an
absence of effective competition. The founders of the big firms sought
monopoly power and profits, to be sure, but rarely did they succeed in
gaining these objectives for long. The decisive aspects of competition are
dynamic—chiefly technological and organizational innovation—and under
conditions of dynamic competition neither a firm’s bigness nor an industry’s
high concentration poses a serious threat to the welfare of the public.!2
Furthermore, despite the almost exclusive attention lavished on manufactur-
ing by analysts of the monopoly-power school, manufacturing is not the only
important sector of the economy; nor is it in a relevant sense the “dominant”
or the most “strategic”’ sector. Elsewhere—in wholesale and retail trade, for
example—competition clearly increased enormously during the decades
around the turn of the century. Consider how many local bastions of monop-

oly power must have been battered down by the advent of the mail-order
" distributors such as Sears, Roebuck & Company and Montgomery Ward. In
many industries the monopolistic proclivities of large firms in concentrated
industries were held in check by foreign competitors, actual or potential.

Besides, the government’s actions have tended more to preserve weak
competitors than to assure strong competition. In this respect the historical
performances of the FT'C and many of the industry-specific regulatory
commissions are notorious. As George Stigler has said, “‘Regulation and
competition are rhetorical friends and deadly enemies: over the doorway of
every regulatory agency save two should be carved: ‘Competition Not Ad-
mitted.” The Federal Trade Commission’s doorway should announce, ‘Com-
petition Admitted in Rear,” and that of the Antitrust Division, ‘Monopoly
Only by Appointment.’”!? The government’s regulatory agencies have
created or sustained private monopoly power more often than they have
precluded or reduced it. This result was exactly what many interested parties
desired from governmental regulation, though they would have been impoli-
tic to have said so in public. The “one common conclusion” reached by
historians of regulation is that ‘“‘regulatory politics involved an intricate,
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complex, struggle among intensely competitive interest groups, each using
the machinery of the state whenever it could, to serve particularistic goals
largely unrelated to ‘public interest’ ideology except in the tactical sense.”!4
But antitrust activities and the regulation of entry, prices, and services within
industries—however one views their motivation and results—constitute a
minor part of the multifarious activities of modern government.

Sometimes arguments in support of the Modernization Hypothesis make
much of the population’s increased crowding. People living cheek by jowl
inevitably create spillover costs, which economists call “negative externali-
ties”’; outsiders unwillingly share the costs of others’ actions. Pollution of air
or water is a familiar example. If the legal system fails to define and enforce a
private propery right oyer every valuable resource, including clean air and
water, then negative externalities may entail an inefficient pattern of produc-
tion and resource use in the free market. For example, smoke from your
factory smokestack may soil the clothing hanging on my clothesline, yet I
cannot make you pay for the damages; nor can I effectively constrain or
prevent further emissions. From a social point of view the activity of your
factory is excessive because a portion of its true cost of operation is shifted
without consent or compensation onto outsiders like me, who have no voice
in determining how your factory is operated.

Governmental regulation conceivably. can ameliorate such conditions.
Whether historically it has done so has depended on how the government has
framed and enforced its regulations, which has partly determined the magni-
tudes of the costs and benefits of its interventions. Proponents of the Mod-
ernization Hypothesis take for granted that negative externalities historically
have been common and significant, that much governmental activity has been
motivated by a desire to rectify such conditions, and that the interventions
have routinely succeeded in bringing about a more efficient pattern of re-
source use. Each of the suppositions may be questioned. Some economists
doubt that government can or will deal successfully with externalities. As
Leland Yeager has said, government is itself “‘the prototypical sector in which
decision makers do 7ot take accurate account of all the costs as well as all the
benefits of each activity.”15

No doubt some significant negative externalities have existed and some
governmental interventions have been motivated by a desire to rectify baneful
conditions. Public health regulations furnish the most compelling examples.
Contagious diseases undoubtedly generate external costs: historically they
caused tremendous harm; and government’s public health regulations were
generally framed and enforced to bring about a more efficient condition.1 In
recent decades, antipollution laws and enforcement bureaus such as the Envi-
ronmental Protection Agency provide examples of the governmental artack
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on negative externalities, though the framing and enforcement of the environ-
mental regulations raise many questions about their exact intent and about
their success when all costs and benefits are taken into account.!’

In sum, the Modernization Hypothesis has some, but not much, merit as
an explanation of the emergence of Big Government. Regulation of industrial
competition, public health, and environmental externalities makes up only a
small part of what modern governments do. Most governmental activities
have no plausible connection with the increased complexity of the economy,
maintenance of competition, or the spillover costs that attend population
concentration.!8 Especially in application to the federal level, where govern-
mental expansion has been most prodigious in the twentieth century, the
Modernization Hypothesis has little to offer.

Public Goods

A related idea—it also involves nonexclusivity or spillover effects—has to do
with public goods. In the language of economics a “public good” is not
simply or necessarily one supplied by government. Rather, it has the peculiar
property of nonrivalry in consumption: its enjoyment by one consumer does
not diminish its availability for the enjoyment of another. Once the public
good has been produced, its use has no marginal cost, because its enjoyment
by additional users requires no further sacrifice of valuable alternauves.
National defense is the most familiar example. If more protection from
external aggression is provided, all citizens within the protected territory
share the benefit of enhanced protection equally. My enhanced security does
not entail diminished security for any other citizen.!

Public goods create a problem: because all consumers share their benefits
fully, each consumer has an incentive to avoid paying for them. Each wishes
to be the “free rider.” Where private goods are concerned, consumers who
won'’t pay for a good cannot enjoy it, because those who do pay can exclude
others from sharing in its benefits. For some public goods, however, the
exclusion of nonpaying beneficiaries is either impossible or prohibitively
costly. When foreign enemies are deterred from aggression against the
United States, every person in the country receives the protection equally;
and the all-inclusiveness can scarcely be avoided. Left to provide a nonexclu-
sive public good in the market, people would provide little or nothing. As
everyone held back, hoping to be the unexcludable free rider, no provision at
all would be made.

Government can break the stalemate created by the free-rider problem.
By taxing all—or at least a sufficient number—of the beneficiaries of a public
good, it can obtain the funds to pay for the good. Thorny issues remain even
after government intervenes, because the appropriate amount of provision and
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the proper apportionment of the tax burden cannot be determined by any
straightforward and practical procedure. In practice the political process
determines how much is provided and how the costs are shared by the
onizens. 20

The Public Goods Hypothesis asserts that during the twentieth century
the costs of producing nonexclusive public goods—chiefly national defense
and the technology associated with modern warfare—have grown and, as
only government can assure the production of these goods, government has
grown correspondingly. The argument has considerable merit—particularly
with reference to the federal government, where the provision of national
defense is concentrated. Certainly the twentieth century has witnessed ex-
traordinary international instability and hostility. Two world wars, a host of
smaller international conflicts, and the Cold War have elevated the demand
for the services of the military establishment far above its nineteenth-century
levels. At the same time the development of modern military technology has
madc the production of national security enormously more costly. Since
World War II an ongoing arms race has meant that national security cannot be
achieved once and for all, as each round of action and reaction alters the
requirements for effective detérrence.

Still, notwithstanding its clear pertinence, the Public Goods Hypothesis
provides only a partial explanatigg:of the growth of government. Even at the
federal level, most governmental expenditures have no direct relation to
nutional defense. The massive outlays for old-age pensions, unemployment
benefits, public housing, job training, medical care, agricultural subsidies,
school lunches, and so on—not to mention the hydra-headed regulation of
everything from children’s pajama fabrics to commodity futures contracts—
have no connection with national defense or other nonexclusive public goods.

The Welfare State

"The United States has developed not simply a large government but a welfare
state. One may employ a variant of the Modernization Hypothesis to explain
this aspect of the rise of Big Government. Economic growth and the concom-
itant socioeconomic transformation have tended in various, often indirect,
ways to diminish the social-service roles formerly played by such private
nstitutions as families, churches, and voluntary associations. Victor Fuchs
has argued that the “fruits of the market system—science, technology, urban-
1zation, affluence”—have undermined the institutions on which the social
order formerly rested. “With the decline of the family and of religion, the
mability of the market system to meet such needs becomes obvious, and the
state rushes in to fill the vacuum.” Bigger government becomes a “substitute
for family or church as the principal institution assisting individuals in time of



12 Framework

economic or social misfortune.””?! No doubt the substitution of governmental
social services for private social services has occurred on a wide front. But
Fuchs’s remarks stop short of exploring exactly how the wide-ranging sub-
stitution has been effected. One needs to know who benefits and who pays,
how much and in what ways.

Wilhelm Ropke, like Fuchs and many others, viewed the modern welfare
state as “without any doubt, an answer to the disintegration of genuine
communities during the last one hundred years.” But he also recognized that
“ItJoday’s welfare state is not simply an improved version of the old institu-
tions of social insurance and public assistance.” Rather, it has become “the
tool of a social revolution” where “[t]aking has become at least as important
as giving,” and “it degenerates into an absurd two-way pumping of money
when the state robs nearly everybody and pays nearly everybody, so that no
one knows in the end whether he has gained or lost in the game.”?? The
welfare state has become, if it was not from the beginning, the redistributional
state. Governmental policies for the limited purpose of saving the most
unfortunate citizens from destitution have merged into governmental policies
for the unlimited purpose of redistributing income and wealth among virtu-
ally all groups, rich as well as poor.

Political Redistribution

An explanation of how “the state rushes in to fill the vacuum,” transforming
the welfare state into something far more comprehensive and penetrating, 1s
the Political Redistribution Hypothesis. This argument views government as
an instrument for the coercive redistribution of wealth. Often it portrays the
voters as highly knowledgeable and narrowly self-interested and the elected
officials as sensitively responsive to clear messages sent them by the voters.
The argument has taken various forms.

In Allan Meltzer and Scott Richard’s version it maintains that Big Gov-
ernment “‘results from the difference between the distribution of votes and the
distribution of income. Government grows when the franchise is extended to
include more voters below the median income or when the growth of income
provides revenues for increased redistribution.”? The explanation fits the
historical facts poorly. Extensions of the franchise apparently have had no
independent effect on the growth of government, and the most dramatic
extensions of governmental power have occurred in periods of stagnant or
falling real civilian income, during the world wars and the trough of the
Great Depression. Furthermore, to assume that government always transfers
income to lower-income recipients flies in the face of facts too numerous and
familiar to require recitation. As Mancur Olson has observed, governmental
redistributions typically “have arbitrary rather than egalitarian impacts on the
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distribution of income—more than a few redistribute income from lower to
higher income people.” Many governmental activities are “of no special help
to the poor” and many others “actually harm them.”’2

Sam Peltzman’s version of the Political Redistribution Hypothesis holds
that “governments grow where groups which share a common interest in that
growth and can perceive and articulate that interest become more numerous.”
Here governmental growth 1s seen as driven exclusively by citizen demands,
governmental response being taken for granted. Peltzman maintains that “the
lrveling of income differences across a large part of the population . . . has in
fact been a major source of the growth of government in the developed world
over the last fifty years” because the leveling created “a broadening of the
political base that steod to gain from redistribution generally and thus pro-
vided a fertile source of political support for expansion of specific programs.
At the same time, these groups became more able to perceive and articulate
that interest . . . [and] this simultaneous growth of ‘ability’ served to catalyze
politically the spreading economic interest in redistribution.”?

The apparent sophistication of Peltzman’s mathematically specified and
econometrically tested model dissolves under close inspection. His approach
Is to ‘“treat government spending and taxing as a pure transfer” and to
“assume that the amount of spending is determined entirely by majority-
voting considerations . . . that political preferences are motivated purely by
self-interest . . . [and that] each voter understands costlessly the details of a
proposed policy and its implications for his well being.” In another version of
the model, intended to be more realistic, Peltzman relaxes these stringent
conditions slightly, assuming that only one group of voters is fully informed
while all the others are completely ignorant and either stay away from the
polls or vote randomly. Such assumptions cannot support a convincing
cxplanation of the growth of government. The dubious data and auxiliary
assumptions used by Peltzman to implement his econometric tests do nothing
to reassure the reader troubled by the highly unrealistic specification of the
underlying mode].2¢

Unlike the Modernization, Public Goods, and Welfare State Hypotheses,
which implicitly assume that government grows automatically in the service
of a broad but changing “public interest,” the Political Redistribution Hy-
pothesis explicitly views the growth of government as the product of political
actions. (Political actions = seeking or wielding the coercive powers of gov-
ernment in order to determine who gets what, when, how.) That perspective
is, in any realistic account, indispensable. But in many of its detailed formula-
tions, as we have just seen, the argument characterizes politics in a highly
stylized, grotesquely unrealistic way. It usually assumes that the size of
government is determined exclusively by elected officials seeking reelection.
Where are the Supreme Court and the fundamental restraints of the Constitu-
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tion and conservative public opinion? What roles are the permanent “civil
service” officials of the executive branch and the independent regulatory
agencies presumed to play??’

Certainly the assumption of fully informed voters is untenable and mis-
leading. To assume that the typical voter is completely ignorant would
approximate the truth more closely. An authority on public opinion has
reported that Americans can name their astrological sign more readily than
they can name their representative in Congress. To suppose that political
actors know precisely how an electoral outcome will be linked to a specific
policy action and hence to a particular redistribution of wealth is to push the
assumption of complete knowledge to an absurdly fictitious extreme. As
James Buchanan has observed, ‘““The electoral process offers, at best, a crude
disciplinary check on those who depart too much from constituency prefer-
ences.” Elections occur infrequently. Few citizens possess much accurate
information about political issues or the actions of politicians; nor do many
citizens have much incentive to inform themselves better. Public choice
theorists, the scholars who study politics by using the methods of economics,
call this lack of knowledge “rational ignorance.” Rational or not, its effect is
the same: “almost any politician can, within rather wide limits, behave
contrary to the interests of his constituents without suffering predictable
harm.”28

Most likely the politician will behave contrary to the interests of his
constituents even if he wants to serve them faithfully. Apart from the hetero-
geneity of the constituents’ interests—and the consequent impossibility of
serving all or perhaps even a sizable minority of them—the information
problem is simply overwhelming. Political scientists, more often than econo-
mists, recognize the problem and emphasize “‘the practical difficuluies legisla-
tors experience in discovering what their constituents’ interests really are.”’?

The slippage between the interests of constituents and the actions of their
elected officials can be readily confirmed, sometimes in an amusing way.
Reagan’s first budget director, the former congressman David Stockman,
provided a charming example in his notorious confessions: “I went around
and cut all the ribbons,” he said, “and they never knew I voted against the
damn programs.” Congressman Pete McCloskey made the same point in
recalling his first congressional victory. A postelection survey, intended to
demonstrate the victorious candidate’s mandate, revealed, as McCloskey put
it, “that 5%, of the people voted for me because they agreed with my views;
119, voted for me even though they disagreed with my views, and 849,
didn’t have any idea what the hell my views were.”’30

In sum, one has many good reasons to agree with Joseph Schumpeter’s
assessment: ‘“‘The freely voting rational citizen, conscious of his (long-run)
interests, and the representative who acts in obedience to them—is this not
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the perfect example of a nursery tale?’3! Political actions commonly take
place in an environment of ignorance, misinformation, posturing, and heated
emotions; there are long seasons of lassitude and maneuvering punctuated by
brief episodes of frenzied action. In the formulation of detailed policy, the
voters at large do not count for much. Strategically placed leaders and
interested elites constantly apprised of each moment’s political potential are
more decisive. Moreover, ideologically motivated actions may drive the
course of political events far more than proponents of the Political Redistri-
bution Hypothesis recognize.

Ideology

Many scholars maintain some form of the Ideology Hypothesis to explain
the growth of government. The idea is that true believers, committed to a
vision of the Good Society, have sought and obtained expanded governmen-
tal powers in order to shape social reality in conformity with their ideals.
Supporters of the hypothesis make unlikely confederates. They include John
Maynard Keynes, the patron saint of modern liberalism, who asserted that
“the ideas of economists and political philosophers . . . are more powerful
than is commonly understood. Indeed the world is ruled by little else. . . .
[SJoon or late, it is ideas, not vested interests, which are dangerous for good
or evil.”32 Another firm believer in the force of ideas is Friedrich A. Hayek,
perhaps the most celebrated intellectual on the right. He has identified the
ultimate cause of the abandonment of the market system as ““certain new aims
of policy,” in particular a conviction that government should “determine the
material position of particular people or enforce distributive or ‘social’ jus-
tice” by means of “an allocation of all resources by a central authority.”33
Thus Keynes, who argued in favor of a “somewhat comprehensive socializa-
tion of investment,” and Hayek, who has devoted a long professional life to
combatting socialism of any sort, agree that the growth of government
depends ultimately on ideas or, more accurately, ideologies.3

Ideology, which some refer to more vaguely as “public opinion,” must
have played an important part, at least a decisive permissive role. As
Ortega y Gasset has said and many qthers have recognized, “there can be no
rule in opposition to public opinion.”% If people generally had opposed Big
Government on principle, free markets could scarcely have been abandoned as
they have been during the past seventy years. One can easily document the
shift of public opinion toward the left during the twentieth century. Examin-
ing evidence from numerous sample-surveys, Herbert McClosky and John
Zaller recently confirmed “a virtual turnabout in American attitudes toward
laissez-faire over a period of fifty to seventy-five years.”’3¢

Because ideologies are intangible and difficult to gauge, one must tread
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lightly in arguing about their effects. Yet much can be established, especially
when one recognizes that opinion leaders have the ability to guide the beliefs
of the masses. Public opinion, a political scientist has observed, is “often
vague, transitory, and inconsistent. . . . In so far as the public is aware of
issues, it focuses frequently on issues and topics which have been promoted or
popularized by politicians and the media.” The views of a Walter Lippmann
or 2 Walter Cronkite, not to mention a Franklin D. Roosevelt, can do more to
determine the climate of opinion than the views of millions of less respected
and less strategically situated people can do—consider that despite his falter-
ing delivery and often faulty logic, Ronald Reagan gained a reputation as the
Great Communicator. “[I]n a mass democracy,” Ropke wrote, “policy has to
withstand . . . the pressure of . . . mass opinions, mass emotions, and mass
passions,” but these are ‘“‘guided, inflamed, and exploited by pressure groups,
demagogy, and party machines alike.””?” By concentrating on the ideas dis-
seminated by strategically placed elites and influential persons, one has a
more defensible basis for generalizations about the prevailing ideologies that
matter. (What has caused the historical twists and turns of ideology among
opinion leaders themselves is a separate question.)

Even if the dominant ideologies can be identified, however, one must
recognize that a legislature “is not a factory that mechanically converts
opinion into statutes.”?8 Just as there is much slippage between the economic
interests of constituents and the actions of their political representatives, there
is much slippage between the opinions or ideologies of constituents and the
actions of their political representatives. To understand the discrepancy
would be to understand a great deal of the reality of the workings of modern
representative democracy. Conceivably it occurs in part because some public
officials try to promote the “public interest,” which has been described as
“broad-gauged, inclusive conceptions of what constitutes the best interests of
the societal groups who support them or of society as a whole . . . something
other than the summation, processing, or mediation of societal interests.”’?
Another part of the slippage may result from nothing more than simple
venality, as governmental officials serve the highest bidder. One can only
speculate whether the occasional cases of outright bribery that come to light
are just the tip of a skunk’s tail. Some scholars consider direct bribes a
“significant mechanism” in the determination of the actions of governmental
agents. Others doubt the importance of direct bribes, mainly because of the
“greater ease and legality of bribing policymakers indirectly.”#

In any event, ideology is not simply an independent variable in the
sociopolitical process. Schumpeter perceived this complication when he ob-
served that ‘“whether favorable or unfavorable, value judgments about capital-
ist performance are of little interest. For mankind is not free to choose. . . .
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Things economic and social move by their own momenturn and the ensuing
situations compel individuals and groups to behave in certain ways whatever
they may wish to do—not indeed by destroying their freedom of choice but
by shaping the choosing mentalities and by narrowing the list of possibilities
from which to choose.”#! Some may object that this declaration goes too far,
that it is unjustifiably deterministic, leaving no room at all for ideology as an
independent variable.#? Still, in his provocative formulation of the sociology
of knowledge in relation to the growth of government, Schumpeter identified
a critical issue and laid down an analytical challenge that any fully satisfying
account will have to meet.

"~ Crisis

The final explanation of the growth of government to be considered here is
the Crisis Hypothesis. This maintains that under certain conditions national
emergencies call forth extensions of governmental control over or outright
replacement of the market economy. Supporters of the hypothesis assume
that national emergencies markedly increase both the demand for and the
supply of governmental controls. At the time of economic crisis,” observed
Calvin Hoover, ‘“when critical extensions of governmental power are likely to
occur . . . there is little opportunity for a meaningful vote on whether or not,
as a matter of principle, the powers of the state should be extended. Instead,
there is likely to be an insistent demand for emergency action of some
sort and relatively little consideration of what the permanent effect
will be.”#

In American history the most significant crises have taken two forms: war
and business depression. At the outbreak of war a suddenly heightened
demand for governmental provision of military activities leads immediately to
displacement of market-directed resource allocation by greater taxation, gov-
ernmental expenditure, and regulation of the remaining civilian economy.
The larger and longer is the war, the greater is the suppression of the market
economy. Modern “total” war, widely regarded as jeopardizing the nation’s
very survival, also encourages a lowering of the sturdiest barriers—constitu-
tional limitations and adverse public opinion—that normally obstruct the
growth of government. In severe business depressions many people come to
believe that the market economy can no longer function effectively and that
an economy more comprehensively planned or regulated by government
would operate more satisfactorily. Hence they give greater support to politi-
cal proposals for enlarged governmental authority and activity. Though to a
lesser degree than during wartime, changes in public opinion during depres-
sions may also stirrulate the supply of new governmental interventions by
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demanding, approving, or at least condoning facilitative reinterpretations of
the Constitution. (Note that once constitutional barriers have been lowered
during a crisis, a legal precedent has been established giving government
greater potential for expansion in subsequent noncrisis periods, particularly
those that can be plausibly described as crises.)

Some scholars have rejected the Crisis Hypothesis completely because by
itself it cannot explain all of the growth of government; they have in effect
rejected the hypothesis because the evidence appears to show that, although
crisis may have been a sufficient condition for governmental expansion, it has
not been a necessary condition. Judged by this standard, however, every
existing hypothesis would be found wanting. Sometimes the Crisis Hy-
pothesis has been rejected because the growth of government, as measured by
a quantitative index such as spending or employment, appears less than
perfectly correlated with the sequence of crisis episodes. Such a simpleminded
basis for rejection of the hypothesis fails to appreciate the various ways in
which crisis may promote the rise of government and ignores the possibility
of lags between the occurrence of the crisis and the appearance of some of its
effects. Some scholars have rejected the hypothesis because it cannot account
for the growth of government in all countries, as if no explanation with less
than universal validity has any pertinence at all.

In fact, governmental expansion historically has been highly concentrated
in a few dramatic episodes, especially the world wars and the Great Depres-
sion. A major virtue of the Crisis Hypothesis, a virtue that it alone appears to
possess, is that it conforms fairly well to the most prominent contours of the
historical experience. To employ the hypothesis to best advantage, however,
one must look beyond the crises themselves. One must discover why the
expansions of governmental power during a crisis do not disappear com-
pletely when normal socioeconomic conditions return. And one must explain
why crises led to upward-ratcheting governmental powers in the twentieth
century but not in the nineteenth, which had its own emergencies. Account-
ing for this difference requires that some of the other hypotheses be brought

_into play as complements of the Crisis Hypothesis.

CONCLUSIONS

Big Government in the United States has various sources. Not all are equally
important, but scholars have yet to develop analytical procedures for deter-
mining with precision their relative importance. Given the many intricate
interdependencies among the various sources, such a determination may be
beyond our grasp conceptually as well as empirically. Ameliorating negative
externalities, providing nonexclusive public goods, guaranteeing the liveli-
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hood of the most unfortunate citizens, redistributing income and wealth,
pursuing the elusive goals of influential ideologies, reacting to crises—such
are the activities of modern Big Government. They are related differently to
any particular stimulus or obstruction. Only by detailed historical study can

one hope to understand the complexities of the growth of American govern-
ment. ‘






