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Over the past century, government spending grew to an average of 45 percent of gross domestic
product (GDP) among developed countries.  These expenditures often are defended on the ground that
they make countries more productive and achieve such other social objectives as improving the health and
literacy of the population.

In a previous study, the author showed that government spending on such things as roads, educa-
tion and criminal justice positively affects per capita GDP.  But beyond some level — 21 percent of GDP
in the United States, for instance — the tax burden necessary to finance this spending slows economic
growth and thus reduces per capita GDP below what it otherwise would be.  Today, total government
spending in the United States and other developed countries far exceeds the level at which it increases
national income.

This study examines the effects of government spending on certain noneconomic measures of
social progress.  It employs a narrow measure of social progress obtained by constructing an index based
on literacy, infant mortality and life expectancy plus a broader index that uses 16 social indicators.  It
includes data on 112 countries collected for 1995.

The central finding is that although government spending has a positive impact on social progress
up to a certain level, spending by most developed countries has gone well beyond that point.  As a result,
there is little difference in social outcomes among these countries, regardless of the amount they spend.
Social progress in developed countries that spend less than 40 percent of GDP — the United States,
Switzerland, Japan, Australia and New Zealand — is approximately the same as in those with public
spending above 50 percent of GDP.  Specifically:

● Advanced countries realize no benefit in terms of social progress from government con-
sumption spending beyond $3,650 per person or 18.6 percent of GDP.

● Beyond $1,105 or 5.6 percent of GDP — the optimal level of per capita government con-
sumption spending — each dollar spent buys progressively less additional improvement in
social progress.

● Yet some advanced countries are spending as much as $5,308 per capita on government
consumption aimed at advancing social progress.

● With the exception of Singapore (and Hong Kong, if the data were available), the world’s
most developed countries are receiving no gains in social progress at the margin from
government spending.

Clearly, there is considerable scope for shrinking the size of the fiscal state without doing harm
to social progress.  So far, among developed countries only Ireland and New Zealand have made
observable progress in shrinking the fiscal state.

● Ireland reduced public spending as a share of GDP from 47.2 percent in 1988 to 40.6 per-
cent in 1989 and has more or less held the line since then.

● New Zealand shrank central government public spending from 40.4 percent of GDP in 1992
to 34.9 percent in 1995.

Other developed countries will face increasing pressure to follow suit as the pool of workers
available to support their aging populations shrinks.

Executive Summary
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Introduction 1

The enormous growth in government spending over the past century
was by and large promoted and defended in the name of economic and social
progress.  While economic progress can be defined as a rise in per capita in-
come or gross domestic product (GDP), social progress, or improvement in
the quality of life, usually refers to improvements in physical conditions of life
such as life expectancy and infant mortality.  A broader notion of social
progress could encompass the development of political institutions such as de-
mocracy and the rule of law.

Government Spending and Economic Progress.  In a previous
NCPA study I showed that government spending can promote economic
progress — up to a point.2   Government spending on such things as roads,
education and criminal justice positively affects per capita GDP.  But beyond
some level the tax burden necessary to finance government becomes a drag on
economic growth and reduces per capita GDP below what it otherwise would
be.  By this standard, I found the optimal level of U.S. taxation to be 21 per-
cent of GDP.  Yet taxes as a share of GDP have not been in this range since
1949.  Had the United States stuck with the 1949 level of taxation, our com-
pound rate of economic growth over the period 1950-95 would have been 4.8
percent, compared to the actual growth rate of 3.4 percent.

Today average government spending in developed countries is 45 per-
cent of GDP.  In fact, for decades government spending in almost all devel-
oped countries has far exceeded the level at which it increases the rate of eco-
nomic progress.  It continues at levels that reduce growth rates below what
they otherwise would be.

Government Spending and Social Progress.  This paper examines
the effects of government spending on social progress.  The spending we are
concerned with is government consumption expenditures: the portion of gov-
ernment spending that actually buys goods or services such as school build-
ings and teachers’ salaries.  In most countries, this is 40 percent to 60 percent
of total government spending.  The rest of government expenditures go for
transfer payments or payments on government debt.  Transfer payments sim-
ply redistribute income after it is earned and taxed away by government.
Much of the increase in total government spending in developed countries in
recent years has been for transfer payments and debt service.  But government
consumption expenditures have also increased, and even if they remained con-
stant as a portion of GDP the absolute level of government spending has in-
creased as GDP has grown.

It has been assumed that government consumption spending buys
goods and services that improve the quality of life.  But remarkably, very little
is known about what has been achieved for the tax dollars spent.  The only pa-

“Does government spending
improve the quality of life?”
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per I have found that addresses quality of life gains from the growth of public
spending is a 1995 study by Vito Tanzi and Ludger Schuknecht.3

Tanzi and Schuknecht examined the progress of certain social indica-
tors over more than a century and compared this progress with the growth in
public spending.  They used noneconomic indicators — such as infant mortal-
ity, the death rate and years of primary schooling — as well as economic indi-
cators such as the share of national income going to the lowest 40 percent of
all households.  They found that as total government spending as a portion of
GDP grew from 1870 to 1960, it had a positive effect on economic growth and
social progress but “that the growth in spending after 1960 may not have
brought about significantly improved economic performance or greater social
progress.”4

Moreover, they found that in recent years social progress in some
newly industrialized economies (Chile, Hong Kong, South Korea and
Singapore) and in industrialized countries with governments that spent less
than 40 percent of GDP (“small” government countries such as Japan, Switzer-
land and the United States) is no worse than in countries that spend more than
50 percent of GDP (“big” government countries such as Sweden and the Neth-
erlands) or those that spend 40 to 50 percent of GDP (“medium-sized” govern-
ment countries such as Canada, Germany and Ireland).

Clear inferences from their paper are that public spending for social
progress in industrialized countries has reached a level of diminished returns
and that a prudent reduction in the size of government can occur without social
harm.5

Evaluating the Results of Government Spending.  This study exam-
ines the effects of government expenditure on certain noneconomic measures
of social progress, using 1995 data on 112 countries.  It addresses these issues
more precisely than Tanzi and Schuknecht by asking and answering two basic
questions: (1) at what level of government expenditures per capita does spend-
ing cease to have any positive impact (the marginal benefit is zero) and (2) be-
yond what level of expenditures does spending cease to be worth its cost (the
point at which the marginal benefit equals the marginal cost)?  The answer to
the first question tells us at what level of public spending an increase in expen-
ditures results in no additional improvement in social progress.  Hence, any
government expenditure beyond this level is unnecessary for advancing the
quality of citizens’ lives.  The answer to the second question tells us at what
point a dollar increase in public spending buys an additional dollar’s worth of
social progress.

Spending above the level at which the marginal benefit is zero is a
clear waste of resources.  Spending at the level for which the marginal benefit
is zero represents the maximum possible social progress.  However, that maxi-
mum level is not the optimal level because as spending approaches the level at
which the marginal benefit to social progress equals zero, we must spend much

“At what point does a dollar
increase in public spending
buy less than an additional
dollar’s worth of social
progress?”
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more than a dollar to achieve a dollar’s worth of improvement.  The optimal
level of government spending is the point at which marginal benefit equals
marginal expenditure, where an additional dollar of spending will yield a dol-
lar of social progress.

Three empirical issues need careful handling.  First, what is social
progress?  Second, how much weight should be given to each of the attributes
of social progress?  And third, how can we avoid bias in measuring social
progress?

Issue: Defining Social Progress.  Social progress or improvement in
the quality of life may be a subjective concept that arises from one person’s
life experience relative to others.  If so, it would be hard to measure.  If social
progress is treated as an objective concept, as is done here, it involves a finite
set of attributes that can be measured and compared across environments and
through time.

While per capita gross national product is an obvious choice for a
single measure of well-being, it has been criticized as too narrow to capture
“basic needs.”6   The most widely employed measure of basic needs is the
physical quality of life index (PQL), an average of literacy, infant mortality
rates and life expectancy.  The PQL is one of the aggregate indices of social
progress used here.  But the PQL index also has been criticized as too narrow
in scope to fully capture differences in quality of life.  Hence, I have con-
structed a multidimensional index that contains 16 social progress indicators.
Using such a large number of indicators, many of which are intercorrelated,
precluded the omission of relevant variables that would significantly affect the
results.  Income or GDP per person is an important measure of the ability of a
society to make expenditures for social progress, but it does not measure so-
cial progress per se.  Thus it is an input to, rather than an outcome of, social
progress.  By contrast, the social progress indicators used here measure out-
comes.

Issue: Assigning Weights to the Attributes of Social Progress.  How
much weight should be given to each of the attributes of social progress in
constructing an aggregate measure?  The conventional practice is to weight
them equally.  However, while a representative individual might have an equal
preference for any or all of the attributes of social progress, it is not likely.
And it is not possible to say in advance exactly what the preferences of society
are and how much society is willing to pay for them.  Accordingly, two other
ways to objectively weight the attributes also are employed.  Using all three
weighting schemes gives some assurance that the results are not distorted by
the peculiarities of the weighting method.

Issue: Avoiding Measurement Bias.  Any functional form imposed
on the data is arbitrary.  To ensure that the empirical results are not largely
due to the particular mathematical function used, several nonlinear models
were estimated.

“This study constructs several
indexes to measure social
progress.”
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In what follows, this paper discusses the attributes of social progress,
the optimal levels of government expenditures that were found by performing
some statistical tests and the conclusions that can be drawn from the analysis.

Attributes of Social Progress
The first attributes of social progress I use are widely recognized mea-

sures of human welfare: literacy, infant mortality and life expectancy.  These
three attributes make up the Physical Quality of Life index (PQL), a widely ac-
cepted index of social progress.  Testing the PQL index separately, I am able
to compare it to the broader index and to see whether the additional attributes
that are included in the multidimensional index add more information.  Fur-
thermore, using 1995 data for the PQL index from 112 nations, and data for
the other attributes from 85 countries permits confirmation that the results are
not skewed by the omission of some countries.7   Including the three PQL at-
tributes in the multidimensional index ensures that the broader index is inclu-
sive.   In addition to the three PQL attributes, the multidimensional index in-
cludes 11 other attributes chosen by the author and two composite indices —
the Index of Economic Freedom and the Freedom House index of political and
civil rights.8

The Physical Quality of Life Index.  The variables in the PQL index
are widely accepted as measures of human welfare.  Life expectancy among
the 112 countries in the PQL index ranges from 37.4 to 79.25 years, infant
mortality from 4.3 per 1,000 live births to 148.6, and the literacy rate from
11.05 to 100 percent.9   [See Table I for the range of values of all 16 attributes.]

The Multidimensional Index of Social Progress.  Economist
Amartya Sen, among others, has criticized the PQL index as too narrow.10  To
more fully capture differences in quality of life across countries, a more multi-
dimensional approach is warranted.  To accomplish this, I combined the three
attributes from the PQL index with 13 other measures to construct an index
with 16 attributes.  (For a detailed discussion of the meaningfulness of the at-
tributes, see the author’s previous joint research.)11

For example, a fourth attribute is average number of persons per house-
hold.  Economist Gary Becker has argued that in modern societies children are
a consumption good and that as family size shrinks “child quality” is substi-
tuted for quantity of children.12  Thus a family with fewer children can make a
greater investment of household resources per child and declining household
size is an advance in social progress.

A fifth attribute is military manpower per 1,000 inhabitants.  While
ambiguous as a measure of social progress, since troops can be used to oppress
the domestic population, on the whole more troops represent greater protection
from external aggression.  A sixth attribute is energy use per capita in kilo-

“Literacy, infant mortality
and life expectancy comprise
the Physical Quality of Life
Index.”
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Combined Male and Female Life Expectancy (years) 37.4 to 79.25

Infant Mortality per 1,000 Live Births 4.3 to 148.6

Combined Male and Female Literacy Rate (over age 15) 11.05 to 100

Average Household (Family) Size 2.2 to 8.8

Military Manpower per 1,000 Inhabitants .3 to 32.3

Energy Use per capita in kg 20 to 7,918

Length of Roads in Miles/Total Land Area in Sq. Mi. .02 to 7.52

Persons per Telephone 1.5 to 830

Hospital Beds per 10,000 Population 3 to 136

Population per Physician 193 to 54,472

Daily Caloric Consumption per capita 1,847 to 3,951

Persons per Radio Receiver  .5 to 48

Crime Rate, Offenses per 100,000 Population 11 to 14,188

Index of Political Freedom 0 to 10

Index of Civil Rights 0 to 10

Index of Economic Freedom 1.9 to 8.2

TABLE I

Attributes of Social Progress and Ranges of Their Values

Attribute Range of Values

grams.  A seventh is miles of road per square mile of land area, an indicator of
infrastructure development and facility of physical movement within a coun-
try.  An eighth is persons per telephone, another indicator of economic devel-
opment and ease of communication.

A ninth attribute is hospital beds per 10,000 population and the tenth is
population per physician, both indicators of the quality of health care.  The
eleventh is daily caloric consumption per person, a measure of the food sup-
ply.  The twelfth is persons per radio receiver, a measure of the extent to
which the population can be informed as well as entertained.

Attribute thirteen is the crime rate per 100,000 persons.  As long as the
ratio of reported to unreported crimes is stable across countries, it is a fairly
reliable measure of security of person and property.

Other Indices Used as Attributes.  Personal freedom and choice (po-
litical, civil and economic) are important attributes of social progress.  The
Freedom House index of political and civil rights13 measures the extent to
which a population is free to choose its leaders and is governed by the rule of
law.14

“A more multidimensional
index contains 16 indicators.”
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The Index of Economic Freedom attribute is a summary measure from
James Gwartney and Robert Lawson.15  This measure is based on an average
of up to 17 attributes (including a number of the economic indicators used by
Tanzi and Schuknecht): (i) money and inflation (money supply growth, infla-
tion variability, foreign exchange, bank account ownership), (ii) government
operations (public consumption share, state enterprise, price controls, business
environment, legal system, lack of negative interest rates), (iii) takings (trans-
fers and subsidies, top marginal tax rate, conscription), and (iv) international
sector (trade taxes, black market exchange premium, size of trade sector, for-
eign capital transactions).

Other Possible Indicators.  Perhaps some other attributes such as the
female labor force participation rate, unemployment rate, poverty rate or frac-
tion of low-income population might be added.16  But there are real problems
with the meaning of some of these attributes and the extent of their coverage.
Unemployment and underemployment mean different things in advanced and
backward countries; female labor force participation may mean liberation in
advanced countries but forced family work in rural, agricultural, less-devel-
oped countries.  Poverty is difficult to measure since reported income may not
measure economic well-being,17 particularly in less-developed countries with
large informal sectors and extensive barter systems.

Weighting the Attributes.  Although it is standard practice to equally
weight the indicators in constructing an aggregate measure of social progress,
two objective methods of obtaining different weights are available: weighting
by the variances through principal components analysis and weighting by re-
gression coefficients through an instrumental variable or hedonic approach.
The latter technique has the virtue of measuring the implicit value assigned to
the indicator.18

Both the PQL index and the multidimensional indices used here were
weighted with equal, principal component and hedonic weights.  Thus a total
of six indices of social progress were constructed.  These indices turn out to be
highly but not perfectly intercorrelated.  The range in the simple correlations is
from .8610 to .9725.  [See Appendix Table I.]

Optimal Level of Government Spending
General government consumption is government spending on wages,

salaries, materials and supplies; it is the public spending that directly absorbs
resources.  Such expenditures are usually 40 percent to 60 percent of total gov-
ernment spending; the remainder consists mainly of transfer payments and in-
terest payments on accumulated public debt.  (Among the 112 countries in the
sample, per capita government consumption spending ranges from $44.80 to
$5,307.50 annually.)

“All the indices are highly
correlated.”
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The Relationship between Government Spending and the Quality
of Life.  As expected, we find increases in social progress as government ex-
penditures increase.  But social progress increases at a diminishing rate.  [See
Appendix for discussion.]  There is strong evidence of diminishing returns to
government expenditure for both the PQL index and the multidimensional in-
dex, no matter which weighting scheme is used.  For example, the plot in Fig-
ure I of the Physical Quality of Life (PQL) index (equal weights) against per
capita expenditures for the 112 nations in the sample clearly shows that the re-
lationship between the PQL index and per capita government expenditure is
nonlinear — and thus that the index will increase at a slowing rate as expendi-
tures rise.  The estimated relationship is drawn in Figure II.  It appears that at
a per capita spending level of around $3,000 to $4,400, no further gains in so-
cial progress occur.  The profile of the data for the PQL index and the other
indices seems to indicate a “saturation level” beyond which per capita govern-
ment consumption expenditures have no effect on social progress.  [See Ap-
pendix for discussion.]
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FIGURE I

Government Spending and Social Progress
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Per Capita Government Expenditures
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“Beyond a certain point,
there is strong evidence of
diminishing returns to
government expenditure.”
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Level of Expenditures at Which There Is No Marginal Benefit.  At
what level of per capita government expenditures is the marginal benefit of so-
cial progress, as measured by these indices, exhausted?  In general, the results
are not very sensitive to the weighting scheme used in constructing the indices.
We find, using a polynomial model, that the level of per capita government ex-
penditures at which the marginal benefit is equal to zero averages about
$4,130.19  Based on this estimate:

● At most, a country can spend $4,130 per person on government
consumption before it derives no gain in social progress from an
additional dollar of spending.

● Countries that spend between $4,130 and the observed maximum
of $5,307.50 on government consumption — which includes some
of the world’s most-developed economies — appear to be wasting
up to $1,177.50 per person per year in spending that yields no im-
provement in social progress.

Of course, many of the countries in the sample are so poor they would
have to spend many times their per capita GNP to reach the point at which the
marginal benefit is exhausted.  For instance, Zambia, with a per capita GDP of
about $200, would have to spend 20 times its GDP to achieve parity with the

FIGURE II

Estimated Relationship Between
Government Spending and  Social Progress

Per Capita Government Expenditures
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“Once a country spends
about $4,130 per person it
derives no further gain from
an additional dollar of
spending.”
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developed nations.  (Of course, long before Zambia reached the point of de-
voting 100 percent of GDP to social progress, it would have raised the tax bur-
den to the point at which economic growth would have ceased!)20  Thus it is
more relevant to examine developed countries that are able to spend enough to
exhaust the marginal benefit of social progress.

Results for Some High-Income Countries.  For each of 22 high-in-
come countries, Table II shows the percentage of GNP per capita that these
governments would consume if they were at the average values of MB = 0 and
MB = ME obtained above for the 112-country sample.21  The countries are
mainly from the Organization for Economic Cooperation and Development
and are ordered from high to low 1995 per capita GNP.  The table also shows
the average for each country of all six indices of social progress (rescaled to
be in the interval 0 to 100), government consumption spending and the actual
1995 value of total government outlays as a share of GDP.

The results are consistent with the findings of Tanzi and Schuknecht,
and all of these countries have high values for social progress.  Japan has the
highest value on the social progress index, with a score of 100, and another 10
nations score above 90.22

● Among the most developed, the five “small” government countries
with public spending of less than 40 percent of GDP — the United
States, Switzerland, Japan, Australia and New Zealand — have an
average value on the social progress index of 89.

● This differs little from the average index value of 91.3 for the 10
“big” government nations with public spending above 50 percent
of GDP.

● However, except for Singapore (Hong Kong would also be in-
cluded if the data were available), the fiscal size of government in
all these countries is well above the level that causes the marginal
benefit of social progress to be zero.23

The share of output at which marginal benefit equals zero for govern-
ment consumption expenditures is different for every country.  It ranges from
15.3 percent of GNP for the United States to 32.6 percent for Portugal.  Natu-
rally, since GNP per capita declines down the list of countries, “maximal”
government spending as a share of GNP rises.  Thus, Portugal would have to
spend about twice as much in government consumption expenditures to
achieve a level of social progress similar to that of the United States.  The av-
erage value of “maximal” public consumption spending for the top 26 high-in-
come countries of the world is 21.0 percent of GNP.24

A Dollar’s Worth of Progress for a Dollar Spent.  More relevant is
the level of government expenditure at which the marginal benefit of social
progress is equal to the marginal per capita public spending necessary to bring

“The point at which marginal
benefit equals zero is different
for every country.”
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United States 15.3% 3.7% 90.8% $4,317 36.7%

Switzerland 16.0% 3.9% 80.3% $3,620 36.9%

Hong Kong 18.0% 3.9% NA $2,525 17.6%

Singapore 18.1% 4.4% 90.5% $2,049 14.4%

Japan 18.7% 4.6% 100.0% $2,211 36.7%

Norway 18.8% 4.6% 92.1% $4,607 52.2%

Belgium 19.1% 4.7% 92.2% $3,249 55.4%

Austria 19.4% 4.7% 88.5% $2,125 53.1%

Denmark 19.5% 4.8% 90.6% $5,308 60.9%

Canada 19.5% 4.8% 91.0% $4,015 48.2%

France 19.6% 4.8% 91.4% $4,206 54.3%

Germany 20.6% 5.0% 89.0% $4,014 50.6%

Netherlands 20.7% 5.1% 93.1% $2,793 55.2%

Italy 20.8% 5.1% 86.5% $3,179 52.9%

United Kingdom 21.4% 5.2% 87.7% $4,045 45.3%

Australia 21.8% 5.3% 88.3% $3,220 39.0%

Sweden 22.3% 5.4% 95.2% $4,820 67.7%

Finland 23.4% 5.7% 94.7% $3,730 59.6%

New Zealand 25.2% 6.2% 85.5% $2,454 34.9%

Ireland 26.3% 6.4% 81.0% $2,352 41.2%

Spain 28.4% 6.9% 84.7% $2,323 45.8%

Portugal 32.6% 8.0% 76.9% $2,154 45.5%

All High-Income 21.0% 5.1% 88.1% $3,290 45.0%

TABLE II

International Comparisons of
Public Spending Shares and Social Progress

Per Capita Total
Gov’t Gov’t

Consumption Spending as a
Country MB = 01 MB = ME 1 Social Progress2 Spending Share of GDP

1 Values for MB=0 are the average of six tests for the polynomial model, while MB=ME is the average of 18
estimates for three models.

2 The average values of the multidimensional index and narrower PQL index, weighted using equal, hedonic
and principal components weighting schemes.
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it about.  As Table II shows, optimal government consumption spending
ranges from a low of 3.7 percent of GNP in the United States to 8.0 percent of
GNP in Portugal.  For the 26 high-income countries, the average is 5.1 percent
of GNP.

Additional specifications were estimated to ensure that these findings
are not the result of the particular function used, and nothing unusual was
found.  [See Appendix for discussion of additional tests.]

Conclusions
Advanced countries can achieve maximum social progress, in the

sense of marginal benefit equal to zero, with “maximum” per capita govern-
ment consumption spending in the range of $3,970 to $4,380 — 20.2 percent
to 22.3 percent of GNP, or “minimum” expenditures of $2,300 to $3,980 —
11.7 percent to 20.3 percent of GNP.

Optimal government consumption spending per capita, where the mar-
ginal benefit of social progress is equal to marginal government expenditure,
is much lower, in the range of $605 to $1,830 or 3.1 percent to 9.3 percent of
GNP.  Thus:

● Advanced countries do not benefit, in terms of social progress,
from government consumption spending beyond $3,650 per person
or 18.6 percent of GNP.

● The optimal level of per capita government spending is $1,105 or
5.6 percent of GNP.

● With the exception of Singapore (and Hong Kong, if the data were
available), the world’s most developed countries receive no gains
in social progress for much of the GNP consumed by government.

Therefore, there is considerable scope for shrinking the size of the fis-
cal state without doing harm to social progress.

Of course, government is much larger than is necessary to maximize
social progress or to spend resources to the point at which the marginal social
progress equals the marginal government expenditure necessary to achieve
it.25  On average, total public spending in the high-income countries is 45 per-
cent of GDP.  Almost all categories of real government budgets have grown,
including government consumption, over the last four or five decades.  But the
high-growth sectors have been transfers and subsidies, social expenditures and
interest payments on accumulated public debt.

Many explanations for the growth in the size of government have been
offered: Wagner’s law or Baumol’s disease,26 interest group lobbying, insights
from public choice theory and bureaucratic expansionism.27  Whatever the ex-
planation, twenty-first century demographics make its current size unsustain-

“On the average, total public
spending in the high-income
countries is about 45 percent
of GDP.”
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able.  Domestic population growth is below (often well below) replacement
levels, resulting in aging populations that collect state-sponsored pensions for
a long time and use a high fraction of national health resources.  As fewer and
fewer workers support more of society’s members on at least one universal
benefit, pressure builds to import more young workers from abroad (immigra-
tion on the required scale has implications for national identity), cut universal
benefits or make work and investment more attractive by cutting taxes.

Some shrinkage in the size and scope of the fiscal and regulatory
state seems inevitable. Appropriately fashioned, such shrinkage will not di-
minish social progress as measured by the indices constructed here, but re-
distributing the benefits and costs associated with shrinking the size of gov-
ernment implies considerable political difficulty.  Only two governments to
date have tackled the problem with some success:

● Ireland reduced public spending as a share of GDP from 47.2
percent in 1988 to 40.6 percent in 1989 and has more or less
held the line since then.

● New Zealand shrank central government public spending from
40.4 percent of GDP in 1992 to 34.9 percent in 1995.

● However, the United Kingdom, where public spending was re-
duced to 40.7 percent of GDP in 1989, has since increased
spending to about 45 percent.

Several European nations recently trimmed government expendi-
tures to meet the criteria set by the Maastricht agreement for participation in
the European single currency market, but the policy changes are marginal
and are not part of long-term strategies to shrink the fiscal size of the states.

And what are the prospects of shrinking the size of the U.S. fiscal
state?  Citizens hate taxes but appear to love government expenditures
more.  Both political parties have grasped the reality that to get elected and
to stay in office they must cater to the middle class, the largest recipients of
public spending.  While ideas do matter, rebellion and revolution or crisis
are the only sources of dramatic change.  The prospects for cutting govern-
ment expenditure through full or partial privatization of social security,
medical savings accounts, school vouchers, curtailment of farm subsidies
and other corporate welfare and so on have never been better.  Yet politi-
cians and citizens alike prefer tinkering at the margin rather than fundamen-
tal reform.

NOTE: Nothing written here should be construed as necessarily reflecting the
views of the National Center for Policy Analysis or as an attempt to aid or
hinder the passage of any bill before Congress.

“Most developed countries
can reduce the size of
government with no adverse
effects on their standards of
living.”
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primary schooling, U.N. rank in human development, income share of the lowest 40 percent, illiteracy rate, secondary school
enrollment, life expectancy, prisoners per 100,000 population, divorce rate, emigration rate and some economic indicators.
Ibid., p. 26.

5 Ibid.

6 See J. Burkett, “Systematic Influences on the Physical Quality of Life: A Bayesian Analysis of Cross-Sectional Data,” Jour-
nal of Comparative Economics, 1995, 9, 145-63, and Rati Ram, “International Inequality in the Basic Needs Indicators,” Jour-
nal of Development Economics, 1982, 10, 113-17.

7 The data are contained in George T. Kurian, Illustrated Book of World Rankings 1997 (Armonk, N.Y.: M.E.Sharpe, 1997).

8 In order to aggregate indicators that are measured by a variety of units, the indices that are not naturally scaled from 0 to 100
were so scaled.  Thus, for attributes where the maximum value represents the highest achievement (e.g., life expectancy), the
index was constructed as a ratio of the measured value of the attribute to the maximum value for the attribute in the data set.
For attributes where the minimum value represents the highest attainment (e.g., infant mortality), the index was constructed as
an inverse ratio of the value of the attribute to the maximum value. Such a scaling makes it possible to aggregate indicators that
are measured by a variety of units.

9 A literacy rate of 100 percent has to be treated with some caution. Countries define literacy differently (e.g., an ability to read
a simple sentence, having attended school). The literacy rate for the United States is given as 95.5 percent. This high percentage
is rather hard to believe, given the quality of public schooling. On the basis of a definition of “functional literacy” (e.g., ability
to read a bus schedule, fill out an employment application), the literacy rate would be much lower. Moreover, IQ has a mean of
100 and a standard deviation of 15. This means that any population will have two-thirds in the interval 85 to 115 and 95 percent
in the interval 70 to 130. It is hard to believe that anyone with an IQ below about 80 points is “functionally literate.”

10 See Amartya Sen, Commodities and Capabilities (Amsterdam: North-Holland, 1985) and his The Standard of Living (Cam-
bridge: Cambridge University Press, 1987).

11 Daniel J. Slottje, Gerald W. Scully, Joseph G. Hirschberg and Kathy J. Hayes, Measuring the Quality of Life Across Coun-
tries: A Multidimensional Analysis (Boulder, Colo.: Westview Press, 1991), pp. 24-58.

12 Gary S. Becker, A Treatise on the Family (Cambridge: Harvard University Press, 1981). Earlier, Becker solved two impor-
tant riddles.  Beginning about 1870 for the advanced countries, the birth rate began a systematic decline that continues to this
day.  Less developed countries are now in various stages of a decline in the birth rate.  This decline in birth rates is of such
magnitude that rather than talk about the doom of a world population explosion and a Malthusian notion of widespread famine
as population growth outstrips the food supply, there is talk now of a population implosion (i.e., a shrinkage in population as re-
placement levels fall below deaths).  Demographers had no theory of the change in population growth before Becker provided
an economic theory of the decision to have children and how many to have.  The second riddle was why in the face of rising
real incomes people were choosing to have fewer children.  The explanation offered had two parts: (i) as income rises the value
of time increases, children are the most time-intensive form of consumption, and people substitute out of time-intensive forms
of consumption into less time-intensive forms, and (ii) parents substitute quality for quantity of children (i.e., they invest more
resources in the children, now, than in the past).  This notion of the substitution of quality for quantity is an early example of
hedonic change in goods that make interperiod comparisons of living standards tenuous (e.g., the CD of Ludwig Van
Beethoven’s Eroica played on a good stereo in 1998 is of rather different sound reproduction quality than on a record played on
an RCA Victrola of 1930 vintage, yet both are recording players).

13 The various attributes that are used to construct the index of political rights and the index of civil rights are discussed in de-
tail in Gerald W. Scully, Constitutional Environments and Economic Growth (Princeton, N.J.: Princeton University Press,
1992), pp. 106-16.
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14 These are scaled by Kurian from 0 (best) to 10 (worst), but I have rescaled them from 0 (worst) to 10 (best).

15 James D. Gwartney and Robert A. Lawson, Economic Freedom of the World: 1997 Annual Report, Vancouver: The Fraser
Institute, 1997, pp. 18-23.

16 Some of the attributes capture income distribution effects. To verify this statement, the 12 indicators, IA1 to IA12, were cor-
related with three measures that capture some dimension of the income distribution. These measures are the human suffering
index (Kurian, Illustrated Book of World Rankings 1997, pp. 375-76); poverty measured by the percent of people living on less
than $1 (valued by the Purchasing Power Parity method) a day (World Development Report, 1997, pp. 214-15); and an
Atkinson inequality index (aversion parameter equal to .95) (Scully, Constitutional Environments and Economic Growth, pp.
197-99). All 12 indicators are significantly (95 percent level) correlated with the human suffering index (N = 103), with a range
from -.34 (IA5) to -.91 (IA8). Eleven of the 12 attributes are significantly correlated with the poverty measure (N = 53), with a
range from -.28 (IA4) to -.62 (IA1). Nine indicators are correlated with the inequality index (N = 62), with a range from -.38
(IA9) to -.56 (IA4). The poverty and suffering indexes are significantly correlated (r = .62, N = 52), as are the suffering and in-
equality indexes (r = .49, N = 62). But the poverty and inequality indexes are not significantly correlated with each other (r =
.07, N = 31).

The significant link between political, civil, and economic liberty and income inequality (more freedom, more equality of in-
come) has been shown before (Ibid, pp. 184-99).

The attributes also are correlated with per capita GNP (PPP). For the 12 attributes (N = 112), the correlations range from .31
(A5) to .94 (A8). For the other attributes (N = 85), there is an inverse correlation with the crime rate (A13) of -.30, and positive
correlations with political (A14) and civil (A15) rights of .63 and .72, respectively. The index of economic rights, which cap-
tures a variety of institutional and policy matters, has a correlation coefficient of .65 with per capita GNP.

17 For instance, consumption by United States households in the lowest 20 percent of the income distribution averaged $13,957
in 1993, while their income averaged only $6,395.  Unreported income, noncash benefits and spending out of household wealth
are some of the reasons the poor can consume more than their reported income.  See “Consumer Expenditures in 1993,” U.S.
Department of Labor, Bureau of Labor Statistics Report 885, December 1994; cited in Bruce Bartlett, “How Poor Are the
Poor?” National Center for Policy Analysis, Brief Analysis No. 185, October 25, 1995.

18 Principal components analysis measures the amount of independence in a group of variables. The original data, X, is trans-
formed into a new data set, Z, where the variables are pairwise uncorrelated. Hence Z = XA, and A’X’XA = D(λ i), where

D( λ i) is the diagonal matrix of eigenvalues, which represent the variances of the Z matrix. Specifically, λ λi i/ ∑ = Pi is the

proportional contribution of each of the principal components to the total variation in the X matrix, and ∑Pi = 1.

For the hedonic estimation, real GNP (PPP, purchasing power parity adjusted) per capita was used as the instrumental variable.

Thus, the regression IY = β 0 + ∑ β i IA + ∈ was estimated, and the β i’s were normalized to sum to unity.

For a more detailed analysis of the methodology of constructing aggregate indexes with principal component and hedonic
weights, see D.J. Slottje, G.W. Scully, J.G. Hirschberg and K.J. Hayes, Measuring the Quality of Life Across Countries (Boul-
der, Colo.: Westview Press, 1991), pp. 59- 67, and Scully, Constitutional Environments and Economic Growth, pp. 120-27,
130-31.

19 The range of “maximal” estimates is from 72.5 to 82.5 percent of the observed maximum government expenditure per person
of $5,307.5.

20 It is outside the scope of this paper, but some developing countries have experienced negative economic growth since the
1960s.  They are able to get by for the time being due to unreported black market activity, foreign aid from wealthy welfare
states and by consuming their capital stock.  As a consequence, those countries have made very little social progress, in a few,
conditions have worsened.

21 The percentages were obtained by dividing GNP per capita by the average of the six estimates for the polynomial model of
MB=0, and all 18 estimates of MB=ME, in Appendix Table II.  Government expenditures are usually expressed as a share of
gross domestic product (GDP).  Until the 1980s national production of goods and services, or gross national product (GNP), in-
cluded some items that represented foreign wealth.  This was altered to GDP to reflect more accurately wealth generated do-
mestically.  GNP and GDP figures differ slightly, but not enough to create a serious distortion.

22 Tanzi and Schuknecht include Chile and Korea as nations that have achieved a high level of social progress with compara-
tively small fiscal governments. In 1995, government expenditures as shares of GDP were 19.2 and 20.4 percent, respectively.
The value of the average of the six indexes of social progress is 66.3 for Chile and 70.5 for Korea. For the narrower PQL index
(equal weights), the value is 70.3 for Chile and 68.1 for Korea. Singapore has a PQL value of 86.8.
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23 It is likely that Hong Kong would also have a high value of social progress, had the data been available to calculate the indi-
ces.

24 For nations farther down the ranks of per capita GNP, social progress indicators are so low that those nations would have to
spend more than their entire GNP annually in order to reach MB=0.  Note that 22 countries are chosen for the sample in this pa-
per, but 26 countries are used in this calculation.

25 James Gwartney, Robert Lawson, and Randall Holcombe in “The Size and Functions of Government and Economic
Growth,” Joint Economic Committee, Washington, D.C., April, 1998, pp. 24-26 have estimated “core” government expendi-
tures as a fraction of GDP for several advanced nations. These core functions are expenditures related to the protection of per-
sons and property, national defense, education, monetary stability and physical infrastructure. The range in the estimated core
functions is from 9.1 percent for Germany to 13.8 percent for the United States, with an average value of 11.9 percent.

26 William J. Baumol, “Macroeconomics of Unbalanced Growth: The Anatomy of Urban Crisis,” American Economic Review,
1967, 57, 415-26.

27 William A. Niskanen, Jr., Bureaucracy and Representative Government (Chicago: Aldens and Atherton, 1971).
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APPENDIX

Constructing an Index of Government Consumption Spending (IG).  To analyze the effects

of government spending on social progress, I constructed an index of general government consumption

expenditures per capita in 1995, designated as IG.  To obtain IG, general government consumption as a

percent of national output was multiplied by the purchasing power parity (PPP) estimate of GNP per

capita to get government consumption per capita, G.  Then G was indexed by setting IG equal to G over

the maximum value in the range, multiplied by 100.  Thus, IG = (G/5,307.5)*100.

If we define the Quality of Life index (IQL) as an aggregate index of social indicators for all the

countries in the sample, and IG as an index of their per capita government consumption expenditures,

we have IQL  =  f(IG), read as “IQL is a function of IG.”  When values are substituted for the variables

IQL and IG, we expect to find increases in social progress as government expenditures increase, but at

a diminishing rate.  If the particular function used to estimate the relationship between IQL and IG

reaches a maximum within the data interval, the level of per capita government expenditure that ex-

hausts the marginal benefit of social progress (MB = 0) can be obtained.

Models of IQL = f(IG).  The first specification or model is quadratic (the variable IG, its

square, and higher order terms where significant), with the results presented in Appendix Table III.1

All of the regressions contain statistically significant parameters (all coefficients are statistically signifi-

cant at or above the 95 percent level), and there is strong evidence of diminishing returns to government

expenditure for both the PQL index and the multidimensional index, no matter which weighting scheme

is used.

Calculating MB = O.  The value of the PQL and multidimensional indices where marginal

benefit equals zero for the countries in the sample is found by setting the change in the estimated

functions (in Appendix Table III) to zero and solving for IG.  This value of IG is then multiplied by the

maximum value of G ($5,307.5) to obtain a maximum value for per capita government expenditure.

The results of this exercise appear in Appendix Table II.

Calculating the “Saturation Point” of Government Spending.  There is a mathematical

function that has the property that the slope flattens to zero as the independent variable — in this case,

per capita government consumption spending — increases beyond some level.  This mathematical

function is known as a Pareto function and may be written as IQL = a - IG-b, where a is the saturation

level and b is expected to be zero, if the function is appropriate for the data.  This function was esti-

mated, and the results appear in Appendix Table IV.  In all cases, the intercept is statistically significant

and the slope statistically insignificant, meaning that there is a “saturation” level of per capita govern-

ment consumption spending beyond which no further social progress is achieved.

The saturation levels of the principal components-weighted social progress indices are similar to

the results obtained with the polynomial regressions; however, the results for the saturation model of

the other indices are considerably lower — IG ranges from 43.4 to 75, and the average value of govern-

ment expenditures for MB = 0 is $3,167.5.  On average, these estimates of MB = 0 are about 25 percent
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lower than the estimates obtained with the polynomial function (which averaged $4,131.67).  Thus the

estimated levels of government spending at which the marginal benefit of social progress is exhausted

are also lower — for example, it is 11.7 percent of GNP for the United States, 25 percent for Portugal

and 16.1 percent for the top 26 high-income countries.

Based on averages of the six estimates for the two models shown in Appendix Table II for MB =

0, one may take $4,130 as an “upper bound” for “maximal” government expenditures for social

progress and $3,167.50 as a “lower bound.”

Calculating MB = ME.  Per capita government expenditures (IG) are related to the level of per

capita GNP (IY) and government expenditures as a share of GNP.  Thus, IG = g(IY), read as “IG is a

function of IY.”  If all governments spent exactly the same fraction of GNP on consumption, then the

slope of the index of per capita government spending on an index of per capita GNP would be unity.

Obviously, the absolute amount of public spending per capita rises as GNP rises across countries, so

even if the size of the public sector is kept constant relative to GNP, per capita government expendi-

tures will be higher in advanced nations.

Thus it is appropriate to solve for the level of per capita government expenditures at which the

marginal benefit of social progress (MB) equals the marginal per capita public spending out of GNP

(ME).  While government consumption expenditures have grown over time, in advanced nations they

have not grown as rapidly as some other elements of government budgets — such as transfer payments

and interest payments on public debt.  Thus there may be some reason to believe that the slope of per

capita public spending with respect to per capita GNP will be less than one.

To determine this slope, I constructed an index of GNP per capita using the highest per capita

GNP in the 22-country sample ($26,980, for the United States).  The index of government spending per

capita (IG) was regressed on an index of GNP per capita (IY = (Y/$26,980)*100).  The relationship

proved to be linear, with a slope of .8953 for the PQL sample and .9101 for the multidimensional index

sample.3   Taking the coefficients at face value, a one-unit increase in IY is $269.8.  For the PQL index,

it is associated with a $47.5 increase in per capita public spending.  For the multidimensional index, it is

associated with a $48.3 increase.

In Appendix Table II, the average level of per capita government expenditures at which the

marginal benefit is equal to the marginal expenditure ranges from $605 to $1,572 and averages to

$1,105.  This average is used to determine the optimal government expenditures shown in Table II.

Averaging all 18 estimates of optimal government expenditure in Appendix Table II and divid-

ing by GNP, the range is from 4.1 percent of GNP in the United States to 8.7 percent for Portugal.  For

the top 26 high-income nations in the world, optimal government expenditure is 5.6 percent of GNP.

Tests Using Other Models.  A possible difficulty is that the particular function used may be

driving the findings.  To ensure that this is not the case, two additional nonlinear specifications (mod-

APPENDIX (continued)
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els) are estimated.  One is based on a differential equation derived previously;4 the other is an exponen-

tial model.  Both of these functions have maximums at infinity.  Technically, over the range of the

data, there is no value of IG for which the marginal benefit of social progress is zero.  But the slope of

both functions is very flat around and beyond the saturation level.  The level of per capita government

expenditure necessary to bring about equality between marginal benefit and marginal government
expenditure can be calculated by setting the derivatives of these functions equal to marginal govern-
ment expenditure.5

The estimated functions are presented in Appendix Table V.  Judged by the values of the
statistical tests, the fits are quite good.  The results for equality between the marginal benefit of social
progress and marginal government expenditure do not depart much from the results found with the
polynomial model.  As is seen in Appendix Table II, for the differential equation model the range is
from $823 to $1,831, and for the exponential model the range is from $760 to $1,513.  This is reassur-
ing, since nothing unusual has arisen from imposing different functional forms on the data.

1 The regressions, both corrected for heteroscedasticity (nonnormal errors), are:

IG = -1.5878 + .8953 IY, R
2
 = .8343, N = 112 and

                    (1.92)     (16.37)

IG = -2.4103 + .9101 IY, R
2
 = .8524, N = 85.

                    (2.26)     (15.34)

A test of the restriction that the slope is unity revealed, respectively, t = -1.92 (p = .058) and t = -1.51 (p = .13). Thus one

cannot reject at the 95 percent level unit elasticity of per capita government consumption spending with respect to per capita

GNP.

2 Higher-order terms were included, if F ≥ F(.95). Since the errors are likely to be correlated across equations, more efficient

estimates are through joint estimation.  Hence the three PQL indices and the three multidimensional indices are estimated as

a system or multivariate (seemingly unrelated) regression.

3 See Gerald W. Scully and Frank M. Bass, “Relative Income and Investment Comparisons Among OECD Nations,”

Technological Forecasting and Social Change, No. 59, 1998, pp. 167-82.

4 The differential equation model is IQL = a/(b + ce
-aIG

). The function is concave and the limit is a/b as IG→ ∞ . The
derivative is dIQL/dIG =  a

2
ce

-aIG
/(b + ce

-aIG
)
2
. The exponential model is IQL = c - ae

-bIG
. The function is concave and

the limit is c as IG→ ∞ .  The derivative is dIQL/dIG = ae
-bIG

b.

APPENDIX (continued)
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Cross-section

(2) .9527

(3) .9535 .9178

(4) .9311 .8951 .9301

(5) .9651 .9923 .9284 .9365

(6) .8999 .8610 .9252 .9725 .9021 —

N = 85.

APPENDIX TABLE I

Simple Correlations Among the Various Social Progress Indices

PQL Index Multidimensional Index

Weights (1) Equal (2) PC (3) Hedonic (4) Equal (5) PC (6) Hedonic

Model: Polynomial

MB = 0 $4,380 4,040 4,180 3,970 3,850 4,370

MB = ME 945 653 1,173 1,672 605 1,008

Model: IQL = a - IG
-b

MB = 0 3,125 3,805 2,300 3,120 3,980 2,675

Model: IQL = a/(b + ce
-aIG

)

MB = ME 982 823 1,300 1,460 982 1,831

Model: IQL = c - ae
-bIG

MB = ME 929 760 1,088 1,300 876 1,513

APPENDIX TABLE II

Optimal Government Expenditures for MB = 0 and MB = ME

PQL Index Multidimensional Index

Weights Equal PC Hedonic Equal PC Hedonic
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Constant 34.826 46.860 25.154 33.338 43.235 23.198

(19.25) (26.19) (16.93) (17.88) (20.19) (13.82)

IG 2.8430 4.3185 1.2477 1.5709 5.7649 1.5799

(10.65) (7.82) (9.83) (10.78) (8.12) (12.04)

IG
2

-.0796 -.2431  -.7918E-02 -.0105  -.3906 -.9354E-02

(5.19) (4.38) (5.22) (6.19) (4.68) (6.13)

Higher Terms
2
 Yes Yes No No Yes No

.7127  .7506 .7559 .8124 .8295 .8709

N 112 112 112 85 85 85

System R
2

.8754 .9388

Log Like. -1055.0 -803.1

APPENDIX  TABLE III

Multivariate Polynomial Regressions of
Social Progress and Government Expenditure

Weights Equal PC Hedonic Equal PC Hedonic

PQL Index Multidimensional Index

Model: IQL = a - IG
-b

a 58.862 71.746 43.364 58.686 74.985 50.353

(31.99) (48.96) (24.61) (23.79) (42.17) (19.03)

b .5437 .5693 .5051 .4794 .5286 .4594

 (0.90) (1.01) (0.89) (0.72) (0.87) (0.69)

R
2

.6111 .6665 .5603 .6569 .7716 .6270
Log Like. -487.0 -464.1 -485.7 -384.6 -356.7 -391.6

APPENDIX TABLE IV

Nonlinear Least-Squares (NLLS)
Regressions of Pareto “Saturation” Function

Weights Equal PC Hedonic Equal PC Hedonic

PQL Index Multidimensional Index
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Model: IQL = a/(b + ce
-aIG

)

a .1359 .1421 .0894 .0844 .1155 .0709

(8.48) (9.09) (9.22) (8.45) (7.34) (9.89)

b*10
2

.1725 .1630 .1306 .0968 .1262 .0822

(7.80) (8.75) (8.11) (7.45) (6.76) (8.42)

c*10
2

.2351 .1337 .2516 .1734 .1095 .2135

(5.11) (5.78) (6.07) (5.22) (5.10) (5.79)

R
2

.6969 .7268 .7450 .8095 .7996 .8619

N 112 112 112 85 85 85

Log Like. -1058.4 -808.0

Model: IQL = c - ae
-bIG

c 70.104 87.267 70.400 88.053 91.149 91.053

(40.65) (58.88) (28.29) (36.53) (65.83) (25.01)

a 50.513 43.319 49.899 61.963 47.856 71.531

(17.72) (18.12) (18.61) (20.64) (19.02) (20.44)

b .0946 .1154 .0482 .0524 .1004 .0336

(7.67) (7.38) (7.21) (7.69) (8.21) (7.58)

R
2

.7077 .7353 .7533 .8143 .8083 .8648

N 112 112 112 85 85 85

Log Like.  -1057.5 -805.8

APPENDIX TABLE V

Multivariate Nonlinear Least-Squares (NLLS)
Regressions of Social Progress and Government Expenditure

Asymptotic t-values in parentheses. R2 is between actual and predicted values.

Weights Equal PC Hedonic Equal PC Hedonic

PQL Index Multidimensional Index
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About the NCPA
The National Center for Policy Analysis is a nonprofit, nonpartisan research institute founded in

1983 and funded exclusively by private contributions.  The mission of the NCPA is to seek innovative
private-sector solutions to public policy problems.

The center is probably best known for developing the concept of Medical Savings Accounts
(MSAs).  The Wall Street Journal called NCPA President John C. Goodman “the father of Medical
Savings Accounts.”  Sen. Phil Gramm said MSAs are “the only original idea in health policy in more than
a decade.”  Congress approved a pilot MSA program for small businesses and the self-employed in 1996
and voted in 1997 to allow Medicare beneficiaries to have MSAs.

Congress also relied on input from the NCPA in cutting the capital gains tax rate and in creating
the Roth IRA.  Both proposals were part of the pro-growth tax cuts agenda contained in the Contract with
America and first proposed by the NCPA and the U.S. Chamber of Commerce in 1991.  Two other recent
tax changes — an increase in the estate tax exemption and abolition of the 15 percent tax penalty on
excess withdrawals from pension accounts — also reflect NCPA proposals.

Another NCPA innovation is the concept of taxpayer choice — letting taxpayers rather than
government decide where their welfare dollars go.  Sen. Dan Coats and Rep. John Kasich have introduced
a welfare reform bill incorporating the idea.  It is also included in separate legislation sponsored by Rep.
Jim Talent and Rep. J. C. Watts.

Entitlement reform is another important area.  NCPA research shows that elderly entitlements will
require taxes that take between one-half and two-thirds of workers’ incomes by the time today’s college
students retire.  A middle-income worker entering the labor market today can expect to pay almost
$750,000 in taxes by the time he or she is 65 years of age, but will receive only $140,000 in benefits —
assuming benefits are paid.  At virtually every income level, Social Security makes people worse off —
paying a lower rate of return than they could have earned in private capital markets.  To solve this prob-
lem, the NCPA has developed a 12-step plan for Social Security privatization.

The NCPA has also developed ways of giving parents the opportunity to choose the best school for
their children, whether public or private.  For example, one NCPA study recommends a dollar-for-dollar
tax credit up to $1,000 per child for money spent on tuition expenses at any qualified nongovernment
school — a form of taxpayer choice for education.

The NCPA’s Environmental Center works closely with other think tanks to provide common sense
alternatives to extreme positions that frequently dominate environmental policy debates.  In 1991 the
NCPA organized a 76-member task force, representing 64 think tanks and research institutes, to produce
Progressive Environmentalism, a pro-free enterprise, pro-science, pro-human report on environmental
issues.  The task force concluded that empowering individuals rather than government bureaucracies
offers the greatest promise for a cleaner environment.  More recently, the NCPA produced New Environ-
mentalism, written by Reason Foundation scholar Lynn Scarlett.  The study proposes a framework for
making the nation’s environmental efforts more effective while reducing regulatory burdens.

In 1990 the NCPA’s Center for Health Policy Studies created a health care task force with repre-
sentatives from 40 think tanks and research institutes.  The pro-free enterprise policy proposals developed
by the task force became the basis for a 1992 book, Patient Power, by John Goodman and Gerald
Musgrave.  More than 300,000 copies of the book were printed and distributed by the Cato Institute, and
many credit it as the focal point of opposition to Hillary Clinton’s health care reform plan.
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A number of bills before Congress promise to protect patients from abuses by HMOs and other
managed care plans.  Although these bills are portrayed as consumer protection measures, NCPA studies
show they would make insurance more costly and increase the number of uninsured Americans.  An
NCPA proposal to solve the problem of the growing number of Americans without health insurance
would provide refundable tax credits for those who purchase their own health insurance.

NCPA studies, ideas and experts are quoted frequently in news stories nationwide.  Columns
written by NCPA experts appear regularly in national publications such as the Wall Street Journal, Wash-
ington Times and Investor’s Business Daily. NCPA Policy Chairman Pete du Pont’s radio commentaries
are carried on 359 radio stations across America.  The NCPA regularly sponsors and participates in Firing
Line Debate, which is aired on 302 public broadcasting stations.  The NCPA each year sponsors 22 one-
hour televised debates on the PBS program DebatesDebates, seen in more than 170 markets.

According to Burrelle’s, the NCPA reached the average household 10 times in 1998.  More than
36,000 column inches devoted to NCPA ideas appeared in newspapers and magazines in 1997.  The
advertising value of this print and broadcast coverage was more than $56 million, even though the NCPA
budget for 1998 was only $4 million.

The NCPA has one of the most extensive Internet sites for pro-free enterprise approaches to public
policy issues, www.ncpa.org, receiving about one million hits (page views) per month.  All NCPA publi-
cations are available online, and the website provides numerous links to other sites containing related
information.  The NCPA also produces an online journal, Daily Policy Digest, which summarizes public

policy research findings each business day and is available by e-mail to anyone who requests it.

What Others Say about the NCPA

“...influencing the national debate with studies, reports
and seminars.”

— TIME

“...steadily thrusting such ideas as ‘privatization’ of
social services into the intellectual marketplace.”

—  CHRISTIAN SCIENCE MONITOR

“Increasingly influential.”

— EVANS AND NOVAK

“The NCPA is unmistakably in the business of selling ideas...(it)
markets its products with the sophistication of an IBM.”

— INDUSTRY WEEK

The NCPA is a 501(c)(3) nonprofit public policy organization.  We depend entirely on the financial support of individuals,
corporations and foundations that believe in private sector solutions to public policy problems.  You can contribute to our
effort by mailing your donation to our Dallas headquarters or logging on to our web site at www.ncpa.org and clicking “An
Invitation to Support Us.”


