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AN ANALYSIS OF THE GROWTH OF THE PUBLIC SECTOR
IN IRELAND, 1953-77*
JOHN W. O'HAGAN
(Read before the Society, 6 March, 1980)
The purpose of this paper is to conduct an inquiry into the growth of public sector
share (i.e. public sector expenditure expressed as a percentage of GNP) in Ireland for the
period 1953-77.1 This is done under a number of headings. First, the trends in the share
of overall public sector expenditure and public sector expenditure by economic and
functional category are examined in detail. Second, the trends in revenue are outlined and
discussed. Third, the hypothesis that trends in "real" public sector share may have differed markedly from those for nominal public sector share is examined. Finally, the
hypothesis that changes in the "visibility" of the tax system, coupled with changes in
decision-making procedures, were important determinants of public sector share is
assessed. The paper, therefore, examines trends in expenditure and revenue in detail and
assesses the validity of what are considered in the literature to be the main hypotheses
relating to the growth of public sector share arising from both a "producer" and "financial
perspective".2
It may be worth emphasising at this stage that the paper is not, for a number of
reasons, concerned with the desirability or otherwise of the trends, past or future, in
public sector share. It should also be noted, perhaps, that there is a variety of other
explanations for the growth in public sector share not looked at in this paper, mainly
for reasons of space, and that therefore, it is not being suggested that the hypotheses
posited here are the only or, indeed, the most important explanations.
1. OVERALL EXPENDITURE TRENDS
1.1 Definitional and Statistical Problems
There are advantages and disadvantages in any definition of the public sector and the
one chosen will ultimately depend on the purpose of the analysis. Public expenditure as
discussed in this paper, however, broadly corresponds to the total of the various types of
expenditure or transfers made by general government.3 As such it is intended to be as
consistent as possible with the definitions in the internationally agreed system of national
accounts used by the Statistical Office of the European Communities (Eurostat), where
general government refers to the various authorities and departments of central, local and
provincial or state governments which do not produce goods and services for sale in the
market. It is worth pointing out that this definition of general government expenditure
includes expenditure covered by those social security arrangements and by any private
non-profit bodies which are imposed, controlled or mainly financed by public authorities,
even though not a formal part of government. Given this definition of public sector
or general government expenditure, the main exclusion is the expenditure of those
government-owned enterprises or public corporations which primarily sell the goods and
services they produce in the market place. As a result, the figures for public sector expenditure given here do not typically correspond to the expenditure covered by government
budgets.
*This paper is based on Chapter 5 of the author's Ph.D. thesis. See O'Hagan (1979a). The author
would like to thank Dermot McAleese and two anonymous referees for some very helpful comments
on an earlier draft of this paper.
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A major problem with the budget definition of public expenditure is that in some
countries government budgets may include capital raising by, or on behalf of, various
public corporations, with the consequence that the total of public expenditure can be
affected by decisions to exclude or not to exclude particular public corporations from the
budget sector. This, of course, may be considered by some to be an advantage of the budget approach. However, the view taken here is that what is of most interest is to identify
separately that expenditure which will sooner or later have to be covered by taxation.
In so far as current taxation does not fully cover total public expenditure, then, of course,
it is assumed that future taxation will be sufficient to service the loans necessary to finance
the present public deficit. In effect, then, public sector expenditure as defined here is that
expenditure whose allocation is decided by non-market criteria, so that the benefits cannot be directly attributed to those who eventually pay. This definition of the public
sector clearly includes not only the purchase of goods and services but also transfers and
subsidies.
No matter what output measure is used as denominator in the public sector share
measure, transfers will not constitute part of it and thus the inclusion of transfers in the
numerator of the quotient is considered "false" by some.4 However, transfers are financed
by taxes and expenditures on transfers are determined by political decisions about
allocative as well as distributional objectives, decisions which are of equal importance to
those relating to other aspects of public sector expenditure. Thus the inclusion of transfer
payments for the purposes of this study appears warranted, although this would not be
the case for those studies examining the "contribution" of the public sector to national
income. The output measure used in this paper is GNP at current market prices, although
the use of either GDP or GNP at current factor cost would not appreciably alter the
observed trend in public sector share. Since government purchases are made at market
prices, the national income aggregate selected should, it could be claimed, be at market
prices rather than at factor cost simply for reasons of consistency, although GNP at factor
cost has, it must be noted, other advantages. To express government expenditure at constant prices raises almost insuperable problems. The major difficulty is the lack of market
valuations for the goods and services provided by a government. This question, however,
will be returned to later in the paper. As net factor incomes from abroad constitutes part
of the income base for tax purposes it appears that the use of national product may be
more appropriate than domestic product.5
1.2 To tal Public Sector Expenditure
The main source for consolidated statistics on the public sector in Ireland is the
Central Statistics Office's National Income and Expenditure Series. Column A of Table 1
outlines the ratio of public sector expenditure, as defined in this series, to GNP at current
market prices for the period 1953-1977 inclusive. However, this definition of public sector
expenditure does not coincide with the one being used here for a number of reasons.
First, it includes expenditure on "loans and share capital" and this expenditure one would
not in the normal course of events expect to be financed by taxation. Second, it includes
the relatively large item "miscellaneous current receipts" and excludes the item "estimated
public authorities depreciation (excluding depreciation of government trading enterprises)". Last, it includes expenditure on "redemption of securities and loan repayments",
an item which is excluded from most definitions of the public sector. The reasoning
behind this is that, apart from servicing costs, the expenditure associated with borrowing
is already accounted for in the year in which the borrowing took place. Column B represents a measure of public sector share which excludes all of the above items and this is
the measure of public sector share to be used throughout this paper. As may be seen, it
differs substantially from Column A. In particular, as one would expect, the relative size
of the public sector is greatly reduced in all years, with a drop of 9.3 percentage points
in 1975 being the most dramatic illustration of this. Finally, Column C outlines the share
of net public sector expenditure on goods and services plus public sector expenditure on
gross physical capital formation as a per cent of GNP at current market prices. These are
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Table 1: Different Measures of Public Sector Percentage Share,
1953-19771

Year2

A

1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

33.2
34.0
32.8
35.6
32.7
31.3
31.4
33.0
33.7
33.6
34.3
35.8
37.0
37.2
38.8
40.4
41.7
42.7
43.5
42.3
44.7
51.0
57.6
55.6
56.0

B
29.6
29.7
29.6
30.9
29.3
28.1
27.4 "
28.3
29.8
29.7
30.8
32.1
33.5
34.1
35.5
36.7
37.2
39.1
40.2
39.1
39.5
43.9
48.3
48.2
47.1

C
16.7
16.7
16.4
16.9
15.1
14.9
14.7
14.9
15.1
15.6
16.1
17.1
17.6
17.3
17.3
17.1
17.7
18.7
19.6
19.6
20.6
23.1
24.8
23.8
23.0

Sources: National Income and Expenditure, various issues.

A = Total public sector expenditure (as defined in the Irish national
accounts) divided by GNP at current market prices.
B = Total public sector expenditure less loans and share capital,
less redemption of securities and loan repayments, less miscellaneous current receipts of public authorities, plus estimated
public authorities depreciation (excluding depreciation of government trading enterprises), divided by GNP at current market
prices.
C = Net public sector expenditure on goods and services plus gross
physical capital formation divided by GNP at current market
prices (i.e., less transfer payments and subsidies).
The data are not strictly comparable for the whole period. In particular the figures for 1960-77 were compiled on a somewhat different basis to the 1953-59 data, although the difference in the
totals to emerge using both methods is rather insignificant. See
National Income and Expenditure

1976, pp 4-5, for details. A

more serious difficulty is that the major revision in 1972 of the
concept of GNP was not applied by the CSO to the pre-1960 GNP
figures. An approximate reclassification was used here, giving GNP
at current market prices for the years 1953 to 1959 (figures using
pre-1972 GNP measure in brackets) as £509.8m (£524.5m),
£513.2m (£527.9m), £535.6m (£550.7m), £543.5m (£558.8m),
£564.7m (£580.8m), £584.7m (£600.9m), £622.4m (£638.8m).
The revision basically was to subtract from the pre-1972 classification data on GNP "emigrants' remittances etc." and the "pensions
and allowances" component of both private and government international transfers.
2
1953-1973 refer to the financial years 1953/54 to 1973/74 respectively.
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the only components of public sector expenditure, in fact, which "contribute" to GNP
and, as mentioned before, are considered by many economists as the only valid items of
expenditure to be used in a measure of public sector share. The difference between A
and/or B and C is quite dramatic, with 1975 again a clear example of this: in that year
the public sector share using A was 57.6 per cent and only 24.8 per cent when C is used.
What is of most interest, however, is whether A, B and C display similar trends or not.
With the exception of the 1973 to 1975 period, the trends in A and B are very similar.
In those years short-term loans to the EEC Intervention Agency greatly increased the
loans component of A, leading to a rather startling, but "artificial", increase in the
public sector share when this measure is used. At this stage, then, it may be worth outlining the main trends in public sector share when B is used: (i) relative stability between
1953 and 1963, with a level of 29 to 31 per cent being maintained in eight years of the
eleven-year period - the 1958 to 1960 period witnessed a 1 to 2 percentage downward
deviation from this pattern; (ii) a steady upward shift between 1963 and 1971, with the
1971 level being maintained in 1972 and 1973 - with the exception of 1951, the public
sector share in 1964 was never before attained and the "plateau" level of the 1971-1973
period was approximately 10 percentage points above the previous "plateau" of the 1950s
and early 1960s; (iii) a dramatic increase between 1973 and 1975, with the 1975 level
being broadly maintained in 1976 and 1977 - the public sector share increased by 8.8
percentage points in this two-year period, i.e. by the same amount as in the whole of the
1963-1973 period.
The question now is whether the trends in the public sector share as measured by C
differed markedly, if at all, from those observed for the public sector share as measured
by B. As may be seen from Table 1, the public sector share, as measured by C, in the
1964-1968 period was broadly similar to that pertaining in the 1953-1956 period. It was
thus not until after 1968 that new "highs" were reached. Moreover, there was a marked
drop in the public sector share between 1956 and 1959, with the increase back to previous levels taking place between 1959 and 1964. These somewhat contrasting trends for
the 1953 to 1968 period for public sector share as measured by B and C can be seen quite
clearly in Table 1. However, between 1968 and 1974 the public sector share for C increased steadily, from 17.1 per cent in 1968 to 23.1 per cent in 1974, and this level was
maintained in the following years. The increase of 34.5 per cent between 1968 and 1977,
on the 1968 level of C, in fact, compares with an increase of 28.3 per cent when B is used.
1.3 Public Sector Share by Economic Category
To ascertain to which components of government expenditure the increased public
sector share observed in the last section can be attributed, it is useful, and usual, to look
at public sector share by economic and functional category. Table 2 looks at: I. net
current expenditure by public authorities on goods and services (also simply referred to
as public consumption); II. gross physical capital formation by public authorities; III.
expenditure on subsidies by public authorities; IV. current transfers plus national debt
interest paid by public authorities; and V. capital grants to enterprises, other capital
transfer payments paid, and payments to the rest of the world — all divided by GNP at
current market prices. These five components combined give B in Table 1. This constitutes the economic classification of public sector share.
Public sector share as measured by C is the sum of Columns I and II in Table 2. As
may be seen, the "dip" observed for 1958-1959 when using C is nearly fully due to the
drop in the gross physical capital formation share in that period. Indeed, the latter shows
a very distinct pattern over the 24-year period: between 1953 and 1956 it lay between 4.3
and 4.6 per cent; from 1957 to 1963 it varied between 2.8 and 3.7 per cent; from 1964
to 1973 it stayed within the 4.0 to 4.9 range, and only in the 1974-1975 period did it
exceed previous levels, falling back again in 1976 and 1977. On the other hand, the net
current expenditure on goods and services portion remained remarkably stable between
1953 and 1969, ranging only between 11.9 and 12.4 per cent from 1953 to 1963 and
only between 13.1 and 13.3 per cent from 1964 to 1969. The upward shift of 1 per-
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centage points or so between the two periods occurred between 1963 and 1964. Between
1969 and 1977, however, the share of net current expenditure on goods and services in
GNP increased by 4.9 percentage points above previous levels, accounting therefore for
the vast bulk of the observed increase of 5.3 percentage points in C in this period, and
nearly half of the observed increase in B.
Table 2: Public Sector Percentage Share by Economic Category, 1953-77
Year

I

II

III

IV

V

1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

12.1
12.3
12.1
12.6
12.0
12.0
11.9
12.2
12.1
12.2
12.4
13.1
13.3
13.3
13.1
13.1
13.3
14.4
15.0
15.2
15.6
17.0
18.6
18.8
18.2

4.6
4.4
4.3
4.3
3.1
2.9
2.8
2.8
3.1
3.3
3.7
4.1
4.3
4.0
4.2
4.1
4.4
4.3
4.5
4.5
4.9
6.1
6.2
5.0
4.8

2.9
3.3
3.4
3.4
2.9
2.6
2.7
3.2
4.2
3.6
3.5
3.6
3.9
4.1
4.6
4.6
4.7
4.8
4.6
4.2
3.1
3.3
3.7
3.6
3.7

7.9
8.2
8.4
8.9
9.4
9.1
8.8
9.1
9.3
9.2
9.5
9.7
10.1
10.9
11.3
11.6
12.2
13.0
13.2
12.9
14.0
15.5
17.9
18.6
18.3

2.0
1.5
1.5
1.7
1.5
1.4
0.9
1.1
1.2
1.3
1.7
1.7
2.0
1.8
2.3
3.4
2.6
2.5
2.9
2.3
1.9
2.0
2.0
2.1
2.1

Sources: same as for Table 1.
I

= Net current expenditure by public authorities on goods and services divided by GNP at current
market prices.
II = Gross physical capital formation by public authorities divided by GNP at current market prices.
III = Expenditure on subsidies by public authorities divided by GNP at current market prices.
IV = Current transfer payments plus national debt interest paid by public authorities divided by
GNP at current market prices.
V = Capital grants to enterprises, other capital transfer payments and payments to the rest of the
world by public authorities divided by GNP at current market prices.

Turning now to the other components of B, namely columns III-V in Table 2, it can be
seen that the subsidies share in GNP has not shown any significant trend over the 24-year
period. In fact, between 1974 and 1977 it was little higher than in the years 1953 to 1956.
However, between these two periods it showed considerable variation, falling from 3.4
per cent in 1956 to 2.6 per cent in 1958, rising again to 4.8 per cent in 1970 and falling
back to 3.1 per cent in 1973. A broadly similar conclusion applies to the capital transfers
etc. share. Its level in 1977 was nearly the same as that pertaining in 1953, although it did
vary considerably in the intervening years. It reached a low of 0.9 per cent in 1959 and
a high of 3.4 per cent in 1968.6 This leaves as the remaining component current transfer
payments (including national debt interest). The share of this item of public expenditure
in GNP has risen in nineteen of the twenty-four years covered and over the period as a
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whole its level has increased by approximately 10 percentage points. This accounts for
nearly 60 per cent of the total increase in the public sector share as measured by B.
Clearly, then, the growth in the share of current transfers in GNP has been the most
important factor in the growth of the public sector share in Ireland. As may be seen, the
main period of growth in this item has been the years of 1962 to 1976, with particularly
rapid growth in the 1972 to 1976 period.
Table 3 provides a useful summary of the foregoing. The growth in total public sector
share since 1961-63 is cearly highlighted, as indeed is the prominent role of current transfers in this growth. It may also be seen that of the 6.3 percentage points increase in the
share of goods and services in GNP between 1953-55 and 1975-7 h 5.3 of these occurred
between 1967-69 and 1975-77.
Table 3: The Average Percentage Share of Total Public Sector Expenditure,
and Some of its Components, in GNP

Period
1953-55
1961-63
1967-69
1971-73
1975-77
Changes,
1953-55/
1975/77

Total
Public
Sector1

Goods and
Services

Current
Transfers

Capital
Formation

29.6
30.1
36.5
39.4
47.9

12.2
12.2
13.2
15.3
18.5

8.2
9.3
11.7
13.4
18.3

4.4
3.4
4.2
4.6
5.3

183

6.3

10.1

0.9

Sources', based on data in Tables 1 and 2.
As measured by B in Table 1.

1.4 Public Sector Share by Functional Category
(i) Transfers. Table 4 outlines the trends in the shares of current transfers and their
main sub-components in terms of function for the period of most rapid growth in current
transfers, namely 1963-77. Of the 8.8 percentage points increase in the share of total
current transfers between 1963 and 1977, 2.7 (i.e. 31 per cent of the total) of these were
accounted for by interest on the public debt, most of this increase coming between 1973
and 1977. Although data for the other sub-categories only exist up to 1975, it would
appear that the GNP share of current transfers for "social security and welfare" purposes,
which rose by 4.5 percentage points between 1963 and 1975, was in absolute terms the
single most important source for the increased total transfers share. Expenditure on current transfers for educational purposes increased from 0.8 to 2.2 per cent of GNP between
1963 and 1975. Some of this increase of 1.4 percentage points may have been due to
a reclassification, from 1970, of some items of expenditure, formerly under consumption,
as current transfers. Indeed, the categorisation generally of expenditure on education into
current transfers and goods and services is somewhat arbitrary and has to be viewed in
this light. Finally, the categories of health and "other" rose by 0.4 and 0.5 percentage
points respectively between 1963 and 1975.
The greatly increased expenditure on national debt interest is inextrjcably wound up
with the methods used for financing public expenditure and will be returned to in a later
section. However, the "social security and welfare" category warrants some closer scrutiny
at this stage and Table 5 is intended for this purpose. As may be seen, unemployment
relief and pensions accounted for 2.7 of the 4.5 percentage points increase in the "social
security and welfare" transfers share between 1963 and 1975. If pay-related benefit and
invalidity pensions are included, then in fact, they account for 3.1 percentage points of
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the increase. Thus unemployment relief and pensions are the main source of the increase
in the "social security and welfare" current transfers share between 1963 and 1975.
Table 4: The Percentage Share of Current Transfers by Function in GNP, 1963-77

Year

National
Debt
Interest

Soc. Sec.
and Welf.

Health

Education

'Other'1

Total

1977
1976
1975
1974
1973
1972
1971
19702
1969
1968
1967
1966
1965
1964
1963

5.7
5.4
4.6
3.9
3.7
3.7
3.8
4.0
3.9
3.7
3.7
3.5
3.2
3.0
3.0

n.a.
n.a.
10.2
8.8
7.8
6.9
7.3
7.1
6.5
6.2
6.2
6.2
5.8
5.6
5.7

n.a.
n.a.
0.4
0.3
0.3
0.2
—
—
—
—
—
—
_
-

n.a.
n.a.
2.2
2.1
1.9
1.9
1.8
1.7
1.5
1.3
1.1
1.1
1.0
1.0
0.8

n.a.
n.a.
0.5
0.4
0.3
0.2
0.3
0.2
0.3
0.4
0.3
0.1
0.1
0.1
0.0

18.3
18.6
17.9
15.5
14.0
12.9
13.2
13.0
12.3
11.6
11.3
10.9
10.1
9.7
9.5

Sources: National Income and Expenditure, various issues.
Derived by subtracting from the total the sum of the other components.
The data for health and education were revised back to this year. Items of expenditure which formerly
appeared as transfers under health were treated as expenditure on current goods and services. This
meant that, using the new concepts, there were no current transfers under health prior to 1972. In
that year "payments for medical goods supplied to households by pharmacists" commenced. Some
items of expenditure on current goods and services for education were also now treated as current
transfer payments. This made a difference of 0.1 percentage points to the share shown here for
education in 1970.

A useful framework for analysing further the increases in the "social security and
welfare" share has been suggested by the OECD.7 Symbolically, if SST = social security
and welfare transfers, GNP = gross national product, B = number of beneficiaries, I =
size of population relevant to the programme, and N = total population, then,
SST =
GNP
i.e. the share of social security transfers in GNP is identically equal to the product of four
variables:
(i) payments per beneficiary;
(ii) beneficiaries per "relevant" population;
(iii) "relevant" population as a ratio of the total population;
(iv) the reciprocal of GNP per capita.
The product of (i) multiplied by (iv) can be looked on as one variable, referred to as the
"transfer ratio", (ii) is referred to as the "elgibility ratio" and (iii) the "demographic
ratio". Using this approach then, the changes, for example, in the shares of unemployment relief and pensions observed in Table 5 can be decomposed into these three items.
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Table 5: The Percentage Share of Unemployment Relief and
Pensions in GNP, 1963- 77
Year

Unemployment Relief1

Pensions2

1977
1976
1975
1974
1973
1972
1971
1970
1969
1968
1967
1966
1965
1964
1963

1.9
2.1
2.0
1.4
1.2
1.2
1.2
1.2
1.0
1.0
0.9
0.8
0.7
0.6
0.7

4.0
4.1
4.1
3.7
3.4
3.0
3.1
3.0
2.8
2.8
2.8
2.9
2.7
2.6
2.7

Sources: National Income and Expenditure, various issues.
Unemployment assistance and unemployment benefit. The addition
of pay-related benefit leads to figures of 2.2 (1977), 2.4 (1976),
2.2 (1975), and 1.5 (1974). Some of this pay-related benefit may
not be for unemployment purposes though.
Old age n.c. pensions, widows' and orphans' n.c. pensions, retirement pensions, old-age (contributory) pensions and widows'
(contributory) pensions. The addition of invalidity pensions riases
the figures for 1970-77 by 0.1 to 0.2 percentage points. However,
data on invalidity pensions for 1963-69 are not given.

This would clearly give a much more complete profile of the changes undergone. Such a
detailed analysis, however, is outside the scope of this paper, and only some speculative
suggestions, based on the OECD findings are suggested at this stage.
Looking first at the share of pensions, it is unlikely that demographic changes played
much part in the rise here, as the proportion aged 65 or more has remained nearly constant for two decades. Thus the increased share of pensions in GNP must be due to either
increased eligibility and/or increased benefits relative to per capita GNP. Between 1961
and 1968 in Ireland, the period covered by the OECD study, there was in fact, little
change in the ratio of pensions to GNP and thus we can derive little insight into the
relative weights of the "elgibility ratio" and the "transfer ratio" from looking at their
data for Ireland. However, we can ascertain in which respect Ireland had the most "catching up" to do in 1969, assuming, of course, that the OECD data were compiled on a
strictly comparable basis. In that year the share of the population aged 65 and over in
Ireland was 0.111, exactly equal to the average for the 17 countries surveyed. As mentioned already, this demographic ratio has since remained approximately constant in
Ireland, in contrast to other countries, where it has increased. The eligibility ratio, i.e.
pensioners as a proportion of the total number aged 65 or more, was 0.487 against an
average of 1.003.8 The transfer ratio, i.e. the ratio of pensions to GNP per capita, was
0.366, compared to a 17-country average of 0.360. Thus clearly the factor contributing
most to Ireland's relatively low pension ratio in the 1960s was the low eligibility ratio.
Turning now to unemployment relief, a somewhat different picture emerges. The
demographic ratio here, i.e. the unemployed as a per cent of the total population, can be
usefully broken down into the product of the participation rate, i.e. the ratio of the
labour force to the total population, and the unemployment rate, i.e. the ratio of the
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unemployed to the labour force. During the 1960s and 1970s in Ireland the participation
rate has fallen, but this has been more than compensated for by the increase in the unemployment rate.9 Thus changes in the demographic ratio were important in explaining
the changes in the unemployment benefits share observed in Table 5. Likewise eligibility
changes and transfer ratio changes were important. Between 1960 and 1970 the OECD
study showed eligibility changes, demographic changes and transfer ratio changes in
descending order of importance in contributing to changes in the share of unemployment relief to GDP. However, in 1970 in Ireland the transfer ratio was somewhat below
average, and increases in it probably contributed relatively more in the 1970s. Besides,
the eligibility ratio in 1970 was above unity and thus little change in this ratio was possible since then. Over the 1963-77 period as a whole then, demographic changes probably contributed most to the increased share of unemployment relief in GNP, with
eligibility changes and transfer ratio changes contributing approximately in equal proportions to the remainder.
For the purposes of analysis it may be better to examine total current expenditure
on education and health, since the distinction between expenditure on current goods
and services and expenditure on current transfers in these areas reflects institutional
diversities rather than underlying differences in public policy towards these areas. Before
doing this, however, we turn to an examination of public sector expenditure on current
goods and services by function.
(ii) Current Expenditure on Goods and Services. Table 6 presents details of the shares
of public sector gross current expenditure on goods and services by main function. As
may be seen, the major sectors for growth, in absolute terms, were "other general government services", education and health. Between 1963 and 1975 the last mentioned accounted for 3.0 of the 7.1 percentage points increase in the total. The other sub-categories
listed showed fairly similar absolute percentage points increases. The important thing is
that for every category shown there was a marked upward shift between 1967 and 1975,
reflecting a pressure on public sector share that was general in nature. This lends substantial support to the view that an analysis of the determinants of overall public sector
Table 6: The Percentage Share of Public Sector Current Expenditure on Goods
and Services by Function in GNP, 1963-75

Year

Defence

1975
1974
1973
1972
1971
1970
1969
1968
1967
1963

1L.8
]L.6
1L5
]L.5
L.4
]L.3
1L.2
1.2
1.3
1.3

Other
Gen. Govt.
3.7
3.4
3.1
2.9
2.8

2.7 3
2.6
2.6
2.7

2.7

Education

Agriculture

'Other'1

Total2

5.8
5.4
4.8

2.0
1.5
1.2

4.5
4.5
4.3
3.9 4
3.54
3.3 5
2.85

]1.2

]L.2

3.9
3.7
3.2
3.3
3.4
3.2
2.7
2.8
3.0

20.3
18.3
16.4
16.0
16.0
15.3
14.1
13.9
14.05

L.2

2.9

13.2 5

Health

3.1
2.7
2.6
2.6
2.6^
2.6 3
2.5
2.6
2.5
2.3

1L.3
L.2
]L.2
]L.2

Sources: National Income and Expenditure, various issues.
Includes social security and welfare; housing; other community and social services; mining, manufacturing and construction; transport and communication; other economic services.
Gross current expenditure on goods and services total. Net expenditure by function is not provided.
The data for other general government services and education were reclassified back to 1970 and
thus are not directly comparable with pre-1970 data. However, for 1970, the difference between
the pre- and post-1970 classifications led to only a 0.1 percentage points discrepancy.
^The data for these years includes what was then listed as current transfers payments to make them
comparable with post-1970 data. See National Income and Expenditure 1973 for details.
5
Not directly comparable with post-1968 figures.
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share is warranted, as clearly there are forces in operation in the aggregate which a study
of isolated sub-components of public sector expenditure might fail to detect.
A more detailed analysis of current expenditure on education and health may, however,
be of some use at this stage. As mentioned above, it would appear to be more meaningful
to look at these two areas of expenditure using data on both transfers and consumption,
and this is presented in Table 7. As may be seen, expenditure on health increased by 3.4
percentage points between 1963 and 1975 and expenditure on education by 2.2 percentage points. This means that between 1963 and 1975 total current expenditure on
health and education and expenditure on current transfers for "social security and welfare" combined accounted for 10.1 of the 15.5 percentage points increase in the share
of public sector current expenditure in GNP between these years. This indeed, is a very
high proportion of the total. 10
The increased shares of education and health in GNP has been examined in a similar
fashion to that for social security and welfare. As before, the expenditure share in output
was sub-divided into three ratios, called for short the "demographic ratio", the "enrolment ratio" and the "cost ratio". 11 Ireland was not one of the countries surveyed by the
OECD, but the general picture to emerge from their survey of 15 countries was as follows.
First, between the early 1960s and early 1970s the largest increase, in percentage terms,
was in higher education. Second, of the increase in the share of GDP of education expenditure, none could be attributed to changes in the demographic ratio. In fact, the increase
could be entirely attributed to two factors whose weights are roughly equal - the increase
in the enrolment ratio (especially at the higher level) and the rise in the cost ratio. The
rise in the cost ratio was attributed to an increase in the relative prices of education, with
"real" inputs remaining stable or falling sharply. This issue will be returned to in a later
section. It is likely that the experience in Ireland mirrors that described above. Certainly
the demographic ratio changed little over the 1963-75 period and thus enrolment changes
and cost changes are likely to have been the main contributing factors to the increased
share of education in GDP observed in Table 7. An examination of this, however, would
involve a separate paper and will not be discussed any further here.12
Table 7: The Percentage Share of Public Sector Current Expenditure
(Including Transfers) on Education and Health in GNP, 1963-75
Year

Education1

Health1

1975
1974
1973
1972
1971
1970
1969
1968
1967

5.3
4.8
4.5
4.4
4.4
4.3
4.0
3.9
3.6

6.2
5.7
5.1
4.7
4.5
4.3
3.9
3.6
3.3

3.1

2.8

1963

-

Sources: National Income and Expenditure, various issues,
^ e e footnotes to Tables 4 and 6.

Health expenditure has also been analysed in a similar manner to social security and
education expenditure.13 The share of health in GDP, however, was expressed in terms of
four factors: (i)the proportion of total health expenditure covered by public expenditure,
called the "transfer ratio"; 14 (ii) the number of health units consumed per person potentially covered by the public health system, referred to as the "use ratio"; (iii) the number
of covered persons as a proportion of the total population (indicating the ratio of the
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potential - not the actual - number of beneficiaries of the public schemes to the total
population, called the "coverage" or "eligibility" ratio); (iv) the unit cost of health care
in terms of GNP per capita, referred to as the "cost ratio". The results for the eight
OECD countries surveyed over the period 1962 to 1974 were as follows. First, the
growth of the health expenditure share during this time was 1.52 percentage points:
changes in the "transfer ratio", the "eligibility ratio" and the "cost ratio" each accounted
for approximately one third of one percentage point of the increase, with a rise of 0.54
percentage points in the "use ratio" accounting for the remainder. Third, the increase in
the "cost ratio" to a large extent reflects an increase in the relative price of hospital care,
with in fact, an apparent negative change in real inputs into hospital care. However, the
difficulty of establishing proper price indices for hospital care must be noted at this
stage and will be discussed in a later section.15
To what extent the experience in Ireland reflects that in the countries surveyed by
the OECD is, of course, the important question that needs answering. Certainly entitlement, as measured by the combined effects of the eligibility and transfer ratios in the
above identities, in Ireland has greatly increased in the last fifteen years or so.16 It is also
nearly certainly the case that the cost ratio increased substantially, and probably largely
due to an increase in relative prices. This again would form a useful topic for further
research.
(iii) Capital Formation. The last component of public sector expenditure to be examined by functional category is gross fixed capital formation. As noted above, it was
only in the 1970s that the share of gross fixed capital formation in GNP increased significantly above previous levels and this is the period that is examined in Table 8. An
average for 1963 and 1964 is also included for completeness. As may be seen, in absolute
terms, housing has undergone the largest increase, from an average of 0.7 in 1963/64 to
1.8 per cent of GNP in 1975. There have also been substantial increases in the categories
"other general government services" and "other community and social services". This
reflects once again the fact that the upward pressure on public sector share has not been
specific to one or two particular sub-categories, but has been widespread in its impact.
It is of interest to note though that education, housing and other community and social
services accounted for 1.6 of the 2.3 percentage points increase in the share of public
sector gross fixed capital formation between 1963/64 and 1975. This mirrors the experience with public current expenditure, where the so-called "social welfare" areas also
predominated in influencing the increase in public sector share.
Table 8: The Percentage Share of Gross Fixed Capital Formation by Function
in GNP, 1963/64-1975

Year
1975
1974
1973
1972
1971
1970
Av.
1963/
1964

Housing

Other
Comm. &
Social
Services

Transp.
and
Commun.

'Other'1

0.6
0.6
0.6
0.4
0.4
0.5

1.8
1.7
1.3
1.3
1.3
1.0

0.8
0.7
0.6
0.5
0.5
0.4

2.0
1.8
1.6
1.5
1.5
1.6

0.5
0.7
0.4
0.5
0.5
0.4

6.2
6.1
4.9
4.5
4.5
4.3

0.5

0.7

0.4

1.8

0.3

3.9

Other
General
Govt.

Educ.

0.5
0.6
0.4
0.3
0.3
0.4
0.2

Total

Sources: National Income and Expenditure, various issues.
Includes social security and welfare; agriculture forestry and fishing; mining, manufacturing and
construction; other economic services.
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2. OVERALL REVENUE TRENDS
Before examining in detail some of the reasons for the trends observed above, it
may prove fruitful to first closely analyse how the increased expenditure share was
financed. Changes in the method of financing government expenditure may themselves
in fact be important determinants of public sector share and this issue is discussed later
in the paper. Besides, a study of revenue trends is in itself of some interest, regardless of
the relationship between revenue and expenditure shares.
Table 9 outlines the trends in the shares of each of the broad sub-categories of public
sector receipts in GNP over the period 1953 to 1977. The picture that emerges here is
quite clear. First, the share of taxes on income and wealth (including social security
contributions) has increased by approximately 10.0 percentage points. Between 1953
and 1960 it showed no clear trend, and fluctuated little. However, between 1960 and
1973 it increased by 6.2 percentage points, and between 1973 and 1977 by a further
3.9 percentage points. Thus between 1960 and 1977 this form of taxation has increased
its share of GNP by more than 260 per cent, an exceptional rise by any standards. Second,
the share of taxes on expenditure (including rates) in GNP increased by only around 2.0
percentage points over the period. Between 1953 and 1965 their share fluctuated between
14.9 and 16.8 per cent, increased from 16.4 per cent in 1965 to 19.1 per cent in 1970
Table 9: The Main Components of Public Sector Receipts as a Per Cent of GNP

Year

Taxes on Income
and Wealth
(incl. Soc. Sec.)

Taxes on
Expenditure
(incl. Rates)

Other1

Borrowing

1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

5.9
6.2
6.2
6.1
6.0
5.8
5.4
6.3
7.1
7.4
8.0
8.3
8.7
9.5
9.9
10.2
10.2
11.4
12.5
11.9
12.5
13.5
14.7
16.3
16.4

15.4
15.5
15.5
16.8
16.8
16.7
16.6
15.6
15.7
14.9
15.4
16.1
16.4
17.7
17.8
17.8
18.7
19.1
19.0
18.4
18.1
17.6
16.7
18.5
17.5

3.0
3.1
3.2
2.9
3.1
3.1
3.1
3.1
2.9
3.0
2.9
2.8
3.0
3.2
3.4
3.5
3.3
3.3
3.5
3.6
3.1
3.5
3.1
3.3
3.6

5.3
4.9
4.8
5.1
3.4
2.5
2.3
3.3
4.1
4.4
4.5
4.9
5.4
3.7
4.4
5.2
5.0
5.3
5.2
5.2
5.8
9.3
13.8
10.1
9.6

Sources: National Income and Expenditure, various issues.
net trading and investment income, current transfers from the rest of the world, taxes on
capital, capital transfers from the rest of the world, and 'other capital receipts'.
2
Defined as the difference between column B, Table 1 and the sum of columns 1-3 above. This is
closely in line with OECD and Eurostat practice.
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and decreased to 17.5 per cent in 1977. Third, the share of "other receipts" (which include taxes on capital, transfers from the rest of the world, net trading and investment
income and other capital receipts) has been remarkably stable between 1953 and 1977,
ranging only from 2.8 to 3.6 per cent of GNP. Finally, the share of borrowing, which is
defined for the purposes of this study as the residual of public sector expenditure (as
defined already) not covered by the three sources of receipts looked at above divided by
GNP rose by around 5.0 percentage points between the beginning and end years of the
period. As one might expect, this was the most volatile component of public sector
receipts. Between 1953 and 1959 its share of GNP dropped from 5.3 to 2.3 per cent,
rising again to 5.4 per cent in 1965 and remaining at approximately this level until 1972.
Between 1973 and 1975 it showed an extraordinary rise of 8.0 percentage points, falling
again by 4.2 percentage points between 1975 and 1977.
Relating these trends in the shares of receipts in GNP to the earlier discussion on
expenditure shares the following points may be noted. First, it would appear that the
expansion of the public sector share that occurred between 1963 and 1971 was primarily
financed by increased revenue from taxes on income and wealth (including social security
contributions), the remainder being accounted for by increased revenue from taxes on
expenditure (including rates). Second, the dramatic increase in public sector share between
1973 and 1977 was financed by increased revenue from taxes on income and wealth
(including social security contributions) and borrowing. These findings will be discussed
later in the paper when the issue of taxable capacity and revenue constraints are considered
as determinants of public sector share. However, to aid this discussion a more detailed
analysis of taxation receipts is provided below.
Income tax and social security contributions constitute the vast bulk of taxes on income and wealth: in 1977 they accounted for 14.6 percentage points of the 16.4 per cent
share of taxes on income and wealth in GNP. The trend in the share of both income tax
and social security contributions in GNP is outlined in Table 10 for the years 1953 to
1977. Up to 1972 the trend in both was quite similar: relative stability between 1953 and
1961 and a rapid increase between 1962 and 1971. Between 1972 and 1976 the share of
income tax in GNP continued to increase rapidly, from 7.7 per cent in 1972 to 10.2 per
cent in 1976. However, the share for social security contributions rose even more dramatically, from 2.8 per cent in 1972 to 4.8 per cent in 1976. Thus, over the period as a whole
the share of social security contributions in GNP rose by 3.8 percentage points, that is
nearly five-fold on its base level. The share of income tax, however, accounted for a larger
absolute increase, rising by 5.4 percentage points between 1953 and 1977.
Although, as noted earlier, the share of taxes on expenditure (including rates) did not
increase markedly between 1953 and 1977, there were remarkable fluctuations in the
shares of some individual taxes on expenditure. This can be seen clearly in Table 10. The
share of customs duties fell from a high of 8.3 per cent of GNP in 1956 and 1957 to 4.5
per cent in 1975 and 0.2 per cent in 1976. The latter, however, may have been largely
due to a change in tax classification. On the other hand, value added tax which accounted
for 5.0 per cent of GNP in 1977 did not exist in 1953. In fact, its predecessors, turnover
tax and wholesale tax were only introduced in 1963/64 and 1966/67 respectively, with
value added tax being introduced in 1972/73. The share of excise duties showed little
variation between 1953 and 1959, rose steadily until 1969, declined between 1969 and
1974, and rose dramatically in 1976, largely due to the re classification of taxes mentioned above. Finally, the share of rates in GNP was fairly stable throughout the period,
declining somewhat between 1972 and 1977.
3. "REAL" PUBLIC SECTOR SHARE
Up to this point the discussion has been in terms of the share of nominal public sector
in nominal GNP. However, movements in nominal public sector share arise from changes
in real public sector share and changes in relative prices (as between the public and private
sector). It is, of course, perfectly possible then that changes in nominal public sector share
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arise solely from movements in relative prices. The explanation for observed trends in
public sector share would then centre around a quite different topic - the reasons for
differential price movements. This section attempts to ascertain the extent of the impact
of relative price movements on nominal public sector share in Ireland.
Table 10: The Percentage Share of Various Taxes in GNP, 1953 to 1977

Year

Income Tax
(incl.
Sur-Tax)

1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

4.4
4.6
4.6
4.4
4.4
4.3
3.9
4.2
4.5
4.8
4.9
5.2
5.6
6.2
6.2
6.3
6.4
7.1
8.1
7.7
8.2
8.5
9.0
10.2
9.8

Social
Insurance
Contributions
1.0
1.0
1.0
1.1
1.1
]L.O
]L.O
1L.I
]L.5
]L.5
]L.6
]L.6
1L.7
L.9
2.1
2.3
2.3
2.5
2.8
2.8
3.0
3.7
4.5
4.8
4.8

Rates

Excise
Duties

3.2
3.4
3.4
3.7
3.6
3.6
3.5
3.5
3.4
3.1
3.1
2.9
3.1
3.2
3.1
3.1
3.0
3.1
3.3
3.2
2.7
2.7
2.4
2.5
2.1

3.4
3.3
3.2
3.2
3.1
3.0
3.9
4.7
4.8
4.6
4.6
4.7
5.0
5.3
5.5
5.7
6.0
5.5
5.2
4.6
4.3
4.0
4
-3
9.22
8.3

Customs
Duties

Value1
Added
Tax

7.2
7.2
7.2
8.3
8.3
8.2
7.3
6.3
6.4
6.2
6.2
6.1
5.9
6.6
6.2
6.0
6.0
5.6
5.4
5.1
5.0
4.8
4.5
0.3 2
0.2

_
_
_
_
_
_
—
—
—
—
0.5
1.5
1.4
1.7
2.1
2.2
2.8
4.0
4.3
4.4
5.1
5.1
4.8
5.6
6.0

Sources: National Income and Expenditure, various issues.
turnover tax was introduced in 1963/64 and wholesale tax in 1966/67. Both of these were replaced
by value added tax in 1972/73.
2
The sudden rise in the share of excise duties and the dramatic fall in the share of customs duties in
1976 may be largely due to a reclassification of these items in this year.

Whilst a reasonably consistent and meaningful real GNP series is available from the
CSO's National Income and Expenditure Series, this is not the case for real public sector
expenditure. Only data for real net expenditure by public authorities on current goods
and services are provided, and even here there are serious reservations. Net expenditure
by public authorities on current goods and services is deflated in two parts, (i) Employee
remuneration is expressed at constant prices by applying an index of employment to the
base year remuneration. Where reliable employment data are not available the implied
index of rates of remuneration is used to deflate current values, (ii) Other expenditure is
deflated partly by the consumer price index and partly by the wholesale price index. Now
the method described above of deflating employee remuneration, which is by far the
largest component of net expenditure by public authorities on current goods and services,
assumes no productivity gain amongst public employees, an assumption which might be
considered rather extreme. There is indeed limited scope for improved productivity in
the provision of publicly provided goods and services, but the widespread application
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nowadays of modern technology in some government departments must clearly raise
doubts about the assumption of a zero productivity increase. The alternative of including
an imputed productivity gain, as is done in Belgium and Germany, to account for higher
efficiency of public employees is, of course, equally arbitrary, but at least in conjunction
with a zero productivity gain assumption would outline a more acceptable range of possibilities for the growth in real net public expenditure on current goods and services.
The main consideration arising out of this discussion when we come to examine Table 11
is that the growth in the share of real net public expenditure on current goods and services in real GNP is, if anything, likely to be understated.

Table 11: Real Public Sector Percentage Share by Economic Category, and in Total, 1953- 77
Year

1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

15.6
15.8
15,3
15.6
15.1
15.2
14.9
14.5
14.3
14.2
14.1
13.9
14.1
14.1
14.1
13.7
13.8
14.4
15.2
15.3
15.8
16.3
16.9
17.8
17.2

4.2
4.1
4.0
3.9
2.8
2.7
2.7
2.6
2.8
3.1
3.5
3.9
4.2
4.1
4.1
4.1
4.4
4.3
4.5
4.6
5.3
5.6
5.8
4.7
4.3

III

IV

2.9
3.1
3.1
3.2
2.7
2.5
2.6
3.0
4.0
3.5
3.3
3.5
3.7
4.1
4.6
4.5
4.7
4.8
4.7
4.4
3.3
3.0
3.7
3.7
3.7

7.5
7.6
7.8
8.2
8.6
8.5
8.4
8.6
8.9
8.8
9.3
9.5
9.8
11.0
11.1
11.4
12.0
13.0
13.4
13.6
15.1
14.2
17.9
19.0
18.8

1.9
1.4
1.4
1.6
1.3
1.4
0.9
1.1
1.1
1.2
1.6
1.6
1.9
1.9
2.3
3.3
2.6
2.5
2.9
2.4
2.0
1.9
1.8
2.0
1.9

VI

VII

32.0
32.0
31.6
32.5
30.5
30.2
29.5
29.8
31.1
30.8
31.8
32.4
33.7
35.2
36.2
37.0
37.5
39.0
40.7
40.3
41.5
41.0
46.1
47.2
45.9

19.8
19.9
19.3
19.5
17.9
17.9
17.6
17.1
17.1
17.3
17.6
17.8
18.3
18.2
18.2
17.8
18.2
18.7
19.7
19.9
21.1
21.9
22.7
22.5
21.5

Sources: National Income and Expenditure, various issues.
I

Net current expenditure by public authorities on goods and services at constant (1970) prices
divided by expenditure on GNP at constant (1970) market prices.
II Gross physical capital formation by public authorities at constant (1970) prices (i.e. divided by
the implicit deflator in National Income and Expenditure of total gross domestic capital formation) divided by GNP at constant (1970) market prices.
III Expenditure on subsidies by public authorities at constant (1970) prices (i.e. divided by the
implicit deflator in National Income and Expenditure of personal expenditure on consumer
goods and services) divided by GNP at constant (1970) market prices.
IV Current transfer payments plus national debt interest paid by public authorities at constant
(1970) prices (see III above) divided by GNP at constant (1970) market prices.
V Capital grants to enterprises, other capital transfer payments, and payments to the rest of the
world by public authorities at constant (1970) prices (see II above) divided by GNP at constant
(1970) market prices.
VI The sum of columns I to V.
VII The sum of columns I and II.
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The remaining sub-components of public sector expenditure, as outlined in Table 2,
also had to be deflated and here the methods used were as follows. Subsidies and current
transfers were converted into constant price series by dividing by the implied deflator
for personal expenditure on consumers' goods and services in various issues of National
Income and Expenditure. In the absence of more information on how subsidies and transfers are spent by recipients, this appears a reasonable method to use. Gross fixed capital
formation and capital grants to enterprises, etc. were expressed in constant price terms
by use of the implicit deflator for total gross domestic fixed capital formation in various
issues of National Income and Expenditure.
The net result of the adjustments outlined above is to be seen by comparing the
trends to emerge in Table 11 to those already looked at in Tables 1 and 2. Comparing
column VI, Table 11 and column B, Table 1, what emerges is the close similarly between
public sector share when expressed in nominal and real terms. Apart from a few minor
exceptions, the trends in real public sector share are very close to those outlined earlier
for nominal public sector share: relative stability between 1953 and 1963, with a level of
29.5 to 31.8 being maintained in eight years of the eleven-year period; a steady upward
shift between 1963 and 1973; and a dramatic increase between 1973 and 1975, with the
1975 level being maintained in 1976 and 1977. It would thus appear that in the Irish
context there is little substance to the argument that differential movements in relative
prices was a major factor explaining movements in public sector share in the aggregate.
This removes one of the more substantive a priori explanations for movements in nominal
public sector share.
The reasons for the above rather surprising finding are seen more clearly when total
public sector share is examined by economic category. The expectation of a marked difference emerging between real and nominal public sector share rested crucially on the
assumption of a large and growing productivity differential between the public and private sector. However, only columns I and II of Table 2 are affected by this factor, and in
1977 these two accounted for less than half of total public sector share. Moreover, the
method of deflation used here for gross physical capital formation does not, in fact,
allow for differential productivity gains. Thus only for column I would the effect of a
differential productivity growth be expected to emerge and here, given the assumption
of a zero productivity growth in the public provision of current goods and services, it is
inevitable that a large difference does in fact appear. This can be seen by comparing
column I of Tables 2 and 11. The main difference of note is that the real share of net
current public expenditure on goods and services did not exceed the levels pertaining in
the mid-fifties until 1974, as against 1964 for nominal public sector share. Moreover,
over the period as a whole the real share increased by only 1.6 percentage points, as
against a figure of 6.1 percentage points for the nominal share.
As against this the real share of transfers in GNP increased by 11.3 percentage points
compared to 10.4 percentage points for the nominal share. Thus, if anything, the role of
transfers is even considerably more pronounced when real shares are used: between 1953
and 1977 the share of transfers accounted for 11.3 of the 13.9 percentage points increase
in total public sector share. The situation with respect to the remaining components of
public sector is largely unaltered whether real or nominal shares are used.
Finally, it may be of interest to examine total real public sector share using the more
restricted definition of the public sector mentioned earlier. This, as pointed out, would
mean using only the sum of columns I and II in Table 11, and the results of this summation appear in column VII. As may be seen, using this measure, the real public sector share
showed no growth between 1953-1955 and 1971-73. Since then there has been a marked
upward shift, reflecting once again the displacement that took place in public sector
share between 1973 and 1976 regardless of what measure is used. Nonetheless, the
growth in real public sector share, when using column VII, was only 1.7 percentage points
over the whole period, 1953-77. However, as mentioned already, this could be partly due
to a large understatement in the share of the real public consumption component.
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4. RESOURCE CONSTRAINTS AND PLANNING AS EXPLANATORY FACTORS
The total of public expenditures is clearly constrained by the need to raise corresponding revenues. Thus changes to both sides of the government's sources and uses of funds
account are decided together - "that is, the desirability of additional expenditures is
balanced against the anticipated costs of raising the necessary revenue, and in practice
these costs may act as a more or less effective constraint."17 The real difficulty, however, is to establish the precise nature of the constraint. It can be hypothesised that
people's willingness to pay taxes will largely reflect the benefits they foresee from the
associated public expenditure. However, this connection between taxation and expenditure is by no means clearly established for most people. Specifically, it is argued that
the system and specific circumstances of revenue collection in any country can be important factors in establishing the broadly perceived relationship between expenditure and
revenue for many people. The basis for this argument, perhaps, needs some comment at
this stage. Drawing on the Downsian model, it can be asserted that each political party
in a democracy pursues whatever policies it believes will gain the necessary votes to win
elections. In relation to finances this would mean maximising the visible benefits from
expenditure and minimising the visible costs of taxation. Now if the cost of the increased
taxation/revenue needed to finance the observed increase in public sector share were not
clearly visible and/or if the visible costs were now more clearly identified with visible
benefits, then in the short to medium term these factors could prove to be powerful
determinants of the increase in public sector share. In fact their impact could persist into
the long-term due to the concept of organisational pressure. The argument is that even if
people eventually become aware of the costs of past growth in the public sector share,
there is by that stage a built-in reluctance to cut taxes. The reasoning is that such cuts,
to the extent that they lead to a reduction in the level of services provided, pose a direct
threat to jobs in the public sector. It is therefore not surprising that teachers, doctors and
others employed directly or indirectly by government have, at least in the UK, traditionally taken the lead in objecting to reductions in public sector expenditure. These public
employees, although accounting for only a minority of the labour force, are usually
highly educated and articulate and have a strong vested interest in maintaining, if not
further increasing, the public sector share. Thus "organisational" pressure may mean that
movements in public sector share tend to be in one direction only.
A further extension of the above arguments is that, even if the costs of the increased
public sector share were visible, during the period of growth there was a "basic asymmetry in the universe of politically articulated demands in favour of higher public expenditure ." 18 The argument is Downsian in nature, but reverses Downes' original assumption,
and it asserts that the organisational machinery for translating a desire to reduce/or not
increase taxes, into a political demand may not have existed in Ireland between 1953 and
1977. There may not have been any organised group dedicated to the single aim of
cutting taxes - because the opposition to higher taxes is so diffuse and thereby difficult
to express concretely. On the other hand the number of pressure groups that existed to
translate wants for higher spending into well-articulated political demands proliferated
during this time, leading to the basic asymmetry mentioned by Klein. Moreover, not
until recently - emigration apart - was it known of taxpayers, as taxpayers, to "exit"
the political system, whereas some organised groups for increased expenditure have frequently done so in the past, by withholding their co-operation from the government. In
fact, this is one of the ways in which the introduction of economic planning in Ireland
may have contributed to the increased public sector share.
Successful indicative planning, as is well known, depends on the co-operation of
organised groups and of government departments. This, it could be argued, was partly
responsible for the emergence of new organised pressure groups, as there was now not
only a formal channel for the articulation of their views, but one which they were now
actively encouraged to use. Moreover, to secure the co-operation of the groups involved
the government may have felt compelled to spend more than they would have without
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the planning process. Another factor, perhaps of much more significance, is that the publication of the plans gave an increased public visibility to the relative position of each
government department in future spending. Now both within the civil service, and outside, there is pressure on ministers, and indeed civil servants, to demonstrate their effectiveness in terms of maintaining, or increasing, their department's share of total public sector
expenditure. The introduction of planning, therefore, it could be claimed, formalised,
and more important, gave more publicity to the institutional framework for competition
between ministers, thereby putting increased pressure on the Minister for Finance to
increase the total in order to avoid conflict with a particular department.
These are, indeed, perverse and unintended side effects of economic planning, for as
FitzGerald writes: "Quite apart from the role of planning in improving the quality and
effectiveness of public policies, it may also have another narrower role in relation to the
control of the rapid growth of public expenditure."19 Nonetheless, the possibility that
these "perverse" effects of planning existed is strong and there is evidence to support this
in the Irish case. Irish planning has varied, of course, in both sophistication and comprehensiveness, and during the period of most rapid growth in public sector share there was
no formal plan. Nonetheless, the consultative planning procedures initiated in.the 1960s
persisted throughout the seventies and planning in an informal sense continued.
The main evidence for the arguments above arises from the fact that when the level of
output for the economy projected in the plans was not realised, the level of public sector
expenditure was not in fact correspondingly scaled down. If governments acted to correct
for the wrongly predicted growth rate by cutting the planned expansion rate of public
expenditure to take account of the failure to reach the hoped for growth of national output target, then, by virtue of the above arguments, they would run the unacceptable
political risk of incurring the wrath of the pressure groups and government departments
involved. In both the Second and Third Programmes in Ireland, which corresponded with
periods of growth in public sector share, the actual rise in GNP fell short of that planned.
Besides, these were the only sophisticated plans actually published in the period under
review and, as such, they provide a basis, albeit crude, for examining the hypothesis above.
Looking first at public capital programmes, it was the case that for the actual Second
Programme period (1963/64 to 1967/68) capital spending was forecast to rise slightly
faster than GNP and slightly slower for the period of the Third Programme (1969-72).
However, both programmes were marked by significant over-achievement in the growth
rate of capital spending and, as mentioned, an under-achievement in GNP growth. Capital
projections, however, were regarded by the planners as very tentative and, thus, this part
of the exercise might in some ways be only of statistical significance. Looking at current
expenditure it can be seen that in aggregate terms current expenditure between 1963/64
and 1967/68 was rising at the rates envisaged in the Second Programme, although disaggregation shows that there had been reallocation of resources between current consumption and current transfers.20 The official Review of Progress states that this reallocation was the outcome of current resource constraints and a change of policy,21 although FitzGerald seems to suggest it was more mistaken classification of expenditures
in the original programme.22 In either case the fact that the GNP only increased by an
annual average rate of 3.3 per cent in the four-year period 1964 to 1967, as against a
projected increase of 4.3 per cent, meant, ceteris paribus, that the current expenditure
share would show a greater increase than had been envisaged.
During the period of the Third Programme the estimated annual growth rate of GNP
was 3.3 per cent, as against a projected figure of 3.8 per cent. However, the annual growth
of public sector current expenditure not only matched the target increase of 5.8 per cent,
but greatly exceeded it, rising by an annual rate of 7.3 per cent. Thus, the growth of the
current public sector share between 1968/69 and 1972/73 was considerably faster than
planned. The transfer payments component increased by an annual rate of 11.3 per cent
(planned rate 6.9 per cent), and net expenditures on current goods and services by 6.5
per cent (planned 3.7 per cent). 23
Paradoxically, then, the advent of comprehensive planning in Ireland coincided with
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not only a rising imbalance between economic growth and public expenditure growth,
and thereby a major shift in the balance between the private and public sector, but with
an imbalance part of which was not envisaged or planned for, a trend which planning was
designed to control if not prevent. While there were certainly other factors at work during
this time, the argument above that the introduction of planning itself may have in part
contributed to the growth in the public sector share cannot be rejected on the basis of
the evidence available.
The argument of the last few pages, to recap, is essentially suggesting that a basic
asymmetry in politically articulated demands emerged in the 1960s in Ireland. The
introduction of planning, it is argued, leads to new desires for increased public expenditure and, more importantly, to the organisational machinery for translating both new
and old desires for increased expenditures into political demands. This occurred, however, without the introduction of any corresponding mechanism for translating voters'
reactions to the increased taxation, that would be necessary to meet these desires for
increased expenditure, into a political demand. Thus, even assuming that the costs of
the rising public sector share were clearly visible, dissatisfaction with these rising costs
could not be concretely articulated or acted upon. However, as mentioned at the beginning of this section, the costs of the increased expenditure may not have been visible to
a large section of the electorate, at least in the short to medium term. This could arise
from a subtle change in the system of taxation or in the circumstances under which the
taxation system operates. Was this the case in Ireland during the period of growth in the
public sector share? This is the question dealt with in the remainder of this paper.
Personal income tax, as was seen in Table 10, has been the dominant source of new
revenue for the expansion of the public sector in Ireland for the period under review.
The argument about lack of visibility here is that with rapid increases in money incomes,
due to increased real incomes and/or inflation, an increasing proportion of people's
income automatically accrues, ceteris paribus, to the government in the form of income
tax. This, in the absence of action to adjust tax allowances and bands, leads to an automatic increase in the effective rate of taxation, an increase that to the vast majority of
the electorate would initially be almost "invisible". Now while a decline in this form of
tax illusion is nearly inevitable in the medium to long term, as evidenced by various
recent events and developments,24 for reasons mentioned earlier there is not likely to be
a reduction in public sector share once the costs of previous rises in public sector share
have been realised.
The potential for "fiscal drag" as it is called, has undoubtedly existed in Ireland, with
very rapid increases in money incomes taking place, especially between 1968 and 1977.
That "fiscal drag" has actually occurred is evidenced by the fact that the level of tax-free
allowances has fallen sharply relative to earnings.25 In 1976 the tax-free allowance of a
single person as a percentage of average male industrial earnings was 18.1, as against 43.3
per cent in 1965. The equivalent figures for a married person were 29.0 and 73.1, and for
a married person with four children 54.3 and 162.2 per cent respectively. As mentioned
before, greater public awareness of fiscal drag is now in evidence.26 However, the main
impact of the fiscal reform to reflect this new awareness has been to keep the share of income taxes in GNP stable, rather than4o decrease it. 27 This confirms the point above:
the impact of the phenomenon of fiscal drag on public sector share tends to be permanent.
The other main source of current revenue which increased its share of GNP, as was
seen in Table 10, was social security contributions. These were clearly visible, but what
could be argued is that it was not evident to many workers that social security contributions for them are a "hidden" form of income tax. One of the reasons why the implementation of new social security taxes met with little resistance was that most workers may
have believed that the benefits were highly individual, and thereby clearly visible. This
belief was nurtured by the use of the term "social insurance contributions", although it
is well known by now that the social security schemes in existence in Ireland are not in
any sense operated on a strict actuarial basis.28
The final source of increased revenue share was borrowing, especially for the 1972
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to 1976 period as was seen earlier. This form of revenue raising, at least temporarily,
completely avoids the problem of raising visible taxes to meet the increased public sector share. In this case borrowing has to be seen as an appropriation of future taxation,
both to service and repay the debt. 29 It could be argued that future generations should
pay, and be prepared to pay, taxation for benefits received from capital equipment installed today. Even assuming though that additional public borrowing is used to finance
investment producing services, the well known fundamental difficulty of ascertaining
society's future preferences remains. Much more seriously, a large portion of the increased borrowing share was used to finance current expenditure.30 Thus the government has been able to clearly increase visible benefits between 1972 and 1976, whereas
the costs will not become visible until later years. It could be strongly argued that most
of the electorate were not, at least at the time, aware of the subtleties involved in this
method of financing the increased public sector share, or else that they have not yet had
to consider the costs. However, given what has been repeatedly argued above, public
sector share may be flexible upwards only. Thus, when the costs of increased public
sector share between 1972 and 1976 eventually become evident to the electorate, it may
be too late to do anything without serious social conflict. This indeed, is the case that has
been argued repeatedly, for example, by NESC.31
The explanation of the growth in public sector share in terms of the raising of resource
constraints to levels which, at least temporarily, were not visible to the majority of the
electorate has considerable plausibility then in the Irish case. Taken in conjunction with
the suggested "perverse" effects of indicative planning outlined above, then a rather
strong case could be made for including the combined effect of these factors as an important determinant of the growth in public sector share in Ireland between 1963 and 1977.
5. CONCLUSION
This paper firstly examined the trends in public sector share in Ireland and it was shown
that the percentage share of public sector expenditure in GNP rose from 30.8 to 47.1
between 1963 and 1977. The sub-components, by economic and functional classification,
were examined in detail and the importance of expenditure on current transfers, and to a
lesser extent that on public consumption, in the growth of the public sector were highlighted. The dominant position of income tax, social security contributions and borrowing as sources of revenue for this growth was also given considerable emphasis. Although
final data for 1978 and 1979 are not yet available, it may be of interest to note at this
stage that provisional estimates indicate that the public sector share rose to 47.6 per cent
in 1978 and to 49.3 per cent in 1979. 32 Most of this increase of 2.2 percentage points
on the 1977 level has been on public consumption expenditure, implying a somewhat
greater importance for this item in the period 1963-79 than indicated here for the period
1963-77. The dominant source of revenue for the increase in public sector share in 1978
and 1979 has been borrowing, with income tax and social security taxes maintaining their
1977 shares. Thus the main impact on the revenue side from the extension of the period
of this study to include 1978 and 1979 would simply be a relatively greater emphasis
being placed on the role of borrowing.
The second concern of the paper was to proffer some explanations for the observed
growth in public sector share. The most plausible of the explanations looked at, it was
suggested, concerned the fact that the costs of the increased expenditure, at least in the
short-term, were not fully visible and/or understood. Events in 1978 and 1979 would, if
anything, add further support to this hypothesis.
A rather unsettling implication of this argument is that a portion of the increased public sector share took place without the approval, so to speak, of the majority of the
electorate. This, of course, jolts the widely held assertion that, in a democracy, decisions
relating to public expenditure and taxation reflect the expressed wishes of the community
and that, thereby, the community "gets what it wants". However, only in the long run
has this been held to be generally true. It is also the case that the community may, with

the value of hindsight, have no regrets about what it got, i.e. the inspection effect may
have been operational. To put too much emphasis though on the resource constraints
argument would, perhaps, be misleading. Undoubtedly much of the increased public sector
share in Ireland has resulted from reasonably well-informed democratic decision-making.
In these situations the costs of new demands for public expenditure were clearly understood and agreed upon.
FOOTNOTES
1. O'Donoghue and Tait (1968) covered similar ground for the period 1953-64. Kennedy (1975),
NESC (1976b) and OECD (1978) also looked at aspects of this topic.
2. These, however, are dealt with at length in O'Hagan (1979a and 1979b).
3. This and the next few paragraphs draw heavily on OECD (1978), p. 11.
4. See Ohlsson (1961).
5. For a discussion of these issues, see Marris (1954/55), Gupta (1967 and 1968) and Brown and
Jackson (1978).
6. Much of this variation was due to variation in the item "payments to the rest of the world".
These are payments under the Bretton Woods Agreement Acts, 1957 and 1969, and International
Development Association Act, 1960, and European Communities Act, 1972.
7. See OECD (1976b). Expenditure on income maintenance accounts for the vast majority of
expenditure on "social security and welfare" transfers.
8. An average of 1.003 is possible given that in many countries people qualify for a pension before
they are aged 65 years.
9. See NESC (1977), Appendix B.I, for details.
10. For the OECD as a whole the increased share of GDP accounted for by these three functions
accounted for over half of the 8.8 percentage points increase in the share of total public expenditure in GDP between the mid-1960s and the mid-1970s. See OECD (1978).
11. See OECD (1976a) for details.
12. See NESC (1976a and 1977) for some useful information on these matters, however. First,
between 1961-62 and 1973-74 current expenditure on third level education increased from 7 to
13 per cent of total public sector current expenditure on education (NESC (1976), p. 10); second,
the number of full-time pupils and students at all levels increased from 22.4 to 26.4 per cent of
total population between 1963-64 and 1973-74 (NESC (1977), p. 74); third, while expenditure
per enrolled student at current prices for secondary schools increased more than four-fold between
1961-62 and 1973-74, real expenditure per pupil on teachers' salaries actually declined (NESC
(1976)). These pieces of information would tend to confirm the remarks in the text.
13. See OECD (1977).
14. This factor was not included in the OECD study because of lack of data.
15. The number of medical card holders increased from 29.7 to 37.2 per cent of the population
between 1966 and 1975. See NESC (1976c), Table 4.8.
16. For a discussion on the limitations of each of the ratios, see OECD (1977).
17. OECD (1978), p. 39.
18. Klein (1976), p. 422. This paper contains an excellent discussion of the topics looked at in this
section.
19. FitzGerald (1968), p. 204.
20. Between 1963/64 and 1967/68 total net current expenditure of public authorities increased by
an annual average of 5.8 per cent, as against a projected rate of 5.9 per cent. However, the actual
and projected figures for public consumption were 2.7 and 6.6 per cent, and 7.1 and 3.6 per cent
for transfers (excluding national debt interest). See, Second Programme for Economic Expansion:
Review of Progress, 1964-67 (Pr. 9949) (1968). Dublin: Stationery Office. Table 34.
21. Ibid.
22. See FitzGerald (1968).
23. See, Review of 1972 and Outlook for 1973 (Prl. 3090) (1973). Dublin: Stationery Office.
Table H.
24. There is evidence to suggest that wage demands are increasingly formulated after allowing for the
consequent increase in taxation. Major tax protests outside the parliamentary process have also
taken place in recent years.
25. See Dowling (1977), Table 2.1.
26. NESC (1976b) clearly may have helped in this regard.
27. See OECD (1978).
28. See O'Hagan (1977).
29. The next few sentences draw heavily on OECD (1978), pp 61-62.
30. See Chapters 4 and 5 in O'Hagan (1978).
31. See, for example, NESC (1976b).
32. See Commission of the European Communities (1979) for details.
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DISCUSSION
Finola Kennedy: Mr. Chairman, ladies and gentlemen, Dr. O'Hagan will understand if I
preface my proposal of thanks to him by expressing my great personal regret at the
absence tonight, through illness, of the President of the Society, Dr. Brendan Menton.
The paper this evening would have been of particular interest to Dr. Menton. I know that
you will all join with me in wishing him a swift and sure recovery.
It is a privilege for me to offer Dr. O'Hagan the thanks of the Society for his paper. It
is a paper which displays considerable industry and scholarship. It is a paper which I very
much enjoyed.
There are many points on which I would like/to comment but I will limit myself to just
a few of these, one relates to the expenditure side; the others to the revenue side.
On the expenditure side I was struck by the fact that Dr. O'Hagan confirmed the overriding importance of current expenditure on education, health, social security and welfare
in the rise of the current public sector share. Between 1963 and 1975 these three combined
accounted for 10.1 of the 15.5 percentage points increase in the share of public sector
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current expenditure. This corresponds with the OECD data for other countries. It also
coincides with the findings of Musgrave's classic study of a number of countries over
a longer time-period of about 80 years. It may be of some interest that Dr. O'Hagan's
findings differ from those of Musgrave on the question of the relative importance of
purchases and transfers. Dr. O'Hagan lays very great stress on the importance of the role
of transfers: "Clearly, then, the growth in the share of the current transfers in GNP has
been the most important factor in the growth of the public sector share in Ireland. As
may be seen, the main period of growth in this item has been the years of 1962-1976,
with particularly rapid growth in the 1972-76 period".
I was most interested in this finding, partly because of some calculations which I did
several years ago for the period 1947-1967. These showed that whereas in 1947 purchases
accounted for 51.3 per cent and transfers 48.7 per cent of total expenditure of public
authorities, by 1967 the picture was reversed. In 1967, purchases accounted for 47.6 per
cent and transfers 52.4 per cent. (My coverage was somewhat different to Dr. O'Hagan's).
However, Musgrave's study, which covered a much longer time-series, showed no discernible difference between purchases and transfers for the countries studied. For this
reason it will be particularly interesting to see whether the big upward shift in the share
of transfers, noted by Dr. O'Hagan, particularly in the years 1972-1976, is a matter of
short-run timing or long-run trend. As Dr. O'Hagan points out near the end of his paper,
in the years 1978 and 1979, there has been a sharp growth in the share of purchases of
2.2 percentage points, I thought it would be worthwhile to look a little more closely at
the critical years 1972-76 to see if there were any special factors at work.
One item which occurs to me that might have a bearing on the question was the huge
jump in the numbers receiving unemployment assistance and benefit. The pay-related
scheme was introduced in April 1974 and in just one year the combined number of those
receiving unemployment benefit/assistance jumped from 67,422 in 1974 to 98,394 in
1975. G.E.J. Llewellyn in his NESC study stresses the growth of unemployment payments at this time not only in Ireland, but throughout the OECD, and suggests that
this must be distinguished from the secular trend.
Also at this time there was an important change with regard to eligibility for old age
pensions. Apart from relaxation of the means test for the old age assistance pension, the
qualifying age for receipt of old age pensions (insurance and assistance), which had been
70 for many years, was reduced to 69 in July 1973, to 68 in July 1974, to 67 in April
1975 and subsequently to 66 in October 1977. In the four years 1972-76 the total number of recipients of old age pensions (insurance and assistance) rose by 27,000 from 157,500
to 184,500. A detailed study of individual services at this time might throw up other
items, such as these.
Turning to the growth of revenue, there are a number of hypotheses concerning the
relationship between the growth of revenue and expenditure with which you are all
familiar. Peacock and Wiseman have argued that expenditures grow because revenues
grow rather than the other way about. Every so often the financing of a war leads to a
widening of the tax system, which is maintained after the war. Musgrave has challenged
the latter point, suggesting that there is a long run upward trend, even regardless of war.
Professors Tait and O'Donoghue argued that the main constraint on the growth of government expenditure in Ireland has been the rate at which funds could be raised through
borrowing. However, borrowed funds must be serviced, and in general such servicing is
financed from taxation. In the longer run the Tait-O'Donoghue borrowing constraint boils
down to the growth of tax revenue. In this context and in view of Musgrave's comments
on long-term trend as distinct from short-run "displacement", it is interesting that the
startling "artificial" rise which Dr. O'Hagan notes according to measure A in Table 1
between 1973 and 1975 does not appear to have been reversed subsequently. The 1977
share remained 11.3 per cent points above the 1973 share (7.6 per cent points according
to the "B" measure).
Concerning the specific question of the contribution of different forms of taxes to
revenue growth, Dr. O'Hagan lays stress on the importance of income tax, especially from
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1963 onwards. I was a bit surprised that Dr. O'Hagan did not stress the importance of
VAT in the text of his paper. Table 10 shows that the percentage share of income tax in
GNP grew by 4.9 percentage points between 1963 and 1977, while the share of VAT and
its predecessors jumped by 5.5 percentage points. In theNESC study to which I referred
earlier, Llewellyn points out the growth in the importance of income tax, but he also
attaches much importance to the growth in VAT. At the present time, when there is considerable clamour concerning the burden of PAYE, I think that it is important that we
do not overlook the very high levels of indirect taxation in force. Relative to her EEC
partners, Ireland is very heavily dependent on indirect taxation to finance public sector
expenditure.
While modern tax structure development has been characterised by a shift from indirect to direct taxation, this is only one phase in a much longer development. As Hinrichs
has shown, tax structure development began with direct rather than indirect taxation.
The relative importance of different taxes varies at different stages of economic development. Writing in The National Tax Journal in 1964, Alan Tait listed as first of the principal problems of Irish public finance "a high proportion of revenue collected by indirect
taxes." The growth in the importance of income tax must be seen in this context.
I would like to formally propose the vote of thanks to Dr. O'Hagan and to suggest to
you that he deserves the best thanks of the Society for his most valuable paper.
Noel Whelan: I have pleasure in seconding the vote of thanks to Dr. O'Hagan on the
presentation of an excellent paper. His paper is very timely. It focuses attention on a
current problem which affects not just Ireland, but almost all countries. It sparks off
much thought because the topic of increasing public expenditure, its cause and effect,
is a deep and complicated one. It affects all of us either as taxpayers or as recipients of
public services.
Dr. O'Hagan's paper has shown us clearly that the trend in the share of public sector
expenditure in GNP in Ireland has been inexorably upwards since the 1950s with a
noticeable acceleration in the 1970s.
Let us remember, however, that, rightly or wrongly, this is an international phenomenon
— not just an Irish one. A similar broad trend is evident in, for example, other EEC and
OECD countries. In the EEC, total general government expenditure has risen from about
33 per cent of Community GDP in 1960 to nearly 47 per cent in 1979. Commission
estimates put the share of public expenditure in GDP for Ireland in 1979 to 49.3 per cent,
which is lower than The Netherlands (58.3 per cent), Luxembourg (54.4 per cent) and
Belgium (52 per cent), but higher than Denmark (47.7 per cent), Germany and France
(46.4 per cent), Italy (46.3 per cent) and the UK (42.8 per cent).
Underlying public expenditure trends such as those highlighted in Dr. O'Hagan's paper
is the more general issue of the increasing range of government responsibilities. Public
administrations have historically been responsible for the provision of goods and services
where the mechanisms of the free market are not interested or are considered not to
produce the desired results. These responsibilities tend to grow and expand nowadays
as a result of many influences, not least of which is the increasing concern with the distribution of income and resources in support of social groups, such as the elderly and
unemployed or unemployable, which lack economic bargaining power. This implies that
an increasing range of social demands must be met through the political/governmental
system rather than through the private economic system.
For whatever reason, the responsibilities of government, almost world wide, have been
increasing both in range and depth. This is leading to rapid growth in the scale, complexity
and costs of public administration and, most importantly, in the need for public administrators to have a wide variety of expertise and skills. Given finite resources there is thus
an increasing need for public administrators to operate more effectively and efficiently
and with greater productivity. Matters such as optimal resource allocation; cost-effective
programme choice; efficient productive and cost-effective public sector operations, are
all of paramount importance and will be increasingly so.
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Dr. O'Hagan has covered a very wide area. There is much one could raise in connection
with the paper. So, I'll be selective. I want to react to the paper on three fronts:
(1) to the explanations put forward in the paper for the observed growth in public
sector share; These are:
- the fact that the costs of the increased expenditure, at least in the short term,
were not fully visible and/or understood;
— the role which indicative planning may have played as a cause of expenditure
growth.
(2) to the implication, referred to in the paper, that a portion of the increased public
share took place without the approval of the majority of the electorate and Dr.
O'Hagan's reference to the fact that this jolts the widely held assertion that, in a
democracy, decisions relating to public expenditure and taxation reflect the
expressed wishes of the community and that, thereby, the community "gets what
it wants".
(3) to some aspects of the methodology used in the paper.
Explanations put forward in the paper for the observed growth in public sector share:
Dr. O'Hagan regards the combined effect of indicative planning over the years and the
fact that the main costs of public expenditure (i.e., personal income tax, social security
contributions, and borrowing) may not have been 'visible" to the public as an important
determinant of the growth in public sector share in Ireland between 1963 and 1977.
In effect, indicative planning up to 1977 is regarded in the paper as being partly responsible for public sector growth. Yet, in the conclusion indicative planning is dropped
and the fact that the costs of the increased expenditure were not very visible is regarded
as the most plausible of the explanations.
I agree with the conclusion and I agree in particular with Dr. O'Hagan that an analysis
of the determinant of overall public sector share is warranted. I am not so sure however
about the thrust of argument in the paper relating to indicative planning and its effects
on public expenditure. Indicative planning does not necessarily bring about inbuilt
pressure for increased expenditure. On the contrary, indicative planning can and ought
to be a constraining rather than an expansionary influence on expenditure in so far as it
facilitates decision making and resource allocation as between Departments and enables
Ministers to assess their own departmental priorities in the framework of an overall
objective. Dr. O'Hagan makes a number of points about indicative planning in his paper
and I want to comment on them as follows:
— organised groups and government departments will exist, whether or not indicative
planning is practised. Indeed they are a vital ingredient in the process of government. Nowadays, government can only take place effectively on the basis of
broad socio-economic consensus existing between the main interest groups in
society and government. It is doubtful that indicative planning itself is responsible
for new organised pressure groups which increase public expenditure. Indicative
planning does not give an increased public visibility to the relative position of each
government department in future spending such as would lead to greater demands
for expenditure than if it did not exist; the pressures upon ministers and departments for expenditure are there anyway in abundance! Indeed, indicative planning
can be a very potent force for imposing rational choice on competing and conflicting claims for public expenditure.
-

the contention that planning gives more publicity to the institutional framework
for competition between ministers, thereby putting increased pressure on the
Minister for Finance to increase the total in order to avoid conflict with a particular department does not really accord with the reality of modern collective
government responsibility. Such responsibility operates continually in an environ93

ment where demand for services exceeds supply and where trade-offs are necessary
and unavoidable.
— the pressures for growth in public expenditure are present in all western democracies. There is no readily observable relationship between the presence of different types and degrees of indicative planning and public sector growth.
— indicative planning did not have a high visibility in the mid 1970s and yet the
trend-increase in the public sector growth continued.
Some public management considerations relevant to increasing public expenditure. The
explanation (for growth in public sector share) that costs of increased expenditure . . .
were not fully visible and/or understood has led Dr. O'Hagan to conclude that:
"A rather unsettling implication of this argument is that a portion of the increased
public sector share took place without the approval, so to speak, of the majority of the
electorate. This, of course, jolts the widely held assertion that, in democracy, decisions relating to public expenditure and taxation reflect the expressed wishes of the
community and that, thereby, the community 'gets what it wants'."
Dr. O'Hagan has raised here a fundamentally important issue. It affects all democratic
governments and is an important dimension of any discussions on the growth of the public
sector or on increasing public sector share of GNP. It is, simply, how and to what extent
can governments ensure nowadays that when deciding on the level and composition of
public expenditure they are reflecting the real wishes of society. There are many problem areas here relating to:
— government and public administration in the face of increasing complexity;
— the marriage of long-term goals for societal development with short-term electoral expediency;
— communication between government and the electorate in circumstances where
government policies are many-faceted and complex and their effects are to be
reaped mainly in the medium to long-term.
These issues are of critical importance to public policy formulation and to the management of public sector expenditure programmes.
The essence of the situation lies in the fact that the ability of governments to perform
well, and indeed to survive, will depend partly on their ability to fulfil the demands which
society makes upon them and partly on their ability to influence these demands. This
requires of governments an ability to formulate in advance and anticipate policies relevant
to the demands of society and also an ability to adapt their policies to take account of
changes in these demands. It also requires of governments an ability to deliver these
policies, in programme form, to society. A government which is served by a public
administration with a weak and cumbersome policy formulating and implementing
capacity cannot expect to meet this requirement satisfactorily. Furthermore, society
and community requirements of government and the relationship of government to
society are constantly changing; these changes give rise to some general trends which also
call for adaptation in public administrations. I wish to refer here to two trends which
have implications for both the growth in public sector share of GNP and how it is managed:
(i) The increasing complexity of society and, in turn, of government operations:
Nowadays, policies formulated under the aegis of governments do not automatically fall within the confines of any one sector. There is a need to take
account of interactions between sectors which have in earlier times been selfcontained and thus dealt with separately by the government; also, there is a need
in various cases to introduce new sectors or dimensions which did not exist previously (perhaps to reflect the changing values of society or its higher sensitivity
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as a result of increasing levels of education). This leads to a situation where the
policy formulating process under governments is becoming increasingly more
complex and where it is necessary, very often, to trace or project the consequences
of various policies in areas other than those at which they are primarily aimed or
from which they have arisen.
In addition, there is the growing experience amongst governments of international interdependence. Many policy areas, such as monetary, economic and
trade systems, communications, environmental pollution and maritime exploration, require international solutions. National policies and public expenditure
programmes have increasingly to be developed within the context of international
commitments and norms.
(ii) Diminishing understanding by the electorate of the full implications of government policies. Hand-in-hand with the increasing complexity of policy issues which
have to be dealt with by modern governments, there is the decreasing ability of
the average elector to grasp and understand fully these complexities. Consequently,
much of what is being developed by governments in the name of various electorates is being allowed happen through an act of faith by many electors. This
leads to a diminution of that aspect of democratic systems which holds that the
electorate should be able to evaluate a government through its awareness and
appraisal of the results of that government's actions while it is in power. For
instance, important results from a policy decision in areas such as environmental
and educational policies may come about many years after that decision has been
taken, thus leaving the elector with little chance of making his views known to
the group which took the decision. There are two broad implications for public
service adaptation here: first, to ensure that the machinery of government is
equipped to ensure full consideration of both the short-term and longer-term
consequences of various policies, particularly when the political system is inclined
to press for short-term solutions which correspond with a particular electoral
cycle; second, to ensure that the capacity of the public administration can articulate
adequately the various implications, both short-term and long-term, of complex
policy issues so that these can be communicated effectively to the electorate by
the politicians.
To recap the matter raised by Dr. O'Hagan (in his paper) on electoral perceptions of public
expenditure is very important - not least for public sector change in areas such as: structures, institutions and expertise for policy formulation; institutions and systems for communication and dialogue between government and the community; institutional systems,
procedures and practices leading to effective, productive and efficient administration.
(iii) In relation to: Methodology used in the paper: I have one general observation.
Column B of Table 1 is taken as "the measure of public sector share to be used
throughout the paper". This is a useful indicator of the "total influence" of
Government. But, for subsequent evaluation, it probably is desirable to distinguish
between public sector claims over real resources and the distribution which occurs
through the public sector. The public sector claims over real resources can be
measured by the sum of net public sector expenditure on goods and services plus
gross physical capital formation of the public authorities (measured in column C
of Table 1). The re-distribution through the public sector can be measured by
public authorities' transfer payments as a proportion of personal income. The
disability of column B as a measure of public sector share is that it groups together claims on real resources with transfer payments. The underlying economic
effects of these two broad components of expenditure are quite different. Hence,
column ti should be interpreted in terms of the trends which it shows, rather than
in terms of the significance of any particular percentage share.
Mr. President, I have great pleasure in seconding the vote of thanks to Dr. O'Hagan.
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John Blackwell: I would like to be associated with the vote of thanks to John O'Hagan
for his invaluable and meticulously compiled paper.
In Section 4, Dr. O'Hagan examines some possible explanations for the increase in
the public sector share, and refers to the costs of raising the revenue to finance public
expenditure. But this can be a rather confusing use of the term costs. It turns out that
resource costs are not being referred to. Rather, these costs seem to consist of the income
distribution effects of the taxation which is needed to finance government expenditure.
Now, this raises a number of pertinent questions, which are not addressed in Section 4.
There are, in a fully employed economy, resource costs associated with an increase in
public sector claims on real GNP. The "costs" of the transfer payments of public authorities is another matter. There may be resource costs if the required taxation leads to reductions in output, either directly or via wage bargaining. With regard to the direct effects
on output - this has been the subject of much more mythology than hard evidence indeed there is hardly any evidence that any significant reductions in output occur. One may
indeed hypothesise that "peoples' willingness to pay taxes will largely reflect the benefits
they foresee from the associated public expenditure" (Section 4). But the tax and transfer system is probably the most efficient re-distributor which we have, and it will never
be possible to ensure — even for groups of taxpayers — an equation between benefits
received and taxes paid.
In the years 1974 and 1975, the public sector share rose under the influence of discretionary fiscal policy. A ratchet effect seems to have occurred since then, which indicates
the difficulty of using counter-cyclical policy with current government expenditure. The
effects of automatic stabilisers in increasing expenditure on transfer payments during the
years 1974 and 1975 would have to be allowed for. In general, there could need to be an
allowance for the effects of automatic stabilisers, when examining the change in the
public sector share over time.
Dr. O'Hagan tentatively explains the increase in the public sector share in terms of
increasing resource constraints and the effects of indicative planning. For reasons given
above, the use of "resource constraints" in this context is ambiguous. One has some
doubts about the postulated effects of indicative planning, since the displacement effect
occurred in a short period in the mid-1970s when indicative planning was invisible. There
is likely to have been, in the 1970s, a general desire to move towards the level of social
welfare provision in the UK - but this laudable aim can hardly be laid at the door of
indicative planning.
Dr. O'Hagan's paper shows that there was a steady increase in the share of public
sector claims over real resources (measured in col. C of Table 1) between 1968 and 1973,
then a big increase in the two-year period from 1973 to 1975, followed by a decline in
the period to 1977. The sharp increase in 1974-1975 inclusive mirrors an equally sharp
increase which occurred in column B of Table 1. The fact that this displacement was
concentrated in these two years is not given sufficient emphasis in Dr. O'Hagan's paper.
Between 1964 and 1977, the proportion of public consumption plus public investment
to GNP (i.e. column C) increased by 5.9 percentage points; in the two year period 19741975 the increase was 4.2 percentage points. By comparison, using measure 8, between
1964 and 1977 the share of public sector expenditure rose by 15.0 percentage points,
and 8.8 percentage points of this occurred in 1974-1975 inclusive.
One question arises regarding the measure of public sector claims on real resources
which is inherent in column C of Table 1 - whether public authority grants to enterprises, and grants to local authorities should not be added to give a more widely defined
public investment series. This would be a public investment series which would include
the leverage effects of public authority grants. To take some of the biggest categories,
these capital grants include farm modernisation grants, and grants by the IDA, and it is
likely that the grants are quickly reflected in gross physical capital formation of the
private sector.
With regard to the income re-distribution which occurs through the public sector,
rather than calculate public authority transfer payments as a proportion of GNP, it
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may be more pertinent to calculate the share of personal income. This is because this redistribution in a sense, results in a certain proportion of private consumption being
financed by transfer payments. An indication of the impact of this re-distribution may
be had from the personal income and personal expenditure table in the national accounts.
In 1970, national debt interest plus transfer income (including net transfers from the
rest of the world), amounted to 17.5 per cent of personal income; the proportion in
1973 was 17.6 per cent. There was a big increase in the proportion between 1973, and
1975 when the share was 20.1 per cent; there was a slight decline to 20.8 per cent in
1977. Dr. O'Hagan says that the main period of growth in the share of current transfers
in GNP has been 1962-1976 "with particularly rapid growth in the 1972 to 1975 period":
but it is worth pointing out that the sub-period 1974-1975 inclusive saw a sharp increase
of 3.9 percentage points, compared with 5.7 percentage points in the period 1973-1976
inclusive.
In Section 4 Dr. O'Hagan makes the interesting point that not until recently was it
known of taxpayers, as taxpayers, to "exit" the political system. In the United States,
where local taxes are used to fund many local authority services, there has been some
migration as a result of tax resistance. This option is not available in Ireland due to the
lack of tax-gathering power which has been devolved to local authorities.
S. Cromien: Dr. O'Hagan is to be congratulated on his excellent paper. I am sure that it
will be used — or depending on your point of view misused — by my colleagues in the
Department of Finance when they are examining trends of public expenditure. The paper
raises very relevant questions, particularly in Part 4. As Dr. O'Hagan explains in the introduction, it was not possible, mainly for reasons of space, to go into these topics in detail.
Although understandable, this is a pity because there is so much that might usefully be
said about them, particularly at present when the tax burden associated with high public
expenditure has generated great interest and controversy.
There seems to be a dilemma in modern democratic societies. A voracious appetite for
increased public expenditure appears to co-exist with a growing — and in recent years
very obvious - reluctance on the part of the community to pay higher taxes for this
expenditure. The paper draws attention to the pressure for increased expenditure which
comes from public employees. Although such pressure may at times exist, the demand
for an expansion of public services appears to be much more diffused through the economy. Anyone associated with government is aware of the widespread calls for government assistance continually being voiced.
The paper makes an interesting point about the role of economic planning in encouraging public expenditure. I wonder if this has been really significant. Dr. Whelan has commented on this. Besides the points which he has mentioned there is the further one that
expansion of public expenditure is as much a feature of countries such as the United
States and Germany where there has been no economic planning in our sense.
A very important exercise in communications is obviously needed to get clearly into
the minds of all of us the equation: "increase in current public expenditure = increase in
taxation". The difficulty is that we all are tempted to think of an equation which says:
"increase in current expenditure which I desire = increase in tax to be paid by someone
else".
I agree with Dr. O'Hagan when he expresses doubts about the assumption made in the
Irish national accounts of a zero productivity increase for the public sector. It seems quite
unreasonable to continue to maintain this convention, or fiction, given the steady improvement in productivity which must result from computerisation in the public service and
the introduction of other modern techniques.
I join with the other speakers again in complimenting Dr. O'Hagan on his stimulating
paper.
Gabriel Noonan: I would like to be associated with other speakers who have commended
Dr. O'Hagan's paper. It is a valuable contribution to the continuing debate on public
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expenditure and its role in the creation and sharing of national resources. I have been
involved with the planning of the public finances for some years but, nevertheless, I found
that the paper clarified and made more precise one's perception of the evolution of the
present pattern of public expenditures.
I would like to endorse the point which other speakers have made that more work
requires to be done on the determinants of various public expenditures, including transfers; I see the availability of resources more as a limiting constraint on increasing public
expenditures than as a determinant of those expenditures. The driving forces which
underlie pressure to increase public expenditures up to the limits of resource availabilities
and even beyond need to be studied more closely and understood if effective action is to
be taken to contain them.
I would also like to support Dr. Whelan's arguments that planning, of itself, has not
been the cause of a significant increase in sectoral lobbying. Such lobbying has long been
a feature of American politics despite the fact that the emphasis there on planning has
been less than in Ireland. Instead, I think that expenditure outturns will tend to exceed
planned expenditures wherever there is a close association between the control and
planning functions, as there has been in the Department of Finance. Such an association
leads to acceptance by planners of expenditure projections which are less than realistic
but meet the spartan requirements of their colleagues responsible for expenditure control.
Expenditure over-runs are inevitable if the projections themselves are not realistic in
relation to Departments' economic and social objectives.
In concluding, I would like to suggest that one lesson which could be drawn from Dr.
O'Hagan's paper is the need to make more visible the opportunity costs of public sector
decisions, whether these costs be by way of other programmes foregone, operated at
reduced levels or of taxation increased and private expenditure thereby foregone. Improved
information on the full costs of public expenditure decisions — in addition to estimates of
how much cash is involved — could contribute to more rigorous and balanced judgements
about the worth of at least some public sector activities.
P. O'Huiginn: I join the other speakers in thanking and congratulating Dr. O'Hagan. His
paper is extremely valuable and timely. I thought he might have referred to the inflationary
effects of the growth of public expenditure and its financing. As the most open economy
in the OECD area and dependent for growth on the ability to trade competitively, inflation
is our greatest single economic problem, particularly with our EMS exchange restraints.
Because of the greater openness of our economy — imports represent nearly 70 per cent
of our GNP as compared with only 25 per cent in the case of the Federal Republic of
Germany — we import inflation from others to a relatively high degree. It has been
estimated at nearly 40 per cent of the total in 1976. Increased public expenditure and
taxation, particularly indirect taxation, increases further this basic inflation trend. We
obtain a much higher proportion of our taxation revenue from indirect - and inflationary
- taxation than the Community or OECD averages - 53 per cent in 1979 as against 25
per cent in 1977 for both the Community and OECD. This is a factor of our limited
direct taxation base. But in the end it goes back to the size and cost of the public sector.
Our concern with their growth is not unique, it is a general concern throughout the
OECD area. A conclusion in a recent OECD study was that we may be forced to think
in the future of the Welfare Society rather than the Welfare State in an effort to find
less bureaucratic and costly ways of administering social services.
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