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1. Introduction

Economic policy makers typically are interested in the effects of their
actions over a relatively short time horizon stretching say from one quarter
to one to two years. The effects of their actions over a long time period say
10 to 20 years is often beyond their interest. In a rather parallel fashion.
there is a great deal of economic analysis of the short run effects of fiscal
policy whereas analysis of the very long run effects of fiscal actions has
attracted relatively little attention at least in the post World War II period.
The few more recent contributions are cast within abstract and mathematical
growth models generally of not easy understanding for a typical policy
maker,

The role of the government sector in all economies of the European
Community (EC) has grown substantially in the last two and a half decades.
Although it is very difficult to measure the size of the government sector in
relation to the overall economy. the ratio of general government expenditure
to the national product can give a rough idea of the magnitudes involved.
This ratio however, on the one hand, underestimates the degree to which the
government sector intervenes in the privaie economy. This is because
intervention through regulations and legislative means which do not give rise
to direct disbursements from the general government budget do not affect the
ratio. Similarly, the extent of the operations of state-owned enterprises are
generally not reflected in the ratio. On the other hand. this ratio overstates

*This paper is part of a broader research on the long run and short run effects of the growit
of government expenditure. taxation and public debt on the European economics, carried out ba
the ad hoc group on public finance questions set up in May 1984 within the Directorate Genera
for Economic and Financial Affairs. The views expressed in this paper are personal and do nor
involve the Commission of the European Communities nor the Directorate General for
Economic and Financial Affairs. 1 am grateful to David Begg, Martin Feldstein, Robert Gordor.
Antony Knoester, Jirgen Kroger, Jorgen Mortensen, Massimo Russo and Douglas Todd for
useful suggestions on earlier drafts of this paper.
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780 M. Feldstein, Comments on the Tullio paper

suggest that the estimated negative effect depends crucially on the observa-
tions for Japan and Italy. The rise in government spending may have been
responsible for the slowdown in Japan's growth, as Tullio’s model implies.
but it would not be at all surprising if Japan slowed down simply because it
could no longer enjoy the technological catch-up and industrial transformation
of the earlier period.

In spite of these reservations about the strength of Guiseppe Tullio's
conclusion. we should be grateful to him for setting down an explicit
statistical model and beginning the process of testing the important relation-
ship between government spending and economic growth.




