
The Economy in Perspective 

Whither governt?zerzt? . . . Welfare as we know it 
is encling. The same can he saicl for agricult~ire, 
national defense, health care, ancl (though few 
public officials will openly aclmit it) Social Secu- 
rity. After many decades of vigorous expansion, 
big governlnent has become politically cliscrecl- 
ited. What next? 

Voters call on governnlent to participate in 
econotnic life in various ways. Private-marltet 
transactions cannot always provicle the right 
amount of what economists call public goocls, 
like national defense or a space program. These 
goods and services benefit all, and excluding 
people from them is clifficult. But we also asli 
government to provicle such ~ lo~ lp i~b l i c  goocls 
as school lunches, grants to artists, highway and 
airport construction, ancl loans to snlall ixisi- 
nesses. We use the tax system to channel bene- 
fits to particular groups without spending 
money clirectly. For example, home nlortgage 
deductions benefit homeonmers who iternize 
on their tax returns! but clo nothing to help 
renters or homeownel-s who do not itemize. 

A~nericans also use government to transfer 
resources among people through tax ancl 
spending programs. The largest colnponellt of 
Social Security, for instance, transfers resources 
f r o ~ ~ l  younger, worlting people to older, retired 
individuals. Insurance progralns form another 
class of government activities. &lost employers 
and e~nployees are obliged to purchase work- 
ers' cornpensation and unemployment itlsur- 
ance, and most banks are forced to carry de- 
posit i~lsurance. The government provides 
insurance only when it thinks that private corn- 
panies will not (or cannot) insure the risk at a 
reasonable price. 

During the past several decades, we have in- 
creasingly aslied the government to use trans- 
fer, insurance, credit, ancl direct-spending pro- 
gra~ns to alter private-marliet outcomes. 
Current public disaffection with governrnent 
appears to stell1 prinlarily from a belief that too 
many goods ancl services are being proviclecl, 
that the benefici:~ries of some tr:insfer progrzlms 
are receiving Inore than they cleserve, ancl that 
the distorting effects of these myriad govern- 
ment progralns on the private economy have 
become too large. Voters now seen1 more will- 
ing to alloxv private firms to supply many of the 
goocls ancl services traditionally proviclecl by 
government agencies. At a minimum, this corn- 
petition motivates gover~lment to operate Inore 

efficiently. At the extreme, it calls into question 
all government participation. 

Other clevelop~nents have also forcecl serious 
consideration of private-marliet alternatives. 
Many people do not recognize how changes in 
capital marliets and risk rnanagelnent are ex- 
tending the scope of private enterprise. The U.S. 
space program illustrates the confluence of 
these forces. In its early years, the space pro- 
grain was a purely governmental affair, with 
government committing the f~~ncls  ancl bearing 
the rislts-both of which were substantial. 
Later, after the R&D costs were paicl, commer- 
cial ventures became more practical. Now that 
global capital and insurance ~narkets have cle- 
veloped, enabling private co~npanies to send 
satellites ancl other cargo into space and to 
hedge against the rislt of launch 2nd equipnlent 
failure, the government's role has climinishecl. 

Highways provide yet another example. The 
traditional method of funding a new state high- 
way req~~ires  voters to approve the sale of long- 
terrn boncls to be repaicl through either general 
tax revenues or toll charges. But private compa- 
nies are perfectly capable of raising highway 
construction f~inds in capital marltets. Motorists 
using the highway can be billecl auto~natically 
after a scanner records their presence. Further- 
more, with private funding, voters need not 
worr)~ about the state using tax dollars to build 
unnecessaly roacls. California ancl Virginia have 
already grantee1 permission to private firms to 
I~uilcl and operate segrnents of state highways. 

These clevelop~nents point to the wick range 
of options available to the American public as it 
reconsiclers how government should fit into the 
nation's econornic life. It will be interesting to 
see whether the public wants to circu~~lscribe 
the size of government or to recluce the role 
that governlnent plays. There is a big differ- 
ence. The government can stop cloing many 
things and allow private ~narltets to beco~ne  
~lnore active. 13ut it can also instruct the private 
sector to do what it \cants done. The govern- 
ment can order businesses to pay a minim~un 
wage, tell broadcast companies to provicle chil- 
clren's programming. or force colnpaniesto pur- 
chase insurance from private carriers. The gov- 
ernment can-ancl does-influence resource 
allocation without spending taxpayer funds or 
employing people. 

So ~uhifhel- goverment? It's too early to tell. 
But government rr~itfxt-? Not necessarily. 
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