
Historical Development

• The public sector has grown significantly over the past
century

• For a typical country the public sector was small at the
start of the twentieth century

➢ In the order of 5-10% of GDP

• Expenditure then rose steadily for the next sixty years



Historical Development: Total spending

• The pattern of growth is similar across the countries
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Expenditure in subcategories

• During the 19th century and until the mid of the 20th 
century three main categories of public spending:

• Security: central government spending on defence, 
general administration, the judiciary and the police 
(‘‘security’’).

• Economic Services: on economic services, transport 
and communication (‘‘long-term public services’’).

• Collective goods and welfare: spending on health, 
public housing, education and social security.



Historical Development: Security
• Defence spending was one of the largest items back in the 

19th and the beginning of the 20th century 
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• Since then it has depended on circumstances



Historical Development: Economic 
services

• The other two components of the public sector are 
related to the development process beginning from initial 
industrialisation.

• During the 19th century population moves from the 
countryside to urban areas; a requirement for 
infrastructural expenditure arises.

• Infrastructural expenditure is increasingly 
complementary with expenditure by private sector.

• Urbanisation produces a range of externalities such as 
pollution and crime.



Historical Development: Economic 
services
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Historical Development: Collective goods 
and Welfare

• Industrialisation increased the demand, initially, for the 
provision of public goods (health) and, subsequently, for 
welfare programmes.  
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Current classification of Spending
• The Classification of the functions of government, (COFOG), 

defined by United Nations statistics division, categorizes 
public spending in 10 sub-categories. 

http://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=4


Current trends

https://data.oecd.org/gga/general-government-spending.htm#indicator-chart 

https://data.oecd.org/gga/general-government-spending.htm#indicator-chart


Historical Development: Total tax revenues

• Upward trend as in the case of Total spending
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Classification of 
direct taxes

Classification of 
Urban taxes

Total taxes
Classification of 
Indirect taxes

Direct taxes

Rural taxes
1. Land tax

2. Assessed tax

Urban taxes

Trade and corp. 
taxes

3. Corporate tax

4. Trade tax

Payroll tax 5. Payroll tax

Non-payroll tax 5. Non-payroll tax

Capital taxes
6. Property tax

7. Inheritance tax

8. Extraordinary 
tax

9. Other direct tax

10. Customs tax Customs taxes

Indirect taxes

11. Excise tax

Market taxes
12. Turnover tax

13. Other indirect 
tax



Revenues in subcategories
• During the nineteenth century, the dominant taxes 

were customs, excise duties, land taxes and 

inheritance taxes.

• These old taxes were gradually complemented and, in 

some cases, replaced by (personal) income tax and 

taxes on corporations and property (Aidt and Jensen 

(2009a)).

https://link.springer.com/article/10.1007/s10797-008-9069-9
https://link.springer.com/article/10.1007/s10797-008-9069-9


Historical Development: Old Taxes
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Historical Development: Property and 
Corporation taxes
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Historical Development: Income taxes
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Income tax
• The size of government increased dramatically in 

proportion to the size of the economy over the last 200 
years. 

• One important idea is that efficient taxes are behind 
the development of the public sector. 

• The income tax is the most important tax innovations 
of the past 200 years. 

• Aidt and Jensen (2009b) study the main factors 
which induce a society to innovate and adopt efficient 
taxes.

https://www.sciencedirect.com/science/article/pii/S0047272708001229


Aidt and Jensen (2009b):Income taxation 

in historical perspective

https://www.sciencedirect.com/science/article/pii/S0047272708001229


Sample and empirical specification
Aidt and Jensen (2009b)

• Aidt and Jensen (2009b) attempt to understand what 
explains the timing of the introduction. 

• Their sample consists of 17 countries over the period 1815-
1939. 

• Empirical specification:

• 𝒀𝒊𝒕: takes the value of 1 if country I adopted the income tax, 
and 0 in the years before that. 

• 𝑿𝒊𝒕: determinants of the adoption of the income tax. The 
authors consider 4 main driving forces. 

https://www.sciencedirect.com/science/article/pii/S0047272708001229


The main Hypotheses to be tested

• Political Factors

➢Hypothesis 1: If democratisation acts as a commitment 
device for redistribution of income, the extension of the 
voting franchise make more likely the adoption of the 
income tax. 

➢Hypothesis 2: The secret ballot makes adoption of the 
income tax more likely.

➢Hypothesis 3: The income tax is more likely to be adopted 
where left-wing parties are important.

➢Hypothesis 4. For a given franchise, the income tax is less 
likely to be adopted in election years and more likely to be 
adopted the longer there is to the next election.



The main Hypotheses to be tested



The main Hypotheses to be tested

• Social learning and Geographical diffusion
➢ Hypothesis 5: The income tax is more likely to be adopted in a 

particular country if other (neighbouring) countries have already 
adopted it.



The main Hypotheses to be tested

• Tax collection costs
➢Hypothesis 6: Improvements in the tax collection technology 

increase the probability that the income tax is adopted.



The main Hypotheses to be tested

• Spending pressures
➢ Hypothesis 7: The income tax is more likely to be adopted in 

times of fiscal spending pressures.















Main Results
• Political factors: 

➢ A non-linear relationship exists between the variable suffrage and 

the income tax: The turning point is around 63%. 

➢ The secret ballot, on the other hand, contributed significantly to the 

introduction of the income tax.

• Social learning and Geographical diffusion

➢ Linguistic closeness has the expected positive effect in the 

probability of adoption.  

• Tax collection costs

➢ Temporary income tax has, as expected, a negative effect on the 

probability of a permanent adoption.

• Spending pressures

➢ The dummy variable war is not statistically significant in any of the 

specifications. However, episodes of temporary income taxation 

often coincided with war.



Current classification of Taxes

• According to the system of National Accounts (SNA) taxes are 
classified in the following categories: 

➢ Income and profits 

➢Payroll and workforce 

➢Property 

➢Goods and services 

➢Other

• The United Nations System of National Accounts (often 
abbreviated as SNA) is the internationally agreed standard set 
of recommendations on how to compile measures of 
economic activity.

http://www.oecd.org/tax/tax-policy/oecd-classification-taxes-interpretative-guide.pdf
http://unstats.un.org/unsd/nationalaccount/sna.asp


Current trends

https://data.oecd.org/tax/tax-revenue.htm 

Total taxes on personal income (% of GDP)

https://data.oecd.org/tax/tax-revenue.htm


Readings

Hindriks, Jean, and Myles, Gareth D. Intermediate Public 

Economics. MIT Press Books 1, 2013. (relevant parts of 

chapter 4)

Aidt, Toke S. & Jensen, Peter S. (2009b). "The taxman 

tools up: An event history study of the introduction of 

the personal income tax," Journal of Public Economics, 

Elsevier, vol. 93(1-2), pages 160-175.

http://www.sciencedirect.com/science/article/pii/S0047272708001229
http://www.sciencedirect.com/science/article/pii/S0047272708001229
http://www.sciencedirect.com/science/article/pii/S0047272708001229
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