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as France, Belgium, and the Netherlands, fiscal activity is relatively high, above 75 percent of 
GDP. What explains this cross-national variation in fiscal policy? It is this question that we 
address in the remainder of this section. We begin by examining economic and cultural 
determinants of fiscal policy. We then turn to our primary task, which is to examine the ways 
in which political institutions influence fiscal policy.

Economic and Cultural Determinants of Fiscal Policy
Total public fiscal activity is interpreted by many economists as the “size of government” 
because it gives an indication of the ratio of total government economic activity to overall 
economic activity within a country. The traditional explanation for the size of the govern-
ment is “Wagner’s law,” named after the German economist Adolph Wagner (1835–1917), 
who predicted that the size of government would grow as countries became more industrial-
ized. Wagner’s law is often interpreted to mean that the size of government increases as 
countries become wealthier. In the broadest sense, Wagner’s law seems consistent with the 
facts—as European countries became richer and more industrialized, the role of the govern-
ment in the economy did increase as predicted. As Figure 16.3 illustrates, there was an 

Total Public Fiscal Activity in Twenty-One OECD 
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Source: Franzese (2002b, 16).

Note: AL = Australia; AU = Austria; BE = Belgium; CA = Canada; DE = Denmark; FI = Finland; FR = France; GE = 
Germany; GR = Greece; IR = Ireland; IT = Italy; JA = Japan; NE = Netherlands; NO = Norway; NZ = New Zealand; PO 
= Portugal; SP = Spain; SW = Sweden; SZ = Switzerland; UK = United Kingdom; US = United States. The black dots 
indicate the mean level of total public fiscal activity for each country; the vertical black lines indicate the maximum and 
minimum levels of total public fiscal activity in each country; the vertical size of each box indicates one standard 
deviation above and below the mean in each country.




