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The Growth of Federa! Expenditures, 1794-1952

It is a matter of common knowledge that federal expenditures, in
current dollar amounts, have risen spectacularly since the founding
days of the United States. Our concern in this section is to give
some perspective to this growth by viewing it in relation to changes
in prices, population, and national product.

Total federal government expenditures? are defined in this
study to include operating costs, capital outlays, and loans less
repayments. Post office expenditures are included only to the ex-
tent of postal deficits, not gross postal ontlays. The expenditure
concept used here encompasses government disbursements that
are designed to absorb resources directly, as well as those disburse-
ments which merely transfer the command over resources from one
group of citizens to another. Our data are thus intended to show
as accurately as possible the scope of federal government activities
rather than the annual amount of resources absorbed or expendi-
tures made for goods and services by government.

In Chart 1 federal government expenditures are shown in terms
of three measures for a period of 159 years. The presentation is on
ratio scale to focus attention on relative rates of change over time.
One of the curves of total expenditures is in current dollars.
Prices, however, have varied greatly not only over the last century
and a half but also within relatively short periods. When prices
fall or rise, a given amount of money of course no longer has the
same command over goods and services as formerly, and the gov-

1 Both the total and the component expenditures are shown in Appendix Table B.1.
Panels A-C. The text accompanying that table gives their derivaticu.
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ernmental outlays, tu real termns, thus hecome larger or smaller,
respectively, per dollar spent. "T'o adjust government expenditures
according to this conception, purchases of commodities and pay-
ments for labor should be dealt with apart from trausfer costs such
as interest and pensions.

For the commodity and labor components the best index to use
to rernove the effect of price vartations would be oue composed, in
ihe proper proportions, of the prices paid for the commodities and
labor used by government. No such measnre, however, exists for
most of the period studied, and the adjustnent was therefore made
by the use of indexes of wholesale prices.? The resulting curve in
Chart 1 of “total expenditures, 1926 prices” is clearly mmperfect
from the point of view of one who wonld find the trend of the real
prrchases by the federal government. Differences in the cost of
labor are not included, except as reflected by variations in com-
modity prices. And the index is composed of gencral commoditics
and not exclusively of the kinds purchased by the federal govern-
ment. Nevertheless. something of perhaps greater unportance for
the purposes of this study is accomplished. The adjustment of gov-
ernment expenditures to a given level of cornmodity prices gives
a reasonable and comparable measure of the cost of government to

2 Tor the period 1794-1890 the Warren and Pearson index was used; see George F.
Warren and Frank A. Pearson. Prices, Wiley, 1933, pp. 11-13. For the period 1891~
1952 the adjustments were made with the Bureau of Labor Statistics index. The
calendar-year indexes, cenverted to the 1926 hase. werce applicd to the expenditures
throngh 1812, which were reported on a calendar-vear basis. For snbsequent years,
expenditures are 1eported by fiscal vears. The monthly price indexes therefore were
combined 1o form fiscal-vear averages, whieh were then used to express the expendi-
tures in terms of 1926 dollars.

“There are other deflators. One is the priee index shown as implieit in gross national
product except foreign elaims, preliminary estimates, variant I, by Simon Kuznets,
National Burcau of Feonomic Rescarch, designed to be used in analyzing trends in
capital formation and finaucing. This index, converted to a 1926 hase for selected
vears. compares as follows with the index of the Bureau of Labor Statistics:

Kuznets RIS
Year Irdex Index
14900 184 6.1
1910 3%.5 7014
1020 121.5 1511
19350 916 6.4
1940 K904 78.6
1948 1116.9 165.1
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those who pay it. The same amount of taxes or loans tnrned ovey
to the government signifies less or more to the taxpayer or hong.
holder as the prices of commodities are higher or lower, respec.
tively.

Interest, however, is not an ontlay for current ontput and laboy
services, buit is a contractnal payment arising from the past acqn.isi.
tion of some principal sum. With the exception of the deI:CSSlon
borrowing of the thirties, most of the mdebtedness .of the .fcdcra[
government at any point of time was inciirred during pffrlods of
war. If, then, the expenditures of a war are expressed in stable
doliars, all costs, whether paid with tax or credit dollars, are cor-
rected for the wartime increase in prices.

The conversion of the wartime principal to stable dollars, hoy.
ever, does not affect the treatment of the futnure payment of intey.
est, which is another matter—a time charge for the use of borrowed
nioney. Interest payments are adjusted for price changes because
of variations in the real worth of the dollars surrendered and re-
ceived.* They become more o less valuable and therefore harder
or easier to obtain, respectively. as they buy more or fewer com.
modities. Thus the amonnt of the interest payment, like the
amonnt for commodities and services, is properly converted tq
stable dollars throngh use of the general index of commodity
prices. And, by the same reasoning, payments to veterans, farmers,
and old persons, and other transfers should be similarly adjnsted.

But if government expenditures in any one year are to be com.
pared with those in another, particularly if the two years are far
apart, an adjustment for price changes is not all that is required.
Expenditures for many public goods and services and for some
transfer payments vary with the size of the population. This rela.
tionship, however, is only general in character. Not all expendi.
tures fluctnate directly with the number of persons in the country.
Pensions, readjustment allowances, and other benefits to veterans
are for past services. Exactly the same applies to the annnal interest
obligation on a war or 5 depression debt. The principal amount

3 Another conceivable reason would be to ascertain what interest costs would have
heen i€ prices had heen stable at the 1926 level, But this was not (he purpose of the
adjustment.
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derives originally from the conditions of the period in which the
borrowing was done. A current change in the population has no
effect on these historical factors. Similarly, a wide variety of other
federal expenditures would not be changed by a small increase in
the mmmber of inhabitants, say 5 per cent. Thus, if onr pepnlation
were slightly larger, we shonld probably spend no more for de-
fense purposes, for foreign aid, or for atomic energy.

Nevertheless, if the gains in population are at all substantial,
they increase the total of public services and therefore of expendi-
tures.t Some of the additions are in prodicts or services that can
be expressed with fair acciiracy on a per capita basis, for example,
the several public assistance programs for whicl: the federal gov-
ernment grants aid to the states on a per capita basis. With a grow-
ing population, the nimber eligible for governmental assistance
increases in almost direct propottion, though developments such
as a change in the age composition of thie population may at times
affect snch expenditures more than popnlation growth per se.

An adjustment for popnlation, made by dividing the aggregate
of federal expenditures for each year by the number of persons in
the country, thus makes allowance for expenditures that vary
positively with increases in population. But this adjustnent is
less satisfactory when applied o expenditures arising from past
historical events. Admitting the qnalification, the rednction of
federal expenditures to a per capita basis does much to improve
historical comparisons, particularly those covering long periods
of timne.

The three curves of expenditures in Chart 1—the first showing
total expenditures in stable dollais, the second showing total ex-
penditures in current dotllars, and the third showing per capita
expenditures in stable dollars—all have a pronounced upward
secnlar trend. Federal expenditures, however measnred, have
grown greatly over the course of onr national history. Bnt when

1 Sce also Solomon Fabricint, The Rising Trend of Government Employment.
National Bureau of Economic Research, Occasional Paper 29, 1549, p. 26. Fabricant
thinks that “a doubling of the popularion would, apart from the effects of other
factors, be accompanicd by something like a corresponding rise in govermment
workers.”



adjusted for prices and for population, [!l(‘)’ ll:l)\'(;ll()[ [1‘11("11‘.;15(‘(1
contmuonsly. Indeed, trom 1791 to 1811, h'mll 1817 to lh.-](». Irom
1866 o I884. and trom 1899 (o 1916, federal expenditures s
adjusted were cither stationary or declining. "I'hc mnnl»cr.r)l' vears
in these periods total 81; thus for half thf: life ({f the nation req|
federal expenditures per capitit were not mereasing. .

Om economic history as a whole has been characterized by an
ever-lcreasing national product. The United States has prodqccd
over the years a larger and larger aggregate of goods and serviges
The output of the cconomy has indecd grown ulu(:‘h more than .tnc
population. Accordingly, the share of cach person in th(‘}nunme
total has increased greatly. It would be expected on this account
alonc that the volume of public goods and services, and perhaps
aiso of transfer payments. wonld likewise have increased. People
desire public as well as private goods and services. and always wish
for additional ones. When they have a Larger aggregate product,
the preswmption is that the public as well as the private com-
pouents (and any transfer payments) would be move.

The real question thercfore s whether the contribution of the
federal govermment has mcreased more than the national product.
Chart 2 and Table | were designed to give the answer. They show
the percentage that federal expenditures were of realized national
income * by decades from 1799 to 1889, and of gross national prod-
uct annually from 1869 o 1957 The gross national product is
the better measure of the nation’s economic activity ¢ but is not
available for the period prior to 1869,

By the use of these estimates we find that the country’s cconomy

# The series frem Roliert F. Martin, National Income in the Unjted Siates. [799-
1938, Nationa! Industriai Conference Board, 1959 though questionable, i the only
onc available for the periad hefore 1869, The figures coticeptually approximate whar
is usually designated as “national income at factor cose.” For an analvsis of gheiy
validite see Simon Kuznets. “Nationa] Income Fstimates for the United Stares prior
to 1870 Jonrnal of Leonomic History, Spriug 1952, P- 5 Kumeis finds that
Mariin's estimates for the period 1800-1840) have a downward growth bias. and he
doubts that real ber capi income deelined Petween 1800 and 180 as it implied in
Mavtin's fignves, If Martin’s estimates have this bias. j follows thay diring ronghly
the first half of the period under study federal expenditures mav not have ricen
relative to income,

& The danger that comparisons with (he national income mav he misleading is djs-
cussed by Alan Sweezy in American Economic Revicw, December 1952, p. 887.
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Taste 1

FepeRAL EXpENDITURES AS PERCENTAGE OF :\’:\'mw,ﬁu. INCONE, 17991889
o ok or Gross Nationar Provurer, 186921951

Total Milita ry
Expend:- Lxpend;.
tures: tures:

Total as 9, of Alilimry as 7 of

Expendi- National Expendi- Naticnal

Calendar tures @ Income turesa Income
Year mill§) (%) (mill§ ()
(1) 2 (3 ©)]
1799 10 1.4 h 08
1809 10 1.1 6 0.6
1819 2] 2.4 10 1.2
1820 15 1.6 8 0.8
1839 27 1.6 15 0.9
1849 42 1.7 20 0.8
1859 66 1.5 31 0.7
1869 316 4.6 83 1.2
1879 267 3.7 46 0.6
1889 309 2.9 53 0.5

As 9, of As %, of

GNP GNP

(Kuznets) (Kuznets)
1869 316 5.0 83 1.3
1870 301 5.1 63 1.1
1871 285 46 53 0.9
1872 284 38 61 08
1873 296 3.9 69 0.9
1874 289 39 64 0.9
1875 270 5.7 55 08
1876 253 34 50 0.7
1877 239 3.0 47 0.6
1878 252 3.2 47 0.6
1879 267 3.2 46 0.5
188¢ 264 25 45 0.4
1881 259 2.5 46 0.4
1882 262 2.3 48 0.4
1883 255 2.2 49 0.4
1884 252 2.3 48 0.1
1885 251 24 46 0.4
1886 255 23 44 0.4
1887 268 2.3 46 0.4
1888 284 25 50 0.4
1889 309 26 53 04

See page 12 for notes,
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Tastr 1 (Continued)

Total Military
Expend:- Expendi-
Total tures: Military tures:
Expendi- as 9, of Expendi- as 9, of
Calendar fures GNP tures® GNP

Year (mill. §) (Kuznets) (mill. 8y  (Kuznets)
M (@) &) Q)
1890 342 2.7 56 0.4
1891 355 2.7 60 0.5
1892 364 2.7 62 05
1893 376 2.8 63 0.5
1894 362 3.0 61 0.5
1895 354 2.7 58 0.4
1896 350 29 62 0.5
1897 405 29 97 0.7
1898 524 3.6 201 1.4
1893 563 3.4 221 1.3
1990 523 2.9 174 1.0
1901 505 2.6 171 0.9
1902 501 24 167 0.8
1903 550 2.5 181 08
1904 576 2.7 200 09
1905 569 2.4 203 0.9
1906 575 2.1 192 0.7
1907 619 22 202 0.7
1908 676 2.6 225 09
1909 694 2.3 238 0.8
1910 692 22 240 0.8
1911 690 22 240 0.7
1912 708 20 244 0.7
1913 730 2.0 252 0.7
1914 748 22 262 0.8
1915 748 2.1 274 0.8
1916 1.344 28 442 0.9
1917 7,308 12.8 3,856 6.7
1918 15,555 23.7 10,329 15.7
191G 12,402 16.7 8,772 11.8
1920 5,710 6.7 $,289 3.8
1921 4,180 6.! 1,755 25
1922 3,222 1.6 804 12
1923 3,027 3.7 664 0.8
1924 2,852 3.5 619 0.8
1925 2,802 3.2 588 0.7
1926 2,790 3.0 582 0.6
1927 2,821 3.1 617 0.7
1928 2,884 3.1 676 0.7
1929 3,000 3.0 715 0.7

(Continued on page f2)
11



Tanie | (Fontinued)

Totnl _\[flllllr}'
Expendy. Expendi.
Total tures: Military ltures:
Expend:. as G of Expendi- as Cloof
Calendar tures GNP tures» ) GNP
Year (il 8y (Kuzness) (miril Sy (K nznets)
M &) &) {h
1930 3,600 4.1 734 0.8
1931 4,450 6.3 718 1.0
1932 4,750 9.2 676 1.3
1933 5,600 i1.0 594 1.2
1934 6,100 10.9 626 1.1
1935 6.950 10.9 812 1.8
1936 8,000 11.0 926 1.8
1937 7,800 9.6 984 1.2
1938 8.4900 10.8 1,054 i4
1939 9,500 11.7 1,287 1.6
As ("'*;, q'lf
As G of GNP
GNP (Com-
(Cammne ree) mereer)
1939 9,500 10.4 1,287 1.4
1940 11,800 11.6 3.934 3.9
1941 24,250 19.2 16,608 13.1
1942 56,705 35.1 48,557 30.1
1914 86,192 145 77,016 39.6
1944 94,570 11.8 84,168 39.4
1945 78.461 36.5 64,852 30.1
1946 49,099 23.3 28,804 13.6
1947 36,192 15.6 12,312 58
1948 38,550 14.9 12.116 47
1949 41,868 16.2 12,244 4.7
1950 44,484 15.7 16,514 5.8
1951 56,888 17.3 30,208 9.2

# From 1849 o, this is ap average of the two fiscal years that include the calendyy
vear. It should he understosd that 1)js adjustment wag

made for pirposes of long
term comparisons only,

Source:
Column 1

Derived from Appendix Tabje B-3, Pancl A,
Column ©

Column 1 divigeq by national mcome or GNP from following Sources: 1799-]3gg,
realized nationaj income, Rohery F. Martin, National Income ip the Uniteq States,
1799-1938, National Indusirig] Conference Board, 1939, p- 6; 1869-1939, GNP,

12
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has grown {rom a realized national income of $0.7 billion in 1799
to a gross national product of $329 billion in 1951 Federal ex-
pendinres aver the same peried. however, increased from $9.67
million, or 1.4 per cent of national income, to 456,888 mnthon, or
17.3 per cent of gross national prodnct. Thus, over a time span of
152 years federai expenditures grew strikingly more than the total
cconomic activity of the nation. But, as the reader may note from
Chart 2, this growth in relation to the total national product was
not evenly distributed over the period under study. It appears Lo
have been slight throughout the nineteenth century but very sub-
stantial during the fist half of the twentieth.

Chart 2 also shows that 1930 marks the start of the exceptionally
large increases in federal expenditures compared with gross na-
tiona! product. From that year to the prescut is only a httle more
than twenty years. During the much longer preceding peniod, the
increase of federal expenditures in relation to the size of the
cconony was moderate, ¢xcept in time of war. It is not surprising
that the influence of that fundamental change on the character of
public services, on the attitude of the public toward government
spending, and on the structure of the economy has become the sub-
ject of much discussion and speculation.

Higher Plaleaus of Government Expenditures after
Major Wars

As a part of the long-term upward movement of federal expend-
tures, the succession of wartime peaks stands out (see Chart 1).
After all major wars part of the increase was maintained: expendi-
tures never returned to the prewar level. Federal expenditures
were substantially higher from the end of the War of 1812 to the

liminary estimates by Simon Kuznets, National Bnrean of Economic Research, pre-
pared for nse in the study of long-term trends in capital formatien and financing in
the United States; 19391931, Swvey of Current Business, July 1952, p. 15.

Column 3
Same source as colnmn 1.

Column 4
Columm 3 divided by same national income or GNI figures as were used for cohnnn 2.

13



opening of the Civil War than they were bCffT#‘ l:‘fl..?; ,M.a higl?er
level during the vears {vom the c!osc-Aol tf?e Civil War 16 the begjp,
ning of the First World War; at ’l Sl?“ hrghcr level from the close
of the First World War to the [)(’((311111]111.43r of the Second World “’ar;
and at a much higher level after the Second World Wayr than be.
fore that struggle. )

But comparisons in terms of t.h.c national pz‘f)duct are more
meaningful for purposes of appraising ‘f“-’ changing Scope of the
federal government in relation to the “A'nolc cconomy, Om: data
show that after the War of 1812 the ratie of fedeya) expendityye
to national income (Chart 2 and Table 1) rose to a level slightly
above that in the prewar period and then remaine 1‘elativel_y
stable through 1859.7 Follewing the close of the Civil Way gy
ratio declined from 5.0 percent in 1869 to a leyel between 2 apg 3
per cent in the 1880 and throughout the carly 1900’s up to the
First World War. In 1912-1913 the vatio fell as low as 2 per cent.
Nevertheless, over the entire post-Civil War period the leyel of
the annual ratios remained above that prevailing before 186¢.
After the close of the Fivst World War the ratio at fiyse declined
rapidly, from 6.7 per cent in 1920 to 3.7 per cent in 1923, and thep
stowly to 3.0 per cent in 1926. But again the level n that periog
was higher than in the prewar one. Then canie the depressed years
of the 1930 decade. A¢ the outset the value of the gross nationg]
product declined rapidly and federal expenditures rose, s caus-
ing the Percentage of the latter to the former to clinb from 4.1 to
11.0 between 1930 and 1933, During the rest of the decade, as
cconomic activity showed Some recovery, the percentage became
comparatively stable. Wit} one exception the range was from 10.9
to 11.7. The Second World War carried the ratio to heights never
before reached, anq in the years since the war's end it has averaged
considerably above (he level for the pertod immediately after the

First World wa, and even above g of the depression years of
the 1930s.

VAT average of 1.25 per ceny 0 4 postwar Average of 1.6 per cent. [ the light of the
possible shortcomulgs of Martin’s estimates of national income, already noted in foot-
note 5, this upward trend in the percemtages may be partly or wholly fictitioys.

14



As we have shown, this upward movement was steplike. The
first two steps were long, the carliest covering about 40 years (from
four years after the War of 1812 to two years before the Civil War),
and the second abont 47 years (from four years after the Civil War
to a year before the First World War). Yor each step, the average
rise from the preceding level was substantial, but it was measured
from a low base. The third step, from threc years after the close
of the First World War through 1929, was short (about 8 years),
and again the considerable rise was from a low level. The fourth
step, during the depression, was also short; the rise, however, was
not only greater than in the other steps, but it was from a higher
base. Finally, after the Second World War came the fifth step, and
the average for the 3 years 1949-1951 was much higher than that

of the fourth step.

Short-Term Effects of Wars on Federal Expenditures

The course of federal expenditures from the immediate postwar
years through the ensuing short-term interval of peace shows most
clearly the effects of war on such expenditures. Annual averages
of total expenditures and of the component parts (military, inter-
est, veterans, and civil) ® were computed for the five years preceding
each of the four major and the two minor wars.? These averages
were calculated in per capita amounts of 1926 dollars. Similar
averages were computed for the war period, and where the transi-
tion to conditions of peace included more than one year, for that
interval also. Likewise, postwar averages werc computed for the
first and the second five years after the transition.!® Finally, the
average costs for each of the component parts in the prewar and in
the postwar periods as percentages of the totals for those periods

§ Foreign was also incinded for the First and Second Woild Wars, making five in ail.
9 The naval actions against France from 1798 to 1806 and against Tripoli from 1801
to 1805, the periods of fighting with Indians, and various wmilitary and naval ventures
of a potice or corrective kind were excluded.

10 Since wars neither begin nor end with fiscal years and the bounds of ransition
periods are not marked for the convenience of the investigator, judginent had to be
exercised in determining the years yised. For the post-Second World War average the

1048-1950 fiscal years were chosen.

15



were determined, so that comparisons of the relative Iporiance of
the items inchnded might be made. !t ‘

Iffects on Total Ex fienditures. "1he <7_om'sc of un_nl cqumj[m.m
before, during, and after the tonr major was of our history
shown in Charts 5 and 4; ** Chart 5 shews their coupse for the tio
minor wars. The data are adjusted for changes in bo, the price
level and popnlation. ]

During the first major war, that of 181213 (atal expendituye
were. in 1926 dollars adjusted for population change, 294 per ceng
of the prewar anmnal average. Corresponding pereentages in eyy.
rent dollars and in 1926 dolars are shown in ‘Table 2 for i and
the three othiey major wars. but the text discussion 1S restricted 0
1926 dollars per capita. The annnal average for the two vears of
transition was a little in excess of the average during the period of
hostilitics. During the first five years of peace, average annug)
expenditures amonnted to 164 per cent of prewar, For (he second
five vears the percentage was 147,

The Civil War * iad a much greater effect on federgl expend.
thres than the War of 1812, The average total cost per year during
the war period was 7383 per cent of prewar after adjnstment for
population and price changes. During the first five vears of peace
the fignre for average anmual expenditires declined to 246 per cent
of the prewar level, and in the second five-year period o 222 per
cent. Federal expenditures after the Civil War were much higher
than before,

Total adjnsted federal expenditures during the average year of

1The data from which all these caleulations were made are piven ip Appendix
Table B-1, Panels A-C,

12In Chart 3 the horizontal seale is drawn so as to facilitate comparisons of the
Osts in one war with thase in annther. In Chary - the horizontal scale is devised so
as to focus attention o differences between wiars during the transition and carhy
peacetime vears,

B3 The war Lasted  from June 18, 1512 to the Battle of New Orleans, which was
fought Januare g, 815, two weeks afer the treaty of peace was signed. The calendar
vears 1819, 1813, and 18114 were taken as the wiy period, and 1815 and 1816 as the
tzmsition period,

4 The war began April 12, 1561 eirded April 9, 1365, The war period ineluded
the fiscal years 1862 through 1865, e base (Prewar) period was from 1857 through
1861. The single vear of transition was 1866. The first five vears of peace were from
1367 through 1871, and the second fram 1872 through 1876.

16




TaBLE 2
AVERAGE ANNUAL TOTAL EXPENDITURES IN \WARTIME AND
PostwaR PERIODS AS PERCENTAGE OF PREWAR
EXPENDITURES, FOR FOUR D[ATOR WaRs

1926
Current 1926 Dollars
Dollars Dollars per Capita
War of 1812:
Warthme 339 253 294
Postwar:
Ist 5 years 217 219 164
2nd 5 years 185 230 147
Civil War:
Wartime 1,291 825 733
Postwar:
Ist 5 years 187 513 246
2nd & years 414 319 222
First World War:
Wartime 1,512 823 776
Postwar:
Ist 5 years 410 289 252
2nd 5 years 432 333 270
Second World War:
Wartime 863 671 630
Postwar:
Ist 3 years 475 211 210

Source: Appendix Table B-1, Panels A-C.

the First World War were 776 per cent of their average during the
years immediately before that struggle.” During the first five years
after the transition the annnal average of all expenditures was 252
per cent of the prewar average, and for the second five years of the
postwar period it was 270 per cent. Thus total real expenditures
per capita greatly exceeded those for the prewar period. It may

15 The First World War began for the United States on April 6, 1917, The fighting
ended with the armistice of November 11, 1918, but the treaty of peace was not signed
until much later.

The fiscal years 1917, 1918, and 1919 have been taken as the war period. The pre-
war base years are from 1912 through 1916. and the trausition vears are 1920 and 1921
The first five postwar years are from 1922 through 1926, and the sccond from 1927
through 1931.

17
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Torar FEpeRAL EXPENDITURES BEFORE, DURING, AND AFTER THE Four Major
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also be noted thag the nagnitude of the efiects of the Civil apg
First World Wars o1; tors] expenditires was very mudy (he same,

The agaresate of federal expenditures in the average Year of the
Second World Va1 was 630 per cent of the corresponding o)
m the average vear of the preceding p(-:u‘(-ti.mc !)(:l‘i()(l. In the thyee
Postwar years of peace hefore the Korean War,'7 fiscal 1948 throug),
1950, the wenge mnuaal expenditures were 210 per cent of ¢,
prewar level. _ _

We thus find that the pattern ol total expenditire changes in 4))
four MAJor wars wag remarkably similar. Theye were only g fey
differences of any significance. The Way of 1819 wWas notable for
the Targe expendimres i the transition vears and foy the comparg.
tvely small decline in (he postwar peviod. After the clase of the
other wars, tog] expenditures decreased sharply and (he Postwar
level was much below that of the way period. The trend of agore.
Sate expenditures following hoth the War of 1812 414 the Civj)
Way was slig‘htly downward over the ten vears of peace showp
on tie chart. T same declining movement characterized most
of the interyal after the Tirst World War, bnt was reversed toward
the end. After 4] wars, hawever., expenditures wey e much largey
than iy the preceding vears of prace,

Adjusted data for tagregate federal expendituyes before. dhring.
md after (he Mexican ang Spanish-American Wars are shown on
Chare 5. These minor strugeles raised the leve] of federal expend;.
thres in the ensuing perind of peace. bit the increases were of
lesser magnitnde than those resnleing from the great wayps,

The war with Mexico was byief 13 but dnring it the annual rate

16 The Second World tWay hegan December
Japan Auguse 14, 1945

The war period hag been included within the fiscy] vears 1949 tirough 1946, The
base vears are from 1936 through 1940, (e POStwar vears are from, 1948 through
1930, and the transition vears are 141 (before the war) ang 1947 (alter irs close).
17 South Korea was mvaded on June 23, 1950. Th ld war (i not involve fighting:
hence. 1948-1030 5 considered a period of peace.
18 The war was from Mav 131546 1o Septemher [7. I47. The treaty of peace. how-
CYCT. was not sjaned uwatil Fehruayy 1348

The fiscal vears pay7 and 1818 comprised the syway pPeriod. “The Base fprewar) period
includes the calendar vear 1812, and the fiscal vears 1343 ISix months) throngh 1846,
The vear of transition is 1§40, The first five vears of peace are from 1830 throngh
1854, and the second from 1855 through 1850,

20
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of expenditures was 177 per cent of prewar level in constant dol-
lars per capita. After the tansition 10 peace annual expendities
were 137 per cent of prewar dnring the first five years and con-
tinued at ashightly higher level in the second five-year period. An

Ciart 5

Toran FEveran EXPENDITURES BEFORE, DURING, AND AFTIR I'wo MINOR WaRs,
MEASURED FROM YEAR BEFORE FIRsE WAR YEAR, PER CAFITA, IN 1996 PRICES

@ ary atter wars

== Perion of war
——————— Period of tearsition

Uolars per year

!B('* — R e - . 1

6]

war with Spain !

Var aith Mexico

Years meassred trom yecr befare tirst war yeer

Source: Appendix Tabie B-1, Parel C Ratio scale

informative glance at the data behind these percentage increases is
afforded by the report of the Seeretary of the Treasnry in 1850.19
With reference to the additional costs of government in the fiscal
year 1852 arising fron: the war he stated:

1 Annual Report of the Scevelary of the Treasury on the Stiete of tiee Finanees, 1R
Doc. 11, 31st Cong., 21 scss., 1850.



It thus appears that these largely increased cxpcfndiun'oﬁ Cmnmcn?cd i_n the
vear 184576, and in conscqucnce of the Wa wu.h Mexico; and it will be
shown that, by reason of our new acquisitien of territory and l_hc fulfillmeny of
the obligations of government resulting Iron.x that war, a_continuance of these
expendiwres will be required for an indefinite period.

Among other factors he cited the following—here repeated jn order
of their importance—as respousible for the increased cost of govery.
ment: the War and Navy Departments; interest and installimengs
under treaty with Mexico; pensions (Acts of 1848); lighthouses,
dry dock, and customhouse and marine hospital in California; sy,
veys of new coasts and boundarics; Indians in new territories; ang
territorial governments of Utal and New Mexico.

The war with Spain lasted less than four montlis but extende
over parts of two fiscal years.0 Sipce the readjustment to cong;.
tions of peace was made in the second year, the war and transition
periods could not be separated. During the two years included
total annual expenditures were 136 per cent of prewar, and thep
in the first and second five years of peacetime stood at 108 angd 106
per cent of prewar, respectively. The pattern of change in tota]
expenditures that we observed after cach of the major wars has tlyus
been confirmed, even by the two minoy wars of the nineteeng)
century.

Effects on War-Connected Expenditures. Federal expenditires
in 1926 dollars per capita for military, veterans, and interest are
shown in Charts 6.-9 for the periods hefore, during, and following
each of the four major wars. The relative standing of military
expenditures during the war periods was highest in the Second
World War, when they were 4,157 Per cent of the prewar level,
and lowest in the War of 1812, when they were only 373 per cent.
For the Civil War the increase was to 1,406 and for the First World
War to 1,389 per cent. The smaller percentage rise in the First
World War may be accounted for by the comparatively short dura-
tion of the fighting, which did not give time for a ful] mobilization

20 The war Legan April 24 ang ended August 12, 1898, The war and transition
periods include 1898 anq 1893, The bhase period is from 1893 through 1897. “The first

five years of Peace after the war are from 1900 through 1904, ap the second from
1905 through 1909,
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of the nation's military resonrvces. Aiter all wars nlitary expendi-
mes remained higher than in prewar years, though i differing
degrees (Lable 3). During the three years ol noniighting foilowing

Tavry

SUMMAKY OF SHOK-TERM Ferecrs or Major Wars ON FEDERAL EXPENDITURDS
TOTAL
EXPENDI- . burrosks
tures  Military Veierans  Intercst  Foreign® Civil
Postwar Jverage Expenditures as Pereentage uf
Prewar Adverage Expenditures. per Capita, 1926 Prices

War of 1812:

Ist 5 vens 161 158 1,800 148 )

nd 5 years 147 118 2101 194 14
Civil War:

st 5 years 216 119 9806 2516 TS

2ndd Hyears 222 101 1.114 2,151 14
First World War:

Ist 5 years 252 164 245 2512 171 150

2nd j years 270 163 297 1,815 186 -4
Sccond World War:

Ist 3 years 210 49§ 352 295 10,038 &

v

Percentage Distvibution of Expenditure
War of 1812:

Prewar 100 18.0 0.9 33.5 17.6
Postwar:
Ist 5 years 100 46.9 7.3 28.6 178
2nd 5 yrars 100 38.6 4.8 28.5 v3.3
Civil War:
Prewar 100 471 2.1 5.8 160.7
Postwar:
Ist 5 years 100 291 8.3 10.3 223
2nd 5 years 100 215 10.5 378 30.2
First World Way:
Prewar 100 45.5 237 3.2 0.7 36.9
Postwar:
Ist H years 100 230 29.2 51.2 0.5 221
2nd b vears 106 206 21.3 21.3 0.5 $5.3
Second Waorld Wear:
Prewar 100 12.49 12.2 9.1 (U} 65.2
Postwar:
Ist 3 years 100 30.5 19.2 10.1 11.2 26.0

a Not caleulated for vears before 1915, but for 1912-191 assumed to be the some as
in 1915,
Source: Based on Appendix Table B-1, Panels A and C.
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Cuart 7

Frorrar, MILIFARY LXPENDIYCRES BEFORE. DURING, AND A 'ER THE Four Major
Wars, MEASURED FROM L.asr WaRr Year, rer Cavrra, 1Ix 1926 Pricrs
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Criakr &

FEDERAL VEl1ERANS EXPENDITURES BEFORE, BURING, AND AL YR iure Foog Majog
Wars, MEASURED FRoM Lasr Wak YEAR, PER Carrea, 1n 1926 Pricyy
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Crart 9
FEDERAL INTEREST EXPENDIITRES BEFORE, DURING, AND AFTER THE FOUr Major
Waes, MEAstrReD rrRon Last War Year, rer Cavrra, IN 1920 Prices
weeeee-ee Before and after wars
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Scurce: Appendix Table B-1, Panel Ratwo s<aie

the Second World War, military expenditures were 494 per cent
of prewar. During the first and second five years of peace aiter the
First World War, they were 164 and 163 per cent, respectively, of
the carlier level. The corresponding percentages for the samc
periods after the War of 1812 were 158 and 118, and for the Civil
War 149 and 101
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Expenditures for veterans jumped to an average signiﬁcam]y #
higher than prewar following cach of the major wars, In ghe sec.
ond five years after the War of 1812 and (he Civil War, veterayg
expenditures increased beyond the average of the first, while iy, the
second five years after the Fivst World War, they declined slightly,
Interest costs declined i the sccond five years alter all thyee ol
these wars. The three years alter the Second World War are ¢,
few for a wend (o be indicated.

When we view military expenditures as a pereentage of gy
outlays of the federal government (Table 8 and Chart 10), two de.

Crart 10

Parrern of FEDERAL Expevpiy URES BEFORE AND AFTER I'oig MAJOR Wags

4. Prewar, 5 years .
b. Postwar, first S years (for Second World Nar, oniy firsy 3 years)
t. Postwar, secong 5 years

Per cent
0

o c a b c a t
War of 1812 Civil wq, First worig War Second Woridq War
Source: Taple 3,
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velopments stand ont, First, military costs, alter all major wars
except the Second World War, have tended to have less relative
importance than prior to these wans, 1 hey averaged 48 per cent of
the annual ietal before the War of 1812, but in thie first five years
afterward they averaged 46.3 per cent, and in the second, 38.6 per
cent, For similar periods pertaining to the Civil War, the percent-
ages are 474, 20.1, and 21.5; and for the First World War, 35.5.
923.0, and 21.6. The second noteworthy featnre is tlic tendency for
the proportion of military to total expenditures to decline during
the interval from one war to the next.

Except for the First World War, the share of governmental costs
represented by payments to veterans has been larger after each war
than it was before. The share represented by interest has also been
larger than prewar, after each najor war, with the single excep-
tion of the War of 1812, though the increase following the Second
World War was slight. The proportions expended for veterans
and for interest have manifested different trends over the whole of
the periods inchuded in the table. The share of the total paid ont
for veterans increased greatly, rising from 7.3 per cent in the first
five years after the War of 1812 to 19.2 in the threc years after the
Second World War. On the other hand, over the same intervals
the percentage for interest declined from 28.6 to 10.1.

We turn now to the two minor wars. Taking first the percent-
age change from prewar, military costs in the Mexican war stood
at an annual rate of 249 per cent of prewar, and in the first and
second five-year periods afterward at 94 and 117 per cent of prewar,
respectively. For the war with Spain the mrrespr;ndm percentages

were 307, 213, and 218. (These figures for the minor wars do not
appear in any of the tables or charts but may be readily computed
from Table B-1, Panel C.)

Taking now the percentage distribution of expenditures {which
may also be compnted from Table B-1, Panel A), the nilitary share
in the first five vears after the Mexican war was smaller than pre-
war. and the interest share larger. in fact almost double. Cnriously,
the veterans share was little more than half of prewar. In the sec
ond five vears the military share stood above the first five vears,
while the interest and veterans shaves were less than half their level
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m the fist five years. After the war with Spain the Proporticy,
foral expenditures devored to mihtary PHYPASCS was ncnr!y doub),
that in the period hefore the war; and dm'mgithc second five vears
1t was donbie. The costs of vererans and of IRterest, on the other
hand, decreased in hoth periods, compared \\'lith prewar,

Effects on (ipil Lxpendituyes. Civil expenditures, as well 4 war.
connected expenditures, have shown a marked response o wars,
During the 1wy of 1812 these costs, on an average annug| basis
adjusted for price and population changes, were ¢ per ceng !Css
than the pPrewarlevel. But in the fivst five )'c(?rs of the SllCCCcdmg
beace, they averaged 65 per cent above those in Pl'(j“‘ﬂl' Years: ang
in the second five-vear period. 95 pPercent. In the fiysg of these jy.
tervals they comprised 17.8 per cent ang i the second, 283 per
cent of gJ) expenditnres, compared with 17.6 per cent before the
War. Duving the shoyt warwith Mexico. annug| civil expenditnyes
weraged 19 per ceny Jess than in prewar Years: but afterway they
surged upward 1o 4 level of 112 per cent n the fiysg five.year
period and of 194 Percent over preway iy 1he sccond. These gains
exceeded the orowe of other expenditures. Whereas civil expendj.
tures were 81 4 per cent of toral expenditires in ()e prewar yeays.
they were 494 Percent in the fiy five-year period after the war
nd 149.8 per ceny in the second.

I the Civi War, annna| civil expenditures weye 4] per cent
below prewar; they wepe 18 Per cent above prewar iy the first five
Years of peace and 14 per cent iy the second. The Proportion of
total expendityyes absorbed by civil outlays, 99 3 per cent and 3092
PEr cent per yeay on the average, was lesg than the 467 per cent
during (he Prewar periog. During the Spanish-f\ln('ri(":m War, in
contrast. ciyj) expenditures stoq at 5 per cent above preway. Sub-
Séquently, the exeess over preway Years was small—y per cent in the
first period ang 17 per cent i the second. these respective .
tervals they aeraged 32.8 ang 36.7 per cent of total expendlitures.
compared iyl 33 ) Pereent hefore (e war.

The annug| average of ¢jyj) EXpenditures during the Fiyst World
War yqg 27 Per cent helogw the preway average, h() per cent ahoye
prewar dm‘ing the first fiye Years after the war, and |64 per cent
above prewar during ()¢ Sceond postyway period
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crease, however, was insufficient to keep up with the arowth of
other expenditures. Civii expenditures i the first five postway
ycus were 2200 por i ol total expenditnres, compared with 36,4
betore the war; and in the sccond they were 35.5 pervent. During
the depression that followed they increased greatly both mamonnt
and in proportion to the total.

In the Sccond World War, annual civil expenditures, again ex-
pressed per capita in 1926 prices, averaged only 11 per cent below
prewar—a slighter drop than for any other major struggle except
the War of 1812, In the first three postwar years ol peace, contrary
to the experience after other wars, civil expenditures declined,
averaging 16 per cent less annnally than in the years preceding the
war and amounting to 26 per cent of total expenditures, as com-
parcd with the prewar fignre of 65.2 per cent. But the base period
of this comparison was one of high expenditures, caused by the
depression. On the other hand, many of the experiditures initated
at that time were continned in the postwar period. These will now
be examined, first in relation to the depression and the cnsning
years of prospcrity, and next in connection with the acconnt just
given of the behavior of civil expenditures.

It is well known that the depression of the 1930’s was accompa-
nied by a great upsurge of federal expenditures. Undonbtedly.
there was a causal relation, but several ol the new c_\‘pcnditm'(-s
would have been initiated anyway. and the dcpression merely
brought them about earlier, or on a larger scate, than would other-
wise have been the case.

Some of the expenditures reported in Table 4 were clearly for
the mitigation of the hardships of the depression and for the asso-
ciated motive of generating recovery. This was particularly true.
with emphasis on the former purpose. of the expenditures for relief
and work relief, which reached large magnitndes by the middle
years of the depression but which, with the return of prosperity,
decreased rapidly and finally dwindled to zero. Much the same can
be said of the expenditures of the Pnbhc Works Administration.
The projects financed by this agency were designed to inerease
employment and purchasing power. When recovery came, the

3
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® Averases are not of the total

:’nllr(lsl(:(l]:l;(lll?t‘x‘(?n at least since 1944, See Budvet of the {pitpq Stutes (..r;pg,”,”[”,‘ 1oy
ation, : a8

p. 237.
+ -« nieans less than $500,000. . »
Note: Conservation, floodd control, Tenmessee \’a!lr{v ..-\.uthf)f;t_\‘. .um_l ‘|Imhhr works oth;
than Public Works Administration and work .rvlu'l’, (I} ('- c.\;( lf‘(l(d. 1 -n~ R‘""’““f“ﬁtlop
Finance Corporation is excluded, except that its JO:III.\ .‘n]u. g .glmg to M(,’u.s’ Weicipa;
ties, and other public bodics for relief an(! \\'orl\: 1‘('!}('[ fal inco “!”1“ 1, and CXCCPE thyy
soine cxpenditures shown here might on mvcsqgahc‘m turn (5,:.10 % from Money gy
was originally appropriated to the Reconstruetion ‘l’uumc‘.c (40.1 poration | was ligtey
transferred to and spent by other government agencics. As .llll exanmple of the g nityd,
of the exclnded REFC cxpcn(iitfyrcs: .Rll'_C l}:;n:;, stocklSlxl_?lsfl.llp;“)“f’t alrld stock pur
ascs to help nouagricultir-al mancial nstitutions and railrog, 5. net o rCpaymeny,
g:::cfﬁzt%dhfnp (millif;ns): 1932, §1,091; 1933, 8531, ‘] 934, 34(51(): a(n(l 1935, T
(Staiistical Abstract of the United States, Burcan of the Clensus, 1934 -1936),

Source:

C 1 )

}‘;355111;340: Annual Report of the Secretary of the Treasury, 1939, 1940, ang 1944 table
on “expenditures by wajor functions,” . . )
1941-1951; Budget, 1950 and 1952-1955 tables on “comparison of budget receipts ang
expenditures by functien,” code No, 204, less .:oxm.m‘z of the present table, Iy should
be pointed out that there is a definite hreak in the series between 1940 49 1941, T'he
1941-1951 Source, when extended backward, yields $1,841 million for 1940 anq
$2,702 miillion for 1939 (Budget, 1948, pp. 1406, ess columm 2 of the Present table),

witiihar of years but of the tnhey fiy- which CxXpend;.

1933-1940: Annyat Report of the Secretary of the Treasury, 1940, p. 28.

1941~1948: Budget, 1950, table on “coriparison of cxpenditures by organization ypj
The scries i continuous with 1933-1940 (seo Budget, 1947, 194§, sarne table).
1949-19571 . Budget, 1951—1953, detailed tables,

Column 3

1930~1932: Sum of farm credjt expenditures Jisted Budget, 1938, 1940, Table 5.
1933-1940: dnnyat Report of the Secretary of the Treasury, 1940, p. 29, less the regular ey.
penscs of the Depy. of Agricultre, and, in 1932-1 933, less ulso the Treasury’s purchases
of the capital stock of the Federal Interinediate Credit Banks (Budget, 1948, p. 123),
1941-1949. Budges, 1950, 1951, tables on “coniparison of budget receipts and expendi-

tures by function,” Extcnding these fignres back gives £1,408 1illion in 1940 (Buize!,
1949, p. 1324),

1950-1951. Budget, 1952 and 1953, message of the President.

Columns 4-7

Trmmr)’ Builetin, 1945-1954. Administrativc CxXpenses, as welj as pensions, assistance,
tnemploymen Payments, and othep hcncﬁts, are included,

Colunn 8

The depression spending was assimpeq to have begyp iy 1930 and ended in 1941, The
intcrt_‘st Paid in 1930 yyaq deducted from the interest paid in each succceding yvear, and
the di crence, when Positive, entere as the addition Made by thy depression. The fina;
amount, $266 million for 1941, vwas included as the intepest on depression borrowing
or cach of the fol!owing years. becanse the borrowings of the depression period were
not repaid. No adjustmen Was nuade foy changes in mterest rages,

Column 9

Sum of columps 1-g,

Column 19

From Tabje B-1, Panel A,

Column 11

Column 9 divided by column 10.
Column 12

Column 9 divided by Papulation ang fi
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organization decreased in activity and eventnally was placed in
liquidation.

Jhese purposes, liowever, were much less clear for the Tennessee
Vailey Anthority, which was set up in the same year as the Public
Works Administration. Expenditures for rivers and harbors, pub-
lic roads, and reclamation all increased during the depression years.
but it is possible that the additions to these ontlays wonld have
been made anyway. Since there appeared to he no method of
separating ont the increases in these categories cansed by the de-
pression, none of these expenditures has been given in Table 4.

Ald to agriculture was given for a variety of reasons. During the
1920’s agriculture was depressed while industry was prosperous.
This sitnation led to a powerful political movenient for assuring
farmers a “fair” return for their products, thongh little cane of
the agitation nntil the depression. Begirning in 1933, there was a
spate of agricultural legislation. Farmers were to obtaiu parity
prices for agricultural connmodities, more and cheaper credit, and
clectricity. The poorer farmers were, in addition, to be given
special assistance. These goals were variously justified as being
“fair,” as promoting recovery, or as affording relief. The emphasis.
however, of the lcgislation and the implementing agencies was on
the first two.

The social security legislation that initiated grants to the states
for assistance to old persons, dependent or crippled children, and
the blind, and for the furtherance of child welfare and maternal
and child health; the measures that established the old-age and
sirvivors’ anntity and railroad retirement programs; and the laws
for general *! and railroad nnemployment insurance gave effect to
movenients of long standing. In view of the progress that had
already been made in this conntry toward public acceptance of the
puirposes served by such legislation, and in view of the actual appli-
cation of simiilar legislation in various foreign countries, it appeirs
fairly certain that, irrespective of the state of employment and
trade, sccial legislation of the character described would at some

21 Only the federal expenditures for the general unemploviment program are in-
cluded in Table 4. The benefit paynients to unemployed workers are made by the
states.
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time have been enacted. The depression, however, f‘ﬂllSC(l the pas.
sage of these nreastnies (0 come suonct [h.vu‘l ullmw‘ls‘o,rmld almo.x[
certainly operated to increase the financial provision foy their
implementation, o

In columns 9-11 of Table 4, Panel A, the simm of the chief ex
penditures arising from, or increased by, t'hc depression s con,.
pared with the agaregate of federal expenditnres. They exceeded
40 per cent of the total in every year from 1934 10 1040, Work and
direct relief, the Public Works Administration, and aid 1o agricnl.
ture were the largest items included. And these were for the verv
purposes most strongly influenced by the depression,

Panel B, which covers the war and prosperity period. shows g
rapid decline in expenditnres for relief and work reljef and 3
rapid increase in social security grants to the siates. Expenditures
for the retirement of railvoad workers and for the relief of such
active workers as became unemployed also increased greatly. The
growth of aid to agriculture was moderate. Although the average
annual expenditures in these categories, expressed in curvent dol.
lars, were slightly larger than in the other interval, their relative
importance, owing to the great increase of government expendi-
tures, was much less. The costs that originated in legislation passed
during the depression ranged from 2.3 to 12.7 per cent of the total.

The last column of Table 4 gives in 1926 prices the per capita
total expenditures for the functions mentioned. 1n the average
year of the depression $25.35 was spent per member of the popula.
tion; in that of the war and prosperity period, $16.70. The annual
data from which these averages were derived permit a carrving for.
ward of the earlier account of the course of civil expenditures, It
will be recalled that these costs declined 1] per cent diring the
Second World War and then in the postwar period declined fur-
ther to 16 per cent below their level in the hase vears. How did the
depression-occasioned expenditure component behave? The per
capita adjusted annual average was S37.47 in the base period,
316.99 in the war years, and S17.70 in the postwar interval. Clearly

the great decline was in this division of civil expenditures. If it
had not existed hur all other our)
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the same, what wowd have happened to civil expenditures> We
can answer this question by subtracting for the appropriate years
the per capita depression-induced costs from the per capita civil
ones. The residual averaged S$15.36 in the base period, $29.96 in
the war years, and $26.56 in the postwar period.
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