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Locating the Study: The Spending-Education-Growth Nexus
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Overview of the Study

This is a large-scale, country-comparative study over an extended number of years, which focuses on 

heterogeneity (differences in the mean levels of public spending on education).

Two measures of national-level education spending are considered: the “national effort” (E/Y) and 

“budget share” (E/G).

The primary method employed is a two-way factorial analysis of covariance, which aims for a more 

descriptive characterisation of average differences between broad groupings of countries.

Question Is there something interesting about these two education spending measures?
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A Theoretical Snapshot

Wagner’s Law (after Adolph Wagner, 1835-1917) postulates that, as countries grow and develop, the 

size of their respective public sectors are likely to grow, too. This law of increasing state activity points to 

an apparent empirical regularity in which total public spending (the size of government) is positively 

related to national income or national income per capita (Wagner, 1892; 1958). The reasons for public 

sector expansion relate to economic, social, and cultural forces (Kuckuck, 2014).

Baumol’s Law (after William Baumol, 1922-2017) essentially postulates that growth of the public sector 

stems from rising costs in the private sector, which are mirrored by cost increases in the public sector, 

hence, Baumol’s “cost disease” hypothesis (Baumol, 1967; Baumol and Bowen, 1966). 

Wagner did not expressly consider the role of the ‘political machinery’ in shaping bigger governments 

(Peacock and Scott, 2000). However, although subsequent work (post-1970s) in the realms of 

Comparative Public Policy and Political Science has largely addressed this very point, there is still ample 

scope to consider how the combination of economic and political forces shape various public-sector 

outcomes.
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Research Problem and Question

Hitherto, a dearth of evidence exists which examines the empirical patterns of the two level-form (ratio) 

measures of total education spending across many countries and over an extended number of years.

Do richer countries spend more than poorer countries for both measures?

Question Is there an intuitive answer to this question?
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Synthesising Some of the Empirical Literature 
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Summary of the Key Hypotheses
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The Data
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Descriptive Statistics
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Data Visualisation (1 of 3)
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Data Visualisation (2 of 3)
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Data Visualisation (3 of 3)
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The Model
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Robustness Checks

1. Although expressly catered for in the model, using a two-way factorial approach, nonetheless, shows 

the mediating effect of political forces on differences in education spending by level of economic 

development or regional economic status.

2. Examining the effects of different estimators of the standard errors.

3. Examining the effects of different estimators of the coefficients.

4. Using time dummies to control for year effects.

5. Using additional control variables (over-and-above the 3 key variables used).

6. Examining the effects of a continuous measure of GDP per capita.

7. Examining the effects of a Gini index measure.

8. Using human capital development lagged by one period.

9. Examining different quantiles using the quantile estimator.

10. Note that different combinations of high-income (OECD) countries were tested in earlier research 

work, but these did not confound the substantive patterns.  
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Sidebar: Education Spending and the Size of Government
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Illustrative Results

Mean differences in the national effort and budget share by country region and regime type
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Discussion: Three Inequality Propositions
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Policy Implications and/or Avenues for Further Research

Question Are there any policy implications or further research work emerging from this study?
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Policy Implications and/or Avenues for Further Research

Some possible suggestions:

1. Public policy analysis could focus on testing the inequality propositions with respect to other 

components of the government’s budget allocation (e.g., health, military, or welfare spending).

2. Do the national effort and budget share measures of education spending ‘cycle’?

3. Is education a ‘luxury’ or ‘necessity’ good (estimating the income elasticity of education spending) 

and does the income elasticity vary in ‘good’ times versus ‘bad’ times?

4. Examining the relationship between education spending and the size of government with respect to 

comparative statics and comparative dynamics, some of which has been tackled in Millin (2019).
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