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		Abstract

		The recent literature on endogenous economic growth allows for effects of fiscal policy on long-term growth. If the social rate of return on investment exceeds the private return, then tax policies that encourage investment can raise the growth rate and levels of utility. An excess of the social return over the private return can reflect learning-by-doing with spillover effects, the financing of government consumption purchases with an income tax, and monopoly pricing of new types of capital goods. Tax incentives for investment are not called for if the private rate of return on investment equals the social return. This situation applies in growth models if the accumulation of a broad concept of capital does not entail diminishing returns, or if technological progress appears as an expanding variety of consumer products. In growth models that incorporate public services, the optimal tax policy hinges on the characteristics of the services. If the public services are publicly-provided private goods, which are rival and excludable, or publiclyprovided public goods, which are non-rival and non-excludable, then lump-sum taxation is superior to income taxation. Many types of public goods are subject to congestion, and are therefore rival but to some extent nonexcludable. In these cases, income taxation works approximately as a user fee and can therefore be superior to lump-sum taxation. In particular, the incentives for investment and growth are too high if taxes are lump sum. We argue that the congestion model applies to a wide array of public expenditures, including transportation facilities, public utilities, courts, and possibly national defense and police. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Barro,  Robert J. and Sala-i-Martin,  Francesc Xavier, Public Finance in Models of Economic Growth (May 1990). NBER Working Paper No. w3362,  Available at SSRN: https://ssrn.com/abstract=303495
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Robert J. Barro (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Department of Economics  ( email )

			

			
			
				
				
				
					Littauer Center
Cambridge, MA  02138
United States
617-495-3203 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Francesc Xavier Sala-i-Martin

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Columbia University, Graduate School of Arts and Sciences, Department of Economics  ( email )

			

			
			
				
				
				
					420 W. 118th Street
New York, NY  10027
United States
212-854-7055 (Phone)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      258

			

		
		
		
			Abstract Views

			    4,199

		

		
		 
		
			Rank

			  216,795

		

		
	


	
		
            
            	       15 Citations
		

	

	
		
			
				       18 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,244

                                    

                                    
                                        PAPERS

                                           32,680

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Distributive Politics and Economic Growth

                        
                            By
                                
                                
                                    
                                    Alberto F. Alesina
                                     and 
                                
                                    
                                    Dani Rodrik
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Is Inequality Harmful for Growth? Theory and Evidence

                        
                            By
                                
                                
                                    
                                    Torsten Persson
                                     and 
                                
                                    
                                    Guido Tabellini
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Why Did the West Extend the Franchise? Inequality and Growth in Historical Perspective

                        
                            By
                                
                                
                                    
                                    Daron Acemoglu
                                     and 
                                
                                    
                                    James A. Robinson
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Inequality and Growth

                            
                                By
                                    
                                    
                                        
                                        Roland BÃ©nabou
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Theory of Political Transitions

                            
                                By
                                    
                                    
                                        
                                        Daron Acemoglu
                                         and 
                                    
                                        
                                        James A. Robinson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unequal Societies

                            
                                By
                                    
                                    
                                        
                                        Roland BÃ©nabou
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Voting on the Budget Deficit

                            
                                By
                                    
                                    
                                        
                                        Guido Tabellini
                                         and 
                                    
                                        
                                        Alberto F. Alesina
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Debt Crisis:  Structural Explanations of Country Performance

                            
                                By
                                    
                                    
                                        
                                        Andrew Berg
                                         and 
                                    
                                        
                                        Jeffrey Sachs
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Democracies Pay Higher Wages

                            
                                By
                                    
                                    
                                        
                                        Dani Rodrik
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Evolution of Suffrage Institutions in the New World

                            
                                By
                                    
                                    
                                        
                                        Stanley L. Engerman
                                         and 
                                    
                                        
                                        Kenneth L. Sokoloff
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

