The Peacock-Wiseman Hypothesis
(Public Expenditure)
The Peacock-Wiseman hypothesis (1961) is rooted in a political-economy approach to public finance. It rejects the classical view that public expenditure grows smoothly alongside population growth or national income. Instead, they built their model on the principle that governments like to spend more money, citizens do not like to pay higher taxes, and governments are generally inhibited by what they believe citizens will tolerate.
Key Mechanisms and Concepts
· The Tolerable Burden of Taxation: Peacock and Wiseman argued that under normal, stable periods, there is a limit to the tax burden that the public considers acceptable. This limit is known as the "taxable capacity" or the community's tolerance level. Because of this psychological and political barrier, governments cannot easily expand public services during peaceful, stable times, even if those services are socially desirable.
· The Displacement Effect (Step-Like Growth):
· When a major social crisis happens — such as, a world war, a severe economic depression, or a major natural disaster—the government's usual revenue restrictions are temporarily ignored.
· The expected threat creates a collective sense of emergency, severely shifting public tolerance for taxation. Citizens willingly accept higher tax burdens to fund the war effort or relief programs.
· Once the crisis ends, public expenditure drops back down, but not to its original pre-crisis level. It settles at a new baseline that is significantly higher than before. This upward shift is the Displacement Effect.

· The Inspection Effect:
· During a crisis, both the government and the taxpayers are forced to "inspect" social and economic conditions much more closely.
· Problems that were previously ignored or considered too expensive to tackle (such as widespread poverty, inadequate healthcare, structural unemployment, or failing infrastructure) become visibly obvious under the pressure of the crisis.
· Consequently, after the crisis diminishes, society demands that the government continue addressing these uncovered problems, justifying the permanently higher level of public expenditure.

· The Concentration Effect:
As economic development proceeds, industrialization and urbanization increase.
· Problems such as pollution, transport bottlenecks, and labour market imbalances become national rather than local issues.
· As a result, central governments take over functions previously handled by local or regional authorities. Because central governments possess broader powers of taxation and coordination, this centralization leads to an absolute and relative growth in total national public expenditure.
*****

Colin Clark’s Critical Limit Hypothesis
(Theory of Public Expenditure)

Colin Clark introduced his critical limit hypothesis in the early 1950s (notably in his 1945 paper "Public Finance and Changes in the Value of Money" and subsequent 1950s writings) during a period of post-war reconstruction and rising welfare spending. He argued that there is a strict macroeconomic boundary to how much a government can tax and spend without destabilizing the economy. His theory is known as Critical Limit Hypothesis of public expenditure.
Key Mechanisms and Concepts
· The 25% Threshold: Clark empirically observed historical data from various countries and asserted that when total taxation and public expenditure exceed 25% of the Gross National Product (GNP) or National Income, dangerous macroeconomic and behavioural reactions occur.
· The Inflationary Spiral:
· According to Clark, when taxation crosses this critical limit, it ceases to be a mere transfer of resources and becomes a destructive disincentive.
· Supply-Side Disincentives: Excessively high taxes reduce the net returns on work, saving, and investment. Workers lose the motivation to put in extra hours or seek promotions, and entrepreneurs cut back on risky investments because the government captures too much of the reward while leaving them to bear the losses. This depresses aggregate supply and productivity growth.
· Behavioural Resistance: Citizens and corporations resort to widespread tax evasion, avoidance, and capital flight to protect their incomes.
· Monetary Expansion: Because output/productivity stands due to disincentives while government spending remains high, the economy experiences a structural shortage of goods relative to the money supply, resulting in chronic, severe inflation. Inflation acts as a hidden tax, decreasing the real value of government debt and purchasing power, but causing severe economic inefficiency.

Critique and Modern Context:
Modern economists note that Clark's 25% rule has been widely beaten by most developed economies today, where public expenditures frequently range between 35% to 50% of GDP without immediate hyperinflation.
However, even today, conservative thinkers and supply-side economists follow an old warning from Colin Clark: raising taxes does not mean the government will keep collecting more and more money. 
When taxes get too high, people change how they act—they might work less, invest less, or find legal ways to avoid those taxes. Because of these behavioural changes, the government earns less money than it is expected.
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