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The Obscure Origins of the Deep State

The idea that there is a “deep state” is strongly asso-
ciated with Trump-loving conservatives. Many other 

people view this as a nonsensical conspiracy theory. But 
the United States does have a deep state. Another term for 
it is government bureaucracy.

The nation’s founders envisioned three branches of 
government: executive, legislative, and judicial. These 
branches had different powers and were designed to act as 
checks and balances against one another. It worked, more 
or less, for many years.

Now we have a fourth branch of government: the 
bureaucracy. The founders didn’t envision this branch 
and built no checks and balances into the Constitution 
for it. For example, the Supreme Court’s  Chevron doc-
trine  requires courts to defer to the expertise of federal 
agencies as if bureaucrats don’t have an interest in the 
outcome of their decisions.

Many reports say that the federal government employs 
about 2.1 million people. But this number doesn’t include 
active duty military, which adds another 2 million, and the 
Postal Service, which adds more than half a million.

A 2017 report published by the Volcker Alliance ar-
gues that the real number is even greater. Contract em-
ployees, the report reveals, add another 4 million or so. 
Recipients of federal grants add around 2 million more. 
Counting all of these, the true number is more than 9 mil-
lion, which is well over 5 percent of the nation’s workforce.

State and local governments added another 20 million 
direct employees  in 2012; it’s probably more today. No 
doubt state and local governments also have millions of 
contract employees bringing the total number of work-
ers dependent on federal, state, and local funding to well 
above 30 million. The Census Bureau says 157 million 
were employed in the United States in 2019, so roughly a 
fifth are a part of the deep state.

I am sure most government employees think they are 
doing good work, but at least some of the work they do 
reduces the nation’s wealth and even the productive work 
they do tends to be inefficient. A major reason for this is 
that, thank to civil service laws, it is very difficult to fire or 

discipline poorly performing employees.
After Jack Thomas retired as chief of the Forest Ser-

vice, he said if he could have one wish, he would have liked 
to have had the authority to fire one employee a year. Just 
having that authority, he said, would lead most of them to 
work harder. Thanks to civil service laws, it is difficult to 
fire government workers and many who are fired for gross 
incompetence or misbehavior are reinstated on appeal.

Government incentives often make bureaucracies 
inefficient. Another Forest Service official told me that, 
when he received a promotion, he realized that almost half 
of his new staff weren’t doing anything. But he also knew 
that, if he had fewer people working for him, he would get 
less pay, so he did nothing about it.

Aside from being inefficient, federal employees can 
thwart government policies that they don’t support. I re-
member when President Carter ordered the Forest Service 
to significantly increase timber sales, supposedly because it 
would reduce inflation. I asked Chief John McGuire what 
the agency was going to about that.

“President Carter’s exact words directed us to ‘study’ 
this policy,” he said. “We’ll study it,” he added with a wink.

Later, the Reagan administration also pressured the 
Forest Service to increase timber sales. Employees in the 
Portland regional office of the Forest Service leaked a doc-
ument to the press analyzing the effects of implementing 
the administration’s order. The document predicted all 
sorts of dire consequences for fish, wildlife, watershed, and 
other resources. For example, it said that the national for-
ests would have to be closed to recreationists on weekdays 
because the heavy log truck traffic would make it too dan-
gerous for people to drive into the forests.

Neither the Carter nor the Reagan policies were ever 
implemented. While I agreed with the Forest Service in 
both cases, I can see how these deep state actions would 
frustrate officials in the executive branch. Biden’s election 
is a victory for the deep state as progressives like Biden and 
Harris strongly believe in bureaucratic expertise. 

Historically, government bureaucracy is a new phe-
nomenon. A hundred years ago, government was tiny, 
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consisting mainly of the postal service at the federal level 
and public schools at the state and local level. As recently 
as 1928, the entire federal budget was less than $3 billion, 
or about $35 billion in today’s dollars. That’s less than the 
federal government today spends on highways alone. 

This changed as a result of several seemingly inconse-
quential events. These include a disappointed office seeker; 
a wartime pay cut; and an office break-in.

The Office Seeker
In 1880, there was no civil service and incoming presi-
dents basically fired most federal civilian employees and 
replaced them with people who had supported them in 
their election campaigns. This was known as the spoils sys-
tem and it had the advantage of insuring that incoming 
employees supported the president’s agenda.

Critics charged that, unlike a merit system, it failed to 
ensure that the most qualified people were doing the jobs. 
On the other hand, the main thing the federal government 
did at the time, other than national defense (which wasn’t 
subject to the spoils system), was the post office. While the 
postal service was and is important, replacing postmasters 
with political cronies every four to eight years probably 
didn’t seriously impair the efficiency of the system.

While presidential candidates relied on the potential 
rewards of the spoils system to attract campaign workers, 
appointing new postmasters for every post office in the 
country, along with other federal workers, was very time 
consuming for incoming presidents. Abraham Lincoln, 
for example, was “endlessly annoyed by office-seekers who 
would come to the White House to plead for jobs.” This in 
itself might have been a check on the growth of the federal 
government: today it can take two years or more for presi-
dents to appoint just members of their cabinet; imagine if 
they had to appoint 2.5 million or more employees.

Charles Guiteau was one of those office-seekers. A na-
tive of Illinois, Guiteau had flunked out of college, failed 
in business, and was even rejected by the utopian Oneida 
Community. In 1880, he decided to enter politics by sup-
porting Grant for a third term, which he did by writing a 
pamphlet called “Grant vs. Hancock” (since General Han-
cock would be the Democratic nominee). When James 
Garfield received the Republican nomination instead of 
Grant, Guiteau changed the pamphlet to “Garfield vs. 
Hancock,” had some printed up, and passed them out. 

When Garfield won, Guiteau believed he deserved an 
important office for his work, but his repeated requests for 
a job were rejected. Angered, Guiteau shot the president as 
he was about to board a train in Washington, DC.

Garfield favored a change to a merit system, but he 
didn’t have the political muscle to persuade Congress to re-
form the system. Garfield’s vice-president, nominated over 
Garfield’s objections, was Chester Arthur, well known for 
being one the biggest beneficiaries of the spoils system. 
During the Grant administration, he had been made head 
of the New York custom’s house, one of the most lucrative 

jobs in the federal government. With Garfield out of the 
picture, most assumed that reform was dead.

The assassination of President Garfield at the Baltimore & Potomac 
Railway depot in Washington, DC. One of the people present was Abra-
ham Lincoln’s son, Robert Lincoln, who would also witness the assassi-
nation of William McKinley. 

Instead, the assassination seemed to catalyze reform. A 
strange thing happened during the 11 weeks between the 
time Garfield was shot and when he finally died (more due 
to doctor ineptitude than the bullet). A 31-year-old woman 
named Julia Sand wrote Arthur a series of letters imploring 
him to support the creation of a civil service and other 
reforms. Apparently, she awakened his conscience as, in an 
“only Nixon can go to China” moment, Garfield endorsed 
civil service reform in his first state-of-the-union address.

Even that might not have been enough, but advocates 
of merit hiring argued that the spoils system was a major 
factor in the Garfield assassination and reform was neces-
sary to safeguard future presidents. This argument, along 
with the president’s support, carried the day and Congress 
passed such a reform, known as the  Pendleton Act, in 
1883. Thus, it is possible that, without the assassination, 
the civil service might never have been created for at least 
not for many more years.

The Pendleton Act is considered a great victory for 
sound government, but it has created a monster. Today, 
presidents and members of Congress come and go, but the 
bureaucracy remains. 

Once hired, bureaucrats can generally continue work-
ing for the bureaucracy until they retire. These officials are 
not beholden to the president or the president’s policies, 
and instead are strongly influenced by their own self-in-
terest. Officials may sincerely believe that the work they 
are doing is important, that belief itself is shaped by the 
income, power, and prestige they get from doing the work.

The Wartime Pay Cut
The civil service may have created a permanent branch of 
government not recognized by the Constitution, but it did 
not immediately lead to rapid government growth. That 
had to wait for several more decades.

In the late nineteenth and early twentieth centuries, 
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the United States government was still run by fiscal con-
servatives who believed in a balanced budget. The federal 
government usually borrowed money during war times but 
then paid it back during peacetime. While the debt had 
been completely paid off only in 1835 and 1836, Congress 
generally tried to pay off most of the debt after the Rev-
olutionary War, the War of 1812, the Mexican-American 
War, Civil War, Spanish-American War, and World War I. 

The main sources of federal income were tariffs and 
excise taxes. More than most, these taxes were self-limit-
ing: for example, if tariffs were too high, imports would 
decline, leading to a drop in revenues. These limits plus 
the policy of balancing the budget and paying off wartime 
loans limited the size of government.

Before the Depression, federal debt increased during wartime and de-
clined during peacetime.

Congress helped pay for the Civil War by creating a 
progressive income tax. This was repealed in 1872. Con-
gress imposed another income tax on the wealthiest 2 per-
cent of people in the country in 1884, but the Supreme 
Court declared it unconstitutional, one justice warning 
that a progressive income tax would turn “political con-
tests [into] a war of the poor against the rich.” 

In 1909, a combination of Democrats and progressive 
Republicans in Congress passed a constitutional amend-
ment to allow a progressive income tax. By 1913, enough 
states had approved the amendment to make it official and 
Congress soon approved the tax itself.

The original tax exempted the first $4,000 of income 
for married couples, which is $80,000 in today’s money. 
No working-class and few middle-class workers earned 
that much money so the tax generated little opposition. As 
one supporter of the tax pointed out, “none of us here have 
$4,000 incomes, and someone else will have to pay it.”

While a progressive income tax may sound “fair” in 
that the wealthy pay the most, it comes with a hidden cost: 
as inflation increases people’s nominal incomes without 
increasing their real incomes, it puts them in higher tax 
brackets. This increases the government’s percentage share 
of people’s earnings even if their pay in real dollars hasn’t 
increased, turning the income tax into an inflation tax.

No one worried about this in 1914 because the late 

nineteenth century had been a deflationary era. The peri-
od from 1870 to 1890 is known as the Great Deflation as 
costs declined by an average of 2 percent per year. Inflation 
didn’t become an issue until after World War I.

Partly due to inflation, the number of Americans pay-
ing income taxes rapidly grew during World War II. As 
late as 1939, only 17 percent of American workers (7.65 
million out of 45.75 million) paid a federal income tax. By 
1945, that number reached 95 percent.

The war also led to a new twist on the income tax that 
allowed for even more rapid growth in government. Up 
until 1943, people would calculate their taxes at the end 
of each year and then send a check to the IRS. That meant 
they had to save the money in advance and the difficulties 
in doing that put a check on the growth of income taxes.

The war led to the enlistment of millions of people 
into the army and navy, and their earnings as soldiers and 
sailors were often far lower than they had earned in civilian 
life. This created a hardship for many when it came time to 
pay their income taxes.

The Treasury Department proposed to solve this 
problem by having employers deduct the taxes from peo-
ple’s paychecks. This potentially increased the hardship 
even more during the transition year when people would 
have to pay both their previous and current years’ taxes. 
To alleviate this, Congress forgave much of the previous 
year’s taxes. The resulting reform, known as the Current 
Tax Payment Act, was passed in 1943.

The hidden cost of income tax withholding was that 
it made taxes painless. Instead of thinking about total 
people, people thought about their take-home pay. Many 
were even cheered when they got refunds at the end of the 
year. When combined with inflation, payroll withholding 
allowed government to grow. 

Many people believe that the federal government real-
ly began to grow during the Depression. But that growth 
was trivial compared to the growth after World War II. 
The Roosevelt administration doubled the size of the fed-
eral government from about $4.7 billion in 1932 to $9.5 
billion in 1940. By comparison, the smallest federal bud-
get after the war was $29.8 billion in 1948. By 1960, it 
had grown to $92.2 billion. This growth was enabled by 
the inflation tax and payroll withholdings.

The Break-In
Despite the growth of government, the federal debt, mea-
sured as a percent of gross domestic product, steadily de-
clined through the mid-1970s. While it never approached 
zero, as it had in 1835, it fell from a peak of 119 percent of 
GDP at the end of the war to less than 33 percent in 1974. 

In 1964, a political scientist at UC Berkeley named 
Aaron Wildavsky scrutinized the federal budget in a book, 
The Politics of the Budgetary Process. He concluded that 
there were checks and balances in the process of develop-
ing the budget that kept federal spending from growing 
out of control. 
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The 1972 Watergate break-in led to a major reform in the federal bud-
getary process, and not for the good. Photo by Indutiomarus.

The most important check on spending, he found, 
was the fiscal conservativism of Southern Democrats tend-
ed to be more fiscally conservative than their northern 
counterparts in Congress. Southern voters also tended to 
reelect their members of Congress more frequently than 
Northerners. House seniority rules gave positions of power 
to those who had been Congress the longest, so Southern 
congressional representatives dominated the House Ap-
propriations Committee and other committees that wrote 
the federal budget. 

These conservative Democrats acted as guardians of 
the public purse, which is one reason the debt grew more 
slowly than the economy as a whole. There were a few 
years after World War II, such as 1969, in which the feder-
al government ran enough of a surplus to pay down some 
of the federal debt.

That changed in 1974 and the cause of that change 
was Watergate. The Watergate scandal led voters to elect 
93 new members of the House of Representatives. These 
new members resented the seniority system, partly be-
cause they considered it and the Southern Democrats who 
benefitted from it to be obstacles to legislation aimed at 
promoting racial equality. In December, 1974, they voted 
to weaken the seniority system, giving the Speaker of the 
House more power to make committee appointments. 

Under the new system, to a large degree, the way 
to get appointed to desirable committees was to support 
bigger government. This eliminated the most important 
check on the growth of government documented by Wil-
davsky. Both the size of government and the national debt 
rapidly grew after that time.

Conclusions
A presidential assassination, a constitutional amendment, 
and a presidential scandal are not the first things most 
people might think of when they wonder about how we 
got where we are today. But the assassination led to the 
creation of a permanent bureaucracy and the amendment 
and scandal enabled its rapid growth. 

Although the federal budget grew in real dollars betwen 1950 and 
1974, the debt declined. It was only after Watergate that the debt began 
to rise until today is is many times higher than it was at the end of World 
War II. Source: Historical Budget Tables, table 1.1 and 7.1.

In the 24 years before 1974, the inflation-adjusted 
federal budget doubled. During this period, the growth 
of the federal government was enabled mainly by the pro-
gressive income tax. While the federal debt grew by 88 
percent, after adjusting for inflation it actually declined. 

In the 24 years after 1974, the inflation-adjusted fed-
eral budget again doubled. However, the inflation-adjust-
ed size of the federal debt almost quadrupled. During this 
period, government growth was mainly enabled by deficit 
spending. Both the budget and debt have continued to 
grow since then.

Since 1950, a variety of new federal programs were 
created to deal with issues that previously had been con-
sidered the purview of the states. Many of those programs 
were eventually incorporated into new federal depart-
ments, including housing, education, transportation, 
health, and energy. All of these programs are managed by a 
bureaucracy that cannot be easily controlled or disciplined 
by either Congress or the president. 

The unintended consequences of this growth include 
a loss of personal freedom, a huge transfer of wealth from 
taxpayers into the pockets of the bureaucrats and the spe-
cial interests they often work for, and large-scale waste and 
inefficiencies as funds are spent on many programs that are 
largely unneeded and unproductive.

Regaining control of the bureaucracy will require a 
near revolutionary set of actions that will probably only 
happen when the Treasury is unable to pay its creditors 
(meaning its creditors stop accepting dollars or treasury 
bills and demand payment in gold or some other curren-
cy). Until then, we may have to live with the costs of a 
deep state no matter who is in the White House.

Randal O’Toole, the Antiplanner, is a land-use and 
transportation policy analyst and author of The Best-Laid 
Plans: How Government Planning Harms Your Quality of 
Life, Your Pocketbook and Your Future. Masthead photo of 
the building housing the Department of Housing and Urban 
Development is by Carol M. Highsmith.
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