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I.I JLT i O UCT I ON

in :Iarcn, 19)81, tne Con.,ressional Judget Office reporl.-

ed Lnat a co:,ioinatior of rapid infiation, im; unezmcioyrment,

ia,-gin g, productivity, and record hi~ra interest r2teS .13-

battered the United States econo:i,.y in 1930. in respons3e

to trie poor econot;l~c perfor.-;ance, President R-eagan present-

ed his economic racovery plan Lo Con-ress, Appendix A, on

Feoruary 13, 1981. in his address to Congress Presilent

Ragan stated thiat oy 19306 double digit inflation would be

*cut in nalf, thle A:ierica-n ,conoziy would produce 13 mil.Lion

new joos, and tne .,ross national product would g-row at an

annua±L rate of 14 to 5 percent. The President's plan con-

tainad four ,,ey element.,:

- Reduce the growth of fazeral expend itures.

- Reduce t.axes.

- Dereg-ulat;e certain industries.

- ES aolisn and -aintain a S'trict :;onetary policy

President Reag-an'.; olan was th,,eoretic3a.Ly Doaseu u-on

a new wave of econo..21c thiin.,Iin., caiied "2ySd

Econozics". in .,eneral , L~i concepts ;;ostj.LaLei tlaT,

Sti: IUiatiOnl Of ttne projvic~ivz eie?::ients of rn:e econo:%y

would increase productivity anj capiltal invz 3tx:ent,

*tnereoy initi,_ln- an unprccndIe~e_ expzn.-ion of tri-

e c 010o.,,y. Coupled -ditn 3 r26tricriv2 .;O:ctary Poiiy,

.7
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I. 3A R JJ D

Jupjdiy-5zid~a conomicz e:2!er--ed a. a n~ew :,-criooi of' 'cono-

.2lc rhou ;nL as a resuit of tie :;erfor:.iance of toe zcoo :y

in t.oe :m-d 1970s. In 1 975, u-ner,pioyo.,ent was 3.5 perce2nt

-;espite a federal deficitc of 4§billion do'llars. Jotn,

fi --u re.3 increase-, fro.i tne 1 974~ ievei3 of 5. 6 percent

une.,iployrment. and a o oi-li~on dollar fojeral A.efici..

Accorjin, to conventio..nal ecor.o.o^,c theory tossnould not

nappefl because toe exiSteiice of 3 l~r,;e dlefici-t 3hould Ieep

une..-;)ioy:,oenz; low [RIef. 1::. 31. A..1Io, th e 3:iultaneous

occirence of econo:o.c sta .;nat-Lon and co.niarat-ive-Ly ni.,n

rat'es of inf.z atLlion iur-n.r toie 1)970s cona: ,crerize-d thne

Jr1 1:ed Statas5 as j :t.;±:io cnomy 2Aof :p. 51.

Suppy-3ide econox~i: ICC ; oro 3 cyc--c trian ,!n evolation in

ccono~c tou -:?cCCuse it i: OilO :oe n C'1333ic-a

econoOO1Ci3 re --:coverei [11cf. 1: D. 1] .3 a r:~t f lp.

3]cei> Lvn.; ,-:oi 3z ier t i fr~s to) -j.*

:.cntion 'o 2U-i-iJ conaO.ic-. iln an 2i

"Toward a 'Iew' --cono.-Iils'U, --y 9, 1V'7 :. o of o

ai 3 t r eet J ou rna i, ",ristol wt-rte:

in response to tos:iijin toe tnezary Of ?OQ;
poil'CY3 a -row ~oo i. ic D -, ein on n -toz oKrC
!!;s foc-u- is on econo--c rowto-i, :t~ oneoo.
equiiij joi .;' o r Ii43,quil .briwi , and it -,,c:,c, ro t
3risin ; fro.,, a HC .if5 eO e. , 3 I n vC e ' n2l -13;-
wor;<, etc. )to toeconoi-ic :ncenrtivea of a frte.aet



This 'new' econo:mics i.s SJ~~i85cescrjoea, rait.er
cumc'arsomely, as 'supply-sidle fiscal policy'. . .

arises in opposition totnie *Keynesian notion t,-ia; a-,
increase in de:nand, oy its;elf, -.. ill increase saippy anda
th.erefore 3ccelerate econo-mIc T;rowtr i. Tne lntew' econa-
:nicZ ass.erts trnat an -,nc rease in de,--and, wriere trie
natural incentives to ;,rowatn are stifica, will result
siimoply in inflation. ~tis only an irncrease in produc-
tivizy , whioni converts latent -Lnto actual dea-and Lsy
brin,; n; co.vo it ies to ;:ar.<et a t pr ices peopi e can
afford, thiat :-ene:-ate3 eonom:.ic ;:rc,dtil.

Suppiy-side eonom-iic3 fjouS on thle productive eieament3

of .ne econo..y 5ucri a3 Fne suppiy of la.sor, tne lev:al of

savin;r, and tre level of investment. Supy-sidersz tar-

.;eted, these elenents oecause of Lne productivity problem.

3etween 1050O and 1),)7 t'ne avera ;e annuali percentale in-

crease i n productivity avera.ed 2.11 percent. F rom 197 T2

to 1 977 tae increase avera.;ed only 0.o nacrcent ( .ief. 1:p.

5..Also, for tr.a first tiein Unite., States econo.-7ic

nistory, t:i(re were tnree ccnsecitive -yesrly decl ines in

productivity; 1)73, 1979), and 1)30 1,3e. 3:o. 124]. Thni 3

c;rend su ,e Lass tn e produc tJv ,e. e ;cn ts o fi a econy

requ ires 3tiaiul ation.

A .T"IEAC 0E 0.. 1 -1' c~~ iC :J )E L

Oros-s "ationai Product i3 an ar ; t ea -ure of tne

;oods, and services produced oy a nation 3no da2pend.s upon

m7any factors. G ;.P .,ay oe miea3LI:e_' Dy eX ,-:rl: ture or* Dy

us3es of I'nco.:me zond is. t y pica ~y r e -,r:; ri et, j y r, s-e G P

aen ai ty ie f . 4 :P. 14.

(1. C + I + + ( - A) ix. C + 3 + f + ±



C i-c ;;'osents u.;c~ . v ;;n~ 1.3 ->0/-

* e~~rn~.:enr experLjitrr3; X is o~;.~ :ors

3a A, T i.3, taxes; and R i- -o fa. of tfjrci ;n:1tO

nah&I Li..ina~in, -zne lforii ;-n co,..ipoi-nn of ;mae 311P

identity wili 3.:oify t he :wod'el ;:..imcnut aflfectin; i-

3r-)o3e in tLil..)3 3C' i 1Ca n e.i a-nzi-y )ec,-),-ie.3

(2.) + i= C± T

-n equa-tion 2, Y laoa.*nt Icno;.e. Tn~ i s3i.,-;plf iei

,ieLJ y J3 only a definition of 5*!P ind .3ays noitin s

V Vooj- reilationsnio- of t.e various co:2Onenlt.3.

I I ?.Ji n "''l ;~ted 63ates *aa23ooiy oL ~da ii~ iutc

var'a~ eiaios~~s 'o- eiect.A ccono.-*ic vari-31l-23.

a ~ ±~ u. r~e..;aro.3cno:.c -oiei acve~opa2, .3y

1. L, U L Y:.

~a 'zra&ent~iby tna equat Ion:

(3. C0 + C-

Cr-oprescru.n ail A2a;cn of osu. tn0

--ories o f e xo ; ,w : f'I 3 c 3;:-. .'2 3C:~ 12513

: o...23onenT. of -o.2~o o : 3'o 111 ac ~I) J 1

in-o,.e. Tie coeffica lent a cs 33321~1 I

incos~e, .?fine2, oy *a3In

12



T.nus, conou::ption w i ncr23a3-a v;lh :n nc'o.

if n i.:2ZJ,:3 b- 2 4.'C0.:

~fl2.t~l~fU s e-'23!2nt -d )y z:le :2q-jtlon:

i ;r Jin ai 2f f n c y 0 f ca~~ D Dj2n: - - )resents an

indeoend-2nt ievej. of invost:7en.. v :i s33e -.o be

inve3..Yln; funct ion. irfrte .;ie;.enert

rar-e the lo!.:er t. 22~of invo~t.ient.

3. 3overn.,ic-nt atlI i'

in --hisoerr.:n ~ i~u> is e 2nd

oy tne equation:

i,; a fisca. tool n ,fl.3 :ay va%'y. c fLJ i. 2 'JA a Ln

4. 3roz-i ariona2l3 Pro~ic:

U":P is defiru as tcle 2u~:a of al~ ue

equation 2. D~as~ r J-cr-23;es in any --o.,iponen". of :~

-aquaticn wiii affeczt 3".? icr~~



5. ~n

Saving represents the acnoint of income left over

after consunption and taxes are deducted. it is represented

by the equation:

(7.) S : Y - C - T

Increasing the level of saving wii increase GjP.

This is a definition of saving in the macro model. 3enavi-

orally, the level of saving is a function of income and

taxes and is represented by the equation:

(7A.) S = s(Y - t(Y))

6. Tae

The level of taxes in this model is composed of two

Darts and is represented by the equation:

(8.) T = T* + xY

The T* represents that a portion of taxes are a

fiscal poiicy tool. In tne term xY, x is a positive nu:noer

and represents the increase in tax revenue due to increases

in G2]?. This represents the progressive tax structure of

tiie United States.

7. Tie ;onetarv Sector

The monetary sector of the model is represented

oy three equations:

K9) : j : + KY - i r

(10. ) : : =1

1~4



.1 13 t iie a.,. o unt o f .. n y j e -. nd ?'2i 'a i --I r,2 3,,-

to i4nco:i:e or tn2 rote of intere.~t. ~Lr2"'I'?3ent3 L tiQ t r

de..iand for ..,ioney -.%ill vary dir:?c1;.y .4itn ino:eor

itne su pplIy o f -ioney and 3. equ a to lanicn c an j~

ciian.,eJ oy tlie .-.oneta3ry tunaies. WV 1: a ionetary

policy tooi. .£quation 11 :ftates an e4iu~riconuition.

.iir recresents r.ac inversa reiationsnia btween tne d2r.iand

for money and interestL' rates. Tiie coeffiCient ma is a

o)ositive nu-mber- our, carries3 a ne.;aive si. -n irndicatin, ti-at

3s inzerest rates r ea.2on for i-oney fai.- s.

Tniis nic~contairns :nree pol icy inst1ru..iant;3 w.niccn

c3n oe adjusted2 to i-nfiucrice tne e-ono:,my. 32a utiorities

c:m n ct,.n~e _;overn:.ienrt exoendiL,,,re (ca -ne t ax ievC.L

(). ::onetary auzcmrit.ies can cha:n;e i~~ upply of :.oney

T. The !S-L.A :Iodal

.1illnin, tne context of t~c..coaoOal ..100,11 ai

L~curvezs, invest--ient-savi- 3nd.j LiquidLt y ),f: ,31y, pray id

a ;,ore soahisticated fre;r~for a-,niy~ of fiscai

and monetary poiicies [ ef. 3: 121] . Tiie L' curve repre-

zzenLs points of 2quilibriumi in t:,e ,,:ods- 3nda ai iS

derivod fro.-i tile investment and savin, f unc:o0~

s nowz; co.-,arnationz; of ico.-ie and int2rest rte c: L' Co

desi;red investment anJ saving, aro :aqunl. .aLAI curvoe,!

1%'



representing, points of equilibriu!m in tae fdnanciai

market, shows combinations of income and interet rates

at w iich the demand for money equals the quantity of

"noney in tne economy. The intersection of tae IS and LI

curves, Fi7ure 1, defines the equiiibriu:, pcint of interest

rates and incoma in the economy. in particular, _rS-Lil

analysis demonstrates the effects of fizcal and .ionetary

policies on interest rates and the level of national

income [Ref. 6 :p. 126].

1 . Mu It ipiiers

The relative effectiveness of fiscal and monetary

policy depends upon tne slopes of the 1S and Li, curves.

The multiplier effect of the respective policy tools de-

pends upon the initial position of the economy [Ref. 4 :p.

)4]. Chan-es in policy instru:.ients can be co:rbined in many

different ways to achieve a desired miacro e-uiiibrium. it

is imoortant to realize that 3hifts in either tiie [S or L:1

curves produce a multiplier which dete.-. , ines ,e.e cumulative

affect of fiscal or monetary policy c,,an es.

3y assuming equilibrium in the invet;enc and savin;

sectors of the economy, the :nacroeconociic .odeli defines a

tax cut or increased Tovernment expenJiture Ds equivalent

fiscal tools. lence, tne chan,,e in inco:,i. due to a ci.an~e

.116

"1 . o . . . . ., ',, ' ' ; : .'.' ,€-''.'-',, ,,.,,;' ,' .'. . .:':-4 ' -v - .- .z: :. ,. . v -.. , . . , .:...-. _ - ._-. . ._. - - ••-. .- ,.. . ..
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The equilibrium interest rate and income are determined simultane-
ously at the intersection of the IS and LM curves.

Fi-rire I The iS-L.-Cur es.
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in fiscal policy may be defines by equation 12 where q

equals I/s, the muiipiier associated wi ,a te "ar inaI

propensity to save.

(12.) dY/d:,  = q

This indicates that the total impact of an expan-

sionary fiscal policy wili oe a :,iuitipie of the in-ti2i

amount. As tne IS curve snifs to the ri-gnt, tiie econony

;.oves alons; the Lr' curve. The increase in interest rates

will cause a reduction in investment demand. Thie net

effect depends upon the 3lopes of tne IS and Lil curves

and the absolute shift of eitner or oath curves as deter-

,miined by tihe multiplier.

In the case of a chan,;e in monetary policy, an

increase in the ;,oney suppiy wii shift tne Li curve out.

This excess supply of money will reduce interest rates and

consequently stimulate investment demand. The ratio of tie

increase in income due to the rise in investment i3 ti-.e

multiplier Jefined in equation 13 (Ref. 4:p. 92]:

(13.) dY/dI b a

The cnange in i.vest:nent resulting fro:i a drop in

interest rates is subject to a .-Juitiplier defined in

equation 14.

(14.) d/dr = c

13

~ .. *AA~~L. - ,i-. .>..-* :.--.:-.* .. ]



Once again, the total impact of the :,ionecary poa-1-y

change depends upon the slopes of the IS anJ L' curves -2.-4

Lhe actuai shifts resuitin; from tre .. uitipliers.

2. TLie Failure of Demand Nanazement

As evidenced by tre fiscal experience of tne late

19703, the de.:iand :;anageinent policies of the federal

.,overn:..enL were unaole to promote economic prosperity.

The traditional econoiic :,odel, from which poiicies were

formulated, did not include some supply-side considerations.

inflation, productivity, wase rates, and tax rates were

pernaps more i::portanL in stimuiating economic growth

tnan previously realized.
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l. AALYJI -

Reduc~n inflaIi io n .ja 3 onea o-f j oj 2c aiVS lo ntf.i

Prr ?:sionc 23 n ;add ros o Con ;oson v earunry

ui, c n31 ure r,.t.r e , baa ?sii en t sola ~nia clo n 3a

roca cuir pros -pca s fuLir e conon i c ;rowaa, ridn a t rlbuzei

toe cu rrcn t -izIl i n flatr i on t-o ex c e.3ssive ;3v ernt n t so0endin;

arin an zvear y acco;:odative o.one-,ary poi icy L Ro1f . Append ix

A] Te ?'ea -an ojn p r o po s e cc ifi c d2cr e as es i n .oDud.;etL

cu;nysarid a rcstrictive :.,ofal-tary p)oilcy a3 a zen o

r ecu cs intl rt ion.

1. ~ iu uZV 6 l22fl osonoln a nd I nf iati:

n ? 00 c 2' con o.c: C ooie, ;o v L:,n:&2nt IL edl-i:

a i:zc.~ ool to;ca tiuat oe economy t u

axacisof rziit required toL acnevo? fu-jlely.nt O

resutI c n; scress o n L acono.my can iJ:ZO 21 inl a

I dot* 4:.1741. Actual -ove-rnm entr en}± .arosa

:ouood rom1)9[4 t-o 1930, ouit,un.lo.etinruu

frm .3to7perceant, cosieal esthan f'u.ll22 y

imelnt. in :as .Do nseo, Pressn ieco iice a2 r, ;raa,-

o f budj ;e re-2s traii n'. too,3t wuo ul redu ceo fe ora o ita ys5 as

a ),erccnr, of .g? ro 3 coercen; in 1)131 to 133 ar-zcn;
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i1 )j14 [ ',ef. A ppcnsJix A]I. Actu al 0outiaYL as a ;1 c't

* . re3pacti. aely Rf..Appeniix .31.

2. 2Ionetarv Policy and Inflation

f-Ie ..-acI-oecono-.2,ic :znodeL esa l13i,_as cie Oupp~y of

_-oncy as a po licy tool t:iat is coritroiLled by :ionatary

autniorities . in tne United States, tuie 7-ederaJ. Reserve

o0ardaJ-ini c:onetary pol icy ,.nJ functions so.mewnat,

iri ape ndently. Tlie F~ed can ci,,an:;e r,.,e 5uppiy of ;,^oney in

,,3y6 to s-upport tneir vi-nd of tne appropriata alaount of

.. on, y wiltn respect to econo.,,.c consitions. Thiis paper wii

'tr,- ta supply of .iona!y as :11 ttne sa-j.- of currency,

Ja.aI oo tsz, t rave.lersl cnacas, ano otiner check<able

.xccassve ;rowtn in tu.e noney sups)ly can induce

infl~ation. ExesJe.,ianj resuirtin.; fro!!2 increa.3ed inve st-

.,;ent wi._ ca,_Ze orice levels (R~ef. 4:op. 1771. P!-e sidnt

-a an 's raccivery pilan Jdesirecu a ..:onecixiry policy tuiat

;ou J reauce -,3L-at of ,,iney and creiJt .;rowta 'own :

± 2ej. cons;istent W 4jtr, non inflIa!tionary expanision o f t

ao no.u.y [ Faf . A pp endix A]

i g-rew as annual rates of 83.1 ard' 3.3 a)ercent ~n

19)77 a nd 19YT. J in 1 )79 and 19'30, trne ,rowt,-i o,- c, slowed

to .?ana A~ percent respective_-y f.Apni 3]

cuian e from increa.3in;, to Jecreasinl.; ;rowtii rates coinc,:JOe
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-oith tne appointuien;. of Paul Volc,%er as Ciair.-.:an of rtie

'e-deral Reserve BoarJ. En 1979 the Fed 'fid already e.;:ab-

-isaoeJ a r.stiictLive naonetar-y poilcy a.3 indicated c; ci2

.rwn in Al1l. Voixer restricted thea i~rowho 1

.ncreasin ,l the federal, funds ra; 2 uip to 15 u-rcent 3fnd

t-nen to a pea,< of over 17 percent [Ref. 7:: 3j]. A

restrictive :lonetary policy continued Ltnrou--n 1931 with

an annual. irrowth rate -in "ll of 6.3 percent [Ref. Appendix

;1. In response to tce 19dl-1932 recession, 4ne Fed

eased monetary poiLcy in mid 1982 in an atute:,-pt t-o

st-imulate a recovery. '11 ;rwat -a rate of 3.3 perceriL

in 1962 and 9.3 percent in 1933 in support, of a stron7

:?cono)..ic recovery, In 1 934, Ml1 was reluced to a 5 .8

annual percenrtaze ,,rowth rate.

3. Zae lnflation Rate

;su.uin ; a rest-rictive *ioe jr olicy and reduced

; v ern:ienL expenditures as a pearcent of -.P, te Pea.,an

).~an forecast- decreasins annual infiiation rates for 10931

:hr-ouI-h 1,)84 at 11.3, 8.3, o.2, and 5.5 percent [:klf.

lppendix 3]. Actual disinflation, as :nea. ured by th-e

-onsumer Price Index, occurred 3Lat 3 ;ucn 1a- ter rate iCooiZ

increases in overn:.,en" spendin.; as a percent of SUjiP.

Actual inflation rates were 8.9, 3.9, 3.8 and 4L.0 percent.

Trnis dr.3:.atic Aiecline L-tarted t romi a rate of' ov!er 12 percc:nt

in 1930.



~4. Trne Enii! i, . Curve

D u -n; Pre s dent C, ;, r . aJ: ni.Dtra3t on, t>

ra-jitiinal palic, 2:3 of Je.iano i n e~e;fie t-) reKce

:r'c ~of ctwe:%n inf: 2t on )C :.:,~ no une,.lploy.Aient w~as

iu. traL21d jy A-2. Pniiiios in ,j~t i s now.. co::.2oniy .-mnown

as 11P, P ll ip3 Cur ve," 7 ;u -e 2. Piiip:5 fo-und Lnit

3ritiSi oServatkions ro. 1361 to 19,57 traced out a s;on

curves relationsnio between crian'--es in -,loney wa- esz and

:nce une:,-cloy..enr, race [.Ref. -5:p. 331). In tine l ate 19 70s,

tiie :utaeusn rates of inflation and une.-;pioy;.int

in-4-coteai ;c:at zne Phliliio.s Curve nad shifted to a less

i I vor2.ole Position -ere :le tradeoff w.-jF3 et,-een a ni.,ner

raeof inflation aind 3 ni ;cer rate of une'lioyraent.

D. Praise and Criticis~n

Thie anti-inflation oojective of t.ne iea,-:gn D.Lin 2;,-

pu,:rs to o - a drai::;atic -3ucces3. iflC inf±a;:o'n rate ascj-t

~n nali' by 1933, tnrea year.s r-mar to trie forcn atei

j 3t e. A-. Pal;ler [Ref. 3: p. 31-J2]1 inS icatez n3

a- nou~ ithe zrart-run castsL: of raduced ini'aton wr

:ii ;ncer urv.pioymien'; and ;ilor eoncu.)c .-rowtn, tne:

on ;-run DencfiL3.;e to .)c acr.r~canent nsno: a]:i t~

of m dow;war s~i of e uissineos3 cyc- o.

Cri tics of tine :il- 'an :)!an ir rue ta ~ W

ri re2 c' ~ve r. - r y o3 ic yo c au.3e a snrp sn
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a Jic.ter. Ti,,ey corncariin it re-'j uai inv e. ~t rai

:af ic it3s, an - r a i, e une:cp, )oy::;ent. --vilence concern ir. ;:

reai co ;t o1f 2ft~t~l> i.X anJ noc coclis.~ive.

* .nca [- 1, f. 9) a 1311 c onic Ij es :i niat ;,ia ;e oa ,ia v o r -.;a t

3 oeaa r-eaitr rate2 of Ji.;-infiation -)er unit

7: e)1 3oy: cn t occurreu -ro. 3 11 tirouj 1933. f i iz

3,j ;-io r> 7-. TY~r( .4, ility *jypatnze3ist as daScriaeu' 2y

.. odoa2 -ief. 10:, 2541.

c!3vir, za zoum,, -uy in tlie .-l'ite Rouse-periicaps encoura~in;
an av-n -ou r iy at tne rd-causes inflation to de-
clin:e .. or-e q , ic y a n a t 1 ess econo.,ic ca)-st tiwan it

. Ao -.. i:y on~ re o)ao3,s of Lne 2,,iven patil of unemaploy-

Contrary to re:*-iner. u, e' ccrm moatc4Ce:a thu t t,,ie o -

ofiiin>t onc.5 ..;2aaured, -uoin r n,, es or orices was not

raiuei .or rapds]aa reult of trie 2rediollyryo

~235S i~e raumi mn~i--on wc~S nor>2,,. liven t:ooavrt

3f rr P'2 C..3iof anJ "-,e st-iarp aoaI'ecl jij n inr xon,

or'20 C ola co:.:areu Lo 2aO'tradhn.; curr ncies

; -cuc.:n.; taxes wsone of toe fo-ur .,-2y evnsof

.1,onaij 32agan's ec-ono,--.c recovery nisa Ona ojective '.."3

funcarventai-y oase,. upon toe precept usnot ni ;,- ,-axes hlad

5or sou3.y -,o;~e lnc2nt-iveL to aor, .ve, OflA inves t [ Ief.

A-.i--x A]. ir~*eca an :.-,an ,ropos-.d an acro.3s o o

rciJuc- on of -inr-Jina3 tax r'ates farmamiduais cy 10



percent per year for three years starting July 1, 1)31.

The plan also included a business tax cut by estabiKsnin;

enerous depreciation allowances via Lne Accelerated Cozt

2ecovery System. [Ref. Appendix A]. Actual personai

income tax rate reductions ultinately totaled 23 percent

vice the proposed 30 percent [Ref. 10:p. 93].

1I. incentive to 1ior

The supply of labor is one of the .lost basic ele-

ments of an economy and constitutes one of tne dL ,erminants

of productivity. 3y reducing personal tax rates 23 percent,

President Reagan hoped to reduce the tax disincentive to

; ori and affect an increase in the supply of laoor. Double

digit inflation of the late 1970s had inc eased individual

tax rates oy pushing nominal incomes into higher tax

bracKets. Tnis pnenomenon, ,,now;n as bracket creep, reduces

disposable income and effectively snfts a consu i.er's

pireference towards more leisure and less wor.- [Ref. 4:p.

1291. This result is iliustrated in Figure 3. An increase

in the wage rate, due to a tax cut, w.ili .3nift -he ou- ;et

sine fro. JH to H. As the oudget line 5.i.:s upward,

points of tangency are achieved on t;iner siiy curves.

The dashed line, H-, connects the points of tan:e2ncy

between the individual's utility curves 3nd t.e various

budget lines and represents tue ;ndividuai's _aoor-suppiy

curve. As income (Y) increases, ieisure (I) decreas.
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Although the civilian labor force participation rate

increased from 63.3 to 64.4 percent froii 1930 to 1984,

this rate snows a steadily increasing trend since 1966

[Ref. 1l:p. 294]. This trend is pri.:arily the result of

increased femaie participation in the labor force. From

1966, the labor force participarion rate of women increased

from 40.3 percent to 52.9 percent in 1933. During the

same time period, the rmale labor force partici-

pation rate decreased from 30.7 percent to 76.4 percent

[Ref. 12:D. 24].

2. 'Lie Supply of Labor

Tnis paper wtill define tne supply of labor as the

su.m of people e;apioyed and those officially counted as

unemployed. After tne final Reagan tax cut nad been impie-

mented in 1983, the total number of people employed had

risen by 1.6 milion or 1.59 percent compared to the 1930

level [Ref. 12:p. 11]. ALso, "une,,:pioyment had increased

oy 2.5 percent or approximately 2.5 million people. Al-

thoughi the supply of labor increased by 4.1 million

people during the tax cut time period, there is little

evidence directly crediting the increase to the tax cuts.

Haveman [Ref. 10:-. 120] estimates tnat a "reasonable

uest guess" of tne iaoor-sZjpiy response to tne Reagan

program. would be on the order of 1.5 percent, approximately

1.5 million people. This explains .ess tnan half of the

23



increase in the laoor force. Haveman furtier qualifies

the esti.mates of his study by statin.;, "Tese estinaLea,

it ,iust oe emiphasized are rough, and must be interpreted

witn caution." Very littie evidence was discovered

iinkin tne increase in tne supply of Iabor to the 2ea-an

tax cuts.

3. incentive to Save

The Reaan tax cut was also intended to increase

savin; oy increasing net income. As defined in equation

7A, saving is a function of income minus taxes. In addition,

a number of 3peciai incentives for saving, 3uci as liberal-

iation of Kev;h pianz, IRA's and "All-Savers Certificates,"

were e-sabiiz;l-ed oy tjie administration [,Ref. Appendix A].

This was inr.ended to reverse the trend of declinin; saving

rates as a percent3.;e of disposable incone. This rate nad

declined fro.a an average of .'.3 percent froa 1971 tnroulh

1975 to an avera,;e of 5.2 ercent fron 1975 througn 1960

II[Ref. 1::p. 351. Fo t 1931 througn 1934, after tne Reagan

tax cuts; iad ooen i.!,pie:nenceJ, the average savin- rate of

pe:'sonal inco.:e increased to 5.37 percent [Ref. 13:p.

31]. On a yearly basis, this rate increased fron 5.0

percent in 1930 co 3.6 percent in 1961. This was foiiowed

by two con.ecuitive yearly declirnes in the savin' , rate to

5.8 perc!n,. to 1J2 and .0 :)ercent in 1933. In 1984 tn

saving race increae-i Lo 0.1 percent.
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4. :ncnive nas~t

Tc,.e Rea,,an pian propos d an incentive to incraac7e

inveotr,,ent in -)roduc-tiun and job creation via faster Jepr-

ciatlion sciolsof new factoriesc and production equfp;.ienz

3ef. Appenaix A].'h: incentive was ::a,-p2.er.iented in 1 931

as the Alccelerataed Cost Recovery Systeimi. In :-enerai,

increases in tne Ievei of .nvejrment did not occur as

expected. Fi.7ure 4 silows -;ross private doi.;stic invesrt;,,ent

declined fro.fi .1lid 1931 to the olnd of 1932. The decreases

in investment coincided with the 1931-1932 recession.

Aithou;h, tne Acceicrotd Cost Recovery System provided

reaiL incentive fo uInesses to increase investment,

ozn~r econo.,,ic factors ve:;ioora, riiy neo-atc'd the incentives

* of trie syste:n.

5. Tne Laffe-r Curve,

.Li'rea. Presiicont. Cariter oelieve-4 a baianced

".ud;et was ocii Dlarlytnrou;n fi -c3l :restzrain;,,

a aa~ .a an szec ;L)i y- 3iO e cor0211c3 to exin ho 10 4 L1

za2t ,iould oe oalancei even witini rs proposeJ- tax cai.

fncore, icaiiy, tne r'Epid expansion of trie econo:3y, iniltiatcd

by the tax cut, oldiir.a,:ely Lncrease tax receip!>tso

increasin.: tnie tax oaoe. This was 313o .art of R"eagan'S

objective of ,etin T, oi ;, ;overnnmenL off the oacxs of zne

5. 30
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A si,;ni.ficant questio 1 .-itn respect to tax reve2nue is

;ihetner tax rates w~ere too hi7h. The Laffer Crve

FireIiu3t;rates a theoretical relations.h-ip bet,,iaen

tax rates and total Lax revenue. Tne curve oehaves in a

manner suca that there ls an optimlum tax rate at wnicn tax

revenues will oe iaximizeJ. ;3eyond tL'his point, 3S tac tax

raze increases, t-otal tax revenue decreases. Thiis area is

called t.he prohibitive re-ion and ililustrates tne limitation

of taxation as an ultiate fiscal tool. Iiistoricali-y,

there is no strong, evidence to 6ucggest that the United

States tax structure aas ever been in the prohibitive

reaior, on ai *iacro level. Althou,;h tax cuts nave never been

self-financing, witnin tine first year, the Kennedy tax cuts

revea.;ea tnat certain r-efi ons of a tax c*ut c-an be

,a'f-financ~n:,

T *i e Ker,-nedy 'fax CutL

T.-e .3eag.an Lax cut of 1)931 -was emr(ai 34nilar

to thie .:ennedy tax cuts of 1,)02 and 1)54. 3or-.n pian3

reduced tn-e personal incom,'e and corporate tax rates and

ceec :'itcj zadJ as oein.; fliscally ,riesponsible. T n e

.1.3nnedy tax cut avera.,od a -iwan'-y percent reduction in

every personal income! tax arac;<et ar.J 'aas orlased in over

tinrce year period. 1-a' 4toa.y "he corporate tax rate

wasremcedfro. 5 pr--2n t to 4t7 percent Dof. 1:p. 11-1.
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T~x Ra~eS

0 Tax keV')1ue3

7..z re 71.'he .3knpje Laffer Cur,,e.
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Foiiowing toe enac.ment of toe .,ennedy tax cut,

one econoniy experienced a ,reater than nor-ial expans--on

of real economic activity. A comparison of econo:Aic activity

before 1961 and after enact:nent of the tax cut, 1966,

indicates that unemploy%;ent declined from7 6.7 percent to

3.8 percent and capacity utilization, as measured by the

Federai Reserve Board, increased from 77.3 percent to 91.9

percent. Also, during this period, real GiNP grew at an

average annual rate of 5.9 percent [Ref. 14:p. 19]. it

snouid oe noted tnat; from 1965 on, Bartlett [Ref. 1:p. 1213

discounts tne sti:.iuiative effects of the Kennedy tax cues

due to excessive ;overnment spending and increases in the

quantity of money.

An examination of the tax revenue data from this

time period reveals som,.e interesting facts. As a result

of the tax cuts, total tax revenue declined suggesting

tax rates were in toe normaz range of tne Laffer Curve.

1o.ever, total tax revenue fromi individual.s earning more

than 100,000 dcilars actuailiy increased, Sugestin this

Qarticular region of the tax structure had been in one

prohibitive region on the Lffer Curve [Ref. 14:p. 20].

Although tne total revenue i:,pact of a tax cut iz

ne:,at4ve in one short-run, controversy exists as to

whether a tax cut is seif-financin,; in the Icn.;-run.

Several studies indicate tnat the *.ennedy tax cuts were
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indeed seif-f inanc in.,, 33 ev JanceJ jy tzi resti-.ony of

d!after Heleler oefore tne Joint Econo:.;ic oriitein

1977: "Did it pay for it3e.Lf in increased revenues? 1

Lnin< -,e ,vidence is very -Aron,; tnarL it jdJ .11

C. :.Iofer,3ry P)ilcy

Tne 7eliarai Reszer~v lndependen Ly ini-e, oneuary

,?oiicy in tne Unitad Sa~as. Tne FeJ nor:.'3.L.y '&e;Lo6 e

Loijicy in3Lu:,ent3 tIc Jjjut tne 3upply of .:oney; open-:!,arket

aperatian3, tne JiScount window, anQ tne reserve ratio

* i.lef. 4:P. 274j. Ls-cn 'sauicy Inst-ruient adjuzts rne 3upply

of money L~rcs ;-n I iff-erent -,isrxat :echianismns Und ulti:i.ar'ely

affecL inte*resc rat23. As defined by equations 9 and 11,

:~in~ere.-'t rates l3va -ii inver:3e and direct reiationni

* ;J ae ioney s-uppiLy. in a-J itLion, within _'Ce context cf

;.-v .acroccono, ic ;dionly 3 i~ interest rate is

_ssu"cj t exis-t.

1. lioneary Poii and inTe-rezt Rates

,,o.Licy :na neet racets are iinJfic~r

-,-In re420; to econonic _,rowt , oecaise triey affec ; -tie

'eve±i of invest-ient. T:ii5 rain-;:onsnip is rsa :rescntel 3y

* equation ~.An overl-y re striccive .jnetary policy wl

aroduca..2r >ecv-2_3 of inv,'st..ient, as a r ~ a i~

3ran? f--.n; asryIi.. ae ere forecnasted' Ln



the Rea,7an plan to 'decline from 11.1 percent in 1931 7to 7.0

percent in 1964. Actual rates for 19,31 tiirou:;hi 196 4 wcre

* 14.1, 10.7, 6.6, and 9.6 percont [Ref. Appendix 31]. Durin;

tnat i:; period, the actual int~erest rate avera~fid rm^ore

.nan 2 oercent hi.;nher trnan those forecastea.

2. Interest Rates ana lnve:stient-

According, to t'Le Reagan doctrine of 1931, financiai

.ia~~eu -ouid rally asnd an imm: ediate plunge in interest rates

*aouls initiate thie recovery cycle [Ref. 7:p. 25]. In

particular, capital invest~mernt was expected to be a major

fac or contr-ibutin.g to the recovery due to thie imcle:nentation

-f:e Acee-ed Cot ecovery System.

TfL-e plung-e in Jnterestr rates dii not occur in

1j3I as expecteu. L n fact , lon,;-ter;. interest rates rose

fro". 9).0 uercenz in 1'979 to an averag-e of 14.7 percent in

ne Irtrf f12[ef(:.157] A sigrnificant

Jeci in in inree.; rates did, not occur ntil te d eas aj

it, restr~c:.ive ,.onetary policy in 1932. Continua, , :ni;;'

real rates of interest iiscoura, ed invest:2enL 1tmir Cjri (131

a nd 3..o 3ad 13. ar-3satracive to for. i A v nmnt

*T-is res3ulted in thi-e increase in value of X.i- U.S. joiiar

relative to otnc.r curr-encies and increased the uni avorabiLe

affects u-con investm,,ent of' tne seei~ and ot:i2r industrieS

K aea - xpi!riencin, stron ; coruc-etit-ion f'ro,-, inte:rnationoi



Jnr, reas ,n t:.e ;,eal-an :auc3ine2s tax i'. ali 2i to

5tmi~invest.;,ent, was2 tne f:'v,2-percen, increase .n

~on ~- .. *LnereL;L rat-as Tn ii increase eflfecrive.yreai

L;ie incerm, vasz of tn:e Acce1.> razcd Cost 'ecovery sy,3ta.:i.

:iiz in;;oduct ion of AC.RS )rovide,) an aiditionai nine :)ilioin

.4 2cLiar3 L3 crpora ions in IFY 1932 and ;4ouldi nave produced

..i o re in ;e fo. 0 ow4I% ya2ars: 17 oiLlion in 1933 ad2

biIon in 19,34. Evans [Ref. 7:. 153 1 esti.-ates that 1Etse

five jr-cn:.e point- increase in the ion~r-teri,, interest

rizte was :'C5s)onsi101 for Jecreasin~r irnvesL;,,ent by 25.5

a)ii i on lilars. 2i esti:,-at:2 is supported by the fact,

trnat 'ixaj busines inv'2tnant declined 17 'billion dollars

i ro.A .i :i~~na~r of the 'Lax cut tnirouj, ea3rly 1933

[.ef. 7:,). 1371].

3. ?Dr-~rvPLicy and lUnemai'jyen;L

*;ecanoiJists wiii a re;Lat a consequence of

a r z r I :ve o.on ra r y 3 cIicy is .3 3ni ;n2r r t c o f uan -

0~~~ itr z:-, e un e -, po y:: e n t r-a G 3; L. 7 zor c e nt I'n

1 h , .e rsectza o f a r es tr i c lv e :.ionetr-ry po c y . _ :2

t 2 ::ju I tc a -y senslziva. Ti e Cat-ta : r a J,- in 13t r aT,1o n

3aj viewdej une::,p'Ljy:.,-,en; as a to; a ccnol ic prior i~ ani

aa sen very ress')ons ive in i..ipie:.;ent in;rorast eo

t) rcc2*), .,ia; a re;tLric~iva .,-onetary -policy .oi

increc-Ze une.npioyment oy ranr.ainin; that i rar)iJ expans.3ion

d
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if ;ne 2c~no:::7 ~*Ui ccur :and aol-oro any aaver_-e effecz 3.

~n 1)a1 instead o an ec onoj!^,-;c bcn .3 r ac e Z icn 0 cc -1r res

aa un oy'en racncd T. perccnr, in 1932 :ef. 3:.35]

o. Gve rn- e n: Sp aai n;

fL,2 : E. a a D _ an .. ;3 s c o ec i a.iiy cr iic a I o f one "1u ncon -

ro_.L2J ro-.tii" of overj.:;Ienr_ se ni in4 f A:uPendix A].

Ecne plan attribut2J tcie nu _zus-zined rate of inflation

io an ove rly 3xpaans lye fis ca. jol icy and eStaoi isiaed

reiuctions, in :ne ;row~s ii of -overn:,-ent spendin,; 3s 3

c en"IL 3ai~ I 3c~~Level of federal outlays fromn

1931 :rrun1934 su;Por: ;n:e Succes3 of tne ndministrat-ion

ir ajcniev in; :,l ;o a. In 1930, ,;,overnmnent spend in.;

increased oy -.ior, :san 17 percent fro.n;1e previJous year

Kf.13::-. 1i-41. Ft'iure~ 0 ilutrateos tesuccessive

y aciy declines jnte.r.t aeof fera- spendin.

jar4n, ?res3ident ~o~nsfrttn in Jfic.

Tre rcosd nift in foc-dera .L ZDendin; to .Icn' defense,

ans .qay fro..i pceti ro-,r-3rns was just:: iC,5 Os 1 3 re-

assmnen of audi. or, pr~orir~es --o ra fect -Thi true

:esaonsiiy of r.:c~ ercl nd 3tate ,over:,-,rents > f

V ~~Appendix A]. A.'Lt Li ju,,n -Jet n se s5pe-and J n ' increaseso .3ua-

atan:3i 4 y * sa ctuaJ. .... eel Of orccDosed o.eoooaU

Cus 13 ~55tr,,2f pir-nned. I , evise-ncel Lcy ttr.e

* ra: n:: f-2derao-.. :.enJi_,n, a 2rcant of J was3 noL

I. edued s'o~ou<inscj in p aser.
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1. T'e Fuli.-.ll2_oynet 3ud-ITer Conceot

A major policy conclus ion of Kyeineconomic.3

i_ that expansive fiscai poiicy-in tne forma of either

additional ,overni:.ent 7pending or a tax cut-is tne ap0ro-

ur iate respon.3e to conditions of c-iaL-., derijand and uner-lpwuy-

,.ent I Ref. 6:,-). 37 Ti3i repreSented in the r;ac:-oeco-

noi.ic i,-odei by equu, ions 5 a nd 3. The Reag;an pi an proposed

Lhat. tne tax cuts would offseat tne negative Ua,.,pact on

unemoioyment re.;ultin; from a reduction in i-overnment

Spendin; via acceicrated economic :growtn,, [Ref. Appendix

Al Thn actuaiiy, g-Tovernment spending continued to

ncrese t adeceasng -e while the proposed tax cuts

were i;eene. The plan had forecaste-d yearly declines

in the unempioy~ient rate from 7.3 percent in 1931 to 6.4

percer-1t in 193 4 [Ref. Appermdix 3]. Actual unemployment

rates for 1961 tnrou,;n 1934 avera,,ed 7.5, 9.D, 9.5, and

'7.4 percent; respectively. A .ennin,;fui analysis of the

affect of tnve Reagan tax cuts upon the unemploymnent rate

is not feasible diue to the stron:; 'inf'luence of tike 1)9311-132

rance sS ion.

2. 'Gvernmnent Ssendin and GNP 2ro~

"IF grrowttm ..ay be rea-zured In a va-iety of .ays.

Tniz paper wiLA.1 use yearl-y parcent a:e chan'e :.iea sured in

1972 doilarS. Tis adjusted fi.1ure prov--de3 a m-easure of"

tie ,,rowtn of real output torou,,;h ti.,ie and is pierhaps tne



.sin-ie, best :reasure of econom:ic -er: or7,3nce. Tno '.on-~

rang-e econo.m.ic foreca.3ts of JP ,ro,,th in tina fejeral

oudgets frmp 1931 tnrou-gn 193L4 r:n.;e from 3.7 to 5.6 percent

witin a miean value of 11.2 percent. Thcz&d forecasts indicate

the opti:.iis~ic attkitude tnaL ti-.e adm-::inis3tration wouij

proi.mote econom.ic drosperitLy in the long_-run.

The Reagan plian souiiht to reduce lovern :ent 3-end-

i n; primariiy for two reasons. First, reduced spendingY

qould i __-educe deficts . Second , reluced S pend ing7 would'

reduce tine ever-iar; sare of ecornomic resources beinr

consum.ed by the governmient [32f. Appen 'ix A]. Tine plan

further oe.lieveJ tinat Tovern:.-ent Soeni ing, n r eacined a

level where private spendingT was 3ein;y displaced tinus

introduc in; mineffciencies into tie e-oii,_.,2y. Thnis result

13 comm..oniy .:nown Las t~Ccrowdin, out efl'ec," [1ef. 6:p.

351. Jihresc3ect to real *J;'P -rowtn, t.ine agnpo1licy

of rcaucin ; .;cvcrn;:ent expenditure? to st;.3at r,_Jconormic

irowTn cannot De evaluated since _;overn:.:ent zpenjirv; w.as

not '2uci o tine extent proposed. in a.Liition, rez-earcn

dis-cove2red no ;nethod or evidJence to eithi2r ve .rify or

reject thiis precep..

~.Deficits

De ficitL reduc tion wsa n i -h ;cr ior ity i n tine .1 a an

econom.ic recovery plan. it even forecasted decreasin;T

def ic its f rom 54.5 bill ion dollars in 193 1 to a b-id.-et
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surplus of 0. 5 oilliion doasin 1 )04 [2e'-f. Apparndix A].

Actual oud yet def icits from3 10,31 t-:,rou ;h I )J4 totlaledA

aii-,o~t 000 billion dollars rRef. 1,:p. 9.50]. Thny Ionald

Re3aan, one of rni most conservative presidents in recenit

nistory, would allow such Ilar-e deficits5 to oxist isan

enig;.na Althou,!L- :itny f'actors contributed to the record

deficits, comnment on tne -u~tsystemn w-ill provide

meaningful backgrroujnd.

1. The F'unradoentai P!-c;le:ii

Th-e funda-.;ental proble.i of persistant deficits is

rooted in the pro-spendlni, bias of le .iitive politics

['ef. 17: p. 3651]. 7Thi.s bias per::e3tes tiie oud -et process

in severai ways. lr, arsof Con,,;ro ss are Ei-otivated

by t;*io Ztron,. desires: to secure reelec hion by servin.;.

their constituents and to develop a perzonal Qower oase

in Con-,ress3. As i result, emrsoften propose additional

exs enditures to banefiL hi con6Litui.ents- and fori1

001 iticosi oij..Lance3 ~i: oth:er . b.2ar.3 to ans:ure thieir

propo.sai3 3re passo2d. Second, expertiza on Jua;C tary

.-iat~er3 is v stQed within oud,-,t co.,nr-,ittees and 5uocoit-:ii;;ees.

Consequently, tne JurL;isdict-io-n of these c.;~tes:

seldom-- challengled. Fi o verni:, effect , an inzre::enrta*

oud ;et sys3te:m .2iat continuah-.y adds ne!w pro :-rx:s and

seidJon abolisnes eitn;0or.s
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2. The iRea~an Def ic it Le ;acy

Although Cne United Stata- s cias not ca'rried 3 oui,;et
surplus since 1969, the lea-a -eii leac isifno

Once considaredi prixiarily a political probieir., nu-e bud get

defi-cits are now recognizeud as a real econoi-ic pronlea

(1Ref. 17:P. 43].

in 1931 t*he feaeral deficit was 78 billion dollars.

This aimount ..a3 riot si,:nifican-tly greater Linan oo;,'e of tne

aeficits experienced during; '.ie last nalf of tne 1970s.

In 1933 tnie deficit increaszed to over 200 bili'on dollars.

This large increase in the jeficit can be attributed

pri..aariy to two factors. First, the proposed domestic

spendin; cuts .ware not achieved and thus th-e increase in

the defense budget represented a real in~crease in govern.ment

spending. Second, the 1931-1962 recession caused the

Riea7gan administration to overestimacta tax ;:eceipts and

undere6ti:maLte do.m-estic spe.1iin, and -ti deficit-. 1,-ereas

federal spendin.; increased by adproxim ately 130 aillion

Jollars fro.i 2jito133 eral revenue increased by

only 1 .2 oillion dollars and rcotal Lax recei,;ts decreas.ed,

by 21 billion dollars Htef. Ap !Idi X] . n 1 334, tne

6.8 percent GNP Srowltn rate appars to -lave _'x,.anded tne

tax base since personal anJ corporate tax :-2ceipts increased

by 27 ai'Llion dollars Klief. AD.) ;ndix 31]. .'evert:nei-s3,

tnei 19 34 d e f iit to t ales o vr 1 3 r ~i 1 ar. "0A 6 r3s6.

4j
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As pre v Ious' y est-a b'izn-d aj~jitijora. --aver n-i en L

expenditures willi norniaiiLy increase ?~?and lecrease3

une.-.p oyment. Tie iarje budeJ, at A-4efici3 -xperi enced

dur in; president ,03 anl's flrsr tr: in 3ff ice queszion

Thie ValiditY of nis zJ0I-s )li e F Pu r te rio r e

deficits of -;.-ese -,,aniujs iave undler..ineai -,'e creiioilitY

of s upp y-side Dol iciez .qit.,i respect to j:UP ;rowtn and

u n e .,iplo y.i en t.

3. Tne -cono.;,ic 3i 'nificance of Lar~e Defic ' 1.

T'ne unprecedentes4 200 billion dolLlr a ye-ar Jeficit

cve_3, race ui;;n ~aa a-Miniitration pr.o:,-pteJ

quest ions re,,ard in:; :Ineir :..atupon the econo.;y. 6 r a.i i

[ 1ef . 1-(: p. 43] propos-eZ a cory inc in - ro-a7zon w.hy Jef ic its

snould be feared:

Deficits represencu ,ove-n.,ient diss5av~n;, and unle.s
offset by increases in priva cc savinS or capital Ji aports
from abroad, deficitz ' -,y -a lower proPorzion of output
devotedJ to capital for-iatf'or. Tni s-ituation iip_*Le;
reduced ion;--er,,; crwniL~ upply of capital , and
nence in future output and cons.3j.-ption _avei-J.

Contr-oversy exists as 1.o wiethier deficits 3~a~

represent a trade off between prese- nt ind future cons,_;:;ption.

If deficits are offset . dy i .ncreased persona,~ savin; Or

capita] imiports, tnen trne econo::2ic ip c~oso a

deficits are not so omiinous .



l.v. 00:1CLUSiO-I1S

in 1931 Presiden, IRea,;an stated that ay 1965 douzoie dilit

infiaLion would be cut -In naif, tcie A.,ierican econo-iy would

produce 13 ,14i1iion new jo;3, and G1NP woaid ,row at an

annuai rate of 4 to 5 Percent. ~n 1936, infl ation is lesS

tnan 14 oercen t, the econo.-,-y emipoys; 9 riiion m~ore people,

and GN1P is 2stinmate-d to oe .;rowin.; at an annual~ rate of 3.2

oercerit [Ref. 18:p. 111. Furt!h'er:iore, the f~our <cey elements

of ti-e Reaan plan were i.m.ple.mented. The T row.-th rate of

federai expenditures declined, taxes were reduced, so..-e

industries were -Jer2 uled and tiie FedJerail eserve 3oard

nas i;iaintained a stri ct .;onetary pol-icy. Despite t.'he

appar.ent success of ;i-'.eaaan plan, this3 paper concludes

th at the supply-siie poiicies of the Rea-.an adm inistration

.qere not. adequa!tely .esced oy tne fiscal experienca FY-61

;hrou ,ri FY-d6l. Thlis conclusion is )ased upon tne ana~ysis

tna; ttie 2;rv:insin tne economy ,iar2 not ac~iieved

r;hrou,,n tne supply-side iarlket i;echanisci.3 LDOstuiata J y

tne Reagan administrantion.

Evaluation of tesuccess or fail.;ure of Presient

Reagan in promotin ; an econci.;.c recovery is iifficult due

.o the extent of presidenciai contro ovr1t.fsa n

monetary policy. President R a,;anr s contUrol over fiscal

poicy is soiriewriat iim~itad. Tis re-sult6 from- tne fact
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tnhat over iialf of tnLe foc;eral ou et -.-, unconrroi~a%) ijc

* t~ro -entitlement D o-ra;s zn6i otlior expanjilture c~.o-c

deemed x-iandat-cry. -Final iCavei3 of faederai e;,.enu--Aure.:

are det-er:-ciind rnrougfh pol ic ::ol inzern2c ion be-tween Con gr-a3.

and the Executive Office. 'J 4-h reZssect to *..-onetary poiicy,

L iie 'd e ral esees e 3ore aui:-:±n 1 3tr po. icy indap e n de nt

of th-e Executive Office.

* in actuaitzy, .,ie Presidant o se ve;,-y itt-

a'osolute oower witci 1,'esueC- ro ;nc cud ;et orocess and

tiierefore ;iust au;;,-en;, is Dower tnro-uh poiiticai inflence.

President; fea .;an hnas oeen oxtremeiy inlfiuential as evidenced

by the successfui i,,,ier-;;er.tation of thle elemenits of is

econo.-iic ar~aicnd- the increas3es in defense spendin.;.

Although tne failure to acrnieve thne desired do,,^estic

uu !e cuts contributed to record .'eficl:i, President

Rea-ran has suicceeded in stonew.al.Lin, m nost of thie pres.sure

for- tax lrcreases.

Tne anti-infiltion objective of .-he ilea-,an aduini.-trailon

isZ one of the Lan.- ible successes of t-le i Arii 12

infiat ion raT- e ccl ed a: a .u,,cn :iore rapid rote t. I

anticipated and has r3alne at )- below '4 ),crcent zlirou ,

195and into. 1936. '1a 4 nt",a in in .su c l a au1C y is so:; ew .nat

po.it icalliy unuopuu ar s ince tane re.3u.,ts- are ofter i~anr se

i n hi.;h'er rates of uneiapioymnent and slower econo.iic

;rowth. Tne succ -s of trie I~e _,,n aidraini.3rcation in

*~ '6
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reducin-E inflation underscores tlie i.. corts nce of tne

f ede r 31 go ve r nnie nt i n i.a n a in,; t n e e c ono i y a t a i. acr o

e v a.I iowever, exo-enous factors contriouted to the

apparent :Euccess of tne ?,ea:,ari )ILan in reJ-jcJn, L ±t;on.

Tne severity of ;.ne 1931-19)32 re as3ion and- deciinin,;-

worl ocii orices aided tir.e di--inf'otionary trend.

'fie .-uccess of ;rne :3ea~yn admini-st~rtion in reducin.-.

federal expenditure is :nargiJnal. Althou~h tne ad ministration

did acnieve tne ojective of reducin-T the -growth rate of

:govern.m1ent s5pendin.g, total outiays, as a percent of GNP,

ave.-a-ed alimost triree percent niq'her thnan those proposed

i-n 1931 . This t-ree oercent difference rmay be attriouted

to two even---. [irst, tne 1961-1982 receassion slowed GIP

*owt-h. Secondly, projised domnestic bud ;et cuts wer,

not acnievei and r.u3 represent a failure of fiscal

jiscipiine. Cons-equernt~y, the precept tnat reduced

;ove:'nment expendJiture as a percenta,-e of GU7 P qjuid

contriouze to Jisinfilatiori was not 3ufficicent-y tested Dy

tne fiscal. experience.

Attainment of the ooiectives )f tne Rea,-an plon ro

increase the incen: _vas to worx , save , and ilnvest. was not

evident from the analysis of toe daita. lncreas3ed incentives3

were expected to result fro.,, a reduction in pers3onal

income tax rates and introduction of the Accelerated Co.Lt

Recivery System. Personal tax rate reducti-Dns ajI'iiately

4~ 7
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totaled 23 percent and were intended to incrae 33avln,;

and wor-k effort by increasin-7 dipoable lnco:ie. T ne

.3avin,,; rat~e did snwa :nodest increase of .67 percent

from 1931 to 1934. Even 3t 5-.V percent , -.,ie rate waZ

far, below tne 7.3 percent rate of t~rie eariy 19710 .3 an d

-de-nons,.rated conslierabie fuctuati on coinc id in- wi th the

1931-19,32 recession. The labor force oar'ticipation rat:e

al-so shiowed a modest increaSe of 0.6 percent from-. 1931 to

* 193'4 out cannot be credited to tne Rea:;an plan. The

total labor force participation rate haS de:monstrated a

steady and Incrcasinj trend since 1956. In fact, from

1931 throuin 1934, t.he r.aie iaoor force participation

rate declined sll,,'nhtLy -while the female rate contiLnue2d to

increase. Tne overali increase in trie total labor force

Part ic ipation is due to the increased enr ;y of fe.-iale

w4orkers into 7ne labor inarket.

Trle increa.-7e in investiment resultin,;, fro.., the Accelerated,

Cost, Recovery Syztem failed to ;aterialize. rz :vt

doesicinvestment declined from i.; 1931 to the end Of

*1),32. Also, fixed businesa3 inve3stm,-ent Jeclined 17 );L-,ion

dollars from-i itipl o:,.enratlion of the .system,; tmriou ;n~r

1933. It should b-a notedi that thie ievei.3 of ;avin7 anA

inve.3tment a-e oa3rtic-uariiy 3en.3_ ive t!o 2conc.-. .c f-'uc-

tuations and t.rends;. T~vis, tiie V)31-1932 recesslion

undoubtedly nai a st--ronm; influence on these iavei3 and

43



consequently under.-,iined tne ant..cipa: ej offeczs of Pr,:?zi.'ent

Real-an's s7uppiy-.3ide policie.s.

The restrictive ;moneary pol icies of ;:,e F eiera-, %1-erv,

Bo ard , -;enera-iy supporlted by the Iea:,ari d nitJ:,

appear to have been ove,,iy rest.rictive cop -'e oth

opt i.,iai :po-licy of -money and credirt ;rowon con2 trent wt

nonin .ionary expanzion. :trs ue eecn~n~

n i-ner than thos~e oropo.-ej in tn-e i %e3-an -.- an of 1 9j1.

Thiz; directl--y contr,,outed to -so,,iewhat, lower icve. s of

invezt~ment and Siower economric ;rowth,-r. As 'jrev iousiy

noted, i,.onetairy p~oiicy 1s autono.:iou,;iy c:i.iin.J.ter-ed by the

Federal .Rescrve 3oard. Thlerefore, evaluation of various

eiLe:;,ents,- of tcne Rea.,an r-ecovery plan .,iust ta.te into conZi-

deration the existence of an ind ependen;: and possioly

cont.,adictory -.lone,.a-y policy. Fu.-them o,:re, zn e po.licies

oif trie Federa-l IaeI-v e 3cari nave consid:2 -I--e i-nfluence

in international i-narlcets winica tniz- pacer ;1. not ad.iressel.

Finally, the lea.-,an def icit Le-,acy n3d *unde2.iJ-n.od ztne

credibi'lity of supp.y-.si'Je econo:,;c policioL5. it-s m Ie

cecov,:ry f,-o:i tae 1981-1932 cecesiion a reutof ~upl-e

policies or of an excezsive f,.5caj.i:uu -w~neft

deficits totalin;, 630 oii ;ion jo llar.3 fo 1901 mr o j

1 934? These aleficits were .4eL in exccr.- o' tno.,e nor:.inliy

.ncurrei daurin; period3 of recess3ion.
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The r'ecovery ftr,:. the 1 q)J1-1'9,32 rOce C22 Ln -..33 vory

2tron. Tne sta ;fi3;i-onary t. end of ;~c1910.3 n-ld 3ce n

bo:,en. lnfl-ntion re:.ained oe-.ow 4l pcrcent, N~~i P

row 4L., reac hed 6. a' petcent, in 19 34! lawever,, thne i r ov 3ae n i

in the econom~y was nor- achClieved accor"1in,-; to -. ie1C ,.

p-Lan. Thius, this3 paper cannot conciude that th-,e Z.UpO~-§.±die

policie. ere adequately te3 ed by thne fi~ca.L ex!aeraecnce.

TLri' conclusion i7,,piies notirKln rca'Jnhe vail;Ji- y of

-~ Jeconorilc poi,.cie3; on-y tnat they T;iere not

adequae.Ly testedJ witflifl zhe s3cone of ti-ils paper.



* APPEN:,D-X A

*PROGRA:1 FOR ECON]Oi:ULC RECOVERY

.4hite House Report (Edite~

February 13, 1981

.. APROGRA>.T FOR ECOi1ME I~CVR

Today ::~c ad.miniStration i.; proposinT a nationai recovary

plan to reverse tile debi.Litarir. comoination of sustainedi

infiation and economnic distress wrnicii continue!s to face thae

American econonmy. ',-,ere we to :itay ,.ith existing ooiicies,

-:~e reui woula be readily predictaoie: a ii-gvrmnt

presence in ;iie eccrno..y, more infiation, s-ta;gnating, produc-

tivlcy, and higTher uneimployment. Indeed, thiere is reason

,0 fear- tniat, if w.-e remain on this course, , our economy :,.ay

suf fer even more calamnitous-ly.

T ne o e n e fit to tnhe a ve ra,-,e Ae rican . b e sr,in

Lfa tion., wnic n is now at J oua.e j 1 z .,ates Z, W i I OC' Ct

-nraf :)y 1 936. Ti-e American econa..y ~i~produce --n-,e~

.ni Ion n -w iobs o y 1 6D', n e a rly t ir ze i . i J ~on i,,o r -a I In

if m Le stat3u.S quo in governr--enza poi icy were r,, prevaii.

Ine econcomy It.3elf 6nou.Ld )rea.< out of it-',.L rs~:

Pattern to a m-uen ,:.ore roou.:t, .;rowJtni t -o of four'

five pec-nt a year. TnEise cos-itive re.su --3 Di e
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a cc orvl)-isned sim,,ui ta eou : iy 4 "ti~ reduc in-, L,.x urdor:,

_n r a, i , pr iv3a .e -- avi , an', :,:lz - T -2l --v~ I n .~ anJJJ

o)f tr-c A..i... joan fa.i .ieo.

D-i ~n conz-)isL,3 of' four !) rts:

I.1) a SUostantial reduc--ion in tn,2 ;ro-.th of f,?er~

5'* 2)a i5 nificarit roduczion in felor3j. -ax ritos

*3) ,'ru.-enL reliif of fedeca. r'C Jiia ory uu:odenn

14)a onetr-y r,,i icy on ; ne parr of ;:ie I;ndoJpnjno
F~ederal Reserve Systemi wiiian 1- consis.3rent wittn
those po ic ies .

These fou r comnpi e .en Lary poi cie3 f or. a n :nLe ra 1ed and

co.nprOnensive pro.;ran.

T ne le ad i n:; ed -ec of our pro,:ra.i is the cprhf5Ive

rdcinin trio rapid ;irowtii of f ed2r a. .7p anJ in;. Our

Dud' ez reztra- nt i,3 .2ore trian oontco~nsin t.ne

e-i;t~iia;Gs of Fadprai expend- ituro .

Tne 3econ.4 eiient of tnrio po'.,wilic2 I., cquy

*.P:- nt and ur:-,ent, is the 'eu ,o in for'. ouiu.

inco.-ie t.r a,;es Loy ten pe:rcenl a yeosrf' or ;r,' ear In

C' i o . Ooi y r e 1 ate- t o 1 1 i i n nircen 1v -oD

;nvesL:,ment in producti on anj joi creat ion via fse

w*rite-offs of new factorieos and Lurodjc'.ion e qu p e n r.

Thec tn Ir d . e y eie~n e n r o f o ur: e c o n ic pan 3o n pro,, -

5' :3 a n a-i ti au s re f o r . of r e ;u i o n ti 3swji i d -Ic z ir. e

o v e rn:;;e n ti:ii p o.sed o a rr ier3 t o in v e-; n, p'Jouct ,on, :ind

e a4' . o y. ie n r.



Thie fo ur th ape c; o f Tis co. e ie n i ve o nu:1c D r 3r::'

i~s a -:,onetary poi. cy to :)roviJ~ee financ~a. onv lron.lien;

cns >;tcnr, w ithl 6 st,-a y retu rn t.o .3u.sta.*ned :: at ni

price a; oie;y 4ho C rre'i -e &nJ srteady ;rowtn~r

tione.Oiy .up o.Ly a" .ire::oes va ,s "nan often cxpe'icencco

inl r:O pa35t.z wiii 00 a v--:35- 23 o,-utionri trie riEV.e&

of rne ac.no.si -c ;c I ocr-bed in ;i oo;

Ii. T'i 7 T..':: LD ,0 L 16 0 2 'A --,,;H :I~F L AT 0': AD STAGIAI.'1' G.o1T.'H

Tine p31ic c3 tnls Ad:in srtion i6 putrin; forward

for ur-,enz, con saaoration Loy trCon.~ress are ba;e d on tne

fact thiat n nation now face3 its ;:.ost 3erious set of

ecrotcpr-obl?:.,; since the 19303. Infiarion has ,;ro,.wn

i onone to o)ne and a haif percent a year in the eirly

1'03~ to about- thirt- een pe rcent in the :ass;r two year;^-I

no; i nce lJorl icih have nerad ",,.'o y,2ars of bac' -to-

ose.:,A Cao-ii infton cL he sa:-,e t.-n e , t n e r atec

of 5cono:o12 .;rotan as oeen soi.; nd tl'ie urse:-.'ioy:ijent

r 3 a c pin U W dro Pr o j u c vt. yO~h 3 tOt'I .0 3t

1 rfl n.,i esf' of our .2~iys mrv u

standa3rdj o f i iv n; nhat s oe en si n In .3 >a ily fo'Lr ,. coi'o

* mnan a decade. i; tews rr years', oar! plroduc I'vi sy

*actuaiiy feil.

T.1 e .,o.3 z i,,,ortant *cat-i-e of our eccno ,Ic aos. o

osen nri cov rnwn ss7 * eder,3.L Iovern:-en;, tra;

tax ,senjin.;, ru auor y a nA *o n ear y -3 _ .1i i



.acraficed lon,;-terni rowz~n 3nd pr-ic2 stcsai-;iry for

e p hem.e r al, s io r -t;2 I o a--1. in oar~icuiar, excezsive

;overn!:.enL 3c endin.; and over-iy acco.-, ,oda -Jve .,one!tacy

PC.icfes nafva com',i.ned to *Ive u3 -a ciimate of con--nuin;

i n fIa z ior. n. Thla t in f Ia Lio n Jitsje If n as h ese d .3ap ou r

aropects for .;rcarch.

T'he feder-al Tovern,.nen-; nac, r1ea~ly contrriburceJ Uo tne

per-sisc-ence of ni-n inflation. Overily s-,i~inuiative fis-ca]l

and :m.onetacy policies, on aver-a..,e, have financed excessive

spendin;g 3nd thus pusned prices uuwar-a. Since -over-nment

acco.7mnoda-cion i6 .,ieJey exoected to continue, inflatio3n nas3

occome emi-oedded in crie econoMIy. Produccivity, popularly

r~casured as out~ut-per-;or",er-nour, is- an indicator of th-e

efficiency of the ccono,-ay and, conzequenitlly, of our noiiLity

to .aintain tile rate of iiLmsrovernent in our srandard of

iv in-g:. Over - ne past fi fter: years3, tiie rare of pr-o--u2

tv---y iiorovement has, slow;ed and now vi,, ,u.a.L±y ac

Sovearn.xient pol icies have been a .:ajo:- contribur.or t

zlic ;-ow down, out t-ney can oe an even :iior-e i'.ipor!can;.

-o;'oa or Lo ztoe cureC.. 'ie do;tit of i-o;uiat ion and

the discour-a ,e-ent znar. resu -.3 fror,,. ni,-c Za ia ax

ourdens are .ey facocors-, uut, inflation iz...z ao p)-ay3

an ~ ~ T tp tnt ole. Reducedi capitol for-. iati j s te :2

* important and vis;ible but not theo only c,-annel by w~c

thi3 occursz.
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The role of thne tax syste.n in reducin.-; our tpa.3t ;rowtn

and' it3 ootentiai for imoro yin.;; Lne prosceczts fat, future

-rowta' deserves special attention. 3y re'Jucirig tne

incentives for inves ,- iant and inncvation, )jtn .y indivi-

dual and by ousiriessc5, t.he tax systeam has oeen a .,ey

cause of our stagnation. AestorinT; the proper incentive3

wil -.ia <e a contrioution Lo the, longr-run vitality of our

e cono.:.Iy.

The progrressivity of t.he personal incomne tax system

ievies rizin; Lax rates on additions Lo income that

.;ereO.y keep pace wijth inflation. loaseholds tnerefore

i t-i t~iat, -even if ;irrosincomes rise .-ith inflation,

r~erafter-tax, real inco:me declines. Somre iiouseholds

resoonJ --o these nighYler marginal tax our lens by reducin,

tneir work effort. 1"Brack<et creep" also encoura-es

taxpaycers to Zel< out, tax s e.Lters; sources of inco~.e

tnaL, offer nirfier after-tax returns 'out no; necessarily

hi ;nr efore-cax returns tnan --.ore prodluctive sources,

aajn contrioutin; 'co econoMic inefficiency. in tie iast

tw..o kU !cade3, the con ress nas reduiced perzsonai inco;-e

,axes seven times. ']evertneless, averag;e effective

rtax rates are now about. ttnirty percent i nZer the3n tneir

Iiid-19-As low. Iar.,inal tax rates nave clir,,bed in tanderr

with average rates.



1hZ. SLO'.IIG Ti1 WO.7> OF GvR*!2 sg:ii

The uncontrolled Trowthi of -overn.7,ent ipendin.; nasz

been a prl-:natry cause of the sustained hghrates of infl~ition

--xperienced Dy the kAerican econo:m-y. Perh-aps of .r-ater

importance, t.,e continued and apparently inexorable .expansion

of ,overnmanL has contributed to the wijespread expectationz

of' oer.-istking and possioly niigher rates of infiation in tne

future.

Thlus, a centrai g-oal of the economic pro-gram is to

-zduce the rate at wihicn government spendinT increases.

in vie,.w of the seriousness of t'he inflationary pressure

facing us, thie proposed reductions in the federal oudg;et

for the coming fi:3cal year are toe largest ever proposed.

Tne spending reduction plan will shift. federal oudge2t

Priorities, 3o that federal resources are spent for pu[-ooses

ieat are, truly tne responsibility of tne national -govern.,ment.

Tnr- zoendin;, reductions will restrain federai invo_,ve'.,,an;

in areas tat are properly l'eft to state and l1ocal .ovarn-

.~nsor to the private sector.

* Carrying, out tiiis pro;ra:1 of oud,,et rest raint wl

also nalt and beg-in to reverse thle tendency of ,ovorn-',ent

to ta <e an ever-i±ar er snare of our econom;ic resources.

* F'ro..i a hli.;n of t.jen~y-tixee percent of tne I-ross national

product in fiscal 1931 , federal out.Lays are now sclieuuled

D 3



to decline to over t-..enty-one percent (2.2)in fiscal

1932 and to reach approxi:mitaliy nineteen perce~nt be.inin,-

in 1934.

IV. ~~U~3TAX 3'RDEL'IS

An inze.rai jar of Lne co.mprenensive econom.ic pro~ram

is a set of r:ax proposal5 to iim-prove th. e after tax, after

infatonrew.arus to worx<, savin.Ts, and investment.

Infi-!zion incvitaoly increases tcie burden of taxes on

indiv2.duals by puu-iin; ti into ni-her and hi2.ner mIarginal

rates. In businesses, iJnfla3 lon makes tne purchase of

new equip ,lenz; pro-ressiveiy more difficult by reducing

tc-:e amount of casn flow availaie for capital investL.ient.

The tax Lpac. a ge andirc34eZ Doth of tnese :sroblems3.

As taxa yei's :.ove into ni.,-her braczets, incentives Lo

o r., save, and invest are reduced, since eacn addition t

incoame yields5 less after-taxes than before. In the I-ate

19o0s and early 1970s, Americans saved between seven '-'o

nine percent of persona-, disposable income, in 1,979, and

19), the savin~r; rate was between five to six percent. Tile

combination of inflation andJ ni,-ner ;,arginali rax razes is

undoubtedly a major factor in the Lower pers-onal savin.: rate.

ro correct tnese problems and 'to i:.1prove tine afteor-ta3x

return fro.m. wo-rk and froim zavings, thne President is asz.un.,

the consress to reduce the :aar~inal tax rate.,; for indiviuuals

acro33 the ooard oy ten percent per year faor tihe next thiree

137
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years, staring July 1, 1981. This would reduce rates to

stages from a range of fourteen to seventeen percent to a

range of ten to fifteen percent, effective January 1, 19S4.

Since the late 1960s, the rate of net capital forma-

tion (excluding spending mandated to meet environmental

standards) has fallen substantially. For the five years

ending in 1979, increases in real-net business fixed

capital averaged just over two percent of the nation's

reail-net national product, or one-half the rate for the

latter part of the 1960s.

As a consequence, the President is asking the congress

to provide for an accelerated cost-recovery system for

:achinery and equipment and certain structures.

V. PROVIDING REGULATORY RELIEF

The rapid growth in federal regulations has retarded

economic growth and contributed to inflationary pressures.

'.hile there is widespread agreement on the legitimate role

of government in protecting the environment, promoting

health and safety, safegarding workers and consumers, and

guaranteeing equal opportunity, there is also growing

realization that excessive regulation is a very significant

.factor in our current economic difficulties.
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Vi. COJITROLLi'G NOiEY AliD CREDIT

Vionetary policy is the responsibility of tne Feder'ai

Reserve syste..1, an independent agency w.ithin the structure

of tne jovernient. The ad.J.inistration will io notiin.: to

underi-ine that independence. At tne asmie tiire, the success

in reducing inflation, increasing real incomie, and reducin,;

unemiployment wil i  depend on effective interaction of

inonetary poilcy withL other aspects of economic policy.

To achieve rne soals of The adinistration's economic

program, consistent monetary policy must be applied. Thus,

it i!s expected that the rate of money and credit growth

will be brou;gh~t down to levels consistent with non-infla-

tionary expansion of tne economy.

If :,',onetary policy is too expansive, tnen inflation

during the years ahead will continue to accelerate, and

the adinis.tration's econo:,iic program will oe undermined.

inflationary psycnoiogy will intensify. .iages, prices,

and intere:t rates w-ill reflect tc.e belief that inflation

and destructive effects of inflation wiil continue.

3y contrast, if iionetary policy is unduiy reitrictive,

a different set of proble..ms arise, unnecessarily a.,;;ravating

recession and une.ploynent. At ti,,es in the past, abruptiy

restrictive policies nave promipted excessive reactions

toward snort-cer.m m noney ease. As a result, frequent policy
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cnan~es can send confusirv; si,-;nais, and the ad'tion3.

-uncertainty undermines long-cari invesrtment Jec is ons and

econa).:ic ,rowtll.

Vjii. A 1: *J L3 ZG1-: I iJIG FO T '-- E Co0;;7o' Y

rTajs nian for national -:2covery reprezsents a

3ubstantial brea-( w-,ith past policy. Tne new policy is

b)ased Dn th'e orem-'isa tnat ttue poeple wh4o make up tne

econor.y--wor I ers, manage:-, savers, investors, buyers and

seilers-do not need trie overnment to -.ake reasoned and

inteiiAent deci.:ionS about how best to or-,anize and run

.heir ow..n live. riey continually adapt to oest fit the

currenrt environaienr. The m,,ost appropriate role for

government economiic policy is '-o provide a stable and

unfecLt-e. environ..-ent in whichi the private individual can

*confilently plan and ima:<,e appropriate decisilons. Tne new

recover'y plan is Jesigned to orin~j all aspects of :;overn-

:.ient poicy a ;-reater sense of purpose and consistency.



T A 3 LE 3 F R 0!- .4' IT .'1 U ..1Z

TA3LES FF'OM .iIiT :ious: :UPORT

Feorunry 13, I,)1

SIT If! B3UDGET PIiOUTIES

S192 131I 19d4

Dollar a::iounts (in biilion): 46.3 157.9 249.3
DOD - iiiitary 26.2 293.3 313.0
Safety net pro,;ra.ins 6.9 04.3 00.6

e interest 2 I2.
Tot al 106 . j64Y 1.

Out-ay snares (percent):
DOD - .iiiitary 43.3 24.1 32.4

Safety net proirains 24.5 93.6 40.6
Net interest 3.4 9 .° 8.6
Au ot ier 2 5.229.5 18.4

Total 100.0 100.0 100.0

fr-e Federal .3udet and GNJP

Outlay.3 as percent
Fiscal year af GIP

1931 23.0
1 932 21.3
1933 20.4
1964 1 J.3
1935 19.2
1906 19.0

FEDAL i, EVEUIE A';- OU'LAYS
(I J iFILLiOl OF DOLLARS)

Defict(- ) or
Fiscal year .,avenues 0utlays SurDius(+)

1931 600.2 654.7 -54.5
1932 650.5 695.5 -54.0
1983 710. 733. 1 -23.0
1934 772.1 771.5 +0.5
1935 J51.0 344.0 +7.0
1-)36 942.1 912.1 +30.0
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V~iUJS :O~:oi2 IMCATOi TA3L-LS

.ctuai F'ederai Out-Lays Percent, Of GNP

1961 23.5

1 )32 24 .5

196 3 25.1

19344 23.3

,-Ourc2 3 3ud.;et of zr:e Untz 3cates Governm-ent Fizcai Year
1-36, p. 9.53.

Ii Wowth Zate ,oercent vearLy crnanc~e)

1977 8.1

1978 d.3

197) 7.2

1960 0.0

1981 6.

1962 3,

1963 :.6

Source: Economic Tndicators, Juiy 1)3!), Councii of Econo~nic
AJ cvi. e:' s.
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Cc:o AS-STJILDTLO.S A,;D ACTU.AL OUTCO)Ii.-S

E.cono:'.,ic Variaoie 1931-1 1 ()U, 1 ')33 1()J4

A---n s ra" on1. 1 4.2 .04.5

Ac~u:I ?.3 -2.1 .7 6.3

A ,. i-*n -s on 9.9 3.-3 106.0

Ac--uai 9.5 6., 3. 3.8

CP7. (. change)

Act-jai.i 3.9 3.3 11.0

Actual 7.5 9.3 9.5 7.4

Th.ree-*1onrn Treasury
3 1 s a. nrnu a. a v2r a e)

Au:-,ini.;t.'at ion 11 .1 d6.9 7.6 J 7.0

.1 C ,U a± 14. 1 101.1 8.3 9.3

SOURCES: Executiv - Office of' thec Presildent, Office of
*-iana',emont ind 3ud ;et; Con e:in±3de
Office; C ou nc i z i' -c on omnic A Jv ecr i Ec o no:,.i c
7ndicator3, Ju.Ly 1935.
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FE ERAL OUTLAYS ?EC:,1T YiARLY CJAfJGE

YEAR OUTLAYS (?CEAT CHAR G E

1977 409,203

1978 456. ,29 12.1

1979 43,4'& 9.75

1980 ,90,920
1961 37),209 14.77

1932 715 ,706 9.95

l)183 jOJ,32( 6.39

194 d51 .731 5.37

SOUJ, CZ: 3UDO.Uf 0' ri' U:J±TED STATE GOVEREJET F.SCAL YEAR
1966

F ,DZ AL LA.,. REVL , (JILLT 'IS)

YEAR PEtRSONAL COTPORATE

19.3) 244.1 04.,

1931 235.9 61.1

19 2 297.7 4 ..2

1983 233.9 3(.O

1984 293.2

SOURCES: 3UDGET OF File UTEO STATES GOVE~ll"i T FISCAL
Y,12S 1)62, 1933, 1934, 1985, 1960.
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Z:IPLOY2iEfiT LEVi L

TOTAL :iiiiTT-TO:AL POPULATIONJ

YEAR 2J1EIEPLOYZ-D (T1OUSAI";D3)

1980 100,901

19311 102,042

1932 101,194

1933 102,5~10

SOURCE: H1ANDBOOK( OF LABOR STATTSTTCS, U. S. DEPART1,1ENT OF
LABOR BUREAU OF' LABOR? STATISTICS, JUJE 1935,
BULLETIN 2217.
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