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Tux Reform vs. Tux Relief 

Don't spit into the wind. Don't tug on 
· Superman's cape. And don't trust politi

cians who say they're going to reform
taxes. I remember when President Reagan
first said that tax reform would be a ma
jor priority for his administration. Hold
on to your wallets, America, I thought.
The lifeblood of politicians is taxes, and
whenever they have an opportunity to "reform" the system
that generates them you can bet they're going to figure out
some way to increase the flow of blood.

The contortions Congress has been going through the
last few months have made it clear that those who are in
control of the situation are seeking major new taxes
principally of the "value added" or VAT variety-and that
the distortions of capital flows inherent in the current
system are likely to be exacerbated.

Public support for tax reform was enthusiastic because
people were led to believe that taxes would be simplified
(via a flat-rate tax) and, most importantly, that they would
be decreased. When Walter Mondale leered into the televi
sion camera and said he was going to increase our taxes, he
removed any remote chance he may have had of getting
elected. Most Americans fully believed Ronald Reagan
represented a tax philosophy opposite to Walter Mondale's
and that their tax burden would be lightened.

It is true that federal revenues as a percentage of Gross
National Product have declined slightly since the Reagan
tax cut of 1981 (but less than they would have if the
president had not pushed through the big tax increase of
1982, TEFRA). Overall taxes, including state and local
taxes, however, remain higher than they were as recently as
1975-a full decade after Lyndon Johnson began his infla
tionary spending spree that financed the war in Vietnam
and his Great Society welfare programs. It's easy to lose
perspective on what's happening with government spending
as its inexorable upward ratcheting occurs. Spending at all
levels is some 18 percent higher today as a percentage of
GNP than it was during Eisenhower's second administra
tion -a period with less poverty and more rapid economic
growth than we are experiencing today.

I agree with Nobel laureate Milton Friedman that the
true level of taxation on the American people is precisely
the level of government spending. Current resources diverted
from private to public use represent a tax, whether financed
through direct taxation, or indirectly via money creation
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(inflation), or through borrowing (the deficit). In my view 
we should attempt to cut these taxes in whatever manner 
they manifest themselves. A monetary rule may be the 
answer to the inflation tax. A balanced-budget amendment 
may put an end to the deficit tax. And a low flat-rate tax 
combined with the abolition of the double taxation of 
corporate income would effectively limit that source. 

Those who claim a tax cut is wrong-even though they 
admit that taxes are too .high-because it would lead 
automatically to an increase in the deficit, which they 
contend is an unjust burden on future generations, over
look three facts. First, Congress is composed of volitional 
individuals who are perfectly capable of taking a discreet 
step, cutting taxes, and then another, cutting spending. 
There is no law that says they must increase the deficit 
every time they cut taxes. Second, the real tax on future 
generations is the level of government spending. Third, 
deficits place a real constraint on the level of government 
spending for the simple reason that their absence is an 
inducement for voracious legislatures to indulge themselves. 

But, you say, how can we cut all three forms of taxation 
without making difficult and painful cuts in spending? 
Easy. Once the revenue is cut off I predict we'll find our 
solons considerably more statesmanlike in their behavior. 
Do we really need to spend over $100 billion a year to 
defend our Western European allies, who have the money 
and technology to defend themselves? Do we really need to 
subsidize (mostly) wealthy farmers to the tune of $30 
billion a year? Do we really need to pay current Social 
Security retirees tens of billions of dollars more than their 
payroll taxes would have earned at a market rate of return? 
And then, of course, do we really need thousands of pro
grams that fund such projects as studying the sex life of 
South American frogs? 

Don't let anyone delude you into thinking that we face a 
"bare bones" federal budget. We don't. Spending is too 
high, which means taxes are too high, which is what most 
Americans intuitively believe. Milton and Rose Friedman 
are correct in saying there is a tyranny of the status quo. 
To overcome that tyranny we need a tax revolt at the fed
eral level, not tax increases in the name of "tax reform." 

1iL 
-Ed Crane
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Niskanen Leads "Think Tank" Statement for Free Trade 

Cato chairman William A. Niskanen 
organized representatives of three other 
major Washington public policy insti
tutes to issue a joint statement op
posing "the growing calls for trade 
protectionism." 

Niskanen was joined in the statement 
by Herbert Stein of the American En
terprise Institute, Robert Crandall of 
the Brookings Institution, and Edward 
Hudgins of the Heritage Foundation. 

The economists argued, "Trade re
strictions save some jobs at the expense 
of others. Further, closed markets gen
erally weaken the most dynamic, pro
ductive industries, thereby weakening 
the U.S. economy." 

The statement warned that protec
tionist policies "might trigger retaliatory 
restrictions from abroad and increase 
international tension." 

Niskanen explained that the state
ment was intended to remind policy
makers of the overwhelming support 
of economists and international trade 

Joint Statement on Trade Policy 

Today, as individuals associated with 
leading policy research organizations 
in Washington, we are joining together 
to express our concern over the growing 
calls for trade protectionism. We sup
port the efforts of the president and all 
those within Congress who seek to 
maintain and expand international 
trade. We all share a common belief in 
the value of free and open trading ar
rangements among the nations of the 
world and oppose the "solutions" of 
the protectionists. 

Support for free trade is almost uni
versal among economists and others 
who have studied the issue. Yet, spe
cial-interest groups, finding themselves 
losing out in the marketplace, have been 
all too successful in their lobbying ef
forts, gaining special "protection" and 
thus limiting consumer choice. Such 
protectionist policies impose major 
costs on American consumers and un
fairly restrict their ability to purchase 
those products they prefer. Rather than 
expanding employment, trade restric
tions save some jobs at the expense of 
others. Further, closed markets gen-

analysts for free trade and thus to serve 
as a counterweight to the pressure of 
special-interest groups for protectionist 

measures. The statement was widely 
covered in the news media, both within 
the United States and abroad. ■ 

Robert Crandall of the Brookings Institution addresses press conference on trade policy as William 
Niskanen and Herbert Stein listen. 

erally weaken the most dynamic, pro
ductive industries, thereby weakening 
the U.S. economy. Finally, U.S. protec
tionist policie� would not eliminate the 
trade deficit. They might trigger retalia
tory restrictions from abroad and in
crease international tension. 

The U.S. economy as a whole is not 
suffering because of imports, contrary 
to protectionist claims. Employment 
has increased by 8 million in the past 
five years. Unemployment is lower than 
in any year since 1979. Manufacturing 
production is at an all-time high. Total 
output in the United States has increased 
13 percent since 1980 while we moved 
from a big trade surplus to a trade 
deficit. 

It is true that other nations impose 
obstacles to imports from us. We also 
impose obstacles to imports from other 
countries. The proper remedy for this 

Robert W. Crandall 
Senior Fellow 
Brookings Institution 

Edward Hudgins 
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is not to escalate a war of retaliatory 
protectionism. The remedy is to push 
for agreement on trade liberalization 
for all. 

There are always some workers, 
firms, and industries hurt by competi
tion, whether foreign or domestic. But 
this competition is healthful. Protecting 
every worker, every firm, and every 
industry from competition would stul
tify the American economy and dimin
ish the incomes of the American people. 

Our message today is a simple one. 
Congress should not repeat the mistakes 
of the past. As individuals associated 
with the American Enterprise Institute, 
the Brookings Institution, the Cato In
stitute, and the Heritage Foundation, 
we urge all within Congress and the 
administration to avoid protectionist 
policies and support expansion of inter
national free trade. 

William A. Niskanen 
Chairman 
Cato Institute 

Herbert Stein 
Senior Fellow 
American Enterprise Institute 





























The new jingoism 

[As a courtesy to the prime minister 
of Singapore, who addressed a joint 
session of Congress,] House Speaker 
Thomas P. O'Neill Jr. immediately post
poned consideration until today of a 
bill to lower textile imports sharply .... 

Some proponents of the textile bill 
criticized the delay. "I don't have any 
Singapore people who vote for me. I'm 

not concerned about their jobs ... ,11 

Rep. Butler Derrick (O-S.C.) said. 
-Washington Post, Oct. 10, 1985

It's official: she's wrong on everything 

[Jane Fonda] becomes even more in
tense when discussing pornography .... 
"That kind of hedonism is what de
stroyed the Roman Empire, and I see it 
growing here, " she says firmly. " Did 
you know there are more child por
nography films being made than almost 
any other kind? Billions of dollars are 

· made on that pernicious stuff, and there
is no censorship." Reminded that cen
sorship is a dirty word to the civil liber
ties advocates she usually agrees with,
Jane protests, " But the Ten Command-

ments are a form of censorship .... We
must censor pornography .... A top
priority in this country must be track
ing down the money-makers and pros
ecuting them from here to kingdom
come. Otherwise, we'll see the collapse
of this nation!"
-Ladies Home Journal, October 1985
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Wait a minute-we didn't get our ballot 
[Former budget director David] 

Stockman told the country and his 
fellow Republicans what is palpably 
the case .... "We've had a referendum 
on what we want in the budget, and 
what we don't. What's left, most of the 
people want. And we're going to have 
to raise taxes to pay for it." 

- David Broder in the Washington
Post, Oct. 6, 1985 

Reagan's war on the poor 

Richard Lucas, chairman of the 
Young Democrats at Georgetown Uni
versity, said he saw ardent Reagan sup
porters tear Reagan-Bush stickers off 
their doors on campus when the admin
istration proposed cutting off federal 
subsidies to students from families with 
more than $32,500 in annual income. 

-Washington Times, Oct. 8, 1985

No kidding 

The [Soviet] government today 
spelled out a program to nearly double 
the amount of consumer goods in Soviet 
stores in the next 15 years, marking 
one of the most sweeping Kremlin 
promises since the early 1960s, when 
leader Nikita Khrushchev pledged that 
Soviet citizens would enjoy the highest 

standard of living in the world by 
1980 .... 

Fulfilling the program will pose a 
daunting task for the Soviet leadership. 

-Washington Post, Oct. 10, 1985
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The war on crime 
Maryland law enforcement officials, 

conducting a special aerial investigation 
of Montgomery County parkland, yes
terday located 16 marijuana plants, 
some of them five feet high, growing in 
a family's vegetable garden. 

-Washington Post, Sept. 26, 1985

Relax, Paul, that's defacing, 
not debasing 

One of the largest percentage in
creases in federal crime in 1985 has 
been in the category of defacing money. 

- Bob Levey in the Washington Post,
Nov. 7, 1985 

The Ayatollah works in 
mysterious ways 

Last year, too, Americans purchased 
about 23 million pounds of Iran's pis
tachio nuts at about $1.70 a pound 
wholesale, totaling $39 million. Therein 
lies the complaint of the pistachio 
growers in this country .... 

"What we need," says Larry Knowles 
of the Pistachio Producers of Cali
fornia, "is some help from Washing
ton-an import duty." ... 

In 12 yea.rs, pistachio cultivation in 
the U.S. has grown from 3000 to 48,000 
acres and developed into a $300 mil
lion industry. The Ayatollah Khomeini 
no doubt would like to see this fledgling 
industry go broke. 

-Parade Magazine, Oct. 2 7, 1985
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