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In Defense of Supply-Side Economics

by Bruce Bartlett

There has been much written in the press about
supply-side economics since the Reagan Admin-
istration made it the basis for its economic pro-
gram. Predictably, the Left has been virulent in
its opposition to supply-side policies, such as a
radical reduction in tax rates, government
spending and regulation, However curiously,
there has also been growing criticism of supply-
side economics from the Right, from economists
associated with the so-called Austrian school,
MNow that the political fight is behind us, it is time
for a sober analysis of this Austrian criticism.
in recent months supply-side economics
has come under attack from Professor Hans
Sennholz of Grove City College (Review of the
News), Robert Anderson of the Foundation for
Economic Education (The Freeman) Richard
Ebeling (Libertarian Forum), and Tyler Cowen
(Policy Report and Libertarian Review). This
“Austrian” criticism appears to boil down to
three crucial points. An examination of these
points will show, [ believe, that in each case the
critic either misunderstands what supply-side
economics is alt about, or he is simply wrong.

1. Supplyside economics fie, the Laffer
Curvel seeks to cut tax rates so that government
revenue can be increased,

In the first place, the Laffer Curve is merely
an analytical device which demonstrates that
tax rates can be too high in an economic sense. It
was never meant to imply that an across-the-
board tax rate reduction would pay for itself im-
mediately in increased revenue, For this to be
the case, one would obviously have to know
where, precisely, one is on the Laffer Curve.

it is unlikely that the nation as a whole is on
the upper end of the Laffer Curve. Nevertheless,
particular taxes can be too high from a revenue
point of view. The capital gains tax is a classic
example. When the capital gains tax cut was first
proposed in 1978, the Treasury Department esti-
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mated that it would lose billions of dollars in
revenue, In fact, the most recent evidence sug-
gests that the capital gains tax cut clearly in-
creased capital gains tax revenue above what it
was estimated to be without a cut,

This, however, is precisely the point which
disturbs the critics. They regard any increase in
tax revenue as equivalent to an increase in tax
rates. They oppose as immoral any action which
would increase government revenue, As Tyler
Cowen put it, “the most serious drawback with
the Laffer Curve is that it may be used for the
purpose of maximizing government revenue”

Clearly, this argument is nonsensical By
this line of reasoning, the cut in capital gains tax
rates should have been opposed on libertarian
grounds! 1t would seem, moreover, that the only
tax cut acceptable to the Austrians would be
one whose sole purpose was to lose revenue for
the government and which would have no incen-
tive effects whatsoever, Presumably, therefore,
Jimmy Carter's idea of giving every person in
America a $50 rebate, as he proposed in 1977,
would be the perfect libertarian tax cut. It is also
hard to see on what grounds such libertarians
would oppose a tax system which taxed all
income at the rate of 100 percent. Since gov-
ernment revenue would be zero, 1 would sup-
pose that this system would be considered
acceptable, based on the logic which has been
presented.
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