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October and November can only be an augury of what will happen in the
crucial month of December; it is early to write Christmas off as a zero
change from a year ago, but that is the present indication of the figures.
Consumer attitudes, as revealed in both The Conference Board survey and the
survey of the University of Michigan, have clearly deteriorated further,
lending further probability to a weak Christmas trade. The rise in the
seasonally adjusted weekly unemployment figures for early November
reinforces that probability.

Finally, the statistics on prices have provided an immense volume
of noise in the statistical price outlook, but really no significant
change. The very rapid rise of the producer price index for October should
probably be treated as an enormous abnormality, partly reflecting abnormal
weakness in a few preceding months, and perhaps also an abnormal seasonal

adjustment dilemma. The rise should not be taken as anything even

distantly resembling a general onset of renewed inflation; the bond

market’s uneasy reaction to the figure was typical, predictable and

meaningless. The day after the producer price index showed so large a
gain, the consumer price index showed virtually no change at all (and the
bond market recovered). The monthly CPI deserves no more respect than the
monthly producer price index, but in this enviromment it is clearly much

closer to the realities of price behavior than the producer price index.

The Subsiding Consensus

What to make of all this? The consensus measured by Blue Chip

Economic Indicators, a highly regarded regular tabulation of over 30

published forecasts, is clearly subsiding. The estimate for real output in
1991 as a whole has dropped a little further, to minus 0.4 percent. And
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This condition obviously adds to the pressure on fiscal poliey to

take a hand. It can be argued very persuasively that the destruction of
liquidity and of asset valuations now occurring in the aftermath of the
great debt cycle of the 1980’'s has been neutralizing the Federal Reserve's
capacity to restore a credit enviromment conducive to renewed growth in
lending and borrowing. The trouble, as these Letters have argued, is not
that the Federal Reserve's efforts have not been substantial; note declines
of interest rates of 200 to 300 basis points, and a discount rate and a
Federal funds rate lower than at any time in a decade-and-a-half. In
particular, the Letter has argued that a budget deficit approaching

6 percent of GNP this year is not really stimulative and may conceivably be
restrictive, because of the direction of the outlays; RTC has been
described in the Letters as actually a negative influence on real growth.

(In a commendably strong article in the Wall Street Journal of November 13,

Kurt Richebacher quite properly goes further. He describes the RTGC
operation as "akin to a massive contractionary open market operation"}.
Perhaps very regrettably, because of the existing size of the
deficit requiring financing, some degree of fiscal intervention grows
more necessary, and clearly more probable. For those who are reconciled to
this conclusion, the sooner would certainly be the better. But it is
likely to be several months before any real efforts of fiscal action will
be available. In the meantime, continued cautious, conservative planning

remains in order.
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done by fiscal policy. The Federal Reserve doubtless has mixed feelings

about the mounting debate over fiscal stimulus: the turn to fiscal policy

marks a disappointed reappraisal of the power of monetary policy to produce
the results that the Federal Reserve itself, and Fed-watchers, have always

assumed resided in its powers,

The TSL explanation for the quandary of the U.S. economy toward

the close of 1991 remains unchanged: the blanket of debt, and the overhang

of long-lived assets inherited out of the uncontrolled explosion of the

1980’'s, 1s fully offsetting the power of the business cvcle to reasert

growth after recession. This is cause; the puzzling trend of money and

credit is consequence. The condition out there is spectacular testimony to

what the 1980's did to the ordinary self-correcting processes of the U.S.
operating statement; it is drowning out those processes through the
distorted balance-sheet consequences of a half-decade of undisciplined and
over-stimulated departures from ordinary business history.

This Letter remains very satisfied with this explanation of the
present quandary. But explanations, however satisfying intellectually, are
no substitute for action, akconclusion that the Congress is already
reaching, and which the Administration must certainly begin to consider.
Even the guarantee systems forged to protect the U.S5. economy from serious
noncyclical weakness are under enormous pressure; the FSLIC is gone,
replaced by RTC; the FDIC itself is in trouble; so is the Pension Benefit
Guarantee Corporation; s¢ is the unemployment insurance system; so is
Medicaid.

So it is hardly surprising that attention is focusing ever more
intensely on fiscal policy, and what itsrcontribution can now be. Even in
the presence of a budget deficit reaching back toward 6 percent of GNP in
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really provided anything significant in the way of stimulus to the real

ongoing world; the growth of spending is mainly in parts of the system

whose connection to real activity is dim and deferred. On the other hand,

the financing of the growth of the deficit is a continuing restraint on the
Federal Reserve's ability to get Iinterest rates down, and even poses a
threat that the Fed's efforts to reduce short-term rates further will not
readily be transferred to the long end of the yield curve. It may seem

paradoxical to argue that a budget deficit rising at the rate at which it

is now rising carries no real growth consequences, while the financing of

the deficit represents some burden on growth through its real or threatened

effects on interest rates. But this is now a very credible proposition.

There is simply no part of government outlay in the United States --- real
government outlay, not transfers --- that is contributing to the growth of
real aggregate business. The digestion of the excesses of the 1980's is
being confronted, and its consequences limited, by the displacement of
private debtors by public debtors, but mo net growth is occurring anywhere
in the government sector. Indeed, the chart on page 6 suggests that budget
deficits in general have grown much less stimulative, and much less
self-correcting, as the composition of outlays has shifted away from real
purchase and toward transfer-type spending.

What to do? First of all, policy has to accept the fact that
there is now an important role for fiscal measures intended to support and
then augment real economic activity in the private sector; and that such
measures, to the extent that they are effective, will be relatively
costless because their consequences will yield higher tax revenues in
calendar 1992 than would otherwise be the case. The conventional
segregation of the budget deficit into a "secular" component, representing
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optimism about business conditions in late 1991 and the first half of 1992
is clearly deteriorating among consumers, businessmen and even among
economists,

The TSL model for the third quarter of 1991 turned out to be
quite precisely in line with the U.S. Department of Commerce’s preliminary
release of the national accounts on October 29. But a further revision is
nevertheless required; it will considerably reduce the growth rate of the

system in late 1991, and in the early months of 1992.
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activity. The control of the deficit in the future 1s an obvious necessity

confronting policy; but so is a resumption of growth in the economy. The

underperformance is exaggerating other great long-term problems ---
underemployment, welfare costs, education inadequacies, crime, drugs. 1In
the presence of unsatisfactory economic performance, all of these issues
are congealing into a social and cultural dilemma that will get loads of

attention in the oncoming election campaign.

A "Cyclical Deficic”™ Again

The long slack in the U.S5. system is generating a "cyclical
deficit" as a component of the total. The "structural deficit", generated
by a mismatch of revenues and expenditures, is now being enhanced by
incremental governmental expenditures associated with a sluggish economy,
and the losses of revenue resulting from a failure of the tax base to grow.
The accompanying chart on page 4 discloses the reappearance and now
substantial growth of this cyclical component of the deficit. It should be
borne in mind that the separation between "structural” and "cyclical" is a
statistical procedure; it takes much of its significance from the
statistical techniques by which the separation is made. Right now, the
cyclical deficit is calculated on the assumption that a 6 percent
unemployment rate represents normal, moderate prosperity. This is the
highest unemployment percentage ever used for the purpose; it is not just
old-timers who can recall that the separation used to be based on a
"normal” unemployment rate of 4 percent, and even less in the early
postwar years. The use of a 4 percent unemployment rate in such a
calculation would now produce a huge cyclical deficit --- perhaps as much
as half of the total deficit, rather than the 20 percent share accorded to
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the cyclical deficit under a 6 percent unemployment assumption.
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This issue of the degree of
cyclical deficit embodied in the total
deficit will doubtless get a great
deal of attention as the fiscal debate
works its way toward actual proposals,
In the course of the debate it should
be recalled that the great tax
reductions of the early 1%60's were
supported by demonstrations that the
small deficits of those years
reflected huge structural shrplus {at
the wartime tax rates that still
prevailed in the late 1950's) offset
by a growing cyclical deficit. In the
early 1360's the tax receipts at high
employment would so far exceed budget
outlays that the system simply could
not gear itself back to high
employment.

In the early 1990°'s a
cyclical deficit is reappearing even
in the presence of a large, presumably
stimulative structural deficit ---
testimony to how deeply depressive are
the excesses inherited from the

1980's. In any event, the
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reappearance of the cyclical deficit describes circumstances in which

fiscal stimulus would cost the system little or nothing in terms of the

aggregate deficit. The return toward at least moderate prosperity would

yvield a considerable increase in Federal revenues, whereas the failure to
return toward normal prosperity would produce a continuing enlargement of

the cyclical deficit. Economists favoring a combination of tax reduction

and increased spending --- not of the transfer type, but aimed directly at
the stimulation of real demand and real output --- will make all of these
peints.

The budgeting calculations described above apply only to the

Federal budget. But it is obvious that state and local governments are

experiencing mounting cyclical deficits of their own, which they are

dealing with by raising taxes and curtailing outlay --- exactly the wrong

things to do in a system that exhibits persistent unemployment of

resources.

Well that's the great dilemma, whose shadow lies athwart
Washington. This time around, even more than usually, the political
campaign will be brimming with the economics of the budget deficit, and its
confrontation with what appear to be the real needs of the system. In
1992, these Letters will be on fiscal alert, weighing economic performance

against the emerging probabilities of tax and spending developments.













































PROFILE OF ALCOHOL-IMPATRED DRIVERS

Youth and consumption of beer prior to driving are characteristics
of alcohol-impaired drivers.

"A Profile of Fatal Accidents Involving Alcchol"

NHTSA Technical Report DOT HS-802 711

September, 1977

Prepared by:

U.S. Department of Transportation
National Highway Traffic Safety Administration
Accident Investigation Division

"A profile of the driver who is at an increased risk
involved in a fatal accident in which he was drinking and for
which he was responsible is as follows:

o a male between the ages of 20 and 35

o] he tends to prefer beer to other alcoholic
beverages

o (continued...)"

"Characteristics of Alcohol-Impaired Drivers"

Arthur C. Wolfe

University of Michigan

October, 1975

Society of Automobile Engineers

Abstract

This paper reports on data collected in 77 local and one
national roadside breathtesting surveys. Overall one eighth of
the 764,677 nighttime drivers tested had BACs of 0.05% or more,

and this proportion
hours. Analysis of
drivers showed that
divorced, black, in
heavy drinkers, and

increased substantially in the early morning
some characteristics of these alcohol-impaired
they are disproportionately likely to be male,
their thirities, of low socio-economic status,
traveling from a bar or tavern.















LEVEL OF AGREEMENT ON STATEMENTS CONCERNING
TAXES ON BEVERAGE ALCOHOL

The tax on beer and wine should be increased to the same level as
the tax on liquor, in order for federal taxes to be fair to the
consumer of the three beverages.

March 86 July 87 June 88 Dec. 89
Strongly Agree 33% 30% 36% 40%
Somewhat Agree 25 29 28 28
Neither'Agree 3 4 5 5
Nor Disagree
Somewhat Disagree 18 16 13 11

Strongly Disagree 17 16 15 11



ALCOHOL TAX EQUITY AT THE CURRENT SPIRITS RATE WOULD RAISE
THE TAX ON A CAN OF BEER BY A VERY TOLERABLE 7 AND 1/4
CENTS.

YET EQUITY WOULD RAISE $24 BILLION OVER THE NEXT FIVE YEARS
-- MORE REVENUE THAN ANY OTHER COMMONLY CONSIDERED ALCOHOL
TAX PROPOSAL. FOR EXAMPLE, ALCOHOL TAX EQUITY WOULD RAISE
MORE REVENUE THAN A DOUBLING OF THE CURRENT TAX RATES ON
EACH BEVERAGE CATEGORY.

EQUITY ALONE RAISES ENOUGH MONEY TO RESTORE A PERSONAL IRA
DEDUCTION FOR ALL AMERICANS.


















R . p— A bt b i B e

LLCKHURE ECUNOMICS INC TEL:1-212-526-4747 dct 29,91 17:43 No.G04 P01
: T

Page / of

DATE: /0 -'029 "“7/

024 Sk - ~ofn
i m‘ k’ajﬁg;\z EiClOfF-
cs,

EICKBOPF ECONRO, INC,
Fhones 212-529-9270
Fax: 212-828-4742

We are sending Q pages, ineluding this page. It

there are any problems with its transmission, please

contact me at the number above.

510 LA GUARDIA PLACE, SUITE 400, NEW YORK, NY 1KHZ » (213) DRA-9270
IRZA | STREET, N, SUITE 400, WASHINGTON, DC 20008 » (262) 4292058



LLILRAURE ELUNUMLICS INC TEL:1-212-529-4742 dct 29,91 17:44 No.ODd P.O2

/'2;2% Y ’%‘,M g-,)é,,__ 0-29-3¢

Wadl ~Sy~< -:]—;MKRQW Z Aacre



EICKHOFF ECONDMICS INC TEL:1-212-529-474% dct 29,91 17:44 No.0DQ4 P.C3

-

The Short and Long-term of It (Tax Polioy}

M. Rathryn Eickhoff, President, Bickhoff Economios, Inc.

The political wind is up and the national climate favors a change

in tax policy. The challenge is to make sure the wind blowe in the

right direction. At baest, our economy is in a sluggish recovery: at
woret, we may be elipping back into recession. In an election year,
this oould lesd to & political bidding war and result in poor fiscal
rolioy. In addition to the immediate cyelical problem,. increased
savings and inveatment are needed to sustain a recovery and keap us
conpetitive in world markets. We can break cut of tha receasion (while
keeping sight of the need to reduce the federal deficit) by combining

temporary, short-term, tax reduction witk long~term incantives for

savings and investment,

Any tax cu*t that remlly helps will be & net revenue losar in the
gshort run. Budget neutral ie cyclically neutral. However, revenue
losses rfrom a temporary tex cut would be made up over the five year
budget cycle by less than & half percent higher growth in the sconony.
The tax cut must have substantial tirst year effects because monetary
policy cannot help much in 1992, The Fed has done about all it can by
lowering interest rates to create an environment conducive to recovery.
A few more notches down over the next six TO nine months 1ls probably
all that is feasible. Honetary policy needs an asslst from fiscal

pelicy to by-pass the bank credit bottleneck.

Accordingly, a new tax policy is needed, one combining temporary,
short~term, tax reduction (to provide stimulus) with long=-term savings

and investment incentives (to improve long-term growth and competi-
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tivenesa). And the short-taerm measures need to be in place soon to
"jump-start" thae recovery. A rebate on 1991 taxeg goula be in place
by January 1, 1992, if Washington moved guickly. Refunds would sgtart
to flow in mid-January and most of the stimulus would be in place by
April 15th. fThere would be neo long-term revenue loss, such as would be
associated with a permanent change in tax rates, exemptions or deduc~-

tiong for dependents.

How large a cut is desirable? Between 1% and 1-1/2% of GNP ($750
por household) seems approprilate. The 1975 tax rebate was 2.5% of GNP
(approximately 940 billion) but it was combating a much more severe
recession., Besed on 1991 GNP, an affective tax cut would have to be at
least 70 billion. There 18 nea point in wasting money on a cut that is
too emall to do the jok. The tax reduction mainly should go to lower
personal taxes. However, the largaest multiplier in the economy comas
from stimulating equipnent invastment. Therefore, a temporary invest-
ment tax credit (limited to equipment in place by December 2311, 19¢3)

should be part of the plan.

Tncentives For Savings

The long-term U.S. problem, the one on which it is too aasy to
postpone action, is too much consumption at the expense of too little
savings. Total savings have declined sharply as a share of GNP over
the past 10 years. In addition, the federal daficit preaempta savings
from uses which promote economic growth. A2 a aehare of GNP, the
federal government’s dissaving has grown from virtually gero in the
late sixties to 3% in 1990. Evan while the government was claiming

more and more of the savings pia, savings ratee were falling in both
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the household and corporate Bsectors. Nore recently, the budget
probleme of state and local governments have caused their contribution

to savings to fall as well.

A necessary step towards improving savings and growth prospects,
substantially reducing the federal deficit, was taken in the Budget
Accord of 1990. This will inorease the shara of available savings
going to the private sector. However, this 1s not enough. We need to
increase the amount of savings in the savings pool and improve the

mobility of capital.

Individual Retirement Accounts (IRAs) provide good savings
incentives. Thare is a lot of debate about whether IRAs enhance
savings or juet move them around. Clearly some ¢f both has occurred,
but in the long~term IRAs must lead to new eavings. Furthermore,
evidence that IRAs Increase savings can be sean by looking at our

naighbor te the north.

canada, has had an IRA equivalent for some time. It started small
snd hae increased over time to 18% of incoma and a maximum of CS$511,500.
Savings in these accounts have increased more than 400% since 19831,
The cumulative savings is now huge, over C£100 billion. The personal
savings rate in Canada slipped only one percentage point in the 1980's,
while the U.S. savings rate fell three percentage points. IRAs would
help reverse our decline. IRA deductions could be tailored to the
money available, increasing as the deficit declines. The deduction

could be small in 1992 and 1993 when there is a short~taerm revenue loss

Oct 29,91 17:44 Np.004 P.OS
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from the tax rebate@(lbut it should be of material size, over $5000 and

rising, by 1995.

The corporate sector is the largeat supplier of savings in the
econony, mainly through depraciation but algo through retained
earnings. There are a number of ways that corporate savings could be
improved -- dividend deductibllity and accelerated depreciation are two
obviocus ones. The R&D credit, whion probably would be included in any
bill, is less desirable becausa it discriminatea in favor of some
companies at the axpense of others. The least discriminatory change

would be a small reduction in the vverall corporate tax rate.

Tt is alpo important that capital (accumulated savings) is used
efficiently, allowed to flow to the areas with the highest returns,
guided by market forces, not goverpment edict. This is best accom-
plished by exerpting long~tern (held over two years) capital gains fron
tax (again one can look to Canada or our own housing capital galn
exemption as examples). However, first we should gradually (1% per
year) reduce the capital galns tax rate until it is wall balow the
average personal tax rate. People will be more willing to move their
capital around if the tax cost 1s low. If the capltal gaing rate is

below the orainary income tax rates, it should encourage additional

BAVings.

The permanent enhancements to savings should be budget neutral.
The necessary reductions in spending can ba obtained in a number of
different ways, but two stand out: accelerating the cuts in defense

spending and a reduction in the government workforece. Speeding up the
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reduction in defense outlays will not cut spending in the short-run,
because the conversion from appropriation to outlay is too slow and
renegotiating of contracts will increasae costs, Howaver, it could

generate significant revenue offeots over the next two to five years,

Many corporatione are finding it necessary to rethink how they run
their business. Restructuring, downsiezing, rightsizing are the words
af the day in the businese sector. It is time these idesne were turned
on the government sector. We nesed to rethink how our agencies are run,
establish priorities and find ways of moving government employees into
the private sector. 1In 1981, the Reagan administration implemented a
small Reductlon In Force (RIF). It iz now 1991 with encugh change in
management technigues toc warrant another RIF. It started in 1993 and
gradually increased in 1994-1996, a RIF could provide another part of
the sums needed to offget the short-term budget cost of the savings
incentives. Those laid off would readily find jobs in an expanding

economy. Inducements for early retirements could also be considered.

It is important that the Budget Accord stay in tact. However,
the objective of the Budget Accord will not ke achieved in an economy
troubled by financial fragility which continues to move sideways. Tax
reduction gave us a long expansion in the 1980s; it can do the same in

the 19908 if we racognize that both ocur long-term end short-term

requirements nust be met.




