
The Economy in Perspective 
lirxing nzntters ... I was far too busy to travel, so 
I had to settle for a \.lcleo conference with 111y 
olcl friencl Ancire. He and I  net years ~tgo, when 
the future-:~ncl its possibilities-see~~~ecl end- 
less. Politics meant nothing to either of us then, 
but it has now become another strand ill the 
rope that bincls us together. Andre is Millister of 
Finance in Nedlaw, a country of mythical 
wealth and e~lchantment on the other side of 
the globe. I have never been there. hut his 
descriptions over the years have bee11 so vivicl 
that I feel I coulci traverse that fab~ilous nation 
blindfolded. 

No time for reminiscing toclay, however. I 
have just signed on as campaign manager for 
Webster Paige, a presidential aspirant in 111y 
own lancl, who will announce his candidacy in 
a few weeks. Anelre's insights would be invalu- 
able, especially in fashioni11g Paige's economic 
policy $ositions. Accordi~lg to my prei.' ,IOLIS con- 
versations with Anelre, Necllaw's economic poli- 
cies enjoy widespread popular support. I ex- 
plained 111y prec1ic;lment to Anelre, who quickly 
s\vallo\ved the last vestiges of his lunch, shoveel 

<> 

the plates aside, and clearecl his throat. 
,'Listen up," he saicl. "The first thing you have 

to scluare away is your tax policy. People want 
to know what you are going to do for the~n." 

"\Ve're way ahead of you, Andre," I chucklecl. 
"Although it appears to tax upper-income earn- 
ers at progressively higher rates, our system is 
nearly proportional l~ecause of all the cleduc- 
tions taxpayers claim. By instituting a llat tax, 
we can eli~ninate the distortions causeel by the 
current system; we just don't Iinow what tax 
rate to set. Another canclidate clai~ns that a 15% 
flat rate tax, with no deductions, coulcl yield as 
rr~uch revenue as our  current system. He says 
people will generate enough extra income to 
make up for the lower rate. What clo you thi~lk?" 

A11dr6 reclined patiently in the high-backed 
chair hehincl his clesk. "In Necllaw," he saicl, "We 
have a 10% flat tax rate, provide a seven-year 
depreciation for new home purchases, anel give 
tax credits for each pet owned." 

I was speechless. Surely there was sorne logic 
to this tax system, but it was not obvious. 

Seeing my bewilclerment, Andrk seemed 
quite pleased with himself. Then he hunched 
f o ~ ~ v a r d  and became serious. "You have two 
choices," he said. "You can begin with the facts 
and go where they take you, or you can begin 
\?.it11 the voters and go where they want to be 
talien. Nedla~vians want a government that un- 
clerstands them. Don't forget the old proverb: 
'He who takes high road falls off bridge.' 

"Neclla~v," he continued, "was founded in the 
year 1010, so Nedlawians regarcl the number 10 
as having m)~.stical properties. The 10Yo tax r:tte 
has heen wildly popular. Home ownership is 
eve~yone's dream, and slnce the averdge Ned- 
lanrl:t11 stays In a home for seven years, we have 

a clepreciation scheclule to match the citizens' 
preferences. This aspect of our tax code is an 
obvious success. Houses have become so desir- 
able that their prices just keep escalating. What 
a terrific investment! Enco~iraging people to 
lieep pets promotes the kind of values that we 
fiivor. since pet owners are a peacef~il, ~lurt~iring 
lot. Taking care of their animals keeps people 
off the streets at night, if you know what I 
mean." He gave me a wink. 

"I3ut Anclrk," I protestecl, "in my country that 
sort of housing allom~ance would cause people 
to huilcl houses lilie crazy. diverting funds from 
sorely needecl new ecluipment and businesses. 
Our productivity growth trend has been slowing 
as it is!" 

"Our neighboring countries provicle all the 
businesses and jot7s Nedlawians need; why 
shoulct we put up with the pollution and con- 
gestion?" Andrk srnugly foldecf his arms across 
his chest. "Besides," he intoned, "the pet credit 
has engendered a horse-breeding industry. 
Necllawians can cluite cheaply gallop off to 
work!" 

"Incredible." I exclaimed, striking 11iy fore- 
head with :In open palm. I was finally begin- 
ning to see the inner workings of n'ecllaw's 
wealth machine. No woncler Andre was re- 
garded as a genius. Yet somellow I could not 
make all the pieces fit. 

"Andrk," I ventureel, "Can you balance your 
budget with this taxation system?" 

"Darn close," he crowecl. "Privatization, that's 
the answer!" 

"Of course," I shouted. This time I slapped 
rny foreheact with both palms. "You just unk,acl 
all those pork barrel programs. If people want 
services, let them pay for them clirectly!" 

“\Veil, there is some of that," Andre mused. 
"But we don't want Necllawians to go without 
certain necessities. We simply passed laws re- 
quiring that people and colnpanies purchase 
these socially justified goods anel services in 
specified cluantities fro~n the private sector. 
Once we elid that, we coulcl recluce government 
spending. Take Nedlaw's retirement program, 
for example. For their own good, our citizens 
have to contribute to a operated retire- 
ment plan. All we do is malie sure the plan is 
being operated safely, which we acco~llplish by 
requiring it to invest exclusively in official obli- 
gations of our government. People n o n ~  recog- 
nize that it makes sense to have some Necllaw 
debt generatecl evely year." 

If I closed rlly eyes, I could see Webster Paige 
making those "V" signs with his upstretctlecl 
artlls on election night. Ply hancls f~lriously 
scril>l>led notes, but my mincl drifted to Ned- 
law's motto, ernblazoned on the banner hang- 
ing hehind Anclrk's clesk: "Nedlaw - Where the 
sun never sets on a good idea!" 

http://clevelandfed.org/research/trends
March 1996

Best available copy


