
Supply-Side Economics Conference 
in Atlanta 

The Atlanta Conference on Supply-Side Economics in the 1980s attracted a large 
group to hear Milton Friedman, Martin Feldstein, Lawrence Klein, Murray 

Weidenbaum, and many others debate the theoretical and practical validity of 
the supply-side approach. This article provides excerpts from 

six of the featured speakers. 

A major conference on supply-side economics— 
a concept as old as 18th Century English econo-
mist Adam Smith yet as immediate as the morning 
newspaper—drew the attention of students of 
economic policy to Atlanta in March. 

The two-day conference, staged by Emory 
University's Law and Economics Center and the 
Federal Reserve Bank of Atlanta, drew 323 busi-
ness people, regulators and academicians, in-
cluding not only supply-siders but monetarists 
and those subscribing to a mult i tude of other 
economic persuasions. 

They flew in from around the country for 
"Supply-Side Economics in the 1980s," the spirited 
gathering that filled the Atlanta Hilton's Grand 
Ballroom March 17-18. Registrants heard speakers 
including two Nobel-Prizewinning economists, 
two undersecretaries of the Treasury, the chair-
man of President Reagan's Council of Economic 
Advisers, three congressmen, and other panelists, 
including an English banker who flew in to talk 
about the Thatcher government's economic pol-
icies. 

Considering the ideological spectrum of the 
participants, it wasn't surprising that they some-
times expressed conflicting views on subjects 
ranging from the importance of federal budget 
deficits to the success of "Reaganomics" in 
general. Some even disagreed on a definition of 
supply-side economics, with one par t i c ipant -
Nobel laureate Milton Friedman—even declaring 
at one point, "There is no such thing as supply-
side economics; there's only good or bad eco-
nomics." 

Will iam A. Fickling Jr., chairman of the Atlanta 
Fed's Board of Directors, noted in opening re-

marks that the conference's subject would attract a 
crowd even in a stable economic era. "But in 
these times when we are trying a new kind of 
economics and in the midst of a serious recession," 
he said, " I think it's particularly interesting and 
exciting to be able to present this kind of 
program." 

Atlanta Fed President Wil l iam F. Ford traced 
the conference's evolution, noting that " the 
interest in supply-side economics has grown out 
of the frustration that U.S. policy makers and 
business leaders have felt about the inability of 
demand-driven economic policies to produce 
non-inflationary economic growth in our country." 

"Ou t of the frustration that so many Americans 
have felt about these trends in our economic 
performance came the search for a new concept 
to guide us in managing our economic policies," 
he said. "And that, of course, is what supply-side 
economics is all about." 

Uniike concepts of the past, he noted, supply-
side theories were legislated into fact without 
years of academic discussion. Wi th that omission 
in mind, the conference opened with a review of 
supply-side thinking and its theoretical foun-
dations, moderated by Henry G. Manne, director 
of Emory's Law and Economics Center. That 
discussion served as an affirmative exposition of 
supply-side philosophy. It was fol lowed by a 
session on alternative perspectives, which included 
a rebuttal by critics of the administration's ap-
proach. That session was moderated by Donald 
L. Koch, the Atlanta Fed's senior vice president 
and director of research, who would later mod-
erate a panel of leading journalists offering their 
views on supply-side policies. 
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An early morning session on the second day 
served up a sampling of academic research into 
the subject, with academicians presenting a 
series of special papers. That session was mod-
erated by Robert E. Keleher, Atlanta Fed research 
officer and authority on supply-side subjects. 

Making sure that all the bases were covered, 
Atlanta Fed President Ford moderated a con-
cluding session covering political views of supply-
side economics. That session featured two of the 
three congressmen on the program—W. Philip 
Cramm, a Democrat from Texas, and Newt 
Gingrich, a Georgia Republican. 

The opening discussion of theoretical foun-
dations included the third—Jack Kemp, a New 
York Republican—along with Paul Craig Roberts, 
who holds the W. E. Simon Chair of Political 
Economy at Georgetown University's Center for 
Strategic and International Studies; Michael Boskin, 
professor of economics at Stanford University, 
and David Meiselman, director of the graduate 
economics program at Virginia Polytechnic Insti-
tute. 

Session 11, the alternate perspectives panel that 
included Nobel laureate Lawrence Klein and 
Harvard's Martin Feldstein, also featured Frank 
Morris, president of the Federal Reserve Bank of 
Boston; Alan Lerner, senior vice president and 
money market economist at Bankers Trust Com-
pay in New York, Alan Reynolds, vice president 
and chief economist for Polyconomics, Inc. of 
Morristown, N.J.; Thomas Sargent, Professor of 
Economics at the University of Minnesota; David 
Lomax, group economist for England's National 
Westminster Bank Ltd. and Rudolph Penner, 
director of Tax Policy Studies at the American 
Enterprise Institute in Washington. 

Both days of the conference, though, featured 
speakers with impressive credentials in govern-
ment as well as business and academia. 

At the early session on the second day, 
special academic papers were presented by 
Gerald P. Dwyer Jr., associate professor of eco-
nomics at Emory; Dwight R. Lee, research fellow, 
Center for Study of Public Choice, and associate 
professor at VPI; and James Gwartney, Florida 
State economics professor, who delivered a 
paper for himself and Richard Stroup, director of 
the Department of the Interior's Office of Policy 
Analysis. 

The afternoon press panel brought together 
Malcolm S. Forbes, Jr., senior editor of Forbes 
magazine; Leonard Silk, economics columnist for 
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The New York Times; A. F. Ehrbar, a member of 
Fortune's board of editors, and George R. Melloan, 
deputy editor, editorial page, The Wall Street 
Journal. 

The first day's highlight was a lively, if not face-
to-face, debate between the two Nobel Prize 
winners, Mi l ton Friedman and Lawrence Klein. 

W e l c o m i n g Remarks 
William A. Fickling 

Chairman, Board of Directors 
Federal Reserve Bank of Atlanta 

C o n f e r e n c e Purpose 
and Overview 
William F. Ford 

President 
Federal Reserve Bank of At lanta 

S e s s i o n I: T h e o r e t i c a l F o u n d a t i o n s 
An affirmative exposition of supply-side economic policies 

Moderator : 
Henry G. Manne 

Director, Law and 
Economics Center 

Emory Universi ty 

Supply-Side Economics: 
T h e Administrat ive 

Perspect ive 
Murray Weidenbaum 

Chairman, President's Council 
of Economic Advisers 

Theoret ica l Foundat ions of 
Supply-Side Economics 

Paul Craig Roberts 
W. E. Simon Chair 

Center for Strategic and 
International Studies 

Georgetown University 

An Empir ica l Evaluat ion 
of Supply-Side Economics 

Michael Boskin 
Professor of Economics 

Stanford University 

Friedman: Reaganomics has Good Chance 
Predicting that Congress would not vote for 

higher taxes and higher government spending, 
Friedman expressed optimism that inflation "wi l l 
be down under 5 percent in three or four years." 

Friedman, long-time distinguished professor at 
the University of Chicago and currently a research 
fellow at the Hoover Institution, cautioned that 
"my crystal ball is not that good," and noted that 
"the major sources of my optimism at the moment 
is really political and not f rom the point of view of 
economics." 

Two political developments, in particular, are 
encouraging to him. One is a constitutional 
amendment to limit federal spending and balance 
the budget. 

Limiting federal spending, in Friedman's view, 
is crucial. 

" I would rather have a federal government 
expenditure of $400 billion with a $100 billion 
deficit than a federal government expenditure of 
$700 billion completely balanced" he declared. 
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The amendment to limit spending has 60 sponsors 
in the Senate. 

The second encouraging development in the 
political sphere is that "President Reagan is of a 
different breed of ducks." Friedman said that 
every president in his lifetime has sought to "get 
in front of the other ducks...to find out where 
public opinion was going in the short run, and get 
in front of it." Reagan, on the other hand, "has 
been flying all by himself up there in the sky for 
20 years, and the ducks finally got in back of 
him." As a result, Friedman said, Reagan will stick 
to principle and be "stubborn and obstinate." 

Friedman declined the opportunity to launch a 
detailed scholarly defense of supply-side eco-
nomics. In fact, he said "there is no such thing as 
supply-side economics," maintaining that the 

S e s s i o n I: T h e o r e t i c a l F o u n d a t i o n s (continued) 

Supply-Side Economics : 
An A m e r i c a n Renaissance? 

The Honorable Jack Kemp 
(R-NY) 

U.S. House of Representatives 

Is T h e r e a Conf l ict B e t w e e n 
M o n e t a r i s m a n d 

Supply-Side Economics? 
David Meiselman 
Director, Graduate 

Economics Program 
Virginia Polytechnic Institute 

Supply-Side Policies: 
W h e r e Do W e G o From Here? 

Milton Friedman 
Nobel Prize Winner 

Senior Research Fellow, 
The Hoover Institution 

Stanford University 
Distinguished Service Professor, 

University of Chicago 

only things new about the concept are "its 
catchy label" and " the extent to which some 
people operating under that label have over-
promised what it can deliver." 

The essence of supply-side economics, Fried-
man argued, is the idea that people wil l move in 
the direction of higher rewards and will leave 
activities where rewards are lower. Thus, pro-
posals to slow the personal tax reduction or raise 
federal excise taxes are "bad economics," because 
they encourage higher federal spending. 

Federal spending plays a key role in Friedman's 
view of our current economic dilemma. It has 
diverted resources from productive uses into 
other areas. Inflation combined with high mar-
ginal taxes has induced people to put their 
savings in nonproductive forms like housing. 

" W e have been paying people not to work," 
Friedman said. " W e have been taxing them if 
they worked. We have been inducing them to 
put their assets in nonproductive forms." 

Such discouragement of work makes it very 
difficult to increase productivity. In fact, Fried-
man said, " the only reason we have done as well 
as we have is because of the ingenuity which 
people have displayed in avoiding federal taxes 
and regulations." 

Turning to the role of monetary policy, Fried-
man drew chuckles by noting that some of his 
best friends work for the Federal Reserve. Federal 
Reserve performance, on average, has been 
"pret ty good," he said. He linked the economy's 
ups and downs since 1979 to the erratic behavior of 
the money supply over that period. Nevertheless, 
he said, given reduced government spending, " i f 
the Federal Reserve can stick to its average 
policies," the market will adjust to short term 
changes. 

Besides slow and steady money growth, renewed 
economic strength depends critically on a re-
duction in the size of government. In Friedman's 
view, "our present problems date more to the 
explosive growth of government than to any 
other single thing." Citing President Reagan's 
four part economic program of lower government 
spending, lower marginal tax rates, less regulation, 
and moderate, steady money growth, Friedman 
declared "nothing else will do it. All other pro-
posals are smoke screens." 

Friedman is dismayed that total government 
spending in fiscal 1983 is scheduled to be higher 
as a percentage of national income than it was in 
fiscal 1982. The only way to cut government 
spending; he argued, is to cut government rev-
enues. Referring to the Laffer curve theory that 
lower taxes may increase revenues, Friedman 
said, "if the Lafferites were correct in the most 
extreme form and a particular cut in tax rates 
increased revenue, then my conclusion would 
be we hadn't cut tax rates enough—what I want to 
cut is government revenue because that's what 
feeds government spending." 

Friedman chided Democats who say Congress 
should raise taxes to help balance the budget. 
Asking "where do these born-again budget bal-
ancers come from?", Friedman answered that 
" they are not born-again budget balancers; they 
are what they have always been—big spenders. 
They don't want to balance the budget. What 
they want is to increase taxes so they will have 
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more money to spend and won' t have to cut 
spending." 

The tr iumph of President Reagan's policy so 
far, according to Friedman, is that "he has made 
them talk on his terms." If the President were to 
give in now and repeal the tax increase and 
eliminate indexing, Friedman predicted that "in-
flation three years from now would be 25 per-
cent a year... That," he said, "wou ld be a clear 
sign that we are going back to our bad old ways of 
ever-increasing government spending and the 
roller coaster we have been on of up and down 
inflation." 

But if the President sticks by his guns in 
reducing government spending, and the Fed can 
maintain its average monetary targets, " then I 
predict that three or four years from now the 
inflation rate will be down to 3 to 5 percent." 

The precise ending of the current recession is 
not the crucial question, Friedman said. "The 
question is whether that expansion will once 
again be cut short by a Federal Reserve policy of 
excessive reduction in the quantity of money...." 
If it is not, we have a good chance of continued 
reduction in inflation and a gradual decline in 
interest rates. Friedman's optimism, he concluded, 
is based on rising popular and political pressure 
to limit federal spending and on a strong president 
who finally "has the ducks flying behind him." 

Klein: Poor Forecasting, Untested Theories 
Behind Huge Deficit 

Following Friedman on the program, but not 
following him on economics, was Nobel lau-
reate Lawrence Klein. Klein immediately took 

William F. Ford 
President 
Federal Reserve Bank 
of Atlanta 

Murray Weidenbaum 
Chairman 
President's Council of 
Economic Advisers 

Hon. Jack Kemp 
U.S. House of 
Representatives 

SUPPLY-SIDE 
ECONOMICS: 
A Samp l ing of 
Descr ip t ions 

"Supp ly -s ide econom ics 
has g rown out of the 
frustrat ion that U.S. po l icy 
makers and bus iness 
leaders have felt abou t the 
inabil i ty of demand-dr ive 
econom ic pol ic ies to 
p roduce non- inf lat ionary 
econom ic growth in our 
country." 

"The fundamenta l effort to 
shift resources and decision-
making from the government 
to the private sector is as 
needed and mer i tor ious as 
ever. 

Reduc ing the bu rden of 
taxation and regulat ion a n d 
s lowing the growth of 
government s p e n d i n g and 
credi t are essent ial s teps to 
ach iev ing a st ronger 
e c o n o m i c per formance." 

"As you may have noted. I 
have avo ided present ing a 
g rand vision, either new or 
o ld of how the econom ic 
wor ld works. In this regard, I 
recal l o n e of the lesser 
known statements of 
Gert rude Stein to the effect 
that the t rouble with 
Americans is that they always 
simpl i fy when they shou ld 
try to understand complexity. 
A part of that complex i ty 
surely involves the difficulties 
inherent in quickly chang ing 
basic aspects of the structure 
of our economy." 

One fact b e c a m e abun-
dant ly clear as the 
con fe rence p roceeded : 
"supp ly-s ide e c o n o m i c s " 
means many th ings to many 
people. Like Proteus, the 
Greek sea g o d w h o cou ld 
c h a n g e his appea rance at 
will, supp ly -s ide e c o n o m i c s 
appears in some descript ions 
as a so l id body of e c o n o m i c 
though t and in others as a 
phan tasm des t ined to 
sl ip beneath the waves. 
To he lp sort out just how 
many s ides supp ly -s ide 
theory has, we present a 
samp l i ng of descr ip t ions 
gleaned from the conference's 
31 speakers. 

" . . . There is a po in t at 
which taxes become counter-
product ive. That's all (Adam) 
Smith was saying, that's all 
Keynes was saying and thafs 
all Laffer was say ing and 
that's all we're trying to say 
or even J o h n F. Kennedy 
was say ing in 1962 w h e n 
he sa id the pu rpose of cut-
t ing tax rates is not to create 
a def ic i t but to increase 
investment, employment and 
the prospects for a ba lanced 
budget . " 
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the offensive by characterizing some previous 
speakers as "a lot of sob sisters blaming the 
Federal Reserve for their troubles." 

The Reagan administration's economic ad-
visers, according to Klein, are guilty of poor 
economic forecasting and of introducing un-
tested economic policies. Klein, who is the 
Benjamin Franklin Professor of Economics at the 
University of Pennsylvania's Wharton School, 
told the conference that " the events of 1981 
provide us wi th an extraordinary outcome in 
which certain popular renditions of supply side 
economics are shown to be false." 

Klein said the Reagan policies and the policies 
of Prime Minister Thatcher in Great Britain are 
really "noncontrol led experiments on a grand 
scale," which he blamed for serious recessions in 
both countries. 

Asserting that " there is no visible evidence of 
the (supply side) effects having occurred," Klein 
hammered away at two lessons he said should 
be learned from this episode: (1) forecast 
accuracy is of great importance in the making of 
economic policy, and (2) professional peer review 
is essential before sophisticated arguments should 
be accepted as the basis for making economic 
policy." 

Administration economists, Klein said, originally 
brushed aside criticism of their forecasts of 
"cycle-free expansion accompanied by declining 
deficits, decelerating inflation, and falling unem-
ployment." They argued that forecasts as such 
were not important, Klein said. 

"But their forecast was so w ideo f t he mark that 
they could not see the dangerous territory into 
which they were leading the economy." 

In his defense of the need for rigorous peer 
review, Klein criticized administration supply-
side proponents who claimed that the incentive 
effects (to work harder and save more) would be 
large enough and quick enough to justify the 
declining deficit projections of March and July 
1981. The fact was, Klein said, that "by July 
everybody knew" that those estimates were 
overly optimistic. 

Differing again from previous speakers, Klein 
stated that research showed supply-side effects 
to be minimal at best. 

" W e could find some effects of tax rates on 
labor supply or on savings," he said, "but they 
were so small, so slow, and sometimes not 
statistically significant, that they were no basis at 
all on which to form a grandiose public policy 
proposition." 

FEDERAL RESERVE BANK O F ATLANTA 

SUPPLY-SIDE 
Atlanta, Georgia 

THE 1980s 
arch 17-18, 1982 

S e s s i o n I I : A l t e r n a t i v e P e r s p e c t i v e s 
O n S u p p l y - S i d e E c o n o m i c s 

A close inspection of neo-Keynesian, 
rational expectations, and Wall Street points ot view. 

Moderator : 
Donald L Koch 

Senior Vice President 
and Director of Research 

Federal Reserve Bank of Atlanta 

Alternat ive Pol ic ies for 
S tab le Non- Inf la t ionary 

Growth 
Lawrence ft Klein 
Nobel Prize Winner 

Benjamin Franklin Professor 
of Economics and Finance 
University of Pennsylvania 

Do t h e Monetary Aggregates 
Have A Future as Targets 

for Federa l Reserve Policy? 
Frank Morris 

President 
Federal Reserve Bank of Boston 

A Wal l Street Perspect ive 
Alan Lerner 

Sr. Vice President and 
Money Market Economist 

Bankers Trust Company 

T h e G o l d Standard: 
A Supply-Side E l e m e n t ? 

Alan Reynolds 
Vice President 

and Chief Economist 
Polyconomics, Inc. 

Non-Gradual is t Approaches 
to E l iminat ing Inf lat ion 

Thomas Sargent 
Professor of Economics 
University of Minnesota 

T h e Thatcher Policies: 
A Supply-Side Exper ience? 

David Lomax 
Group Economist 

National Westminster Bank, Ltd. 

The Conceptual Foundations 
of Supply-Side E c o n o m i c s 

Martin Feldstein 
Professor of Economics 

Harvard University 
President, National Bureau of 

Economic Research 

Ba lanced Budgets: 
T h e Relat ionship to 

Supply-Side Policies 
Rudolph Penner 

Director of Tax Policy Studies 
American Enterprise Institute 

Turningto his own prescription for the present 
slowdown, Klein advocated "prudent demand 
management" policies together with associated 
structural policies. 

Structural policies are best described as indus-
trial policies to enhance productivity and improve 
competitiveness, Klein said. In fact, " in a true 
sense, these are supply-side economic issues, 
much more in the spirit of supply-side than the 
single-minded preoccupation with tax cutting." 
Along this line, Klein approved of the administra-
tion's more generous tax guidelines for deprecia-
tion, but said they do not go far enough. 

Klein suggested increases in investment tax 
credits, special support for R&D, and increased 
support for basic scientific research. Instead, 
Klein said the administration is reducing federal 
support of R&D and basic, non-military research. 

To stimulate productivity growth, Klein argued, 
we need to invest not only in fixed capital but in 
human capital. This calls for training programs, 
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especially for the young unemployed. Rather 
than a publicly-supported CETA type program, 
he would like to see a cooperative scheme 
between the public and private sectors. 

Agreeing wi th supply-siders who want to pro-
mote saving, Klein suggested a scheme to make 
workers' pension funds more portable in the 
private sector, "something like the TIAA system 
for academic retirement accounts." 

As another facet of stimulating supply, Klein 
said we should be prepared for a majoroi l supply 
interruption dur ingthe 1980s. The current world 
oversupply of oil makes this a good t ime to fill the 
strategic oil reserve and to stockpile various 
other basic raw materials. 

The most essential issue in reducing inflation, 
Klein said, is not the money supply—it is the rate 
of productivity growth. To encourage such growth, 
he advocated an incomes policy which would 
either penalize firms that grant excessive wage 
increases or reward firms that restrain prices. He 
cited Austria as an example of successful applica-
tion of such an incomes policy. 

"Alternatives exist," Klein concluded, "and 
they go far beyond macro demand management. 
From my perspective, they involve many aspects 
of the supply side..., but not simply large scale tax 
cuts." 

Feldstein: Conceptual Foundation 
Martin Feldstein, professor of economics at Har-
vard University and president of the National 
Bureau of Economic Research, supplied a coun-
terpoint to Klein in his address on "The Concep-
tual Foundation of Supply-Side Economics." 

Feldstein described supply-side philosophy as 
"a retreat from the Keynesian ideas that have 
dominated economic policy for the past 35 
years." The supply-side "revolution," as Feldstein 
called it, rejects the Keynesian emphasis on 
expanding demand to raise income and also 
rejects the Keynesian fear of saving. 

Identifying himself with the supply-side move-
ment, Feldstein said "we recognize that more 
saving is a prerequisite for the increased capital 
formation that can raise productivity and the 
standard of living." 

Feldstein jo ined Friedman, Rep. Kemp, and 
several other speakers in refuting the notion that 
supply-side theory is a new, untested fad. He 
traced its origins back two centuries to Adam 
Smith's view that a nation's wealth and prosper-
ity depend ultimately on its capacity to produce. 
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Smith also believed that the free market—without 
government interference—will in general see 
that capital resources and labor are allocated to 
their most productive uses. 

This view dominated economic thinking until 
the depression of the 1930s "diverted attention 
from the long-run problem of creating productive 
capacity to the short-run problem of maintaining 
demand." 

In the ensuing years, "what began as a policy of 
government spending intended only to stimulate 
the private sector back to the full use of the 
economy's capacity soon became the basis for 
widespread intervention in all aspects of the 
private economy." More recently, Feldstein said, 
"careful empirical studies have confirmed that 
governmental policy has not only often failed to 
eliminate the problems it was designed to solve 
but has frequently exacerbated those very prob-
lems or created new and unanticipated problems." 

SUPPLY-SIDE ECONOMICS IN 
Atlanta, Georgia March 17-18, 1982 
- - » • M i ^ H i i B B r 

S p e c i a l P a p e r s 
Some current academic research 

on supply-side economics 

Moderator : 
Robert £ Keleher 

Research Officer 
Federal Reserve Bank of Atlanta 

Inf lat ion and G o v e r n m e n t 
Defici ts: W h a t is 
t h e Connec t ion? 

Gerald P. Dwyer Jr. 
Associate Professor of Economics 

Emory University 

W h e r e Are W e On the 
Laffer Curve? 

S o m e Political Considerations 
Dwight R. Lee 

Research Fellow, 
Center for Study of Public Choice 

Associate Professor, 
Virginia Polytechnic Institute 

Margina l Tax Rates, 
Tax Avo idance , 

a n d the Reagan Tax Cut 
James Gwartney 

Professor of Economics 
Florida State University 

and 

Richard Stroup 
Director, Office of Policy Analysis 

Department of the Interior 

The new policies adopted in 1981 were based 
not only on classical economic principles, Feld-
stein reminded his audience, but also on continu-
ing academic and political discussion from the 
mid-1970s through 1981. 

Unfortunately, he said, some administration 
spokesmen "actually believed the extreme supply-
side theory and predicted that the new policy 
would cause an immediate surge in economic 
growth and productivity and a rapid decline in 
the inflation rate." 

While he acknowledged that " the economy's 
performance is not living up to these naive and 
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euphoric forecasts," Feldstein stressed that it is 
vital to judge the program by its long-term 
consequences and "not by its failure to live up to 
the naive short-term forecasts." 

Feldstein traced the high inflation, low capital 
formation, and declining productivity growth of 
the '70s to "a whole range of government policies," 
including: 

• t a x r u l e s t h a t p e n a l i z e d s a v i n g a n d d i s c o u r a g e d 
b u s i n e s s i n v e s t m e n t 

• a S o c i a l S e c u r i t y p r o g r a m t h a t m a d e s a v i n g 
v i r t u a l l y u n n e c e s s a r y f o r t h e m a j o r i t y o f t h e 
p o p u l a t i o n 

• c r e d i t r u l e s t h a t e n c o u r a g e d l a r g e m o r t g a g e s a n d 
e x t e n s i v e c o n s u m e r c r e d i t 

• p e r e n n i a l g o v e r n m e n t d e f i c i t s t h a t a b s o r b e d 
p r i v a t e s a v i n g a n d s h r a n k t h e r e s o u r c e s a v a i l a b l e 
f o r i n v e s t m e n t . 

The 1981 tax policy, in Feldstein's view, attacks 
this government-inspired discouragement of sav-
ing through several substantial changes in the 
personal tax rules aimed at encouraging saving. 
He cited NBER studies indicating that the IRA 
accounts alone wil l begin producing substantial 
new savings after about two years. 

The tax act also provides a dramatic reduction 
in business tax rates on new investments and 
should produce much higher net rates of return. 

Feldstein's belief that the administration's basic 
approach represents sound policy rests largely 
on what he sees as "a complete reversal of the 
roles assigned to monetary and fiscal policy." 

Macroeconomic policy of the '60s sought to 
combine easy money to stimulate investment 
with a tight fiscal policy to prevent inflation. 
"That strategy clearly failed," Feldstein said. 

S U P P L Y - S I D E 
E C O N O M I C S : 
A Samp l ing of 
Descr ip t ions 

Milton Friedman 
Senior Research Fellow 
Hoover Institution 
Stanford University 

"I don' t th ink there is any 
such th ing as supp ly -s ide 
economics . I th ink there is 
s imply g o o d e c o n o m i c s 
and bad economics . " 

The essence of supply-
side economics is . . . simply 
the e lementary p ropos i t ion 
that peop le wil l move in the 
d i rect ion in w h i c h rewards 
are h igher a n d wi l l leave 
activit ies in w h i c h rewards 
are lower, that d e m a n d 
curves s lope negat ively a n d 
supp ly curves s lope 
positively. That's supply^side 
economics and a lmost 
noth ing more." 

Lawrence R. Klein 
Benjamin Franklin Professor 
of Economics and Finance 
University of Pennsylvania 

"Aggregat ive pol ic ies of 
d e m a n d managemen t are 
. . . in a t rue sense, m u c h 
more in the spirit of supp ly 
s ide than the s ing le -m inded 
p reoccupa t ion with tax 
cutt ing." 

Martin Feldstein 
Professor of Economics 
Harvard University 

"A central feature of this 
revolut ion in econom ic 
th ink ing is the reject ion of 
the Keynesian view that the 
way to raise i ncome and 
reduce unemp loymen t is 
s imp ly to e x p a n d demand . 
Instead of Keynesian 
d e m a n d management , the 
new view focuses on 
capac i t y creat ion th rough 
capi ta l format ion and 
research." 

"The current e c o n o m i c 
pol ic ies are not the 
embodiment of a radical new 
wishful th ink ing theory of 
supp ly -s ide econom ics that 
the admin is t ra t ion b rough t 
to Wash ing ton . Instead, the 
bas ic p rogram is a sound 
o n e that gradua l ly evo lved 
in Congress dur ing several 
years of carefu l study." 

Beryl Sprinkel 
Under Secretary 
of the Treasury 
for Monetary Affairs 

"Monetary and supply-side 
e c o n o m i c s are based o n 
the propos i t ion that private 
init iative is the source of 
weal th a n d the source of 
h igher s tandards of l iving." 

"What has b e e n 
character ized as the supp ly 
s ide of our e c o n o m i c po l icy 
dea ls wi th the effect 
government s p e n d i n g and 
f inanc ing has on the 
wi l l ingness and abil i ty of 
ind iv idua ls to take a c h a n c e 
on product ive ventures." 
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Monetary authorities wil l now disregard the 
goal of increasing investment and wil l focus 
exclusively on achieving a low inflation rate. 
Fiscal policy, in turn, wil l focus on stimulating 
saving and investment by targeted tax incentives. 
Feldstein believes the result wil l be "not a 
permanent conflict between monetary and fiscal 
policies..., but a coordinated mix designed to 
twist spending away from housing and consumption 
and toward business investment." 

The reductions in personal tax rates will not be 
inflationary, according to Feldstein, but not be-
cause the tax cuts wil l unleash a powerful supply-
side response, as called for in the "extreme form 
of Lafferite wishful thinking that candidate Reagan 
discussed early in his campaign." In reality, 
"there wil l be virtually no reduction in the share 
of personal income taken by taxes" because the 
reduction wil l be mostly offset by bracket creep. 

"Because the administration never explained 
that there are essentially no personal rate cuts," 
Feldstein said, "its critics have charged that its 
fiscal policy is irresponsibly inflationary." 

Feldstein believes that continued spending 
reductions can gradually lower the deficit and 
make more money available for investment. To 
do this, however, the administration must " look 
beyond the list of budget categories that it dealt 
with in its most recent budget." Returning 
nondefense spending to the same share of CNP 
that it had in 1970, Feldstein pointed out, would 
reduce federal outlays by 5 percent of GNP and 
achieve a balanced budget. 

NotingthatCongress"probably did not recog-
nize how long and arduous the transition period 
would be," Feldstein declared that " the ad-
ministration's economic program is on the right 
track and the current recession is an inevitable 
part of the process of reducing inflation." 

Administration Spokesmen 
The Reagan administration was well represented 

at the gathering to advocate its point of view and 
to respond to its critics. Administration representa-
tives included Murray Weidenbaum, chairman 
of the President's Council of Economic Advisers, 
and the two undersecretaries of the Treasury: 
Beryl Sprinkel, undersecretary for monetary affairs, 
and Norman Ture, undersecretary for tax and 
economic affairs. 

Weidenbaum, while defending the admin-
istration's achievements to date ("The funda-
mental effort to shift resources and decisionmaking 
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S e s s i o n I I I : T h e I m p l e m e n t a t i o n o f 
S u p p l y - S i d e P o l i c i e s 

Problems and Practicalities 

Moderator : I m p l e m e n t a t i o n of 
William F. Ford Supply-Side Tax Policies 

President Norman Ture 
Federal Reserve Bank of Atlanta Under Secretary of the Treasury 

tor Tax and Economic Affairs 

Reaganomics : 
T h e Monetary C o m p o n e n t 

Beryl Sprinkel 
Under Secretary of the Treasury 

for Monetary Affairs 

from the government to the private sector is as 
needed and meritorious as ever"') was candid in 
discussing its dilemmas as well. 

" W e have tried to avoid repeatingthe mistakes 
of the past, although no doubt we will produce a 
full quota of new mistakes," Weidenbaum con-
ceded. 

He forecast that the resulting educational 
process will make for both a stronger economy 
and an improved understanding of the workings 
of economic policy. Yet, he added, " i t is far too 
early for anyone to make a definitive evaluation 
of Reaganomics." 

The first year of the Reagan administration, he 
said, has produced such gains as lower tax 
burdens and dramatically reduced inflation. And, 
he added, the public can look for further benefits 
in economic growth and rising employment as 
the economy pulls out of its current recession. 

Like other administration spokesmen, though, 
he indicated that the recovery's t iming depends 
on a number of variables. 

"The precise timing, speed, strength and duration 
of that recovery," he said, "wi l l be affected by 
how quickly interest rates decline from the 
current high levels." At the same time, he said, 
those interest rate shifts during 1982 are certain 
to be influenced by the degree of progress in 
paring the federal budget deficits. 

Weidenbaum noted that the fiscal year 1982 
budget deficit wil l be in the neighborhood of 
$100 billion, substantially above the 1981 figure 
of $58 billion. Yet he pointed to the irony that, 
despite the swelling deficit projections, the closely 
watched Consumer Price Index inflation barom-
eter has declined from the 12 to 13 percent 
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range of late 1980 to a 4-6 percent range in 
recent months. 

" I am not so partisan as to contend the deficits 
of one political party are inherently less inflationary 
than those of another," Weidenbaum said with a 
smile. "But I would defend the germ of truth that 
is embedded in that proposition—namely, that 
deficits associated with tax reductions are less of 
a problem for the economy than those arising 
from a spending increase." 

Weidenbaum characterized the projected def-
icits as "a matter of considerable concern but not 
national hysteria. 

"The inflationary consequences so often attri-
buted to past deficits have actually been the 
result of inappropriate monetary policy, which 

SUPPLY-SIDE ECONOMICS IN THE 1980s 
Atlanta, Georgia March 17-18, 1982 

Session IV: Press Perspective 
Moderator : 

Donald L Koch 
Senior Vice President 

and Director ot Research 
Federal Reserve Bank of Atlanta 

A.F. Ehrbar 
Member, Board of Editors 

Fortune 

Malcolm S. Forbes, Jr. 
Senior Editor 

Forbes 

George R. Melloan 
Deputy Editor, Editorial Page 

The Wall Street Journal 

Leonard Silk 
Economics Columnist 

The New York Times 

monetized those deficits," he said. " W e have 
contended that a policy of monetary restraint—a 
substantial reduction in the growth of the money 
supply from the rapid pace that characterized 
much of 1979 and 1980—would contain the 
inflationary potential of deficit spending." 

He praised the Federal Reserve and its mone-
tary policy for reining in the nation's runaway 
inflation, and reiterated the administration's sup-
port for those efforts. But he said of the Fed's 
monetary targets: "I wish their aim would improve-
but then again, they do too." 

Undersecretary Sprinkel too referred to the 
Fed's monetary policy in a presentation he called 
"Reaganomics: The Monetary Component." 

"The monetary component of Reaganomics is 
critical to the overall program," said Sprinkel, a 
former Harris Bank of Chicago economist. 

"The supply-side promise of real growth and 
prosperity is sound; the incentive effects wil l 

work in America in the 1980s just as they have 
worked hundreds of times before in our own 
country and in other countries. 

" But they will not work unless there is a fertile, 
stable monetary environment," he said. "You can 
have the best seeds in the world, but they won' t 
grow without the proper soil." 

Sprinkel argued that the Federal Reserve is 
capable of control l ingthe nation's money supply 
and, therefore, what he called the economy's 
"monetary environment." 

Explaining, he said the data show that inflation, 
nominal GNP and interest rates all fol low the 
growth of M l — t h e Fed's basic measure of money, 
including cash and checkable deposits in financial 
institutions. He said M l growth, in turn, follows 
the growth of the monetary base—which he 
defined as "simply the sum of certain items on 
the Federal Reserve's balance sheet." Since the 
Fed can control the largest asset, its portfolio of 
government securities, Sprinkel said, the Fed 
"could, if it chose, control the base to the penny." 

According to Sprinkel, the administration in-
herited "a pretty tough situation" when it took 
office early in 1981. 

" In the last 12 months we have had to spend a 
great deal of t ime repairing the wreckage from 
the last administration," he said. "But we are now 
on a sure, steady course toward low inflation, low 
interest rates and real economic rates and real 
economic growth in America." 

"For us fully to realize our potential," he 
concluded, "we must have less volatility in mone-
tary growth." 

Sprinkel disputed claims—repeated by some 
conference speakers—that the administration's 
supply-side policies are fighting with its mone-
tarist policies: that the Reagan fiscal policy and 
the tight money policy of the Fed are running 
headlong into each other. 

" I n spite of the frequency of their appearance 
in the media, both of these statements are 
untrue," according to Sprinkel. " N o t only are 
supply-side and monetarist policies compatible, 
it is essential that they go together." 

The supply-side of economic policy, he ex-
plained, deals with the impact of government 
spending and financing on the willingness and 
ability of individuals to take a chance on productive 
ventures. The monetarist component, he said, 
deals wi th money in the belief that high and 
variable monetary growth and inflation discourage 
work, savings and investment and that inflation is 
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primarily a monetary phenomenon. 
"The goal of the supply-side and monetary 

elements of our policy is the same: to increase 
the productive potential of the economy," he 
declared. "The only difference is that they focus 
on different aspects of government behavior, 
one on the demand side and the other on the 
supply." 

And Reaganomics? He defined that as a com-
bination approach "carefully designed to rid us 
of stagflation by limiting money growth and 

SUPPLY-SIDE ECONOMICS IN THE 1980s 
Atlanta, Georgia March 17-18, 1982 

S e s s i o n V: Po l i t i ca l V i e w s of S u p p l y - S i d e E c o n o m i c s 
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President The Honorable 
Federal Reserve Bank of Atlanta W. Philip Gramm (D-Tx) 

U.S. House of Representatives 

The Politics of 
Supply-Side Policies 

The Honorable 
Newt Gingrich (Ft-Ga) 

U.S. House of Representatives 

inflation, while increasing incentives to produce 
real goods and services." 

Norman Ture, under secretary of the Treasury 
for tax and economic affairs, joined Sprinkel in a 
spirited defense of the president's economic 
program. 

The Reagan program, he cautioned, should not 
be construed as blind faith in the perfection of 
markets. Instead it holds that " the responsibility 
properly assigned to government is to seek to 
identify the sources of market failure and to seek 
to facilitate more efficient market operation." In 
turn, government must reject what Ture called 
the "elit ist notion that public policy makers 
know better than private market participants 
what is good for them—the private market parti-
cipants." 

The administration program also rejects short-
run fine tuning of the economy, Ture said, and 
focuses instead on long run policy objectives. 

To help the private market perform more 
efficiently, Ture said, " the policy thrust toward an 
ever-mounting edifice of complex regulations 
must be reversed." In particular, the "antique 
regulations of financial institutions" should be 
eliminated. 

Replying to some previous speakers who ques-
t ioned how closely the Reagan program repre-
sented a supply-side approach, Ture said, " I do 
not mean to suggest that the President or his 
principal policy advisers toiled through the supply-
side exegesis in order to formulate the programs." 
But had they done so, he maintained, " the 
overall program would have differed little, if at 
all, from that which the President presented in 
1981." 

Citing the supply-side rejection of a positive 
relationship between levels of government spend-
ing and total output, for example, Ture argued 
that the Reagan program sees reduced federal 
spending as a key to expanded output and 
employment. 

The tax policy portion of the administration's 
program also reflects sound suppl^side principles, 
in Ture's view. By reducing marginal tax rates, the 
1981 tax act is intended to reduce the relative 
cost of working, saving, and investing. Ture took 
special notice of the"dramatic revision in ourtax 
provisions pertaining to capital recovery," which 
he said will reduce the bias against saving and 
capital formation. 

Turning to the more controversial question of 
budget deficits, Ture argued that supply-side 
theory rejects the view that budget deficits per 
se are inflationary. That erroneous view, he said, 
rests on the observation that those deficits tend 
to be monetized. Consequently, the administration 
program calls for the "institutional link between 
monetary expansion and government deficits" 
to be broken. 

"Monetary policy," Ture said, "should pursue 
a firm policy of slow and steady growth in the 
stock of money, substantially oblivious to budget 
prospects or outcomes." 

Ture joined Sprinkel, Weidenbaum, and Fried-
man in defending the intellectual and empirical 
basis for the administration program. Far from i 
being "novel, exotic ... or abstract," the program 
rests on "an extremely rigorous and hard-headed 
analytical system...with an extensive empirical 
record." 

Finally, Ture said, the program should be judged 
not by any short-term gains in housing, con-
struction or other sectors, but by " the progress 
toward greater economic freedom, toward in-
vesting the individual with greater opportunity 
and responsibility for determining his or her 
economic status." 
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Conclusion 

Not every participant at the Atlanta conference 
agreed with the administration spokesman's view-
point, of course, any more than everyone con-
curred with the criticisms voiced by supply-
side's detractors. The conference's structure pro-
vided a cross-section of opinion expressed by 
panelists from points as distant as Wall Street 
and London's Threadneedle Street—panelists 
who, in some cases, proved as far apart ideologi-
cally as they did geographically. By virtue of its 
balanced nature, the gathering was designed to 
stimulate an exchange of conflicting views rather 
than a rubber-stamp unanimity. 

"Supply-Side Economics in the 1980s" helped 
focus attention on the effects of tax rate policy 
on savings, investment and work effort. Partici-
pants may have differed on the importance of 
tax incentive policies on the national economy, 
but there seemed to be general agreement that it 
was a crucial subject too often overlooked in the 
past. 

Sponsors had organized the program, in part, 
to encourage eminent opinion-shapers to discuss 

two fundamental questions regarding supply-
side economics. First, does the supply-side ap-
proach hold the answers to the nation's troubling 
economic maladies? And, if not, what are the 
alternatives? 

Obviously, the conference didn't provide neatly 
packaged answers to all the questions its sponsors 
had raised, nor was it likely to have done so. Yet it 
provided an open and far-ranging forum for 
some of the nation's most respected thinkers to 
offer their perspectives on the supply-side con-
cept. So, if the Atlanta meeting raised a mult i tude 
of perplexing questions, surely it defined a frame-
work for producing the answers as well. 

—Donald E. Bedwell 
and Gary W. Tapp 

PROCEEDINGS FORTHCOMING 
Complete proceedings of the entire conference will 
be available later in the year. See future issues of the 
Review for details. 
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