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From Woodlief Thomas 

The at tached e d i t o r i a l from today1 s Washington Post seems t o 
me t o give about as c lear and accurate a statement of the r e l a t i o n o f 
t ax reduc t ion and i n f l a t i o n t h a t can be given i n so b r i e f a space* I t 
c a r e f u l l y analyzes the re l a t i onsh ip of taxes t o costs and pr ices* 

The p r i n c i p a l po in t t h a t might be added t o t h i s statement on 
the subject i s the one tha t you made the other day* I t oan be sa id t h a t 
the payment of taxes adds t o i n f l a t i o n a r y pressures under the f o l l ow ing 
set of cond i t ions : 

(1) The Government spends the proceeds of taxes and does not 
use them f o r debt re t i rement and, i f taxes were lower, 
would reduce expenditures, and 

(2) The taxpayers (a) have t o borrow from banks or draw on 
otherwise i d l e balances i n order to pay the taxes, and 
(b) i f taxes were lower, would e i t h e r r e t i r e debt or 
ho ld increased i d l e balances* 

I n the present s i t u a t i o n , the f i r s t r e q u i s i t e i s c e r t a i n l y not 
s a t i s f i e d because the Government i s us ing i t s t ax rece ip ts to r e t i r e 
debt and, i f taxes were lower , &eU£ ret i rement ra ther than expenditures 
would be cu r t a i l ed * Thus, even though taxpayers may need t o borrow or 
draw upon i d l e cash balances t o pay t h e i r taxes, the presumed i n f l a t i o n a r y 
e f f e c t of those t ransact ions i s o f f s e t by the de f l a t i ona ry e f f e c t of 
Government debt re t i rement* I t i s , moreover, not t rue tha t a l l of the 
increased taxes are being pa id out of i d l e balances or borrowed* I n the 
m a j o r i t y of cases the h igh taxes make i t necessary f o r taxpayers t o cur -
t a i l t h e i r expendi tures, and i f taxes were lowered expenditures could be 
increased* Thus, the arguments tha t t a x reduct ion would reduce i n f l a -
t i o n a r y pressures are a l toge ther specious* 

You may be i n t e res ted also i n the at tached copy of a l e t t e r 
I have w r i t t e n Aubrey Lanston* 
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