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Op Ed.
Raise Taxes If You Want To
Drive The Market Down

The turmoi l  in  the stock rnarket  appcars to l r ;n 'e
nr ; rde Prcs ident  Reagan rc lent  in  h is  opposi t ion to t r rx
incrclrscs. lf he agrees to any tar increasc as a part of a
c lef ic i t  reduct ion package,  he ' l l  not  only  dcstroy the Iast
vest ige of  h is  program to l ighten the heavy and damaging
hand of  government  on the U.S.  economy. he ' l l  a lso ac lc l
new stuntb l ing b locks in  the way of  the nat ion 's
cont inu ing economic progress.

What  is  there about  the market 's  crash that  the
Prcsident  should see as g iv ing added urgency to but lget
t le f ic i t  reduct ion,  le t  a lone t :u  increases? Surely  nei ther
he nor  thc Congressional  leadership bel ieves the nonsense
that thc Black Mondays wcre caused by the budget
dcf ic i t .  Surely  they don' t  th ink that  investors woke up
Monday morning and,  seeing no reduct ion in  the buclget
t le  f ic i t ,  ca l led in  sel l  orders to thei r  broke rs .  Surely  no
one bel icves that  computer ized por t fo l io  managcment
programs inc luded inst ruct ions to sel l  i f  the budget
dcficit weren't cut by a sllecif ic clate. Surely the
President ,  h is  advisors,  and the Congre ss ional  leaclership
lre aware of the fact that the budget deficit had come
way down rn fiscal 1987. Surely they must disdain the
notion that the substantial decline in the market
averages since last August were caused by budget
developments that were, in any event, highly favorable.

Presumably it 's not the market crash itself but the
f'ear that the severe market losses wil l precipitate a
recession that has impelled the President to moderate his
stance against tax increases. Even if he believes there is
some such connect ion,  one must  wonder what  l ine of
economic reasoning could persuade him that raising taxes
will bolster fhe economy's defense against recession. In
the Keynesian view, tax hikes that aren't offset by
spending increases wil l reduce aggregate demand; this
wil l depress output and employment, saving and

investment .  Not  only  wi l l  the economy be i t t iurcd,  so
will the stock nrarket. In the neoclassicrtl (aka suplrl l '-
side) view, tax hikes, particularly of thc sort
contemplated in  the Ways and Means and Fi r tat tcc
Commit tee b i l ls ,  wi l l  ra ise the cost  of  saving and
capi ta l ,  cur ta i l  capi ta l  format ion,  impair  labor
product iv i ty ,  reduce entp loyment ,  outpLl t ,  ancl  inconte,
and fur the r  damage investor  conf idence .  Mortc tar is ts
would agree wi th t l ie  neo-c lass ic is ts  and add that  \ \ ' l l l t
is  real ly  needed is  a suf f ic ient ly  rapid,  [ rut  r to t
excessively fast. exparrsion of thc money sLrpply tt i
assure cont inue d econor l ic  growth.

The real  rat ionale for  ra is ing taxes,  of  course.  is
to be able to f inance h igher  levels  of  f 'ederal  spcnding
than would otherwise be possib lc ,  g iven Gramm-lLudnutr t -
l lo l l ings ancl  the embarrassment  o i  being t r rggcd l r  l t ig
spending,  budget  bust ing,  def ic i t  ra iscr .  Presi t ler t t
Reagan must  know th is ,  and he must  knorv t l l r t  l t is
agreeing to any t lLX incrcasc now rv i l l  s inrp ly  v l r l i t l l r tc
more spending unr l  rcncrvcc l  c lcnrands ncxt  Yci r r  t i r r  s t i l l
nrorc t iLX h ikes.  l le  ; r lso nrust  kr ro l l '  th ; r r r  r ro t r r r  l r ikc
w i l l  s t r eng t l t cn  t l r c  cco l ron ry  r t n r l  i s  f n r  l i k c l i c l  t o  i r r i L t re
i f .  Even i f  r r  t ru h ike u,erc to bols tcr  t l re  nrr lke t .  t t l t ic l t
i t  woulc ln ' t ,  i ts  drr r l l rgc to the ecol ronry l rnd to e i i i r r ts
to br ing f tc lera l  s l rending unclcr  cont lo l  lvoul t l  be too
high a pr ice to pay.
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