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			Book Presentation: The End of Prosperity by Arthur B. Laffer, Stephen Moore, and Peter J. Tanous

			Book Abstract

			In The End of Prosperity, Laffer, Moore, and Tanous deliver an urgent argument for all Americans to hear: We risk losing the exceptional standard of living that has made us the envy of the rest of the world if the pro-growth policies of the last 25 years are reversed by a new president. Under the leadership of Presidents Ronald Reagan and Bill Clinton, Americans changed the incentive structure on taxes, inflation, and regulation, and as a result, the economy roared back to life after the anti-growth, high-inflation 1970s. Now, the rest of the world is following the American economic growth model of lower tax rates, more economic freedom, and sound money. Inexplicably, one country is moving away from these growth policies and putting its prosperity at risk: the United States.

			About the Author

			Arthur B. Laffer, PhD. is the founder and chairman of Laffer Associates, an economic research and consulting firm, and he was a member of President Ronald Reagan’s Economic Policy Advisory Board. Stephen Moore is the Senior Economics Writer for the Wall Street Journal’s editorial page and he is the former president of the Club for Growth. Peter J. Tanous is an investment strategist, the president and CEO of Lynx Investment Advisory LLC, and the author of numerous books on investing and finance, including Investment Gurus.

		

	
		
			Summary of The End of Prosperity (Arthur B. Laffer, Stephen Moore, and Peter J. Tanous)

			Introduction

			In 1980, Ronald Reagan was elected president. He believed in lower taxes, less regulation, and smaller government. By and large, the United States has followed these principles for nearly three decades. As a result, America has achieved unprecedented prosperity, job creation, and higher living standards.

			The success of Reagan’s economic revolution demolished liberal and socialist economic theories. Even Democrat Bill Clinton felt compelled to acknowledge that the era of big government was over. In short, the supply-side boom set an example that would soon be emulated around the world.

			The current economic slowdown, however, has prompted many on the Left to blame low-taxes, free-trade, and free-markets for our financial ills. In fact, reactionary liberals seem hell-bent on repealing the supply-side tax cuts that fueled our three-decade-long boom. If liberals are successful in implementing their agenda, which would entail higher taxes, bigger government, and nationalized healthcare, America’s prosperity will be threatened.

			Bad economic policies will lead to poor economic performance. Three decades of evidence validates supply-side economics: reducing high tax rates leads to more revenue. This might seem like a paradox, but lower taxes reward entrepreneurship, industry, and the kind of risk-taking that creates wealth. They also help expand the tax base, all of which leads to more revenue. Conversely, higher taxes punish virtuous economic activity, which smothers growth. The Laffer Curve is a graphical representation of this simple principle: lower taxes generate more revenue while higher taxes cost the government more money than they raise.

			Today, much of the world is embracing supply-side economics and the principles of free markets and free trade, but the United States appears poised to revert to the failed high-tax and big government policies that wreaked so much havoc on the American economy in the 1970s.

			Americans need to recognize the principles that have generated our country’s prosperity. To put it bluntly, the policies of Barack Obama, Nancy Pelosi, and Hillary Clinton will retard economic growth, undermine prosperity, and lower American living standards. Most of Barack Obama’s fervent supporters “take an expanding economy for granted, since this has been the norm for the past generation.” Therefore, they seem unaware that raising taxes, trade barriers, and regulatory hurdles are proven economy killers.

			Our economy is sturdy. Technological innovations can counterbalance poor policies. However, many of items on the Democratic agenda – such as the cap and trade system to cut greenhouse gases, catering to Big Labor, and the return of Hillary Care – go against the grain of economic common sense. Barack Obama and his supporters on the Left may labor under the delusion that they can use government to redistribute wealth, thus creating a more equitable society. Experience suggests they will only create a poorer society.

			The Gathering Economic Storm

			Ronald Reagan believed that divine providence had blessed America as a land of freedom and prosperity. Most Americans would agree. However, over the last several decades many leading liberals have been predicting America’s economic decline. Ronald Reagan had the right answer for the skeptics and naysayers. His prescription of supply-side tax cuts supercharged the American economy. Critics called his free market philosophy “trickle down” economics, but there is little doubt that his approach rejuvenated America’s fortunes.

			Reagan’s economic tonic cured inflation and the economic malaise of the Carter years. In fact, the supply-side revolution Reagan championed back in 1980 set America on course to double the size of our economy by 2007. The number of millionaires quadrupled while poor people were among the biggest beneficiaries as well. “A poor family in 1979 was more likely to be rich by the early 1990s than still to be poor.” In other words, Reaganomics fostered upward mobility.

			Today’s poor and middle classes still face real challenges. However, there is little doubt that today’s lower classes have access to more and better consumer goods and modern services than most Americans could have imagined just 60 years ago. But Americans are not just consumers and earners; today more than half of American households are stockholders too. This is one of the great achievements of the Reagan era. Thanks to Reagan’s economic policies, Americans from all walks of life now own a greater and more valuable share of the nation’s prosperity.

			Supply-side economics – the notion that cutting taxes leads to greater prosperity and increased tax revenue for the government – has been vindicated across the globe over the last three decades. However, the recent economic downturn has prompted Barack Obama and the Democrats to disclaim the free market principles that have fueled America’s prosperity. In a recent interview with ABC news anchor Charlie Gibson, for instance, Obama appeared loath to admit the established fact that dropping the capital gains tax leads to higher tax revenues. It is very troubling when politicians in positions of power seem so oblivious to economic reality. “One thing is certain: if Washington turns all the policy dials in the wrong direction, just as sure as the sun rises in the morning, the U.S. economic growth machine will grind to a halt.”

			The lessons of the economic woes of 1930s and the 1970s illustrate that the four threats to economic prosperity are: protectionism, tax increases, regulation, and bad monetary policy. Clearing away these four obstacles to growth is essential to getting the economy on track. Ronald Reagan and Bill Clinton both made some policy mistakes, but by and large they adopted supply-side principles of lower taxes, less regulation, and lower trade barriers. As a result, the economy soared and America became the destination of roughly $5 trillion in investment capital from around the world.

			The rest of the world sought to emulate the American model. For instance, Europe, Asia, and the developing world lowered taxes and adopted free market principles. Old Europe (Germany, Sweden, Italy, and France) even shed aspects of their bloated welfare systems and created more capital-friendly economies. Today, the rest of the world seems to appreciate the benefits of supply-side economics more than many Americans do.

			Americans, of course, are facing turbulent economic times. Bailouts, the sub-prime crisis, and the financial fallout on Wall Street have Americans jittery. Politicians are telling us we need government to fix everything. Needless to say, this ignores a lesson Milton Friedman pointed out – “government and politicians created the Great Depression.”

			The worst thing Congress could do in these perilous times is impose tax increases. Yet, this danger is real because if Congress simply does nothing, then the Bush tax cuts on capital gains and dividends will expire in 2010. The death tax, which declined every year under the Bush administration, would also come back to life. “It takes little imagination to understand that in these automatic tax increases, which require no action or initiative, we have the makings of an economic calamity.”

			The Cocktail Napkin that Changed the World

			In 1974, a small gathering that included Dr. Arthur Laffer, Donald Rumsfeld, and economist Jude Wanniski were dining at a hotel in Washington, D.C. The group was discussing then-President Gerald Ford’s Whip Inflation Now Program. As legend has it, Dr. Laffer pulled a pen from his pocket and scribbled a small graph on a napkin that illustrated the tradeoff between tax rates and revenues. Wanniski dubbed the tradeoff as the “Laffer Curve.” At the time, no one could have foreseen that Laffer’s insight – “that when tax rates get too high they injure the economy and produce less money for the government” – would give birth to an economic movement that would sweep the world.

			The idea behind the Laffer Curve is simple: higher taxes discourage productivity. After all, why should entrepreneurs take risks (or workers worker harder) if government is taking an increasing share of their earnings? The Beatles summed up the dilemma in their song, “The Taxman,” which goes like this: “Let me tell you how it will be, here’s one for you nineteen for me.” Put simply, if the government is taking 90% or more of what you earn, then what incentive do you have to create wealth?

			Here are some Laffer Curve Lessons:

			
					If you tax something, you get less of it. Conversely, when you lower taxes, you get more of it. Taxes function as incentives and disincentives. For instance, the so-called “sin taxes” on things like alcohol and tobacco discourage undesirable behavior. On the other hand, we need to keep taxes as low as possible on savings and investments in order to encourage such habits.

					The best tax system helps poor people become rich, as opposed to making rich people poor. History shows that redistribution schemes make everybody poorer.

					Higher tax rates damage the economy. Conversely, reducing tax rates fuels growth.

					When tax rates get too high, the government takes in less revenue. “History proves that there is a prohibitive range in which tax rates are so high that cutting them can produce more, not less revenues.” This has been borne out in the 1920s, the 1960s, and the 1980s.

					The best tax system is one that has a broad base but a low rate. A flat tax would be fairer and more efficient because it minimizes tax evasion, loopholes, and other tax avoidance schemes.

					Low tax regions attract talent and capital. Productive people and capital flee high-tax regions and flock to low tax regions.

			

			Supply-side economics is more than just tax cuts. Essentially, supply-siders believe in free trade, a sound currency, light regulation, welfare reform, a more open immigration policy, and a smaller but more efficient government.

			Supply-side economics, and the Laffer Curve in particular, have proven controversial over the years. Critics deride the supply-side philosophy as “trickle down” economics. In particular, skeptics argue that supply-side policies lead to a widening gap between the rich and the poor. The evidence, however, indicates that when it comes to supply-side economics it is not a matter of the poor getting poorer, but that more and more are getting rich. It is also worth noting that under supply-side policies, the wealthiest are shouldering a greater share of the tax burden than before. Supply-siders agree with President Kennedy when he said, “No American is ever made better off by pulling a fellow American down and every American is made better off whenever anyone of us is better off. A rising tide lifts all boats.”

			Honey, We Shrunk the Economy

			President Kennedy cut taxes

			
			
			The Reagan Economic Revolution

			
			
			
			
			
			
					A spectacular bull market – the stock market more than tripled in the Reagan years.

					Job creation – the economy added 17 million new jobs from 1981 through 1989.

					A $4,000 rise in the real median household income during the Reagan years.

			

			
			What Bill Clinton Could Teach Barack Obama

			
			
			
			
			
					The peace dividend that followed the end of the Cold War.

					A Republican Congress that kept the federal budget in check.

					The tremendous 18-year run of prosperity that began with Reagan.

			

			
			
			How George W. Bush Soaked the Rich

			
			
			
			
			Conclusion
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