PoLicy REPORT

[ e
Volume III Number 4

A PUBLICATION OF THE CATO INSTITUTE

April 1981

Will the Reagan Economic Program Work?

Moments after taking the presidential
oath on 20 January, Ronald Reagan
warned the nation that “these United
States are confronted with an economic
affliction of great proportions.” Ever-in-
creasing prices were evaporating the peo-
ple’s purchasing power. The skilled and
strong were standing helpless before the
locked doors of idled factories. And crush-
ing taxation was sapping the strength and
incentives of the citizenry. He forthrightly
declared: “In this present crisis, govern-
 ment is not the solution to our problem;
government is the problem. ... For dec-
ades we have piled deficit upon deficit,
mortgaging our future and our children’s
future for the temporary convenience of
the present. To continue this long trend is
to guarantee tremendous social, political,
and economic upheavals.” In a resolute
voice President Reagan assured his listen-
ers that it was his “intention to curb the size
and influence of the Federal establishment
and to demand recognition of the distinc-
tion between the powers granted to the
Federal Government and those reserved to
the states or to the people.... And let
there be no misunderstanding—we're go-
ing to begin to act beginning today.”

Seemingly true to his word, within hours
of taking on the mantle of the Presidency,
Reagan announced a freeze on federal job
hiring. Two days later he 5npounced cuts
in permitted federal employee travel, fur-
niture procurements, and outside con-
sulting services, projected to save $300
million. On 28 January, the last remaining
federal price and allocation controls on
domestic oil and gasoline production and
distribution were lifted. And on 29 Janu-
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ary, at his first news conference, President
Reagan announced the elimination of the
Council on Wage and Price Stability and a
60-day freeze on pending federal regula-
tions that were set in motion during the

“All hope of any
significant reduction in
the size of government
spending evaporated
on 10 February when
seven major programs
were declared immune
to budget cuts.”

last days of the Carter administration. He
declared: “I want the American people to
know that we have begun.”

Less well publicized was the fact that the
Carter administration had already planned
most of these actions: A cutback in federal
hiring had been planned, the Wage and
Price Council had intentionally been made
impotent for months, and the gasoline
price controls were to be lifted automati-
cally in September. (The early removal of
the controls assured the new administra-
tion an additional $6 to $10 billion in oil-
related taxes during the year, much of it
due to the “windfall profits” tax that Re-
publicans had so vehemently opposed.) In
private, Reagan advisers admitted that
there was nothing momentous in these ear-
ly acts. They were meant only to create the
impression of “momentum.”

The Search for Budget Cuts
The real substance of the Reagan assault
on the “problem” of government was to be

contained in his address to Congress on 18
February, when he would disclose pro-
posals for federal tax and expenditure cuts.
Each cabinet member was given orders to
search out fat, waste, and fraud in his de-
partment. David Stockman, the new Di-
rector of the Office of Management and
Budget, was to oversee the wielding of the
budget-cutting axe. “Hit lists” began to cir-
culate, marking off the areas and the ex-
tent of the proposed cuts.

However, even before January had be-
come February, federal bureaucrats began
to object as they saw their vested interests
threatened. Grumbles began to be heard in
Congress and from the many groups whose
livelihood flows partly or totally from
Washington's horn of plenty. For example,
the State Department leaked that Stock-
man was planning to slice $2.6 billion from
the foreign-aid budget. Newly appointed
Secretary of State Alexander Haig warned
darkly that America might not be able to
meet its commitments to various foreign
nations and lending institutions. Behind
closed doors Stockman and Haig compro-
mised, and the foreign-aid cut was low-
ered to a $1.8 billion, still leaving a hefty
aid program of $5.4 billion.

On the evening of 5 February, President
Reagan went before the country on na-
tional television in an attempt to sell his
budget-cutting message. He held up a dol-
lar bill and declared that a dollar earned in
1960 was worth only the 36¢ he then held
out in his hand. As in his inaugural ad-
dress, he once again warned of the cancer-
ous effects of inflation, the suffocating
consequences of regulation, and the dan-
gerous “built-in tendency” for government
to grow.

His address also contained two points
that were important for the actual shape

(Cont. on p. 3)



EDITORIAL

The Education Crisis

Education in America is in crisis. SAT scores have been
falling for the past 17 years at a rate of about 1% a year.
At the Berkeley campus of the University of California,
where entering freshmen come from the top one-eighth of
high-school graduates, a significant percentage of them
need remedial English courses.

Many businesses are finding it increasingly difficult to
hire employees with basic reading, writing, and mathe-
matical skills. A spokesman for JLG Industries of Pennsyl-
vania says, “Poorly educated workers are our number one
problem, the main factor slowing our growth.” At Mutual
of New York, an estimated 70% of all correspondence
must be corrected and retyped because typists working
from dictation machines don’t know how to spell and
punctuate.

As a result, many companies are starting remedial edu-
cation programs in order to develop enough qualified em-
ployees. These classes are working well, making it clear
that the source of the educational crisis does not lie with
the students but with the quality of education offered to
them.

The education establishment replies in its own defense
that not enough money is being spent on education or that
student-teacher ratios are too high. But the facts just don't
back up these claims. The cost of government education
per pupil has risen from $920 to $1,500 over the past 20
years—after adjusting for inflation. In the last decade
alone the consumer price index rose 69% while per-pupil
education costs rose 155%. And the ratio of teachers to
students rose from 1 to 25 in 1960 to 1 to 18 in 1975. The
number of administrative personnel rose even faster.

The schools are also becoming places of conflict, both
physical and political. The National Institute of Education
reported in 1978 that in a given month some 2.4 million
secondary-school students are robbed and 282,000 are at-
tacked. Many schools have guards patrolling the halls,
and children are afraid to go to class.

But the political conflicts are almost as severe. Parents,
teachers, education bureaucrats, and special interest
groups outside the schools wrangle over what will be
taught in the public schools. Some want sex education,
others don't. Some want a prayer every morning, others
regard school prayers as a violation of the First Amend-
ment. Some parents want to exclude gay teachers, while
others believe the schools have an obligation to speak
positively about every lifestyle. Some people want “back
to basics” and the teaching of creation theory, while other

groups want an unstructured curriculum and strict reli-
ance on accepted scientific findings.

The problem is that all these desires are legitimate.
Parents should be able to choose the kind of education
they want for their children. Economist Walter Williams,

who grew up in Philadelphia’s black ghetto and has taught

recently at Temple University, has written:
A state monopoly in the production of a good or service
enhances the potential for conflict through requiring
uniformity; that is, its production requires a collective
decision on many attributes of the product, and once pro-
duced, everybody has to consume the identical product
whether he agrees with all the attributes or not. State
monopolies in the production of education enhance the
potential for conflict by requiring conformity on issues of
importance to many people. For instance, prayers in
school, ethnic history, saluting the flag, and educational
tracking are highly controversial issues which have re-
ceived considerable court attention and have resulted in
street fighting and heightened racial tensions.

Whether or not they understand the economic and pol-
itical issues involved, many parents realize that the public
schools are failing. Recently 4 Chicago parents were ar-
rested after they and 30 other parents occupied a school
principal’s office because they said there is “something
wrong with a system that turns out students who can’t
read and write.” Other parents in Chicago have turned to
Marva Collins’s Westside Prep, a one-room private school
that has achieved extraordinary results with poor black
students who had been judged failures by the public
school system. In New York thousands of black parents
have turned to black-run private schools for their
children. In Los Angeles parents fed up with the public
schools decided to build their own. Columnist Richard
Reeves said they repeatedly told him, “We took control of
our own lives!”

Why don’t more parents choose private schools for
their children? The obvious reason is cost. Taxed to pay
for the public schools, most low- and middle-income
parents can't afford to pay extra for private education.

The single most important thing to be done about edu-
cation in America is to give parents and students more
choice, to let them become real consumers of education.
The easiest way to accomplish this would be to implement
a broad program of tax credits, giving parents a credit
against their income taxes for all the money they spend on
their children’s education. Because many lower-income
children, who need private schools the most, would not
be benefited by a straight tax credit, the credit could be
made available to any taxpayer—individual or cor-
porate—who paid for the education of any child, whether
arelative or not. Then the public schools would face a real
market decision on whether their product was worth pur-
chasing.

The most scandalous aspect of the education crisis is the
almost total silence on the issue by politicians. Our
children are being forced to attend schools that do not
teach them. What failure of public policy could be more
shameful? It is an outrage that nothing has been done.
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Reagan’s Economics (cont. from p.1)

his economic program would take. First,
he emphasized that budget cuts did not
mean that government spending would be
less this year than last: “The budgets will
increase as our population increases, and
each year we'll see spending increases to
match that growth.” Second, he said that
the “spending cuts will not be at the expense
of the truly needy.” The consequences of
these statements were to become evident
during the following two weeks.

Reagan and his advisers began to give
soothing assurances of “equitable” and
“fair” belt-tightening. All hope of any sig-
nificant reduction in the size of govern-
ment spending evaporated on 10 February
when the news was released that seven
major social programs—social security,
Medicare, the Veterans Administration,
supplemental security income, school
lunch and breakfast programs, Head Start
and Summer Youth Jobs—costing a total

. of $210billion were immune from the bud-

getary scalpel. Protecting the 80 million
beneficiaries of these seven programs
—equivalent to almost one-third of the en-
tire population—was declared to be Presi-
dent Reagan’s way of taking care of the
“truly needy.”

The Reagan administration also an-
nounced that rather than eliminate major
programs it would propose to shift control
of them from Washington to the states via
block grants, after making some cuts;
would ask Congress not to make the pro-
posed 1981 cut in income tax rates retro-
active to 1 January; and would reduce the
tax break to be given to upper-income
groups. Furthermore, a $7.2 billion in-
crease in defense spending over the Carter
projections of $181.5 billion was also in-
troduced.

When one added the Budgets of the
seven immune programs td the military
budget and the required payment of in-
terest on the national debt, it became
clear that nearly two-thirds of the entire
federal budget had been sheltered from
attack by the time President Reagan went
before the Congress and the nation on 18
February to ask support for his proposals
for “massive” cuts in federal spending and
taxation.

In fact, Reagan asked for a 30% cut in
income tax rates spread over three years
and a decrease in the previously projected
rate of increase of federal expenditures
over the next four years.

Federal tax revenues would be lowered
by $8.9 billion in fiscal 1981, by $53.9
billion in fiscal 1982, and by $100 billion
in fiscal 1983. On the expenditure side,
Reagan proposed a budget cut of $4.8
billion in fiscal 1981, $41.8 billion in fiscal
1982, and $79.7 billion in fiscal 1983.
However, in each instance these are cuts
from projected increases in revenues and
expenditures made by the Carter admin-
istration. And in each instance, the cuts
still leave the Reagan budgets larger in
relation to each previous year. Thus fed-
eral spending will increase by 6.2% in
1982; over the entire period from fiscal
1981 through fiscal 1984, federal spending
will increase at an average annual rate of
5.6%. (Admittedly, this rate of increase
will be an improvement over the period
from fiscal 1979 to 1981, when federal
spending increased at an average annual
rate of 15.9%.)

Furthermore, the decline in tax reve-
nues, combined with the actual increases
in government expenditure, will generate
budget deficits of $54.5 billion in fiscal
1981, $45 billion in fiscal 1982, and $22.9
billion in fiscal 1983. Not until fiscal 1984
does the Reagan administration project a
surplus, and then of only $500 million.

Supply-Side Assumptions

The 1984 projected surplus is dependent
on assumptions about investment stimuli
that are supposed to result from the tax
reductions. These assumptions form the
basis of the supply-side economic theories
the administration has adopted.! In simple
terms, if marginal tax rates are lowered,
thereby increasing the incremental take-
home wage-income or investment-return
at every level of income, incentives will be
created for additional savings and invest-
ment that will generate new and greater
wealth and output in the economy.

It may well be true that lower tax rates
would generate such an expansion of incen-

tives that tax revenues in excess of the tax
(Cont. on p. 4)
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Reagan’s Economics (cont. from p.3)

cut would emerge, but they would emerge
only at some future point. Investment and
production take time. The immediate con-
sequence of the tax cut is lowered govern-
ment revenues in the face of increased
government expenditures. The new addi-
tional investment demand of the private
sector (generated by the tax cut) will run
head-on into the increased level of govern-
ment spending. The finite resources of the
marketplace will have to be allocated be-
tween the alternatives of private and
government use.

If the government attempts to recoup
thelost revenue by borrowing in the private
sector, it will inevitably raise interest rates
and crowd out the additional private in-
vestment demand created by the tax cut.
Alternatively, if the government decides
to make up the revenue loss through mon-
ey creation, it shifts the required resources
to the public sector via inflation. There is
no third choice other than to raise taxes
again, which would nullify the very incen-
tives the tax cut was meant to enhance.
Regardless of the method chosen to fi-
nance the deficit, then, the anticipated
capital formation and growth will most
likely be thwarted.

It is quite true that present tax structures
act as disincentives to savings and invest-
ment. Twenty years of increasingly larger
budget deficits have depressed capital for-
mation and produced inflationary expec-
tations sufficient to modify the country’s
consumption/savings ratio in favor of
consumption. The proposed 30% cut in
income tax rates over three years could
have spurred greater private investment
and activity—but only if the requisite ex-
penditure cuts were made to free the
necessary resources for private sector use.
Also, as Milton Friedman suggested re-
cently, “If the tax cut threatens bigger defi-
cits, the political appeal of balancing the
budget [could have been] harnessed to
reducing government spending rather
than raising taxes.” But for the tax cut
stimulus to do its work in the economy,
government expenditures would have to
be severely cut, either as much as or, pref-
erably, in excess of the tax cut itself.

Yet this is precisely what the Reagan ad-

ministration seems determined to avoid.
The lure of supply-side economics is that it
seems to offer a way to stimulate and ex-
pand private sector activity—to “restore
the freedom of all men and women to excel
and create” as Reagan expressed it—with-

“The Reagan people
have chosen to
emphasize the
elimination of
‘excessive’ regulation.
But how does one
define ‘excessive’?”

out having to jeopardize the incomes of
the almost 100 million Americans who
receive some privilege, benefit, or transfer
payment from the government. The hope
of supply-side advocates is that tax cuts
can stimulate production enough that the
private sector can expand without having
to fight with special interest groups over
any really significant cut in the public sec-
tor. Supply-siders want to decrease the
relative size of the government not by de-
creasing government expenditures but by
increasing the output of the whole econo-
my relative to government expenditures.

Why Government Will Still Grow

This attempt is bound to fail. Even if the
supply-side program were to work (which
is questionable without the appropriate
expenditure cuts), an incentive structure
would still exist encouraging special in-
terests to lobby for an expansion of their
particular programs—programs whose
benefits accrue only to themselves while
the tax burden is diffused throughout the
economy.?

The reluctance of the Reagan adminis-
tration to do battle against the prevailing
system of privilege is quite evident in its
decision not to cut certain social programs
but instead to transfer them from Wash-
ington to the states via block grants. The
end result will be both a shifting and an ex-
pansion of the public troughs from which
the special interests feed, from the banks of
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the Potomac to the state capitals. There
the special interest groups will fight over
the relative distribution of the block
grants. This move will not assure in-
creased local discipline over the programs.
As mere distributors of “gifts” from Wash-
ington, the state legislators will feel free to
offer and promise larger and more expen-
sive programs to their constituents with-
out having themselves to raise the taxes
necessary to pay for the programs. The
state legislators will merely join the estab-
lished special interests in Washington and
lobby for larger block grants. And, most
assuredly, decision making will not have
been returned to the people, for the taxes
will still be collected in Washington; only
the dispensing of the funds will have
shifted to the 50 state capitals. This may
be a gain for state’s rights but certainly not
for individual freedom of choice.

The same unwillingness to resist special
interest groups is visible in the evolving
administration attitude toward govern-
ment regulation. The Reagan people have
chosen not to question government regu-
lation per se but rather to emphasize the
elimination of “excessive” regulation. The
problem with this attitude is how one de-
fines “excessive.” On 17 February, Reagan
signed an executive order requiring that in
weighing the methods for implementing a
regulation or standard, the alternative
money costs of one approach over another
should be compared. The one with the
lowest money costs, given the goal de-
sired, is to be considered the “nonexces-
sive” regulation.

Now while economists may frequently
refer to money outlays as an analytical
shorthand for costs, consistent economic
theory would dictate that the true cost of
doing something is the next best alterna-
tive or opportunity that has to be forgone,
and this can never be known to anyone ex-
cept perhaps the decision maker who must
select from the various alternatives before
him. A criterion of money costs thus fails
completely as an objective standard. Fur-
thermore, it sidesteps the question of
whether there should be regulations at all
and focuses attention on the secondary
question of implementation.
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The Fundamental Problem
To say that resisting or eliminating spe-
cial interest politics is a difficult task is cer-
tainly to say nothing new. Indeed, it was
understood clearly in 1821 by Jean-Bap-
tiste Say, the originator of Say’s law:
I know that certain governments, cor-
rupted and corrupting, stand in need of
monopolies, and of custom duties, to pay
for the votes of the honourable majorities
which pretend to represent nations: I am
not so unreasonable as to expect them to
govern so entirely according to the general
interest, as to be able to obtain votes
without paying for them; but, at the same
time, why should I be astonished that such
vicious systems have deplorable conse-
quences??

Even if the Reagan administration is
able to gain passage of most or all of its
program through Congress—which is far
from certain—it will not have rooted out
the fundamental question that lies behind
the sickness of the American and Western
European economies: What is the proper
relationship between the individual and
the State? Is an individual to be secure in
his life and property, or is he to be open,
against his will and at his expense, to the
arbitrary seizures and interventions of
government that have as their purpose the
bestowing of benefits and privileges on
others?

Although they speak of the need to re-
establish America’s past greatness and
prosperity, Ronald Reagan and his admin-
istration seem unwilling to define that
greatness, as it should defined, in terms of
individual liberty that stands squarely in
opposition to those who want to use the
power of the State as a vehicle for private
gain. By following the course he seems to
have marked out for his administration,
President Reagan has assured that long
after he's gone the corrupt’lln)g hand of the
Interventionist State will still be with us.

'See Richard M. Ebeling, “Some Thoughts on Supply-Side
Economics,” Libertarian Forum (May-June 1980); and Tyler
Cowen, “‘Supply-Side Economics: Another View,” Policy Re-
port (August 1980).

See Jean-Baptiste Say, A Treatise on Political Economy
(1821); Nassau W. Senior, Three Lectures on the Transmis-
sion of the Precious Metals from Country to Country and the
Mercantile Theory of Wealth (1828); and Oskar Morgenstern,
The Limits of Economics (1937).

3Jean-Baptiste Say, Letters to Mr. Malthus (1821).

U Thousands of General Motors employees in Michigan are refusing to file income tax
returns and are falsifying withholding forms as part of a concerted effort to avoid pay-
ing income taxes. The workers have argued that income taxes are a violation of rights
in several ways; for example, they may force an individual to incriminate himself
against his will. Many of the protesters are simply not filing returns, while others have
even directed their employers to change their filing status in order to escape the federal
withholding tax. Others have claimed enough dependents so that no tax is with-
held—up to 99 dependents have been claimed in some cases.

Although the IRS is threatening to crush the burgeoning revolt, they have admitted
that the large number of protesters will make such a task difficult, if not impossible. So
far, only five cases have been referred for possible prosecution.

[ The federal government currently has 470,400 buildings under either ownership or
lease, whose floor space totals 2,864,000,000 square feet. It would take 300 buildings
the size of the twin towers of New York's World Trade Center to accommodate this
space.

[0The Pentagon has recently reported that the total cost of 47 of its major weapons
programs rose by $47.6 billion in the last three months of 1980. This increase brought
the price tag of these projects to $310.2 billion. Previously, the single largest leap in
weapons costs in a quarter was $28.8 billion in the last three months of 1979.

[JBecause of ex-President Carter’s civil service reform act, U.S. agencies planning a cut
in staff can offer early retirements either to employees with 25 years of service or to
anyone 50 or over with 20 years of service. The General Accounting Office has esti-
mated that several federal agencies have allowed hundreds of early retirements each, at
a total cost of $109 million for fiscal 1980. All early retirements to date have added
more than $600 million to the unfunded liability of the federal pension program.

0 Audit reports by the General Services Administration and the Department of Health
and Human Services have estimated that the government could save $790,000 a year in
just four federal buildings by implementing such basic steps as using lower-wattage
lighting in hallways and eliminating heat in the garages. Furthermore, some federal of-
ficials have failed to verify the accuracy of their utility meters, in one case resulting in
an agency'’s being overbilled an additional $50,000 a month.

CThomas Sowell, the outspoken free-market economist, is forming a national black
organization intended to ”. . .put forth my [Sowell’s] vision of the world and offer a
forum for other views of the world.” The new group, entitled Black Alternatives
Association Inc., plans to have established six chapters by March. Sources close to
Sowell say that Sowell has already raised $100,000 for the project.

[J A recent General Accounting Office investigation of the Small Business Administra-
tion has discovered widespread fraud and waste. For instance, SBA officials would
often allow contracts to be selected by minority firms, merely to be rubber-stamped by
the federal agency. In another case, one contract was awarded to a firm that did not
perform the kind of work called for, so the firm was granted an additional $1.2 million
for purposes of retooling.

[JJune Gibbs Brown, formerly an inspector general with the Interior Department,
recently discovered that a youth camp director in Missouri ordered 1,072 pairs of leg
chaps, 3,736 pairs of work gloves, 112 stepladders, and 1,509 desk calendars with
federal funds, all for a camp with only 136 enrolled youngsters. Ms. Brown was recent-
ly dismissed by the Reagan administration. [ |
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Politics and the Decontrol of Oil

On 28 January 1981 President Reagan
signed an executive order that decon-
trolled crude-oil prices in the United
States. For those who understand the free-
market issues in the energy business, this
was V-E Day—the day the Moral Equiva-
lent of War ended. Yet many people in the
petroleum industry are unhappy about
the prospect of a free market and they are
regrouping for a counterattack. An array
of antimarket politicians and lobby-
ists—Ted Kennedy, Toby Moffett, How-
ard Metzenbaum, et al.—filed challenges
in court to decontrol and introduced bills
that would reimpose controls.

Although the opponents of decontrol
have failed, they have made the symbolic
gestures that their constituencies expected,
and they have signaled to the administra-
tion that any unpleasant or unexpected
developments in the petroleum market
will be met with a wave of antimarket
legislation. Meanwhile, behind the scenes,
an effort is being made to subsidize petro-
leum refiners who have lost their privileges
under price and allocation controls and to
legislate restrictions on the ownership of
service stations by refiners. Moreover,
with federal law out of the picture, lobby-
ists are turning to various state legislators
to pass legislation to control the industry.
It would appear that the moral equivalent
of guerrilla warfare has begun. The petro-
leum industry has been so tied up in politi-
cal action since World War I that no one
should expect its operations to be left to the
free market just because the President has
endorsed this policy.

The executive order signed by the Presi-
dent moved the date of decontrol from 30
September 1981 to. 31 March for various
allocations, including mass transportation
and the set-aside programs managed by
state governors. The administrative or-
ders under the buy/sell program, which
require some companies to deliver petro-
leum to others, were left intact to expire
under their own terms—usually within 60
days—but there will be no new buy/sell

by Joe Cobb

orders. The reporting and record-keeping
systems under the Emergency Petroleum
Allocation Act are to continue in effect
unless the Secretary of Energy cancels
them, although the EPAA itself expires on

“The oil companies had
enough flexibility to
raise prices before the
President’s action
because they had not
been charging the
maximum allowable
for petroleum
products.”

30 September. The part of the order that
took effect immediately was the elimina-
tion of price controls on the 15% of crude
oil that had not already been decontrolled
under the terms of Carter’s executive order
of June 1979, which had started the process
of phased decontrol.

The Outcry against Decontrol

Since the impact of President Reagan'’s
executive order is so small, why was there
an immediate outcry? Why was there a
sudden jump in prices, causing a raft of
news reports about how “inflationary” the
action was? The explanation has to do with
politics, not with economics. The news
media were responding to a spurious cor-
relation between the increase in the world-
market price of crude, following the
December OPEC meeting in Bali, and the
exploratory price increases by some major
oil companies testing the strength of con-
sumer demand.

Even before the President’s action the oil
companies had more than enough flexibili-
ty to raise prices because they had not been
charging the maximum allowable for pe-
troleum products. Under the rules, if a
company did not charge the maximum al-

lowable in some prior month, the dif-
ference was credited to a “cost bank” and
could be added to the price limit in a subse-
quent month. The fact that these cost
banks carried large balances during most
of the period of price controls is evidence
that consumer demand was always the de-
termining factor in setting prices, not the
price controls on refiner and dealer mark-
ups. Further evidence that American mo-
torists were paying world-market prices
and not really enjoying benefits from price
controls is that during the entire period of
controls the United States imported some
refined products. Importers would have
been reluctant to do business in the United
States if they had had to sell their products
to domestic consumers at a controlled, be-
low the world-market price.

The outcry against decontrol from
within the industry came from those who
saw a competitive market looming and
trembled with fear. The heart of the sys-
tem of controls on the oil industry was not
the price limits but the allocation controls
guaranteeing certain companies that they
would be supplied with crude oil or refined
products. The price controls on domestic
crude oil did create an economic premium
for those refiners who could get a share of
it, but because not every refiner could do
so at first, subsequent layers of law and
regulations were added. For example, the
entitlements system was created to force
the redistribution of income among refin-
ers, with the effect of subsidizing the im-
portation of crude oil. The predictable
results led to President Carter’s panic over
the level of oil importsin 1977. Small refin-
ers, some of whom are relatively ineffi-
cient, got an economic boost from the
“small refiner bias,” which paid them
money because they were small, and as a
result most new refineries built in the last
eight years have been small and inefficient.
The oil-reselling industry has mush-
roomed because a reseller could collect a
small markup on each barrel of price-con-
trolled oil. The predictable result was the
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practice of selling and reselling oil through
aninterlinked series of companies before it
reached the refinery. Indeed, one explana-
tion for the failure of crude-oil price con-
trols to be reflected at the gasoline pump is
the skimming of the economic premium by
these new participants in the industry.
Their future is now bleak.

“Allocation Controls

The allocation controls were also an im-
portant part of the process of moving oil
from refiner to consumer. Refiners and
marketers were not subject to price con-
trols so much as profit-margin controls es-
tablishing fixed amounts that they could
charge above the price they had to pay to
their suppliers. These controls were usual-
ly a weak link in the distribution chain and
led to the establishing of cost banks. Dur-
ing the Arab embargo and the Iranian rev-
olution, however, the chain was tautened
by consumer demand in certain areas be-
cause the allocation controls gave every
jobber and dealer a predetermined volume
of petroleum products based on their his-
torical sales volume. When motorists de-
cided to postpone trips to rural resort areas
during these periods, fuel inventories piled
up in gas stations along the interstate high-
ways and in remote locations, but tanks
ran dry in the cities. The allocation con-
trols prevented any shifting of supplies to
the shortage markets. Indeed, in some
markets the local governments made mat-
ters worse by limiting maximum sales and
imposing other purchase restrictions,
which frightened motorists and caused
them to buy gas much more often than
they otherwise would. During the Iranian
revolution many motorists had full tanks
and many service stations had empty tanks
underground, although under different
circumstances the fleet of autbmobilesin a
city might have their tanks half-full.

Now that allocation controls have been
abolished, the independent oil jobbers and
service stations are fearful that they will
lose access to supplies in any future tight
market. They believe that the major com-
panies will give preference to their own
distribution agents, either by cutting off
independent marketers or charging them a
higher price. Since it is perfectly logical

(Cont. on p. 8)
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Regulatory Watch

THE FREEZE

President Reagan'’s 60-day freeze on government regulations has put Washington
in a frenzy. Within hours of the announcement, regulatory councils were busy drawing
up lists of affected rules and appealing for exemptions. The Reagan administration'’s
own list of 119 rules that are “candidates for postponement” has rapidly proved to be
both incomplete and overextensive. For instance, the 60-day freeze has made it illegal
for manufacturers of drugs, food products, and cosmetics to use the 23 most common
coloring additives. The Food and Drug Administration rule permitting these additives
was about to expire, and the agency was prepared to issue a routine extension allowing
the continued use of such additives. If taken literally, the freeze would ban almost
every processed food, lipstick, and vitamin. President Reagan is currently preparing an
emergency exemption for the FDA extension.

Two different sets of regulations at the Environmental Protection Agency are like-
ly to escape the freeze because of previous court orders mandating that they go into ef-
fect. One set, a series of amendments regulating the transportation of toxic metals and
chemicals to local sewage treatment plants, was described by EPA official Steven
Schatzow as “one of the most controversial things we ever promulgated,” because it
was expected to result in the shutting down of 20 percent of all electroplating sewage
plants.

The Reagan administration had also hoped the freeze would prevent the issuance
of new water pollution standards for the timber industry, but a similar court order
dating from 1976 may force the rules through. The American Forest Institute has
estimated that the pending regulations will cost the timber industry $1 billion, and it is
expected that these rules will serve as a precedent for similar water pollution standards
soon to come out for 30 other industries.

Alan Morison, director of Private Citizen, an advocacy group, has threatened
President Reagan with a lawsuit if certain labor regulations are not exempted from the
freeze. The most important of these rules increases the number of workers in private in-
dustry who must receive overtime payments in accordance with federal standards.

Since 1 January 1979 the federal government has regulated the size of bottles in
which certain beverages may be sold. For instance, the approved size for wine con-
tainers ranges from 3 liters to 100 milliliters (about half a cup). The Bureau of Alcohol,
Tobacco and Firearms decided that although the 100-milliliter bottle was suitable for
servings of dinner wine, it was slightly too large for such beverages as sherry or
Madeira. Regulations were prepared that would allow all forms of wine to be sold in
50-milliliter bottles, but such regulations are being held up by President Reagan’s
freeze.

The freeze stopped the Farmers Home Administration from extending low-interest
loans to middle-income families, and it prevented West Virginia from asking for federal
money to help it reclaim strip-mined areas.

Another rule likely to be canceled by the freeze is the Occupational Safety and
Health Administration’s “walkaround standard,” requiring companies to pay
employees for time spent accompanying OSHA inspectors on their rounds. Businesses
have strongly protested the policy, but OSHA says it is already in effect and thus not
subject to the freeze.



\, Although the White House has frozen
federal hiring, guidelines for granting
hardship exemptions have recently been

_announced. President Reagan’s executive
order, which forbade employment of any
civilian hired after 5 November 1980 who
was not yet on the job, can be overridden if
an employee can show hewas” . . .honest-
ly, severely injured” by the order. The Of-
fice of Management and Budget is now
flooded with thousands of requests for ex-
emptions, but has yet to rule on any of
them. Three lawsuits have already been
filed against Reagan’s freeze.

‘/ Education Secretary Terrell Bell has or-
dered scrapped the controversial set of reg-
ulations that would have required schools
to teach non-English-speaking students in
their own language. Although the bilin-
gual requirement is being replaced by new
regulations giving local schools more flexi-
bility, the regulations still insist that any
school receiving federal funds “provide
equal educational opportunity for ...
children who face language barriers.”

\/The Reagan administration has moved
to eliminate the Federal Trade Commis-
sion’s antitrust enforcement powers by
cutting off funds for the agency’s Bureau
of Competition. This proposal, emanating
from the OMB, cuts the FTC's budget to
$67.7 million and transfers the FTC's anti-
trust responsibilities to the Department of
Justice. Under the plan, the FTC's budget
will fall to $41 million by 1985. Critics of
the action allege that it constitutes a de fac-
to repeal of the 1914 Clayton Antitrust Act
and the Robinson-Patman Act, which give
the FTC the power to attack monopolies
and regulate competition.

V4 Washington Update

\/ A federal judge has ruled that the Food

and Drug Administration has the right to
prevent the marketing of generic drugs un-
til after the completion of five to ten years
of safety testing. The ruling rose out of a
suit involving Premo Pharmaceutical Lab-
oratories Inc., which had been marketing
proven drugs after the brand-name pat-
ents had expired. U.S. District Court Judge
Frederick B. Lacey prohibited such mark-
eting on the grounds that there was a sub-
stantial difference between the generic and
brand-name drugs.

J David Stockman’s food-stamp reduction

proposal calls for a cut of about one-fourth
in food-stamp aid to approximately 22
million Americans. Such cuts would save
$1.3 billion in fiscal 1981 and $2.5 billion in
fiscal 1982. Another suggestion offered in
the proposal would count federal energy
assistance as part of an individual’s in-
come when assessing his eligibility for
food stamps. Such a step would save $278
million by fiscal 1982.

\/President Reagan and his aides have
often endorsed legislation that would al-
low Congress to veto federal regulations,
but some administration aides now worry
that such legislation might hamper the ad-
ministration’s ability to make sweeping
changes in regulations. Nevertheless, the
new conservative mood in Congress is like-
ly to encourage backers of the legislative
veto.

\/The Selective Service System reported
that only 87% of eligible young men reg-
istered for the draft in January. Draft
registration opponents charged that the
nonregistration rate was even higher than
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Selective Service officials acknowledged.
There has been no word on whether non-
registrants will be prosecuted, and Presi-
dent Reagan has declined to say whether
he will keep his campaign promise to end
registration.

‘, Despite the decontrol of oil prices, the
1,500 bureaucrats who administered the
controls are still in office. They are em-
powered to continue to investigate pos-
sible violations of controls even after the
controls have been lifted. The employees
of the Economic Regulatory Administra-
tion at the Energy Department are re-
ported to be certain that they will not lose
their jobs.

¢ President Reagan has been convinced
by Secretary of State Alexander Haig to
renege on his campaign promise to end the
grain embargo against the Soviet Union.
Reagan is now considering extending the
embargo to cover some technical products
such as computers.

‘/ Although Congress has received a pro-

posal from President Reagan that would
deregulate the wellhead price of natural
gas as of 30 September 1981, it is not clear
whether complete deregulation, which is
being combined with a budget cut for the
Federal Regulatory Commission, will be
enacted.

‘/ Transportation Secretary Drew Lewis is

urging that restrictions on imports of Japa-
nese cars be part of the Reagan administra-
tion's program to assist the domestic
automobile industry. He said a cabinet-
level task force he heads is trying to deter-
mine just what would be an “appropriate”
level of imports.

Politics and Decontrol (cont. from p.7)

that a major oil company would want to
supply its own people first, the National
Oil Jobbers Council is pushing a bill spon-
sored by Representative Berkley Bedell
(D-lowa) to prohibit such favoritism and
also force oil refiners that operate their
own service stations to sell them (and to

subsidize the independent dealers who
may buy them). Most people don't realize
that the major oil companies do not al-
ways operate the service stations that bear
their names: They lease them to indepen-
dent businessmen. Bedell's bill would
mostly hurt some regional refining com-

panies, not the major oil marketers; but in
lowa at least he has a following. The major
oil companies oppose such divorcement
legislation primarily because they want to
preserve the right to operate their own sta-
tions, not because it would significantly
change their current operations.
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Another major legislative activity goes
under the name of “guaranteed access to
crude oil.” Those refining companies that
either do not have their own domestic
sources of supply or do not havelong-term
contracts with foreign governments argue
that they are being frozen out of the mark-
et for crude oil. Senator J. Bennett Johns-
ton, Jr. (D-La.) has introduced a bill that
would force those companies with crude-
oil inventories to supply feedstocks to the
refiners who might be cut off in a tight
market. His argument, and that of the lob-
byists whom he is serving, is that the
world crude-oil market is not free—that
foreign governments treat American oil
companies in a political way and refuse
even to entertain contract offers from
smaller buyers. During a tight market, of
course, companies with long-term con-
tracts would continue to receive oil, and
those without such agreements would
have to bid against each other in the vola-
tile spot market. Prices in the spot market
could easily exceed $50 per barrel if the
market tightens up later this year.

For the past several years, however, the
value of a long-term contract with a for-
eign government has been eroding. During
the Iranian revolution, for example, the
major OPEC suppliers invoked the doc-
trine of force majeure and supplied only a
percentage of their contracted amounts of
crude oil at the official price. They sold the
rest on the spot market, even to the major
international companies whom they were
shorting on the long-term contracts. The
economic principle that you can get any
amount of a good you want if you are will-
ing to pay the price for it applies to the ma-
jor companies as well as to everyone else,
and Senator Johnston'’s claim that the mar-
ket is not free only begs the guestion.

The real objective of the “gu4ranteed ac-
cess to crude” lobbyists, who have formed
an organization to guarantee that access, is
more subtle, however. Probably not one
person in a thousand understands the dif-
ference between the average cost and the
marginal cost of a product—and the ratio
among congressmen is not much higher.
Under the buy/sell regulations of the Emer-
gency Petroleum Allocation Act, the oil

company that had to sell its crude supply
to another refiner had to price it at the
average cost it had paid during a previous
base period. Of course, if the oil market
were tight, the price of each additional
barrel it had recently acquired would be

“The decontrol of crude
oil has already set off a
drilling boom such as
hasn’t been seen since
Spindletop and the East
Texas oil rush.”

higher than the average price of its entire
inventory. The privileged buyer, enjoying
a special Department of Energy adminis-
trative order, would thus receive an eco-
nomic benefit.

Ashland Qil Co., which is not a small
refiner, went to the Department of Energy
early in 1980 for just such a buy/sell order.
It had been getting oil from Iran at $21.56
per barrel. When the oil was cut off, it
found the opportunity to buy oil from
Abu Dhabi at the spot market price of
about $40.00 per barrel, but Ashland de-
cided it could get oil from some other U.S.
oil company more cheaply—and it did.
Ashland Oil Co. is now one of the princi-
palsin the Committee for Equitable Access
to Crude Qil, seeking to enact Senator
Johnston's bill so it will be able to repeat
this performance if necessary even after
the EPAA expires on 30 September. Of
course, the injustice of this proposal
should be obvious: The company that
may be ordered to share its crude oil inven-
tory at the average price will then have to
go into the spot market to replace the oil at
the higher marginal prices that would exist
during a shortage.

The Threat of Emergency Planning

The prospect of another world oil crisis
is the Achilles heel of the Reagan adminis-
tration’s energy policy. In spite of the free-
market rhetoric—and the perhaps sincere
belief of the President and his Secretary of
Energy in the free market “during normal
times” —there remains in Congress and the

administration an almost universal senti-
ment that government action will be re-
quired during an emergency—complete
with allocations, price controls, etc. Sec-
retary Edwards has just reorganized the
Department of Energy, creating a new
assistant secretary for emergency pre-
paredness. After the executive order de-
controlling oil, moreover, the 1,000-odd
civil service employees of the Economic
Regulatory Administration in DOE are
left with little work to do. It is pretty clear
that most of them will go to work on emer-
gency planning, and they will take to their
new assignments all their experience in
petroleum allocations from the past few
years. This agency is a loaded gun just
waiting to be used against the free market
again at a moment’s notice.

To make the situation worse, the Na-
tional Petroleum Council (an advisory
group made up of oil company represen-
tatives appointed by the Secretary of
Energy) is putting the final touches on an
emergency preparedness study that calls
for a system of controls and allocations in
the event of a crisis. The architects of the
NPC's study are employed by the major
oil companies (the chairman works for Ex-
xon) who stand to lose the most, hypothet-
ically, under such an emergency planning
arrangement. One might speculate end-
lessly about this curious fact. Would the
big boys come out ahead in a crisis? Have
60 years of politics so conditioned them to
believe that the free market wouldn't be
politically realistic in a crisis, that they are
proposing their own suicide in the hope of
an easier death? Or is it the case that or-
thodox economic theory, with its doctrine
of market failure, simply blinds the energy
experts who are working on this study to
the fundamental truths of economic ad-
justment—namely, that at a time of crisis
or rapid change in economic conditions
the free market is the only way to discover
the least costly path to the new supply and
demand realities? Certainly the opportun-
ity for the petroleum industry to make its
case for the free market during a time of
shortage has been squandered.

In spite of their watered-down commit-
ment to the free market, however, the Rea-
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gan administration in general and Energy
Secretary Edwards in particular represent
a major improvement over their predeces-
sors. At hearings before the House of Rep-
 resentatives Subcommittee on Fossil Fuels,
held to inquire into the effects of President
Reagan’s executive order, Representatives
Edward J. Markey (D-Mass.) and Toby

Moffett (D-Conn.) expressed concern over
the effects that increased home heating oil
and gasoline prices would have on con-
sumers. Secretary Edwards replied by say-
ing that those problems are the jurisdiction
of the Department of Health and Human
Services, not the Department of Energy.
The major problem in energy policy has

GOVERNMENT RECEIPTS MONITOR

On a quarterly basis, Policy Report presents three monitors of economic

activity: “Government Spending,’ “Government Receipts,” and “Infla-
tion.” This month, the “Government Receipts Monitor’' summarizes the
latest levels and sources of the federal government’s income.

RECEIPTS (annual rate in millions of $)

1980 1980 1980 Average

Fourth Third Second | for Last

Quarter Quarter | Quarter Year
Total Receipts 508,004 540,604 624,892 533,017
Surplus or Deficit - 134,220 |- 129,348 32,344 | —84,929
Total Individual
Income Taxes 266,950 264,944 274,210 252,960
Gross Corporate
Income Taxes 46,696 49,548 104,820 63,431
Gross Employment
Taxes and
Contributions 124,408 143,668 158,064 141,632
Social Insurance
Taxes and
Contributions 142,412 166,640 189,864 163,860
Unemployment
Trust Fund 11,168 15,804 25,272 15,434
Excise Taxes 28,996 32,332 29,072 26,717
Highway
Trust Fund 6,192 6,352 6,788 6,463
Estate and
Gift Taxes 6,680 7,316 6,336 6,592
Customs Duties 7,328 7,540 6,908 7,158
Miscellaneous 12,984 12,288 13,680 13,311
Holding of Public
Debt Securities 910,062 887,553 875,177 882,010
Holding of Agency
Securities 6,531 6,670 6,776 6,748
Federal Securities
Held by Public 720,461 698,092 683,926 692,755

SOURCES: All data are derived from the Treasury Bulletin and the Final Monthly Treasury
Statement of Receipts and Outlays of the United States Government.
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always been the easy confusion between
welfare issues—Congress likes to pretend
that its main concern is the plight of the
needy—and economic issues. Instead of
addressing the need to adjust to economic
changes that are forced on us by the real
world, the politicians concern themselves
with redistributing other people’s money
and helping particular groups at the ex-
pense of others. Politicians love this sort of
game; it makes them appear valuable to
special-interest groups and to the voters.

The Drilling Boom

If the world crude-oil market remains rel-
atively stable for the rest of this year, the
political games will remain in the back-
ground. Senator Johnston's refiner bail-out
and Representative Bedell's retail divorce-
ment proposals may die in congressional
committees, and DOE’s emergency plan-
ning bureaucracy will not get a chance to
cripple the U.S. economy. Because of the
very large current inventories of crude oil
and refined products, the stories about
higher prices are mostly fiction. The de-
control of crude oil has already set off a
drilling boom such as hasn’t been seen
since Spindletop and the East Texas oil
rush. The Department of the Interior is
opening up government lands in the West
and permitting increased offshore drilling.
New discoveries of natural gas hold out
the promise that there will be ample sup-
plies of fuel well into the next century.

None of these optimistic signs, however,
means that the real cost of energy will
decline. The economic reality is that the
relative prices of various energy sources
will continue to rise in the future. The free
market that President Reagan’s executive
order has moved us toward is merely the
best way we have to cope with changing
economic reality.

Jimmy Carter declared the Moral Equiv-
alent of War on the energy problem at the
beginning of his administration, and every-
body agrees that he lost. President Reagan
has now pointed in the direction of the free
market and the “energy crisis” has re-
ceded. Perhaps history will agree that the
free market is the Moral Equivalent of

s e
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PR Reviews

The Regulation of Medical Care: Is the
Price Too High? by John Goodman. Cato
Institute, 1980. $5.00.

The crisis in American health care has
become so acute and so widely acknowl-
edged that both Time and Newsweek have
devoted cover stories to the crisis, and
ABC “World News Tonight” has spent five
consecutive nights exploring the problem.
Although we are spending more and more
of our national income each year on health
care, the quality and accessibility of such
care is declining, while the price is sky-
rocketing.

Most public discussion of this problem
pins the blame on the market. Physicians,
insurance companies, and even consumers
are often held accountable. However,
John Goodman'’s finding is quite different:
*Most of the problems we encounter in the
market for health care arise not because
the free market has failed but because it
has not been tried.”

Goodman's book provides a systematic
outline and analysis of the different forms
government intervention in the health care
market has taken. Among the topics dis-
cussed are controls on the numbers of
physicians allowed to practice, controls
on nurses and paramedics, controls on
hospitals, insurance regulations, and re-
strictions on Health Maintenance Organi-
zations (HMOs).

HMOs are a particularly interesting
development in health care that have been
discouraged by federal and state laws. Al-
though the HMO, an organization that
provides delivery of all health services for
a prepaid premium, has been.shown to be
an effective cost-minimizing device, 20
states either prohibit HMOs outright or
have restrictions so severe that HMOs are
prevented from operating.

Goodman explains the role of the AMA
and other provider organizations in re-
stricting entry into the health care field and
thereby keeping costs high. He warns that
as pressures for national health insurance
grow, doctors and other providers will try
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to mold the system to fit their own needs. It
can only be hoped that patients will under-
stand the dangers of further government
intervention and work toward more com-
petition, not more regulation, in health
care. Goodman'’s research will provide an
excellent argument for that position.

Better Government at Half the Cost: Pri-
vate Production of Public Services by
James Bennett and Manuel Johnson. Caro-
line House Publishers, 1980. $5.95.

Every taxpayer, regardless of his or her
political persuasion, should be vitally in-
terested in this powerful and persuasive
book. The authors convincingly demon-
strate that public services can be produced
efficiently and at less cost by the private
sector. The book argues that the tax and
regulatory burden on the private sector is
large and rapidly growing—a theme the
authors treat in greater detail in their
recently published The Political Economy
of Federal Government Growth (Texas
A&M University Press). Bennett and
Johnson show that the public sector can-
not produce efficiently: The incentive
system in this sector rewards waste and
failure, but not cost reduction and efficien-
cy. Numerous case studies of activities
performed by the private sector and by
local, state, and federal government are
compared with regard to expenditure. In
every case, the private sector markedly
outperforms the public sector by pro-
ducing comparable services at lower cost.
So persuasive is the evidence that the
authors propose a “Bureaucratic Rule of
Two”: The transfer of a service from the
private to the public sector doubles its
money cost of production. The arguments
against contracting out to the private sec-
tor are meticulously examined and, the
authors reason, the failures from boon-
doggles, waste, and corruption are the
result of failures of the public employee,
not the private firm.

This book provides timely and impor-
tant insights into the role and functioning
of government at all levels. It also ad-

dresses a critical public policy issue—the
need to reduce the tax burden without sac-
rificing essential services. The clear and
unmistakable conclusion that taxes can be
cut substantially without adverse effects
should be welcomed by all.

Economic Liberties and the Constitution
by Bernard Siegan. University of Chicago
Press, 1980. $19.50.

In this well-researched and scholarly
study that outlines the changing attitudes
of the judicial process toward private
property and economic freedom, the
author argues that one of the major objec-
tives of the framers of the Constitution
was to protect and preserve the right of
property, and one of their methods of
achieving such protection was the institu-
tion of judicial review, a power that exists
to approve or strike down legislation that
may be harmful to economic and civil lib-
erties. The erosion of the desire of the
courts to use their judicial review function
in order to veto economic regulation is de-
scribed in detail.

Siegan argues that the Supreme Court
under John Marshall was willing to protect
property rights even without explicit con-
stitutional authority to do so, and that this
is an important precedent for the courts’
power to review economic regulation.
Even during what is known to legal schol-
ars as the “substantive due process period”
(1897-1937), the courts were reasonably
effective in safeguarding property rights.

However, in the early 1940s the Su-
preme Court essentially abandoned judi-
cial review of economic regulation and
social legislation. Such laws were invari-
ably upheld unless it could be shown that
they interfered with other, noneconomic
liberties, such as freedom of speech. As a
result, there have been fewer checks on the
government’s power to interfere with the
operation of the free market. Siegan con-
cludes by suggesting that we should up-
hold the intentions of the writers of the
Constitution that private property rights
be respected. [ |



““To be governed...”

Win some, lose some
In its annual report, the IRS disclosed it
audited almost 90,000 fewer tax returns in
1980 than the previous year, but recom-
mended $2.3 billion dollars more in addi-
tional tax and penalties.
—Wiashington Post, Feb. 5, 1981

Only a coincidence

Government inspectors have found an
interesting conflict of interest at the
prestigious National Science Foundation:
A scientist was awarded a $180,000 re-
search grant and was then hired by NSF
on a temporary basis. He was named dir-
ector of the program that funded his
research project. Not surprisingly, the
research program was given a $60,000 “ex-

tension” once he left the foundation.
—Washington Post, Feb. 13, 1981

Catch-22

No matter where he turned last Oc-
tober, 61-year-old George Smith of
Baldwin, L.I., a dealer in supposedly
pornographic “European magazines,” ap-
peared trapped. The Nassau County Dis-
trict Attorney accused him of fraud for
selling through a mail offer six publica-
tions that were too “tame” to qualify as
pornographic and too small to be called
magazines.

“If it had turned out to be hard-core
pornography,” District Attorney Denis
Dillon said, “he would have been in viola-
tion of obscenity laws.”

—New York Times, Jan. 18, 1981

Oh, no! Not that!

Whether or not the Reagan supply-side
program works, it is unprecedented in
concept and scope, and comes frightening-
ly close to Reagan's campaign commit-
ments to a lesser role for government.

—Hobart Rowen, Washington Post,
Feb. 19, 1981

Essential services

For a city still backing gingerly away
from the brink of bankruptcy, the owner-
ship of two noncommercial radio stations
and a television station may seem pro-
fligate. . . .

The stations cost New York City tax-
payers $1.4 million last year. . ..

In acity of seven million people, the AM
station typically draws only 6,500 listen-
ers....The TV audienceissosmallitcan't
be measured, although officials are sure
that somebody out there watches. . . .

The stations, which employ 93 people,
are fighting to survive. . . . “It would be a
community and cultural tragedy if the
WNYC licenses were disposed of,” says
George Fox, president of the WNYC Foun-
dation.

—Wiall Street Journal, Feb. 20, 1981

Chrysler's move to China nixed
China said it spent more than $13.3
billion last year on subsidies but warned
that it will stop subsidizing industrial and
commercial enterprises that are losing
money through poor management.
—Wall Street Journal, Feb. 4, 1981

It's strictly free enterprise unless you get
a subsidy

Energy Secretary James Edwards said
yesterday his agency’s revised budget will
make deep cuts in nearly all programs ex-
cept nuclear energy. . ..

Edwards told reporters the nuclear
budget will go up. . . .

For energy sources other than heavily
subsidized atomic power, he said hefavors
a free market approach.

—San Francisco Chronicle, Feb. 11, 1981

Strange bedfellows?

The traditional foes of budget cutting
promise to make this one of the liveliest
political brawls Washington has seen in
years,

“It will be one of the great menageries of
all time,” predicts a top Senate Budget
Committee staff asssitant. ... "It will be
like a procession, with bankers in three-
piece suits and construction magnates
cheek by jowl with welfare recipients from
Watts.”

—Wall Street Journal, Feb. 20, 1981

Anti-family policy
“As an’ accountant,” Bissell says, "I
don’t hesitate to tell clients what the tax
ramifications of marriage are. When I told
one client it would cost $2,700 for him to
marry, he wanted to hold off his wedding
until the following year. But the invita-
tions were already out and the wedding
was the next week. His fiancée was ready
to kill me.”
—Wiashington Post, Jan. 10, 1981
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