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PRAISE FOR POPULAR ECONOMICS

“Popular Economics is an essential twenty-first century complement to Henry Hazlitt’s Economics In One Lesson. In a book that is happily free of charts and incomprehensible equations, John Tamny uses exciting stories from the world around us to show the reader that nothing is easier than economic growth. Popular Economics is the answer for those confused by the ‘dismal science.’”

—Arthur Laffer

“John Tamny offers a wide-ranging analysis of some of the most pressing issues facing the American economy today, from income inequality and job creation to budget deficits and tax reform. Through engaging examples and stories, he provides a thought-provoking argument in favor of a free-market approach to economic growth. Whether you agree with him or not, there is no question that his perspective needs to be part of the discussion on American economic policy in the new millennium.”

—Enrico Moretti, professor of economics, Cal-Berkeley, and author of The New Geography of Jobs

“In a revelatory analysis of the so-called ‘financial crisis,’ John Tamny makes the unexpected case that the actual crisis was the huge banking blunder of betting the investment capital of the U.S. economy on housing, a retrospective consumption good already grossly in oversupply. Confirming the blunder, government under both Bush and Obama bailed out the banks and debauched the dollar, devaluing the entire entrepreneurial economy of the future. Rare is a book so contrary, so pithy, and so true.”

—George Gilder, author of Knowledge and Power

“Want to understand the vital purpose of stable money in a free-market economy? Read John Tamny’s chapters on the importance of reliable standards—whether you are measuring ingredients for a chicken wings recipe, constructing a house, or timing athletes running the forty-yard dash—and you will fully comprehend that money is meant to provide a dependable measure of value. Tamny’s writing throughout this brilliant book rings with clarity and consistency; you will be left wondering why these same qualities don’t apply to our money.”

—Judy Shelton, author of Money Meltdown

“Ignore John Tamny’s easy to read Popular Economics at your own moral peril. It’s as close to spiritual as you get in this realm—a better tutorial than any econ text. I’d make it mandatory for the 95 percent of econ majors—right up through PhDs—who never really got the basics. While making you edgy toward the endless societal consensus nonsense that it cuts through like a guillotine, it also frees you to see the true creative beauty of reality all around us.”

—Ken Fisher, founder and CEO, Fisher Investments

“In this entertaining and provocative new book, John Tamny makes the powerful case for freedom as the font of social and economic growth. Popular Economics draws upon a rich collection of both spectacular successes and devastating failures to show how easily attainable prosperity is.”

—David Resler, retired chief economist, Nomura Securities International

“John’s book is many things. It’s a great way to learn economics, it’s a very strong case for economic liberty, and it is an epic myth-buster. I will be giving it out to friends, of all viewpoints, for a long, long time.”

—Cliff Asness, managing principal, AQR Capital
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FOREWORD

BY STEVE FORBES

You hold in your hands one of the most subversive economics treatises since Karl Marx’s Communist Manifesto, published in 1848, or John Maynard Keynes’s General Theory of Employment, Interest and Money, published in 1936. While Marx desired to undermine the social order of free markets, property rights, and minimal government, John Tamny wants to restore what was in place before the past century’s Great Depression and two world wars. Indeed, he would strengthen the freedom-enhancing and prosperity-creating institutions and practices that flourished before these twentieth-century calamities. While Keynes wanted government to steer the economy—as a driver does an automobile (an utterly illusory goal)—through manipulations of money, interest rates, taxes, and government spending, Tamny wishes to do the opposite: slash tax rates, radically simplify the tax code, let markets set interest rates (the Federal Reserve would ultimately be consigned to the Smithsonian), institute a gold standard to stabilize our money, end government bailouts of all kinds, and cut government to the minimalist role originally envisioned by our Founders.

There are many people who share Tamny’s goals. However, he sets about his liberty revolution by unleashing a most potent weapon: this book. Tamny makes the supposedly complex, arcane, equation-dense subject of economics—a discipline that allegedly can only be mastered by a handful of brilliant high priests like Janet Yellen and Ben Bernanke—into something everyone can fully understand. In spirit, Tamny does for economics what the Gutenberg printing press did for the Bible, making a previously inaccessible subject open to all. Equally important, he does to economists what Toto did to the Wizard of Oz: pulling aside the curtain to expose the fraud that has become modern economics.

Tamny understands what all too many don’t these days: We improve our standard of living by trading with one another. For instance, say you want to bake and sell cakes. You have to trade to get the ingredients, such as eggs, sugar, flour, and cream; the necessary pieces of equipment, such as an oven and a refrigerator; utensils, such as measuring spoons and cups, and on and on. Billions of such transactions take place every day. We’d still be living in caves if we didn’t trade with one another.

Barter, however, is hopelessly cumbersome. Money makes trading products, services, and financial instruments infinitely easier. Money is a claim on these things, just as a coat-check ticket at a restaurant is a claim on the coat you “deposited.” With money, investing becomes feasible on a massive scale, and it’s only through investing that we make the advances that increase the standard of living for all. Unstable money impedes trade and investment.

On subject after subject Tamny delightfully demolishes the destructive accepted wisdom of today. A few examples:

           •   Governments don’t create wealth. Too often they get in the way of its creation. They can seize it, spend it, and redistribute it, but they can’t produce real resources.

           •   Budget deficits aren’t the real problem, the level of government spending is. Whether these outlays are financed by taxes, borrowing, or central banks’ creating reserves out of thin air, the result is the same: Resources are taken away from the people who created them. The inevitable result is the waste and inefficient use of those resources, and we are the poorer for it. Milton Friedman famously said that he preferred a trillion-dollar budget that came with a big deficit than a two-trillion-dollar budget that was in balance.

           •   Trade is good whether transacted in our hometown, within our country, or overseas. Economists’ and politicians’ obsession with the international balance of payments is a monumentally destructive waste of time. All that counts is that trade balances globally. If you buy a pair of socks from China and the Chinese merchant then buys a share of stock in the United States, economists will fret about a trade deficit and capital account deficit, even though you got your socks and the Chinese seller got a financial asset in return. Each party gained something from the transaction.

           •   Saving is good. Capital creation through savings by individuals and profits from business is essential. Keynesians have the notion that savings go into a black hole and do nothing for the economy. Preposterous, Tamny rightly rejoins. Capital creators are the heroes who enable the rest of us to earn more and to get access to products like the iPod, which we could never have conceived of before entrepreneurs like Steve Jobs offered them to us in the marketplace.

           •   Progress requires destroying the old to make way for the new. Buggies and automobiles are an obvious example. Those of us who grew up in the world of print media have witnessed first-hand with the internet what Joseph Schumpeter famously called “creative destruction.” But the internet has also enabled millions of people to interact with one another instantly and become content creators. Journalism, information accessibility, and debate are flourishing as never before. This is the very essence of democracy.

Innovation is messy. People must experiment to discover what works and what doesn’t. As Tamny points out, we’ve had more than two thousand different auto manufacturers in the United States. This shows that the idea that the economy—if guided by the wise in government—will avoid ups and downs and booms and recessions is nonsense. Turbulence is part and parcel of progress. When governments don’t let capital go where the opportunities are, we end up less well off.

Tamny takes on many other shibboleths, pointing out, for example, that abolishing the estate tax—the purported purpose of which is to make sure that the wealth of the rich doesn’t stay concentrated—would be a highly effective tool for income redistribution. Another of his counterintuitive insights is that outsourcing is good for workers.

Here’s one that will raise hackles: Pursuing energy independence is destructive. If people outside the United States can provide energy more cheaply than we can, we should let them do so. That way we can focus our scarce capital on cutting-edge opportunities. Britain gave up trying to be “food independent” in the early 1840s, when it abolished its tariffs on food imports, the so-called Corn Laws. Workers loved the availability of cheaper food, and Britain went on to become the mightiest nation in the world, helping the Allies win the twentieth century’s two world wars, despite being dependent on food imports to survive.

Tamny’s book also, thankfully, gets matters right on exactly what inflation and deflation are. Hint: Inflation isn’t the Consumer Price Index going up. Nor are falling prices necessarily bad if they’re the result of productivity.

Commerce isn’t another form of warfare, Tamny correctly avers. Rather, commerce creates conditions for peace by breaking down barriers between peoples (you may not love your neighbor, but you sure would like to sell to him), making us all richer.

The book also puts doom-and-gloom predictors in proper perspective. No one can predict the details of a particular disaster, because there’s no way to know for sure what the relevant players will do. Take the financial crisis of 2008–2009. The housing bubble created by the Federal Reserve’s weak-dollar policy had already burst, and the economy was painfully adjusting to the fallout. What turned this U.S. disaster into a globe-girdling calamity were the steps taken by Washington policymakers. In early 2008 the U.S. Treasury Department and the Fed bailed out the creditors of Bear Stearns, a large but hardly critical Wall Street investment house. Then came the government takeovers of Fannie Mae and Freddie Mac. Everyone then expected that Lehman Brothers, a far more consequential outfit than Bear Stearns, would receive similar treatment. Instead, it was allowed to file for bankruptcy. Washington, days later, reversed course again, taking over mammoth AIG. Markets were left with no idea what authorities would do next, and panic set in. In the months that followed no one knew which institutions would be saved and which would go under. The notorious Troubled Asset Relief Program, whereby the federal government forced equity investments on banks, whether they were weak or strong, added to the confusion. More mistakes followed, leaving us with a punk economy that still can’t get out of second gear and a government that has amassed massive, growth-suffocating powers. No one could have foreseen those particulars. As Tamny points out, had Bear been allowed to fail without government intervention, Lehman would have scrambled to effect its own rescue, probably through a fire sale-like merger with another bank.

What makes this book so special is that it avoids all the mind-numbing jargon of traditional economics books. You won’t find such pretentious or just plain wrong-headed economic axioms as “the marginal propensity to consume,” “the paradox of thrift” (a particularly pernicious Keynesian nostrum that savings can be bad for economic growth), “the marginal product theory of the single firm,” “nonoptimality of competitive laissez-faire pricing,” “the law of diminishing marginal utility,” “the acceleration principle,” “the marginal propensity to save,” “the law of increasing (relative) demand,” or “the law of marginal-physical-product.”

Tamny doesn’t suffer from science envy, as most economists do. Economists are obsessed with mathematical formulas and equations because they give their discipline the supposed prestige of a hard science. Equations render the illusion of pin-point precision, which is entirely absent from most of human behavior.

As an example, look at this question posed in the classic college textbook so many of us groaned under, Paul Samuelson’s Economics (eighth edition): “If C = a + bY = 200 + 2/3 Y and I = Ī = 100, solve Y = C + I = 200 + 2/3 Y + 100 to get Y* = 900. Increase Ī by 10 and verify that Y* goes up by 30. What is the multiplier? Why? (Note: Y is NNP in billions of $).”

And to think this guy landed a Nobel prize for stuff like that!

What makes Tamny’s book worthy of becoming a classic that will be referred to for a long time to come is its brilliant use of stories to illustrate points. People are always interested in well-told tales about others and the lessons to be learned from their experiences. Here you’ll read about Jerry Jones and his seemingly crazy decision decades ago to buy the Dallas Cowboys, a move that today looks blindingly obvious but was originally ridiculed by experts and sophisticated investment bankers. Tamny’s subjects are numerous and include Paris Hilton, Larry King, the late Al Neuharth (founder of USA Today), Michael Bloomberg, J. K. Rowling, Patrick Soon-Shiong (who became a billionaire through his breakthroughs in fighting cancer), and Bill Rasmussen (founder of ESPN). Tamny’s illustrative arsenal is full of enlightening references to sports, movies, and the TV series Downton Abbey. He discusses failures as well, because there are lessons to be learned from them, both about people who rebounded from failure and about those who did not.

The discipline of economics is not a hard science like physics, chemistry, biology, or engineering. Tamny rightfully and brilliantly recognizes that economics concerns the ways in which people strive, as Abraham Lincoln put it, to improve their lot in life. What enables this innate desire to flourish and what stands in the way of its being fulfilled is the fruitful, legitimate focus of economics. Visit virtually any poor country in the world and you’ll quickly see that it has considerable entrepreneurial energy, as people trade in stalls and on street corners. Why doesn’t such activity translate into vigorous economic growth? Because government-made barriers, such as obstacles to setting up a legal business, onerous taxation, the lack of basic property rights, and rampantly unstable currencies stand in the way. The proper role of government is to create a conducive environment in which commerce among consenting adults can take place and to then stand aside. Prosperity is certain to follow.

Sadly, this basic insight is ignored or hobbled by all too many credentialed economists and political leaders. The International Monetary Fund, for instance, is notorious for its anti-growth prescriptions of currency devaluation and higher taxes. Look around the world today and you’ll find governments everywhere that have erected extremely harmful structural barriers to the practice of commerce. Japan, for example, is doubling its national sales tax and boosting its payroll levies from the already nose-bleed level of 30 percent to an even more catastrophic 37 percent. Is it any wonder the world’s third-largest economy has stagnated for twenty years and is now falling into recession?

By breaking the mold of what modern economics has become and by explaining in an engaging way what economics truly is, Tamny has done humanity an inestimable service.

Read this book. Absorb its basic lessons. And then promote it in every way you can. You don’t have to agree with every particular in it to know that Popular Economics will rank with George Gilder’s Wealth and Poverty and Knowledge and Power, Warren Brookes’s The Economy in Mind, Jude Wanniski’s The Way the World Works, and a handful of other books as a signal contribution to the cause of liberty and to a beneficent, opportunity-rich civilization for all.


INTRODUCTION

Macroeconomics is a tautology and a myth, a dangerous one at that, sustaining the illusion that prosperity is necessarily linked with territory, national units, and government spending in general.

—Reuven Brenner, Labyrinths of Prosperity

A relatively weak economy has diminished the confidence of the American people. The refrain of some of the best-known economists in the United States is that the future holds only stagnation because we’ve allegedly forgotten how to grow. In short, economic growth has become difficult to achieve.1

Happily, the prevalent view within the economics profession is false. Economic growth is not only simple, it is also easy to understand. There is nothing mysterious about economics. It is all around us—in the movies and sports we watch, the products we enjoy, and in what we do each day.

The problem, strangely enough, is the economics profession itself. Increasingly reliant on charts, graphs, indecipherable equations, and incomprehensible numbers, economists have turned what is perfectly basic and a matter of common sense into something that is mystifying.

In truth, nothing is less complicated than the subject of economics, and therefore nothing is easier than economic growth. This is particularly true in the United States. A country of individuals descended from immigrants, or immigrants themselves, America is populated by people who wanted something better, who abandoned the familiarity of home to migrate to a place that has long prized personal and economic freedom.

Entrepreneurs are by definition risk takers, and immigrants have in many ways taken the ultimate risk. When talented and entrepreneurial people from all over the world populate a country, it’s not surprising that they make it wealthy.

Another human trait, one that we all share and that makes economic growth easy, is that our wants are unlimited. We always desire something more, and the exchange of our labor for the food, clothing, and shelter that we do not possess makes economic growth a simple matter of reducing the barriers to production.

At the most basic level, a person must first supply something of value before he can purchase something else. The path to economic growth, then, is stimulating the supply side of the economy. Governments can stimulate the supply side by reducing tax, regulatory, trade, and monetary barriers to production.

Taxes are nothing more than a penalty on work. When politicians talk about raising our income taxes, they are really saying that they are going to increase the cost of getting up and going to work each morning.

Regulations are similarly a tax placed on economic activity, a cost of doing business. They rarely achieve their stated objectives, but they succeed insofar as they suffocate the economy. Regulations rob workers and businesses of time and resources that could otherwise go into producing goods desired by the marketplace.

Trade is, in many ways, the simplest of the four basics of economic growth. Each of us is a free trader because trade is the purpose of our work. We go to work each day precisely because there is so much that we want but do not have. Government tariffs on imported goods penalize our work and make it less desirable in the process.

The purpose of money is to facilitate the exchange of consumable goods. Money itself is not wealth. It is how we measure our own work and then trade products. McDonald’s does not seek my writing skills in return for the Quarter Pounders it provides me. Money serves as the broadly accepted medium of exchange for all producers. It is a unit of measure, and a unit of measure cannot perform its function well if it changes all the time. Until 1971, the U.S. dollar had a constant value tied to gold. When we dissolved that connection to gold, we sent the dollar—and our economy—on a never-ending roller coaster ride.

In modern times, economics has become too intimidating. It should not be. We are all microeconomists in our daily lives, and we are surrounded by economic lessons. Indeed, the purpose of this book is to shed sunlight on what is so logical, free of charts, and mostly free of statistics. Nothing is easier to understand than economics. It’s everywhere you look.


PART I

Taxes


CHAPTER ONE

Taxes Are Nothing More Than a Price Placed on Work

The wages of labour are the encouragement of industry, which, like every other human quality, improves in proportion to the encouragement it receives.

—Adam Smith, The Wealth of Nations

In the music industry, there’s a pecking order that everyone understands. In Los Angeles, my hometown, the easiest way to measure musical success, other than consulting Billboard, is to look at the venues where various bands and singers perform in concert. Bands that are up and coming but still not well known might find themselves at the Whiskey A Go Go on Hollywood’s Sunset Strip. The next step has often been the Hollywood Palladium, with its five-thousand-person capacity, and the really successful groups play at the Staples Center downtown.

But for the biggest bands, even arenas the size of Staples can’t hold their legions of fans. Those bands play in stadiums, from the Rose Bowl in Pasadena to the Coliseum near downtown LA. The Rolling Stones are a stadium band, and the story of their staggering success can teach us something about taxation. Taxes are the price we charge people to work, and that price affects where they work and whether they work at all. As the Stones’ lead guitarist, Keith Richards, explained in his endlessly fascinating autobiography, Life, “The tax rate [in Britain] in the early ’70s on the highest earners was 83 percent, and that went up to 98 percent for investments and so-called unearned income. So that’s the same as being told to leave the country.”1

That statement is full of economic lessons. For one, raising the price of something doesn’t mean you’ll get that price. General Motors could increase the sticker price of its Chevy Malibu to one hundred thousand dollars, but its customers would laugh and go next door to the Ford dealership.

The same is true for taxes. Politicians may raise the cost of work for their citizens, but if the cost is too high, those citizens won’t stick around to be fleeced, especially if they’re well to do. Like the car shoppers, they’ll go elsewhere. Richards and the Rolling Stones did just that.

          The last thing I think the powers that be expected when they hit us with super-tax is that we’d say fine, we’ll leave. We’ll be another one not paying tax to you. They just didn’t factor that in. It made us bigger than ever, and it produced Exile on Main St., which was maybe the best thing we did. They didn’t believe we’d be able to continue as we were if we didn’t live in England. And in all honesty, we were very doubtful too. We didn’t know if we would make it, but if we didn’t try, what would we do? Sit in England and they’d give us a penny out of every pound we earned? We had no desire to be closed down. And we upped and went to France.2

England’s political class perhaps grew a little arrogant in their belief that they could put any price on work they pleased. As it turned out, raising the cost of working to 83 percent meant the Inland Revenue Service collected 83 percent of nothing from the Rolling Stones.

Politicians try to justify high taxes by asserting that the top rates will affect only the highest earners, who can most afford them. They often complement this economic falsehood with the absurd argument that hiking taxes on the richest is all about fairness. It’s only fair, they say, for the highest earners to pay the lion’s share of taxes. The reality, unfortunately, is not so simple. Progressive taxation, in fact, is most unfair to middle- and lower-income taxpayers.

The Rolling Stones were not always the Rolling Stones. In the early 1960s, Richards recalls, “the poverty seemed constant, unmovable.”3 He writes, “I even kept accounts of the money we earned at gigs, the pounds, shillings and pence. Often it just said ‘0’ when we played at tiny end-of-term school dances.”4

Most people do not begin life on top. Politicians who raise income tax rates on top earners in the name of “fairness” are telling the strivers lower down that they will incur a penalty for succeeding. Those who are already rich can hire the best tax accountants to circumvent outlandish rates and can move, as the Stones eventually did.

Taxes are not only a price on work. They are also a price on the productive use of wealth. Great Britain’s political leaders in the 1970s apparently forgot what goes into producing a record album. The Rolling Stones needed sound engineers, backup instrumentalists and singers, gofers and personal assistants, not to mention catering companies, drivers, public relations specialists, and many others who achieve employment when the rich deploy their capital. High tax rates gave all those jobs to the French and later, when post-production of Exile on Main St. moved to Los Angeles, to the Americans. The rich are highly mobile, and they will put their capital to work in the most favorable environment. When the government hits them with high taxes, it’s the non-rich who feel the most pain.

You could be excused if you thought that people in the movie business want to pay more taxes. Hollywood is near monolithic in its left-wing politics, and its leading lights fund and campaign for the politicians who promise to raise their income taxes the most. Yet moviemakers are actually quite adept at finding low-tax havens in which to practice their craft. The Academy Award–winning director, writer, and actor Ben Affleck is an unabashed liberal, but here is what he told the Los Angeles Times in late 2013 about why he was going to Georgia to shoot Live by Night:

          You just follow the money. What happens is that you’re faced with a situation of shooting somewhere you want to shoot, versus shooting somewhere you’d less rather shoot—and you get an extra three weeks of filming. It comes down to the fact that you have x amount of money to make your movie in a business where margins are really thin.5

Affleck is not alone in seeking tax advantages before rolling the camera. Chris Moore, the producer of the American Pie franchise, summarized matters neatly for the Los Angeles Times: “If you have a $100 million Brad Pitt movie, you just call 15 different film offices, and you’re going to have the governor calling you at home saying, ‘Hey, man, here’s why you should do it in Iowa.’”6

Actor Rob Lowe talked about the large crews required to make films in his 2011 autobiography, Stories I Only Tell My Friends. In it Lowe recalled that:

          It takes an army to make a movie. Camera crews, lighting crews, wardrobe crews, makeup crews, hair crews, painters, builders (called grips), a crew to provide the props, a crew to provide the furnishings (the art department), electricians, special-effects people, stunt performers, stand-ins, the accountant, scheduling and finance (called the unit production manager), catering and someone to provide snacks and drinks (called craft service), and the team of walkie-talkie-armed Gestapo that police the second-by-second momentum of shooting: the assistant director staff.7

California, the longtime home of the film business, is run by politicians who are eager to reach into the pockets of its most productive industries. Though many of the industry’s best and brightest choose to live and work in California, they often make their movies outside the Golden State. The Los Angeles Times reports that the “number of top-grossing films shot in California has plummeted 60% in the last 15 years.”8 The alarming part of this story is how non-rich Californians suffer from the state’s aggressive taxation of some of its highest earners.

The Times goes on, “Hollywood’s trade workers—the electricians, carpenters, caterers and others who work behind the scenes—have long complained that they’ve lost their livelihoods as states vie for film business with ever-richer incentives.”9

Wealthy filmmakers, like top-earning bands, have the mobility to avoid the tax rates meant for them. Not the lower earners, who suffer the consequences of the naïve effort to soak the rich.

As a matter of fact, those with less are better off when the rich keep more of their income. Does that seem counterintuitive? Consider Uber, the popular car service that’s a substitute for traditional taxis. A tap on your smartphone’s Uber app tells you instantly how many cars are nearby and how long you’ll have to wait for one. Another tap dispatches an SUV, a black town car, or a cab ready to whisk you to your destination. The fare and tip are automatically charged to your credit card. No frantic hunt for an available taxi, no fumbling for cash or calculating a tip.

City dwellers might shrug their shoulders—they can walk outside and find plenty of cabs. But if you live in the suburbs or a smaller city, Uber is a dream come true. Before Uber, you had to call a cab company and deal with a surly dispatcher, who was often vague about when your taxi would arrive, if it arrived at all. Not with Uber.

It is often said that capitalism is colorblind. Cabdrivers have been known to pass by black customers eager to hail a taxi, but Uber drivers show up without regard to race. Even better, drivers and customers can rate one another. If your ride is unsatisfactory—the car’s a mess, the driver doesn’t run the air conditioning on a hot day, the radio’s too loud—you can give the driver a low rating. Too many poor ratings bring about the driver’s dismissal by Uber.10

By the same token, a passenger who is habitually rude to drivers, makes a mess of the car, throws up, or is unreasonably demanding can receive a negative rating by the driver. Uber can “fire” customers who cause problems for its drivers—a reminder that capitalism is a two-way street.

In December 2011, just eighteen months after Travis Kalanick founded Uber, he announced that Jeff Bezos, the founder of Amazon. com, and others were investing thirty-two million dollars in his nascent firm.11 With a net worth of nearly thirty billion dollars,12 Bezos will be fine whether he is paying 10 percent or 50 percent of his income to the federal government. Of course, that is not the point. There’s no such thing as idle capital. The growing number of Uber drivers is testimony to the opportunities Bezos can create if we let him keep his money. Punishing taxes on the rich reduce investment in new ideas that enrich and empower others.

Skeptics need look no further than Apple Computer. Back in the 1970s, Steve Jobs was a college dropout bursting with ideas. But he wouldn’t have gone anywhere without capital. The venture capitalist Arthur Rock invested $57,600 in Apple Computer, and the rest is history.13

Jobs left Apple for a time, but he returned in 1997; and some of his greatest innovations followed. From the iPod to the iPhone to the iPad, Jobs’s revolutionary vision transformed how people buy music, talk on their phones, and use computers. Apple’s stock predictably soared as Jobs quarterbacked all of these exciting technological advances, and it now vies for the title of the world’s most valuable company.

The envious might respond that Jobs invented playthings for the leisure class, that Apple employs the highly trained techno-elite, and the primary beneficiaries of Apple’s share-price revival are the infamous 1 percent. That response is wrong in almost every particular, but for now, let’s consider how Apple’s rise supports the much-maligned notion of “trickle-down economics.”

Enrico Moretti, an economist at the University of California at Berkeley, explains in The New Geography of Jobs that Apple’s more than twelve thousand employees in Cupertino, California, are only the beginning of the story of the company’s contribution. Apple’s success, Moretti found, accounts for at least sixty thousand other jobs in Cupertino. “In essence,” he writes, “in Silicon Valley, high-tech jobs are the cause of local prosperity, and the doctors, lawyers, roofers, and yoga teachers are the effect.”14

Thank goodness Arthur Rock got to keep some of his substantial earnings! A major theme of this book is that all companies and the jobs they make are the certain result of investment. Since money never lies idle, it is an economic truism that the less governments tax those with the most disposable income, the more likely they are to invest that income in job-creating ideas. It’s the rich, by definition, who have the excess funds that the next Steve Jobs is looking for. The government may impose heavy taxes on the rich in the name of fairness, but that “fairness” comes at the expense of the economy and those not yet rich.


CHAPTER TWO

When We Tax Corporations, We Rob Them of Their Future

The advantages and gains that are realized today are due to capital that was invested previously.

—Mark Spitznagel, The Dao of Capital

The brothers Charles and Frank Duryea completed the first gasoline-powered American car in Springfield, Massachusetts, on September 20, 1893.1 By 1896 they had sold thirteen of their machines, and only the most wild-eyed optimist would have foreseen that the automobile would be a ubiquitous middle-class good within twenty years.

Thank goodness for the unquenchable drive of entrepreneurs like Henry Ford. In 1876, at the age of thirteen, he saw a crude steam-powered horseless carriage moving itself down the street and was mesmerized. He would say later, “It was the engine which took me into automotive transportation.”2 Sixteen years later, in 1892, Ford produced his first automobile.3 By 1903, he had incorporated the Ford Motor Company. By 1908, he had introduced the Model T to a public that had never imagined owning a car at all. And by 1911, he had prevailed in court over a cartel called the Association of Licensed Automobile Manufacturers, which had first dismissed Ford as an “unreliable upstart” and then tried to block him from producing his Model T.4 Five years later, Ford Motor Company produced 585,000 Model T autos. Ford’s compulsion to perfect his manufacturing processes never let up, and by 1921 his assembly-line system had produced a million vehicles.5 Henry Ford had turned a plaything for the rich into a universal necessity.

In his dazzling book, The Dao of Capital, the investor Mark Spitznagel makes the essential point that “Ford Motor Company would not have prospered had the founder not committed to continuous long-term investment in improvements and roundabout production.”6 Translated, Ford’s reinvestment of his profits in improvements to his manufacturing process made all the difference.

Imagine if today’s U.S. corporate tax rates, which are among the highest in the world, had been in place at the dawn of the twentieth century.7 It may be too much to suggest that none of us would ever have heard of Ford, but it’s reasonable to presume that today’s tax rates would have prevented Henry Ford from producing the Model T in the quantities and at the prices that ushered in the age of the automobile. Investment is how companies increase the quality of their product and improve the way they produce it. Profits make better processes and better products.

Just as the story of the Rolling Stones shows how high personal taxes on the rich hurt middle- and low-income earners, Ford’s story reveals the harm of high corporate taxes. Politicians justify high corporate taxes on the grounds that corporations are big enough to take the hit. But setting aside for a moment the reality that corporations are owned by individuals, we mustn’t ignore what profitable companies do with their profits. To understand this point, let’s return to Henry Ford’s story.

As Spitznagel writes, “When profits [for the Ford Motor Company] swelled, he paid well for labor, creating an uproar when he doubled the basic wage to $5.00 a day, which triggered a virtual stampede of job seekers.”8 The popular myth is that that Ford raised wages so his workers could buy his automobiles, but in fact he was responding to economic necessity.

Spitznagel has found that annual employee turnover within Ford had reached 370 percent in 1913. By “paying workers well, he effectively lowered his costs because higher wages reduced turnover and the need for constant training of new hires.”9 It has been said that capitalism, or the profit motive, makes us compassionate in our actions even if we don’t feel compassionate in our hearts. Ford’s concern with the profits that allowed him continuously to improve his business drove him to pay his workers more than the prevailing wage.

Fortunately for Ford—and for everyone who drives an automobile—he didn’t face the exorbitant tax rates that corporations labor under today. Low corporate taxes allow companies both to reinvest in the known and to experiment with new ideas.

The French Connection won the Academy Award for Best Picture in 1971, made a star of Gene Hackman, turned the little-known documentary filmmaker William Friedkin into an A-list auteur, and introduced audiences to the big-screen excitement of a true high-speed car chase. But this film was almost not made. As Friedkin recalls in his memoir The Friedkin Connection, he and Phil D’Antoni “schlepped The French Connection around for two years. . . . We took it to every studio, and were rejected by all.”10

With no serious bidders on the film, Friedkin eventually signed up for unemployment benefits. The very next day he received a call from an agent who told him that Dick Zanuck, head of Twentieth Century-Fox, had requested a meeting. Friedkin and D’Antoni went to see Zanuck, who told them, “I’ve got a million and a half dollars hidden away in my budget for the rest of the year. I’m on my way out. They’re gonna fire me, but I’ve got a hunch about that French Connection script.”11 The rest, of course, is history.

George Gilder has observed, “It is the leap, not the look, that generates the crucial information.”12 How true. Economic growth is about taking risks, learning from them, and then using the information gleaned from experimentation to inform future economic activity. The extra one and a half million dollars that Twentieth Century Fox had lying around meant that one of the twentieth century’s most important films could be made. Furthermore, the success of The French Connection informed Hollywood’s subsequent endeavors and helped define filmmaking in the 1970s.

Friedkin’s movie is merely the “seen,” to quote the nineteenth-century French political economist Frédéric Bastiat. The “unseen” is the experimentation that never takes place because government is taxing away so much in corporate earnings. Profits are the reward for entrepreneurial creativity. American filmmakers—from Steven Spielberg, to Brad Bird (Pixar), to David Cameron—set the global standard for creativity, but we should never forget the films that are never made. How many exciting ideas never see the light of day because of the corporate taxes shackling the movie industry?

Filmmaking, of course, isn’t the only business hemmed in by high tax rates, and it’s certainly not the most important. Oil remains an essential economic input, yet profitable U.S. oil companies arguably suffer the greedy hand of government the most. ExxonMobil alone paid thirty-one billion in taxes on its profits in 2012, more than any other company in the United States.13

Oil companies have long been a favorite whipping boy of the political class, and it’s politically easy to demand that “Big Oil” pay more of its fair share. But a large part of the energy industry’s tax problem is that it is tied to the place where the oil and gas are. While Google can move its human assets from high-tax California to low-tax Texas, oil companies cannot move Prudhoe Bay from Alaska, with its 9 percent corporate tax rate, to Texas, where corporate profits are not taxed. They can’t move the Bakken Shale out of North Dakota, with its 5.15 percent corporate tax, to South Dakota, where corporate profits once again are not taxed.14 It’s no surprise, then, that the list of the ten highest-taxed U.S. businesses includes three oil companies.15

Of even greater importance is what the world economy loses when an oil giant like ExxonMobil hands over so much precious capital to the federal government every year. ExxonMobil’s profits and market valuation are certain signs that it is delivering enormous value to its shareholders and customers. Its executives have made it the most valuable of the numerous public oil companies in the United States, demonstrating unexcelled skill in deploying the capital allocated to them. Does anyone believe that John Boehner, Nancy Pelosi, Mitch McConnell, and Harry Reid are better allocators of the billions of dollars that ExxonMobil annually relinquishes to the government?

In spite of the predations of rapacious politicians, the oil industry is enjoying a renaissance of sorts. But we mustn’t forget Bastiat’s “unseen.” How much better off would corporations in the energy industry—and by extension their shareholders—be without the self-righteous fleecing to which they must submit?

Is it possible that we’ve already forgotten what happened in 2008, when Congress used taxpayer dollars to bail out corporations that could no longer support themselves? The bailouts properly offended the electorate. This raises a question that goes to the heart of the corporate tax question: Do we prefer businesses that can suceed without taxpayer assistance, or would we like to continue saving the weak? The question answers itself.

Just as successful companies should be allowed to succeed, unsuccessful companies should be allowed to fail. The great Austrian School economist Ludwig von Mises wrote that the entrepreneur who fails to use his capital to the “best possible satisfaction of consumers” is “relegated to a place in which his ineptitude no longer hurts people’s well-being.”16 Mises meant that businesses succeed because they fill an unmet need. If they fail, it is often because they have failed the consumer. In that case, bankruptcy is an economic good, because it relieves those the market has left for dead of any further capital to destroy.
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