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— Foreword —


The best social-welfare policies are the ones that create good new jobs. Smart politicians know this. And it was the late President Ronald Reagan who taught me this thirty years ago, back when I served as Associate Director for Economics in his Office of Management and Budget.


He also taught me that the best way to create good new jobs is to unleash the entrepreneurs who operate in the private economy. Reward their success through low tax rates. Stay out of their hair by keeping government regulations to a minimum. Give them room to prosper by putting government on a short leash—by limiting its size, scope, and spending. Broaden their markets by keeping trade free and open. And protect their spending power with a reliable currency and by holding inflation in check.


No wonder the Gipper was the most successful president in the post–World War II era. His policies worked. The citizenry was happy. The nation prospered mightily. Jobs were plentiful. Reagan was so successful, and America so bountiful because of his policies, that the Soviet Union was blown out of the water, relegated to the dustbin of history.


In short, Reagan knew that free-market capitalism is the best path to peace and prosperity. That’s my creed, too. And it’s a view shared and embraced by my friend and CNBC colleague Michelle Caruso-Cabrera in her new book, You Know I’m Right.


Michelle has written a hard-hitting book that illuminates the supremacy of pro-growth economic principles. And she has done so at a time when the nation is reeling from the lingering effects of a deep recession and the presidential policy mistakes of recent years.


Michelle is less interested in partisan politics and much more concerned with restating and reapplying Milton Friedman’s theories of capitalism and freedom, which Reagan made the centerpiece of his program. As I read it, that’s her mission, and she sets to it at just the right time—for we must not forget how we got into this mess, and how we can climb back out.


This is America, Michelle reminds us. We are an exceptional nation. Our system of democracy and freedom can overcome the mistakes of the past, just as it has so many times in our gloried history. But a soup-to-nuts road map is essential.


Go back to Reaganism, she exhorts. Then build on it even more. Use Reagan’s supply-side, market-oriented plan as a guide to solving today’s high unemployment, massive job losses, and stagnant growth. Pessimism and unhappiness are in the air today, just as they were three decades ago. But optimism can be restored by returning to a classical liberal economy built on market supremacy and strictly limited government.


Michelle doesn’t hide the fact that Ronald Reagan is her all-time favorite chief executive. Her second favorite? Bill Clinton. It was Clinton, she points out, who joined (however reluctantly, but cleverly in a political sense) with Newt Gingrich and his Contract with America movement to reform welfare, expand free trade, and balance the budget through economic growth and tough spending cuts. Okay, I can go with that. After all, the Clinton-Gingrich Era was really Ronald Reagan’s third term, wasn’t it?


As the Obama administration moves deep into its second year—with its unprecedented government controls over the economy; its massive spending, deficits, and debt-borrowing; its higher taxes on businesses and our most productive earners and investors; and its reregulation of near every nook and cranny of the private sector—the so-called economic recovery languishes, while doubts about our standards of living and wealth turn grave.


Michelle says no, no, no, and no to all this. Statism, redistribution, and European-socialism lite are not the answers. Instead, Michelle argues that we must slash the budget across the board by eliminating or curbing the cabinet departments, agencies, and programs that are unnecessary in the new age of information technology.


She says end the public-sector unions, whose outlandish pay and benefit schemes—at nearly twice the compensation levels of their private-sector counterparts—are picking taxpayer pockets and moving us toward bankruptcy. She says reform the health-care and Social Security entitlements through consumer choice and personal ownership. She says use vouchers and school choice to solve our problematic education system.


To some ears, Michelle’s policy proposals will sound radical. But I regard them as sensible and long-overdue reforms. Every step of the way, her key points summon the proven doctrines of consumer choice, personal responsibility, and market competition.


Michelle Caruso-Cabrera’s splendid book, You Know I’m Right, is all about economic freedom in pursuit of life, liberty, and happiness. She knows that the principles of freedom set down by the Founders must, as Reagan frequently reminded us, be at the very heart of American recovery.


Lawrence Kudlow
New York City    
July 9, 2010         





— Introduction —


I never used to be a political person. In fact, I used to hate talking about politics. I sometimes wish I weren’t covering it now, but I have little choice because politics and business have become increasingly intertwined. In the past I interviewed CEOs to discuss how they made their companies grow. These days on CNBC I ask CEOs how they’ll deal with new invasive policies being dictated by Washington. And although I used to rarely interview politicians, now they’re on the air every day. Government just keeps getting bigger and it increasingly regulates the ordinary affairs of American business.


What I’ve learned from the BP oil disaster, the housing debacle, and the financial collapse is that government is over-regulating our lives, and yet it’s never going to protect us. I believe we can do more with less. I believe I’m right when I say less government means greater prosperity for everyone in this great nation. And I don’t just mean the wealthy—I also am referring to the middle class and those struggling just to put food on their families’ tables.


During the last election, as our nation and others around the world were on the brink of economic disaster, I looked at both the Democrats and the Republicans and thought, We’re in big trouble here. Neither political party was looking out for our economic interests. Neither was doing it right. There was a fundamental crisis of leadership.


So I decided to write this book—and not to attack just the left of the political spectrum, because I’m equally frustrated with the right. I always thought I was a Republican, until the party got too caught up in social issues that government shouldn’t be dealing with and lost sight of more important fiscal ones. So neither political party seems to be on the right track to fix our economy. I’m writing this book to urge American leaders to reduce the size and role of government in both our private lives and our free-market economy. It’s time for politicians of both parties to get the country back on track and it’s time for the rest of us to take a little personal responsibility for the mess we find ourselves in.


That’s right, I’m not just blaming Washington, either. I think the media is to blame as well. I know you probably think I’m about to trash the so-called liberal, left-wing media, but I’m not. I’m taking everyone to task—including the so-called right-wing media.


Lou Dobbs, for example, used to call himself a Republican. Then he claimed he was an independent. Whatever his label, he wasn’t in favor of the free movement of labor, capital, and goods. He took his extreme stance on immigration simply to tap into the socially conservative population. It was not a fiscally conservative position. He was a populist opportunist when he should have been a voice for the conservative movement.


Right-wing talk radio and TV aided and abetted the GOP by focusing on social issues rather than fiscal ones and in doing so wasted an opportunity to fight for the goals of the Goldwater and Reagan-era Republican Party. How much time did shock jocks spend covering nativity scenes when they could have been asking President George W. Bush why he kept spending and expanding government? Why were these right-wing pundits with such powerful platforms wasting an opportunity to fix the fiscal mess our nation faces? Where were the right-wing pundits, who are suddenly all about small government now that President Obama has taken office, when President George W. Bush went on a spending spree? The conservative media needs to start embracing policies, not politicians.


So that’s what this book is about. It’s about fixing the way we do business. It’s about how we as a society should look at government. And by the time you’ve finished, you’ll know I’m right.








—1—

Mind My Business, Not My Bedroom


I want a government that stays out of my pocketbook and stays out of my private life. I find it frustrating that the Democrats think I want to keep paying for their big government and endless spending projects. But I am equally annoyed that the Republicans turned their backs on a voter like me and now think it’s okay to run my personal affairs at the expense of fiscal issues. So as a voter, I’m partyless. I’m left out in the cold. And frankly, I’m feeling a little unwanted—unwanted from a philosophical, political standpoint, that is. I’m not alone. There’s a major problem with the political system in the United States today: neither party truly represents a growing number of middle-class Americans.


Where does a fiscal conservative and a social liberal go? For me, neither the Republicans nor the Democrats represent my values and beliefs. Neither envisions reduced spending and less government involvement in the private lives of the American people.


I am part of a new and growing crowd of “sort-of” Republicans. I am far too fiscally responsible to want to reach out and hug the Democrats. Their social spending will keep the next several generations laden with debt. At the same time, I am too fiercely independent to embrace the Republican Party, because I want people to be free to make their own choices about their personal lives. I don’t want Washington insiders to tell me what to think and how to behave in the privacy of my home.


There are a lot of us that don’t like the tax-and-spend approach to budgeting but also believe in, for example, a woman’s right to choose. Michael Petrilli at the Hoover Institution said it best when he used the term “Whole Foods Republican”—someone who embraces a progressive lifestyle, but not progressive politics. It’s not a great place to be. No matter where I turn to for leadership, I have to compromise. Over the past decade, both parties seem to have been hijacked by social issues such as abortion, the environment, and gay marriage. These issues don’t define us as a nation, so why do they define our two political parties?


Here’s the thing: I believe in low taxes, and a small, nonintrusive government. I don’t really care if gays want to get married or not. I don’t smoke pot, but frankly, I don’t care if you do. Of course I want us to live in a healthy environment. But that doesn’t mean we stop drilling for oil. I believe in God, but I don’t think everyone else must accept my God. In fact, I don’t think religion should have anything to do with governing at all. I also know we can be good neighbors even when the family next door looks different.


By that, you might think I’m a Democrat, but the Democratic Party is out of control when it comes to spending and intrusive government programs. They have a never-ending appetite for taxpayer dollars to advance their causes. I don’t believe in socialized health care. In fact, I don’t believe that government can fix much of anything. But members of the Democratic Party consistently claim the moral high ground by calling themselves compassionate in order to justify excessive spending on social initiatives. There is nothing compassionate about running the country into the poorhouse. By abandoning any form of fiscal responsibility, the country will soon be unable to afford to support anyone. Democrats need to understand that the most compassionate country is one that allows people to make their own choices and live with the benefits and consequences of those choices.


The Republican Party of the last ten years has courted the religious right at the expense of fiscal conservatives who believe that less government is better government. It has embraced programs designed to do social engineering much in the same way the Democratic Party has always done. Why is it that the Republicans seem more concerned about creationism in the schools and debating stem-cell research than they do about balancing the budget? Simple solution: let’s not tell educators how to educate or fund any research. That is not the role of government.


Things didn’t used to be this way. Republicans were the party of Barry Goldwater and Nobel Prize–winning economist Milton Friedman, who believed in free markets and a limited role of government. It was the party of Ronald Reagan, whose emphasis on less government and less spending became the heart and soul of Reaganomics. These men would be aghast to see what has happened to their party.


Now both parties have abandoned those of us who believe in a secular state with a government that limits its spending and regulatory intervention in the economy. The government has no place in the bedrooms of the nation, and it should not distort the economy with rules, susidies, and tax policy. It needs to represent those of us who believe in personal responsibility.


If a strong independent emerged in the next presidential election, I might embrace him or her. But under the current primary and electoral college system, a viable independent is unlikely to happen.


Ronald Reagan represented my views. He was my favorite president. My second favorite? Bill Clinton. Even though according to their party affiliations, they would seem to be polar opposites, in reality they were very similar. Just as strange, George W. Bush and Barack Obama share an emphasis on using big government to fix everything, which makes them oddly similar.


If the government got out of the business of making social and moral choices for us, not only would it be more efficient, but legislators would also have more time to focus on fixing the economic well-being of the nation. Milton Friedman was right when he said government has just four roles: it should protect our freedom, provide law and order, enforce private contracts, and foster competitive markets. Government shouldn’t tell you who you should share your bed with, which god (if any) you should worship, or whether or not you should use marijuana. In a free society, people need to make those choices themselves.


The other big problem with big government: overregulation. Paradoxically, underregulation didn’t cause this current financial fiasco we’re in. Overregulation got us here. The recent economic disaster that we’ve just experienced is a direct result of abandoning the core principles of Reaganomics: less government, less spending. Instead, the last Republican administration spent vast sums of money and inflated both the size of government and its red tape. During his time in office, President George W. Bush did things that were fundamentally leftist in nature, such as imposing steel tariffs, expanding entitlements for the elderly, and encouraging home ownership for everyone. Even those who didn’t have enough income to afford a home were able to buy one. And look where that got us.


The United States is a world leader. Democracy, the rule of law, and the rights and freedoms entrenched in our Constitution make us the envy of friends and foes around the world. But if we want this great nation to continue along on this path and if we want to ensure that we are a prosperous nation, we need to get back to these core values and principles: less government and more personal responsibility.


Look at this current recession and the rash of foreclosures: it’s heartbreaking to see so many people lose their homes. Washington wants to blame business, but let’s face it, in many ways government is responsible. The tax structure encouraged and facilitated home ownership even when people couldn’t afford it. Fannie and Freddie fueled the mortgage market. The Federal Reserve created cheap money with low rates. Taxpayer dollars were used to create a system that made it possible to buy a home with no down payment.


The business community, particularly the banks, made its share of mistakes, too: the ratings agencies that rubber-stamped mortgage securities did us no favors, and the lazy fund managers who didn’t do their homework and just kept buying junk made the problem worse. But government officials promoted home ownership as if even the unemployed should be entitled to buy a house. Americans bought into this fantasy, thinking that a worker making $45,000 a year could afford a $300,000 home. The mortgage brokers and the banks had a big hand in that, but logic should have prevailed on an individual level. Homeowners need to take responsibility, too. Don’t buy what you can’t afford.


Economic policy truly matters—not just to big business but also to the everyday lives and livelihoods of moms and dads trying to support their families. It is the basis for every aspect of our lives in this country. The government needs to stop trying to command and control the economy, and the government can only be smart about that if it focuses on getting smaller and purges social issues from its agenda. That way the government could emphasize personal responsibility and create a foundation that allows anyone in the country to achieve success.


So people like me—people I call “the great unwanted middle”—are in a real predicament. We have nowhere to turn in 2012 unless one of these parties decides to return to these fundamentals: smaller, not bigger, government and less involvement in our personal lives. I know I’m right when I say, “Whoever wants to be our next president should campaign on one line: I’ll stay out of your private life and out of your pocketbook.”





— 2 —

Ronald Reagan Had It Right


I will always love Ronald Reagan. After he was elected president my parents stopped fighting.


The 1970s were awful. I vividly remember the tension in my house growing up because my parents fought over money a lot—something as simple as buying gas sparked a debate. My dad explained to me the windfall-profits tax that Jimmy Carter had imposed on the oil companies and how, if Reagan won the election, it would go away, and how it would be easier to buy gasoline. I was into that stuff at a very young age.


Well, Reagan won. In the simple way a child views the world, my family’s life got a lot better. Happier. Once my parents felt they had control of their money—and their lives and livelihood—they were so much more relaxed. I wasn’t conscious of it at the time, but I learned implicitly how much economic policy matters to our everyday lives. Ronald Reagan taught me that.


If only we had someone like him now who believed in the American people as much as he did.


It was called a revolution for a reason. In his eight years in office, President Ronald Reagan worked to return America to a system of less government, one based on the belief that American citizens are smart enough to control their own futures and destinies. His rise to leadership and his style of governance personified what it meant to be American. What could be more American than believing in the power of the individual and believing that an economy based on individualism leads to strength?


Reagan believed political freedom could only be achieved when government stayed small in the lives of its citizens. He believed that democracy could not be separated from true economic freedom. Reagan knew that people and businesses know what’s good for them. He understood that legislators and regulators are not the people who generate jobs in America. Entrepreneurs and business leaders are. He also believed that if they make mistakes, they have to live with them, and that the government shouldn’t bail them out. The best welfare program: a job.


If we had more presidents like Reagan, we would never have gotten into the trouble that we did with real estate, because he never would have advocated home ownership at any cost, as Clinton and Bush did. He hated subsidies because they were provided with taxpayer money but rarely benefited the taxpayer.


Reagan knew that the money you make is your money—and what you do with it is your personal choice and responsibility. Excessive government and regulation is essentially a roadblock on the highway to progress and prosperity. As a nation, we’ve wandered too far away from Reagan’s revolution and we need to get back on track. We need to reembrace Reagan’s fundamental economic approach to our policies and governance so that we can get back on the road to prosperity he paved for us thirty years ago.


When Reagan took office, the country was in a “worst since” era, just like the one we’re climbing out of now. The country was feeling the repercussions of an oil embargo, which led to price controls by Nixon in 1973 and consequently massive lines at the pumps. The stock market was nearly stagnant for the decade before Reagan took office. The Dow gained a mere 4.8 percent, which, adjusted for inflation, was basically less than zero. Inflation was the highest it had been since World War II. Interest rates hadn’t been higher since the Civil War, and incomes for the average American were tanking, while high taxes were simply choking household budgets. Unemployment in the 1970s was around 7–8 percent.


By the end of his eight years in office, Reagan had turned the economy of the United States around. He had created 16 million new jobs and put cash in the pockets of Americans both rich and poor. Unemployment fell from 7.5 percent to 5.4 percent.1 Reagan liberated the U.S. economy, unleashed tremendous wealth and growth for both wealthy and lower-income families, and created a new optimism for the entire population.


Reagan reminded the nation of this key economic truth: a nation is more prosperous and a government more powerful when there is less government, less taxation, and little involvement in the personal lives of everyday Americans. Reagan was elected on a platform from which he didn’t deviate throughout his presidency. He came into office with a strategy: lower taxes, reduce regulation, establish monetary stability, and control federal spending (which he tried to do through a failed constitutional amendment to balance the budget). His presidency was defined by a laserlike focus on what was a radical notion at the time: that Americans should keep the majority of the money they earn.


And so he lowered taxes dramatically, and guess what happened—contrary to critics at the time, tax revenues went up, not down. Why? Because the economy improved. Tax revenues go up when taxes go down, plain and simple. This is an especially important point for the naysayers of today, since they think higher taxes are somehow better for the economy.


The Tax Reform Act of 1986 simplified the income tax code, lowered the top tax rate, and reduced the number of brackets, effectively making a flatter tax system and broadening the tax base. When Reagan came into office, the top marginal tax rate was 70 percent. To his credit, Reagan persuaded Congress to lower the top marginal tax rate to 50 percent in 1982 and 28 percent in 1988. The result? Tax revenues climbed from less than $351 billion in 1980 to more than $615 billion in 1989.2


More wealth was generated for everyone. Instead of going into government coffers, earned dollars became part of the real economy—people had more money to buy homes or cars, to educate their children, to travel, to save for retirement. Jobs were created as people spent more. Reagan demonstrated that cutting taxes ensures the growth of an economy and in the process provides more tax revenues from more people.


The evidence is in the numbers. With Reagan in office, tax receipts climbed dramatically because the economy boomed: the nation’s GDP went from $3 trillion to $5 trillion.3 Fewer taxes under Reagan resulted in more growth—more tax revenues actually came from a larger tax base, not higher taxes. There were more people making more money and generating more wealth. All this occurred because the individual had been freed from handing over more than half of his money to the government.


It’s important to understand that tax cuts are not part of a right-wing conspiracy designed to make the rich simply get richer. In fact, cutting taxes to stimulate growth isn’t a uniquely Republican idea. One of the most revered Democratic presidents in our nation’s history, John F. Kennedy, supported and enacted significant tax cuts. Here’s how he explained it in a November 20, 1962, news conference. “It is a paradoxical truth that tax rates are too high and tax revenues are too low and the soundest way to raise the revenues in the long run is to cut the rates now. … Cutting taxes now is not to incur a budget deficit, but to achieve the more prosperous, expanding economy which can bring a budget surplus.”4


Two months later he repeated the point in his annual budget message to Congress. “Lower rates of taxation will stimulate economic activity and so raise the levels of personal and corporate income as to yield within a few years an increased—not a reduced—flow of revenues to the federal government.”5


When Kennedy came into office, top marginal tax rates were roughly 90 percent, with effective tax rates of 70 percent. Back then, to be in the top tax bracket as an individual you made $200,000. Today, to make it into the top bracket, you’d have to earn $373,000, and if we still had the same level of taxation as in 1960 you’d be handing over $261,000.6 But that’s how it had been for nearly twenty years, since 1945. JFK pushed through a cut, which lowered the top rate to 70 percent. And just as we saw under Reagan, tax revenues went up, not down. In 1961 the government took in $94 billion. Seven years later, after the cut, that number grew to $153 billion.7


Tax historian Dan Mitchell has done some great research. His analysis shows consistently that when we cut taxes, we generate higher tax revenues. Kennedy and Reagan weren’t a fluke. He points out that in the 1920s, after the government cut top tax rates from 73 percent to less than 25 percent, we had an economic boom. Revenues in 1921 were $719 million. By 1928 they were at $1.164 billion, an increase of 61 percent.8


During that time, Treasury Secretary Andrew Mellon pointed out that when tax rates are high, people with money withdraw it from productive businesses and investments and instead put it in things like “tax-exempt securities or other methods of avoiding the realization of taxable income.” So everybody loses because “the source of taxation dries up.”9 Mellon knew the government was better off, and brought in more revenue, when it taxed capital less rather than more.


People think tax cuts mean the rich actually pay less money. History has shown that in fact, after tax cuts the rich pick up a greater percentage of the nation’s tax burden. Mitchell points out that in the 1920s, the 1960s, and 1980s the wealthiest Americans ended up paying more of the nation’s tax bill, not less. In 1921 the richest people paid around 45 percent of all taxes.10 By 1928 they were paying 78 percent of all taxes. (The richest people back then were those who made more than $50,000.) Here’s a way to look at it: less taxes per person actually increases the number of people that are wealthy. Therefore, over time, more people have more money and therefore pay more taxes. The tax base expands.


Under Kennedy, the richest people went from paying 11.6 percent of the nation’s overall tax bill to 15.1 percent. And ditto for Reagan. In 1980, the top 10 percent of tax filers paid 48 percent of all taxes—and in 1988 they paid 57.2 percent of all taxes.11 Even though individually their taxes rates were cut, the richest Americans overall, as a group, picked up the greater portion of the tab for the entire nation’s tax bill.


Look at what happened to the wealthiest 1 percent of earners—the superwealthy—under Reagan: In 1980 the top 1 percent paid only 17.6 percent of all the nation’s taxes. By 1988 that same group was paying 27.5 percent. By the end of the Reagan administration that 1 percent of the population was paying more than a quarter of the nation’s tax bill.12


Not only that, but the taxes paid by poor families under Reagan were also reduced. The tax rate was cut back for people filing taxes in the lowest income bracket.


For the first time in history, the effective tax rate for individuals in the bottom 20 percent of those filing taxes went negative. In other words, not only did they not pay payroll taxes—they paid none—but they also got additional money back because of the earned income tax credit, an initiative that was started in 1975 but greatly expanded under Reagan. It was designed to help offset the burden of Social Security taxes for poor families. Nearly every president since has expanded the earned income tax credit, particularly George W. Bush. It was an idea championed by Milton Friedman, who wanted it to replace all welfare programs. The idea was to make it more profitable to work rather than collect welfare.13


Consider some experiments around the world with simple, low tax regimes: After communism fell in Eastern Europe, a few countries emulated the West and set up progressive tax structures. Others decided to go a different route and introduced a low, flat-tax structure where everyone pays the same low rate on income. The result? The countries that adopted a flat tax—for example, Slovakia, Lithuania, and Estonia—experienced much higher economic growth than their neighbors who had adopted progressive tax structures, which tend to punish the wealthy investor class. After introducing the flat tax, Lithuania saw its unemployment rate fall and its overall standard of living rise, as well as a major decline in tax evasion. More evidence that lower taxes, and the flatter regime advocated by Reagan, have a positive effect on the economy.


Reagan’s pal, then British prime minister Margaret Thatcher, shared the same perspective on taxation. When Thatcher came into office, the tax on unearned income in her country could reach 98 percent, leaving few interested in investing in Britain.14 Why would you risk investing money? Even if the investment were successful, you’d only get to keep 2 percent of your profits.


Reagan’s other mission was to cut spending in every government department except national defense. This led to knock-down, drag-out fights with Congress. Reagan would frequently tear into his foes. In March 1985, after vetoing that year’s farm bill (subsidies to farmers), Reagan explained, “The bottom line is that someone in Washington must be responsible. Someone must be willing to stand for those who pay American’s bills. And someone must stand up to those who say, ‘Here’s the key, there’s the Treasury, just take as many of those hard-earned tax dollars as you want.’”15


One of my favorite speeches by Reagan on the subject of spending took place on April 24, 1985. It was an address to the nation on the federal budget and deficit reduction. He said, “The answer to a government that’s too fat is to stop feeding its growth. … The simple truth is: No matter how hard you work, no matter how strong this economy grows, no matter how much more tax revenue comes to Washington, it won’t amount to a hill of beans if government won’t curb its endless appetite to spend. … You know, sometimes big spenders in Congress talk as if all the money they spend just kind of magically appears on their doorstep, a gift from the Internal Revenue Service. … Well, there is no magic money machine. Every dollar the government spends comes out of your pockets. Every dollar the government gives to someone has to first be taken away from someone else. So it is our moral duty to make sure that we can justify every one of your tax dollars.”16 I don’t think we’ve heard speeches like this since Reagan left office.


In fact, spending under Reagan fell in most departments in his first three budgets. In his first budget, he proposed 5 percent baseline cuts in every department except defense. He did the same for his second budget. He didn’t get all the cuts he wanted from Congress in either attempt, but at least he proposed cuts in baseline spending. George W. Bush, on the other hand, proposed big increases going into the budget process. The basic fact is that the real nondefense discretionary spending under Reagan decreased his first three years in office by 14 percent. Reagan slashed spending across the board—agriculture, commerce, education, labor, and energy—and he used his veto power over budgetary matters three times during the first three years in office. Compare that to supposedly Republican president George W. Bush, who did what most Democrats are accused of: he entered office with a surplus and left with a deficit.


I suspect for some of you reading this there is an eight-hundred-pound gorilla in the room. When critics talk about Reagan, one of the first points they bring up is the huge deficit—the largest in peacetime (that is until now). They usually attribute it to excessive defense spending. They’ll say that while Reagan sliced taxes and spending in other budget areas, he upped spending on defense with programs like his famed Star Wars project. All that is true, but it’s not the entire story.


What critics never mention is the role of inflation. The automatic increases in Medicare and Social Security shot up dramatically before and during the Reagan era; when it came to entitlements, there were far more government outlays than any economist from either side of the aisle anticipated.


So defense spending contributed to the Reagan deficit, but not as much as you think. In 1982 defense spending was $185.9 billion, and in 1983 it went up to $209 billion, a gain of nearly $25 billion. Compare that to mandatory spending on entitlement programs that year, which posted a gain of $30.5 billion from the previous year. In fact, from 1981 to 1989, nearly every year, increases in entitlement spending surpassed increases on defense spending. And in 1980, the year before Reagan came into office (a year of massive inflation), mandatory spending on entitlements shot up a whopping $40.7 billion, while defense spending went up only $12 billion. So Reagan inherited a bigger deficit than anyone had predicted.17


Also contributing to the Reagan-era deficits was a huge decline in tax revenue because the Federal Reserve purposely brought on a recession to try to tame inflation.


Inflation had been horrendous for a decade. As far back as 1969, prices were rising at an annual rate of 6 percent. In 1974, inflation was a staggering 11 percent (in part because of the oil embargo), but even in 1980, with no oil embargo as an excuse, inflation was 13.5 percent.18 Compare that to today—your four-dollar latte just became forty-three cents more expensive. Granted, these numbers look good in some countries, but not in the United States. Price gains at that level cripple the economy and prevent the middle class from providing for their families. Wages simply can’t keep up with rising prices. Price gains eat away at savings and investments as well. For example, if you’ve saved money for retirement and there is a spike in inflation, the money you’ve saved no longer buys you what you thought it would.


President Jimmy Carter appointed Paul Volcker to head up the Federal Reserve in 1979 in order to deal with the inflation problem, and Reagan kept Volcker in place. Volcker raised interest rates dramatically to break inflation. It seems like an obvious thing to do, but at the time it was groundbreaking.


I interviewed Volcker for CNBC when Ronald Reagan died. He showed me what the Fed had been doing with interest rates on a daily basis. The Fed was moving interest rates by a full point on some days. Think about that—we run full weeks of coverage on CNBC about whether or not the Fed is going to move a quarter of a percentage point from the meeting three months before. Back then Volcker and the Fed were moving the rates by a full percentage point from one day to the next.19


The jump in interest rates had severe and direct effects on the U.S. federal budget and deficits. High interest rates caused the worst recession since the Great Depression (sound familiar?) and that led to a dramatic drop in tax revenues, particularly at the corporate level.20 But it took a few years of high interest rates before inflation began to fall. As a result, the cost-of-living adjustments for those receiving Social Security and Medicare went up much more sharply than anyone had predicted. The numbers, in fact, were staggering: 10 percent in 1979, 14 percent in 1980, and 11 percent in 1981.21 The final assault was that high levels of interest rates led to much higher interest payments on the debt for the federal government as well.


There is a fair and worthy discussion to be had about our overall defense spending. Those of us who praise Reagan shouldn’t have blinders on when it comes to this topic. However, it is fair to say we gained a lot from the levels of defense spending under Reagan. When I interviewed Milton Friedman for CNBC, he told me that Reagan contributed to the fall of communism by engaging the Soviet Union in an arms spending race.22 One could argue we broke the back of the Soviet Union, which, due to its weak communist economy, couldn’t keep pace with our defense spending.


Reducing government control of the economy—or regulation—was a tough pill for the nation to swallow, but Ronald Reagan believed Americans should make choices for themselves and give power to the markets to drive the best outcome: get the government out of the business of telling Americans how to run their businesses. Reagan ran on the ticket that free markets would help lower the cost of living for Americans far more than the government could. What he did with oil prices is emblematic of his vision. In 1981 he said, “Our national energy plan should not be a rigid set of production and conservation goals dictated by government. Our primary objective is simply for our citizens to have enough energy, and it is up to them to decide how much energy that is, and in what form and manner it will reach them. When the free market is permitted to work the way it should, millions of individual choices and judgments will produce the proper balance of supply and demand our economy needs.”23


One week after he took office, Reagan removed government price controls on oil that had been in place since 1973. People were terrified that if price controls were removed, the cost of oil would soar even further, reducing money available in the household budget for food and clothing. He removed the cap that companies could charge. The price of oil fell from $36 a barrel at the start of his presidency to $12 a barrel in 1986. Gas prices were nearly cut in half in the same time period—which, with inflation adjustment, made the price of gas cheaper than at any time since the 1950s. The removal of price caps led to higher production and greater supply. Keep in mind that this happened during an economic boom, which traditionally should drive prices higher due to increased demand. Reagan trumpeted these changes not as a triumph of government and politics, but as a victory for free markets, and as he said, for freedom itself.24


Reagan was correct to remove the price caps. In 1986 he told Congress, “Our renewed energy health is a testament to the ingenuity of the American people and the strength of American businesses, large and small. We have rightly placed our trust in our people and the belief that we were not running out of energy, only imagination. We have reduced regulation, wherever and whenever possible. We have placed our confidence in the marketplace, rather than government, to make key economic decisions about energy.”25


Oil wasn’t his only deregulatory accomplishment. He dismantled the Civil Aeronautics Board (CAB), which had regulated airline routes and fees. Airline deregulation had begun under Carter, but Reagan finished it. Now we have market-based pricing on airlines, which is why it’s so much more affordable to fly today. The airlines have certainly suffered, but the American consumer has won (yes, I know sometimes when you fly it doesn’t feel like it, but that’s because the government never deregulated the airports, as it should have). Reagan removed the Interstate Commerce Commission, which had regulated freight shippers, and he broke up AT&T, which at the time was the nation’s largest public utility. Reagan’s goal: create more competition. He pushed for market-based pricing in both natural gas and electricity markets.26


Reagan didn’t just deregulate private industry—he took aim at the government as well. While he reduced regulation on business, he limited the ability of government to expand its regulation on society and the business community. He signed an executive order that made it harder for federal agencies to create more red tape. Before a new rule could be instituted, it had to be justified with a cost-benefit analysis, making it more challenging for bureaucrats to bureaucratize. This measure, still applicable today, has been very effective. A few of examples given in a Washington Post story demonstrate this point: Reagan’s initiative prevented an expansion in bilingual education (not for the government to decide), additional labeling on chemicals, and a new airbag rule. Pages of regulation dropped under this initiative as well—from 13,700 pages under Jimmy Carter to 9,400 under Reagan.27


You might think from reading this that I think Reagan was a perfect president, but Reagan didn’t get everything right. He did a complete reversal on Social Security. Back in 1964, when campaigning for Barry Goldwater, Reagan argued that individuals should have the right to opt out of the program if they were saving on their own. Early in his own political career, he campaigned on and advocated for personal accounts so that individuals could save on their own. It was a political loser for him, and many believe it is a key reason he lost the 1976 Republican nomination. So in 1983 he did something that was probably opposite to his views and beliefs: he signed a new law that raised the payroll tax and the retirement age to qualify for Social Security. Note that this didn’t solve the problem; it only delayed it.


Reagan critics will say he was anti-abortion. Yes, he was. But he didn’t do much about it. Even the liberal-leaning Washington Monthly observes that under Reagan “the conservative desire to outlaw abortion was never seriously pursued.”28 In fact, he only gave lip service to the discussion.


In a speech to the nation on January 11, 1989, Reagan summed up his presidency better than I can. He called for less—not more—government as a path to liberty and freedom. Reagan said (and don’t laugh, but this speech makes me tear up), “Back in the 1960s, when I began, it seemed to me that we’d begun reversing the order of things—that through more and more rules and regulations and confiscatory taxes, the government was taking more of our money, more of our options, and more of our freedom. I went into politics in part to put up my hand and say, ‘Stop.’ I was a citizen politician, and it seemed the right thing for a citizen to do. I think we have stopped a lot of what needed stopping. And I hope we have once again reminded people that man is not free unless government is limited. There’s a clear cause and effect here that is as neat and predictable as a law of physics: As government expands, liberty contracts.”29


He was right.
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My Second Favorite President


Bill Clinton left the gay population in the closet with Don’t Ask, Don’t Tell. But in my opinion, he was in the closet himself: from a fiscal standpoint, he was a closet Republican, more right-leaning than George W. Bush. That’s why, next to Ronald Reagan, Bill Clinton is my favorite president of all time.


The Bill Clinton we knew in Washington had all the makings of a card-carrying member of the GOP, but was a two-term Democrat. He is on my favorites list because Clinton’s greatest achievements were effectively from the Republican handbook. He supported free trade and presided over a balanced budget and welfare reform. Unlike his successor, George W. Bush, Clinton was committed to the economic values, goals, and principles … of the right. Clinton might choke if he read this, but he shouldn’t. Why should he be concerned about labels when we really should be focused on the issues? More of today’s leaders should govern with the same disregard of party lines and partisanship.


There were several big achievements under Clinton’s eight years in office that effectively prove my point and the point of many fiscal conservative social liberals like me. Not only did Clinton preside over a balanced budget, but he also was one of the few presidents who left office with a budget surplus. He and Reagan both presided over a decline in nondefense discretionary spending. Both the North American Free Trade Agreement (NAFTA) and the World Trade Organization agreement came into being with Clinton at the helm. Dramatic welfare reforms took place under Clinton, too—he reduced entitlements for those capable of working but uninclined to do so. While I disagree with doing law-and-order initiatives at the federal level, Clinton also dramatically increased the number of police officers on the street.


All in all, Clinton was an old-fashioned Republican and, not surprisingly, he achieved all of these conservative initiatives with a Republican Congress.


Free Trade


Clinton was an avid free-trader. He liberalized international trade in such a way that it is relatively entrenched and secure from protectionists who want to try to dismantle it in the future. In fact, you could say that Clinton did more to liberalize trade markets and entrench capitalism around the globe than any other American president. We can’t give him credit for the fall of communism—Reagan took care of that for us—but we can argue that unlike any other president, Clinton has opened the door to the spread of global capitalism (and with it democracy) on an unprecedented scale. Who could have imagined that countries like China, Saudi Arabia, and Russia would clamor to gain access to trade initiatives adopted under the Clinton administration?


President Clinton’s free-trade mantra looked like Ronald Reagan’s. Reagan was the one whose administration first signed a free-trade agreement with Canada in 1988, which laid the groundwork for the NAFTA. And it was in 1986, under Reagan, that the trade talks for the WTO began in Uruguay. Clinton ensured the successful completion of these two Reagan initiatives with the passage of NAFTA and the WTO agreement.


NAFTA became law in December 1993. But it wasn’t a sure thing. Clinton had to convince congressional legislators it was the right thing to do. There was a great deal of uncertainty. Democrats were very concerned about the environment and labor, while Republicans hammered at whether this free-trade deal was really fair. Clinton, however, got the job done. And he did so without pandering to the special interests that wanted to entrench their protectionist ideals.
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