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1. Introduction

When a staff of the president of Ford questioned Arthur B. Laffer
in a restaurant in Washington, D. C. in 1974, Dr. Laffer drew a
simple curve to answer on a table napkin. Ever since then, this
curve which is now well-known as ‘the Laffer Curve’ has been getting
a lot of attention as a hot idea in economics. Therefore, there have
been lots of talks and debates about the Laffer curve. These dis-
cussion, however, often show a tendency to carry the issue far afield
from its essence. Moreover, the discussions against the Laffer curve
often do not get to the pointl;z.‘ This paper develops a brief review

and a reinterpretation of the various argument on the Laffer curve.

2. The Laffer Curve

The Laffer Curve is one which illustrates the relationship between
tax rates and tax revenues. As depicted in figure 1, obviously, tax
revenues would be zero if the tax rates were zero. As tax rates
increase from zero, tax revenues also increase. At some level of tax

rates, however, tax revenues eventually reach a maximum, above this
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point, further increases in tax rates may actually cause tax revenues
to fall. And, when tax rates reach 100 percent, tax revenues would
also be zero. Because at this tax rate, all of taxable economic
activity will cease when the tax rate is 100 percent. The upward
sloping portion of the curve is called the ‘normal range’ in which
increase in tax rates cause tax revenues to increase. On the other
hand, the downward sloping segment is called the ‘prohibitive range’

in which increases in tax rates cause tax revenue to fall.

Figure 1 The Laffer curve
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3. Historical Antecedents of the Laffer Curve

Since when Arthur B. Laffer first drew his famous curve on a nap-
kin, there have been lots of talks and debates about the possibility
of an inverse relationship between tax rates and government’s tax
revenues. However, the idea that excessive tax rates may be counter-
productive in raising tax revenues is not entirely new, the idea has
been around for a long time. The earliest known reference to what
could be called the Laffer curve comes from the fourteenth century
Arabic philosopher Ibn Khaldun (1332-1406), who discusses this con-
cept in The Muqgaddimah in the chapter titled “Taxation and the
Reason for High and Low Tax Revenues”, a portion of which is

excerpted below:

It should be known that at the beginning of the dynasty, taxation yields
a large revenue from small assessments. At the end of the dynasty,
taxation yields a small revenue from large assessments....

Often, when the decrease is noticed, the amounts of individual imposts
are increased.... The costs of all cultural enterprises are now too high;
the taxes are too heavy, and the profits anticipated fail to materialize....
Finally, civilization is destroyed, because the incentive for cultural activ-
ity 1s gone..i

Similarly, the soldier-engineer-economist Vauban stressed the im-
portance of moderate taxation during the early eighteenth century.
Of Vauban, Joseph Schumpeter wrote in his History of Economic

Analysis:

With Gladstonian vision he realized that fiscal measures affect the eco-
nomic organism’s right to its cells and that the method of raising a given

amount of revenue may make all of the difference between paralysis and
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prosperitji.)

Also, in The Wealth of Nations (1776), Adam Smith could hardly

be more explicit as follows:

High taxes, sometimes by diminishing the consumption of the taxed com-
modities, and sometimes by encouraging smuggling, frequently afford a
smaller revenue to government than what might be drawn from more
moderate taxes.

The same principle is involved in his discussion of a revenue tariff.
Smith noted that tariff rates in England were so high in many cases
that they were only encouraging smuggling and reducing revenue be-

low what lower rates would bring in:

The high duties which have been imposed upon the importation of many
different sorts of foreign goods, in order to discourage their consumption
in Great Britain, have in many cases served only to encourage smuggling;
and in all cases have reduced the revenue of the customs below what more
moderate duties would have afforded. The saying of Dr. Swift, that in
the arithmetic of the customs two and two, instead of making four, make
sometimes only one, hold perfectly true with regard to such heavy duties,
which never could have been imposed, had not the mercantile system
taught us, in many cases, to employ taxation as an instrument, not of

6)
revenue, but of monopoly.

This view was shared by Smith’s compatriot David Hume. He in-
dicated that in certain circumstances, tax rate increases may lead
to tax revenues were negatively related. He argues in his essay
which was entitled “Of Taxes”, for example, that, “...a duty upon
commodities checks itself; and a price will soon find, that an increase

7 )
of the impost is no increase of his revenue”. Moreover, in his essay,
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“Of the Balance of Trade”, Hume points out that exorbitant tax rates
on foreign commodities can be counter-productive with respect to gov-

ernment revenues:

As it is necessary, that imposts should be levied, for the support of
gevernment, it may be thought more convenient to lay them on foreign
commodities, which can easily be interpreted at the port, and subjected
to the impost. We ought, however, always to remember the maxim of Dr.
Swift, that, in the arithmetic of the customs, two and two make not four,
but often make only one. It can scarcely be doubted, but if the duties
on wine were lowered to a third, they would yield much more to the gov-
ernment than at present...?.

Jean Baptiste Say, the other famous classical economist, also rec-
ognized that tax rates and tax revenues were often negatively rather
than positively related. Say, for example, wrote in his Treatise on
Political Economy (1841) that “the best taxes, or rather those that
are the least bad, are such as are the most moderate in their ratio”
and that, “taxation, pushed to the extreme, has the lamentable effect
of impoverishing the individual, without enriching the state....Thus,
the taxpayer is abridged of his enjoyments, the producer of his prof-
its, and the public exchequer of its receipts’?. In other words, ex-
orbitant tax rates would not yield bountiful revenues because of the
adverse economic effects on the growth of the tax base. On these

adverse effects, Say explained that:

...(were) the reason, why a tax is not productive to the public exche-
quer, in proportion to its ratio; and why it has become a sort of
apophthegm, that two and two do not make four in the arithmetic of

10
finance. Excessive taxation is a kind of suicide....
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Say documents his assertion with several examples of situations
where tax rates were lowered (raised) and tax revenues increased
(decreased).

The international trade literature, as exemplified by Caves and
Jones, has reflected an understanding of the existence of a revenue-
maximizing tariff. This pre-Laffer edition contains a hump-shaped
tariff revenue curve, which looks just like figure 1. With respect to

internal taxes, Jules Dupuit in 1844 states:

By thus gradually increasing the tax it will reach a level at which the
yield is at a maximum.... Beyond, the yield of tax diminishes.... Lastly a
127
tax [which is prohibitive] will yield nothingf

As mentioned above, the idea that excessive tax rates may actu-
ally reduce tax revenues was explicitly recognized in the early eco-
nomic literaturg)

It should be emphasized that it is the tax or tariff rate which is
critical, not its overall burden. As Henry George put it in Progress

and Poverty (1879):

The mode of taxation is, in fact, quite as important as the amount. As
a small burden badly placed may distress a horse that could carry with
ease a much larger one properly adjusted, so a people may be impover-
ished and their power of producing wealth destroyed by taxation, which,

if levied another way, could be borne with ease.

In the nineteenth century many public finance theorists suggested
that tax rates could not be increased beyond a certain point.
Johannes Heinrich Gottlob Justi said 25 percent was the maximum,

Hock said 15 percent was the upper limit. Paul Leroy-Beaulieu
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thought that when taxes reached 15 to 16 percent of national in-
come they could not be increased. C. J. Bastable also thought there
was a limit to taxation, but that it varied from country to country
and with circumstancelsf‘

This theme has been, still this century, dealt with many econo-
mists. Schumpeter indicates that the excess tax rates will result in
adverse effect of a decrease in tax revenues, and specificaly he pays
attension to the unfavorable effect of taxation to the entrepreneur’s
proﬁtlsl.i'

Colin Clark, who is an econometorician of the late-fourties, put
forth the proposion that when taxation exceeded 25 percent of
national income any furth increase would be decrease savings and

I 7
work incentives.

4. A Brief Review of Current Literature

As suggested above, the idea that when tax rates exceeded at some
point, the inverse relationship between tax rates and tax revenues
exsists, 1s not novel but has been well known.

Laffer does not claimed to have invented the Laffer curvé}j' But,
he make public the curve such depicted in figure 1 in the circum-
stances mentioned above, “it got its name from him, since he has
made it the centerpiece of supply-side economics and its conception
of incentive effects”.

After the introduction of the Laffer curve in 1974, it is increases
intensity that the public debate about the possibility of the inverse

relationship between tax rates and tax revenues. Jude Wanniski,
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in his book The Way the World Works (1978), chronicles various fiscal
catastrophes from the fall of the Roman Empire to the Great De-
pression and attributes each of them to some tax hike occurring
within a few years in either direction. Also, he exemplifies that in
either of nations, which are contained Third World nations, which
accomplished high economic growth in post War era, the tax rates
are low and the tax burden is ligh%c(.))

For the opposition, Michael Kinsley claims that so-called the “pro-
hibitive range” does not exist from the beginninéf | A synoptic of his
claim is that (1) there is no logical necessity for revenues to be zero
at 100 percent tax rates, due to nonmonetary incentives for work
effort, (2) if government revenues would not necessarily drop to zero
even at a tax rate of 100 percent, there is no logical reason to
assume without proof that the Laffer curve ever reverses direction
at all, and () if the curve never turns back down, it is not possible
to increase revenues by cutting taxes. There may be cases fit with
a proposition (1), but it is impossible that government has been to
tax at 100 percent tax rates in the long-run. A proposition (2) and
(3) are clearly incorrect, because they are short reasoning from a
propositon Q)“)

Donald W. Kiefer opposes to the Laffer curve. The first, he as-
serts that there is no tax rates for the overall economy which can
be measured on the horizontal axis, and that “the Laffer curve
represents a gross simplification of a major portion of macroeconomics
into a single curved lineg’?) These arguments are not compelling
either in view of the large number of economic models which over-

simplify in order to comprehend and convey economic phenomena.
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The second, Kiefer point out that “the Laffer curve ignores the fact
that within the relevant range of policy alternatives, tax rate changes
induce two reaction, an income effect and a substitution effect, which
tend to offset each other”. A view of Richard and Peggy Musgrave,
in their well-known public finance textboofij 1s an argument in favor
of this assertion. But, By model different conclusions can lead, there-
fore indeed it is impossible to judge without empirical studies.

The third, Kiefer argues against overemphasis on the supply side,
claiming that “by concentrating primarily on incentive and supply-
side effects, the Laffer curve largely ignores the actual mechanism
by which fiscal policy exerts its biggest and most immediate impact
—— demand side effects”. These antagonists appear to be using
different models that are not comparable.

Canto, Joines, and Laffer built a simple equilibrium model with
one output, two factors of production, and offer a theoritical formu-
lation of the Laffer curvéi

Buchanan and Lee discuss the political equilibrium with the con-
cepts of the short-run and the long-run Laffer curve. And also,
Wanniski suggests the application of the Laffer curve theory to a
public choice approach. He said, for example, that “politicians who
understand the curve will find that they can defeat politicians who
do not, other things being equal. Electorates all over the world
always know when they are unnecessarily perched along the upper
edge of the “Laffer curve”, and will support political leaders who can
bring them back down”.

Peter M. Gutmann come up with “the Gutmann curve”, but the

curve is essentially similar to the Laffer curve, and the Gutmann
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curve’s equivalent of the Laffer curve’s proposition is that a reduc-
tion in tax rates can increase the amount of revenue collected from
the legal econom;r(.)>

In empirical work, Victor Canto, Douglas Joines, and Robert Webb
report empirical evidence on the effect of the Kennedy tax cuts in
the early 1960s —— this is a typical instance of broad-based tax cuts
policy. These three scholars concluded that the 1962 and 1964 cuts
in tax rates caused only a small decrease in tax revenues, but they
did not correct for any of the other factors that would have expanded
the tax base at the same time, such as tariff cuts and the coming
of age of the baby-boom generatiorgﬁ)

Grieson et al. find the possibility of an inverse relationship be-
tween tax rates and revenue for local government in New York. They
conclude that “the inclusion of state taxes lost when economic ac-
tivity leaves both the city and state would... raise the possibility of
a net revenue loss as a result of an increase in business income
taxesg”?) And also, They find that the nonmanufacturing sector has
fewer alternatives to the New York City location and should be taxed
more heavily relative to the manufacturing sector, whose response
to tax is more elastic.

Grieson find that “Philadelphia may have been at or very close
to the revenue maximizing point... before the recent income tax in-
crease, which raises the possibility of it having been in excess of the
socially optimal onég”:j)and he suggested that the income tax rate in
Philadelphia is already in ‘prohibitive range’.

Charles Stuart uses a two sector model to clarify marginal tax

rates on labor income in ‘prohibitive range’ for Sweden. He esti-
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mates that “total tax revenues in Sweden would be maximized at
a tax rate of roughly 70 percent, i. e. 10 percent less than the rate
prevailing today';’.l‘

Don Fullerton was successful in showing a shape and form of the
Laffer curve for the U. S. economy, using a general equilibrium taxa-
tion model. His simulation suggests that if labor supply elasticity
is 0.15, the tax revenue maximizing tax rate on gross labor income
1s 71.8 percerﬁ:?

Fainally, Ross Healy and Verne Atrill apply the Laffer curve to

361
an analysis of Tronto stoke market.

5. The Key Point of the Debate

The key point of the various arguments and the complicated ar-
guments on the Laffer curve is factor supply elasticities. The off-
setting income and substitution effects pointed out by Kiefer merely
imply that the relevant supply elasticity might be low or negative,
that is, the relevant factor supply may increase very litte or even
decrease in response to an increase in the net-of-tax wage rate. The
emphasizing the large incentive effect of tax cut by supply-siders
imply that the relevant elasticities are large. As mentioned above,
The entire debate can reduce to a single spectrum such as the values
of factor supply elasticity.

The optimum tax rates which are maximized tax revenues depend
on the supply elasticity of the factor being taxed. If that elasticity
were low, the total revenue maximizing point would be at a higher

tax rate for that factor, and conversely. Although the Laffer curve
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illustrated in a second dimension of the tax rate-revenue space, in
addition to the space, One can imagine a third dimension on that
diagram giving different elasticity values. That is, if one made the
total revenue axis perpendicular to the page, the diagram’s hill would
be converted into a mountain range, with the total revenue peaks
occurring at points running from a low tax rate and high elasticity
combination to a high rate and low elasticity pair. This series of
peaks is plotted in figure 2. Everything to the southwest of that
curve signifies the ‘normal range’, where raising rates increase rev-
enue, and northeast of the curve 1s the ‘prohibitive range’, where
raising rates decrease revenue. Each point on the curve shows the

37}
tax rate that maximizes total revenue for a given elasticity.

Figure 2 Elasticities, tax rates, and the Laffer curves
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From this description, we can place all the advocates on a single
spectrum: those who find an inverse relationship between tax rates
and tax revenues must believe that the relevant elasticity is high,
that relevant tax rate is high, or both. Those who find a normal
range must believe that one or both of these is low. Finally, those
who deny the existence of an inverse relationship at any tax rate
might really just believe that the uncompensated supply elasticity
is zero or negative. In summary, the debate can reduce to the

empirical matter of determining the relevant parameter values.

6. The Effect of the Tax Rates Changes

According to Laffer, the changes in the tax rates have two effects
on tax revenuexséj: These effects are the arithmetic effect and the
economic effect. The arithmetic effect is the one that assumes no
change in the tax base, and in this effect tax revenues will be change
by the amount of change in the tax rate multiplied by the tax base.

On the other hand, the economic effect is the one take the changes
of the tax base into consideration through people’s incentive for eco-
nomic activity. For example, higher tax rate decreases the tax base
by people’s lower incentive for economic activities. By contraries,
lower tax rate increases the tax base by people’s higher incentive,
moreover it brings people’s income from the tax schelter. Therefore,
the changes in the tax reveunes are not the same as the original
tax base multiplied by the tax rate changes in both cases.

It should not be neglected that people’s incentives for economic

activities are influenced by tax rates, ceteris paribus, due to doubling
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the tax per unit guadruples the welfare cost of taxation. The eco-
nomic effect takes this point into consideration, and the curve show-

ing this effect is so-called the Laffer curve.

7. The Formulation of the Laffer Curve

As mentioned above, the Laffer curve has two range, that are nor-
mal range and prohibitive range, across the optimal tax rate where
the largest tax revenue is achieved. What the Laffer curve means
is formularised as follows.

Assuming tax revenue is 7, output is @, and tax rate is ¢, the tax
revenue is expressed as:

T=1tQ (1)

And a change of the tax revenue in a change of the tax rate is

puts as:
dT dt de '
=t 3 (2)

According to the economic effect, when dt is a positive (negative)
d@ is a negative (positive). It means that as a tax base is a negative

function of the tax rate. Therefore, in the normal range,

AN -
t Q@
So
dT
>0 (4)

On the other hand, in the prohibitive range,
dt d
dr _d
¢ Q
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Therefore,

o <0 (6)
T

In short, the Laffer curve representing relation between tax rev-
enues and tax rates implicates that the tax base is a negative func-
tion of tax rates. This point can be explained in terms of two con-
cepts of elasticity.

Supply-siders think that the supply of factor of production depends
on after tax real rate of return and tax base which is people’s in-
come decreases when tax rate goes up. So, € (=(dQ/Q)/(dt/t))
which is the elasticity of tax rates on the tax base is a negative as
long as tax rates are a positive. On the other hand, n(=dT/T)/
(dt/t)) which is the elasticity of the tax rate on the tax revenue
changes as follows when the tax rate changes. When the tax rate
1s zero percent, the tax revenue is also zero. As the tax rates
increase from zero, the tax base begin to decrease. At the same time
higher tax rate will mean the increases tax rate per unit of taxable
income. In the normal range on the Laffer curve, higher tax rates
raise tax revenues (11> 0), because an increase of the tax revenue
causes by higher tax rate is larger than a decrease of tax revenue
caused by smaller tax base.

On a certain rate which is optimal rate, a positive revenue effect
of the tax rate increase and a negative revenue effect of the tax base
decrease become the same. Beyond this point, a decrease of the tax
revenue starts to overwhelm increase of the tax revenue and the tax
revenue begins to decrease (n < OX)S.) When the tax rate reaches 100

percent, economic activities generating the tax base completely stops
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and the tax revenue goes down to zero.

Figure 3 shows the relationship among tax rates, tax bases, and
tax revenues. The Laffer curve should be viewed in term of this
relationship. In other words, the Laffer curve is nothing else but
a function showing the economic effect by the tax rate changes. This
point can be more clear through examining the relationship between
tax rates and tax revenues in the Keynesian model. Appendix in

this paper deals with this point.

Figure 3 Tax base, tax rate, and the Laffer curve
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8. Concluding Remarks: A Connotation of the Laffer curve

When we tries to consider tax burdens, it is very important to dis-
tinguish between the ‘direct cost’ and the ‘welfare cost’ of a tax. The
former is the direct burden as measured by tax revenues that is re-
flected in the withdrawal of resources from the private sector. The
latter is so-called the ‘deadweight loss’ of a tax that is reflected in
a misallocation of resources by it. Suppose an excise tax is levied
on some goods, and the tax rate is set at such a high level that the
output of the goods falls to zero. In this case, tax revenues would
be zero and so ‘direct cost’ would be zero. However, even if there
1s no tax revenues, there is a misallocation of resources, and ‘wel-
fare cost’ exists obviously.

The Laffer curve represents that in general there are two tax rates
which achieve any level of tax revenues. For example, the point A
in figure 1 represents a combination of a big tax base (active eco-
nomic activities) and low tax rate (a small welfare cost). On the
other hand, the point B in the figure represents a combination of
a small tax base (inactive economic activities which reflect an ex-
pansion of the underground economy) and high tax rate (a big
welfare cost). Yet they both yield the same tax revenues to the gov-
ernment. Thus, both direct cost are same level. But, we must pay
attention that their contents are quite different.

Therefore, if tax rates are in the prohibitive range on the Laffer
curve, it is irrelevant to allege that the economy bears low tax
burdens because tax revenues is low and/or the proportion of out-

put or GNP taken in taxes is relatively low.
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Appendix The Relationship between Tax Rate and Tax

Revenue in the Keynesian Model

Since the Keynesian model does not take account of the economic
effect of the changes in the tax rates, cutting (raising) tax rate
always will decrease (increase) the tax revenue and the prohibitive
range on the Laffer curve does never exist. This appendix will
clarify this point with the simplest the Keynesian model which
postulates a closed economy. A model is represented by the follow-

ing system of equations:

Y=C+I+G (7)
C=a+cYd (8)
<I:T (9)
G=G (10)
Yd=Y—-T (11)
(T =1¢Y (12)

Where Y is national income, C is consumption, [ is investment, G is
government expenditure, 7T is tax revenue, Yd is disposable income, a
is the amount consumed a zero income, ¢ is the marginal propensity
to consume (0 <c¢ <1), and ¢ is the proportional income tax rate (0 <
t<1).

The equilibrium level of national income can be expressed as:

1
Y =
(1 —¢ +ct)

la+T+G) (13)

At the same time, the government expenditure multiplier can be

represented as:

dY/dG=1/(1 —¢ + ct) (14)
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When a proportional income tax is absent (£ = 0), the multiplier
is 1/(1 —¢), but when it exists (0 <# < 1), the multiplier will re-

duce to 1/(1 — ¢ + ¢t). Raising a proportional tax rate lowers the
multiplier by the extent of expressed as:
1 1 ct

— = (15)
1—¢ 1—c+ect (A—c¢P+ect(l—0¢c)

The lower multiplier of government expenditure by raising propor-
tional income tax rate decreases the effectiveness of discretionary fis-
cal policy because the bigger the multiplier is, the more effective
discretionaly fiscal policy is. Therefore, cutting proportional income
tax will improve the effectiveness of discretionaly fiscal policy by
raising multiplier. The effect of the changes in the proportional

income tax rates on the multiplier is:

— ;
dm /dt = , ——cm (16)
(1 —c+ct)

Where m is the multiplier and equal in the present case to 1/(1 — ¢
+ ct).
When D represents the budget deficit, we can write as:
AD = AG — AT (17)
Given a proportional income tax rate ¢, one obtains:
AT = AY¢ (18)
AY = AGm (19)
Thus, from equations (17), (18), and (19), gives us:
AD = AG — AGmt = A(1 — mt) (20)
By the way rasing proportional income tax lowers the effect of the
increase in national income per unit of government expenditure by

lower multiplier as a equation (16) indicates. On the other hand,
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raising tax rate will increase tax-collecting rate per unit of income.
Therefore, the change in the tax revenue by raising proportional
income tax rate depends on a relative impact of the these effects.
The effect of the change in the proportional income tax rate on the

budget dificit is given by:
d
dAD/At:}?AG(l—mt) (21)

Eliminating AG for simplicity, this equation can be expressed as:
d dm dt
—(l—m)=—— =it m (22)
From the equation (16), since we already know the value of dm/

dt to be —cm?®, we can rewrite the equation (22) as:

— 1 —mt =ctm®>— m=m(ctm — 1) (23)
dt

Because of the value of marginal propensity to consume is pre-
viously assumed 0 <c¢ < 1, a change of the budget deficit (AD) is de-
fined as AG — AGmt, the value of mt has to be less than one.
Therefore, a equation (23) is a negative. This means that the raising
proportional income tax rate always reduces the extent of the bud-
get deficit with given government expenditure. In other words, the
positive effect on tax revenues by raising tax rates always exceeds
the negative effect of lower multiplier by raising tax rates. This can
be expressed as:

T=1tY (24)
Y=mE (25)
Where E represents the sum of all autonomous expenditure.

Substituting equation (25) for equation (24), we can obtain:
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T =tmE (26)
From the equation (26), the effect of the changes in the propor-

tional income tax rate on tax revenue is:

dT  dt N dm E
- = . A———v.t
ar  dr g

= [m — ctm* E (27)

=m1—ctm) E

Since [m (ctm — 1)] is a negative in a equation (23), [m (1 — ctm)]
1s a positive in a equation (27) for any positive value of E. The
equation (27) shows that raising (lowering) tax rates will increase
(reduce) tax revenues when the autonomous expenditures are a
positive.

In the Keynesian model, thus, it is clear that there is no possi-
bility of an inverse relationship between tax rates and tax revenues.

This means the prohibitive range does never exist in the model.
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Notes

1) The debates and the discussion on the Laffer curve and the issues
that are presented by the supply-siders, for example, are found in
Hailstones [24], and Laffer and Seymour [34]. And also, for Arthur
Laffer and the Laffer curve, for example, See [1]; Meadows [36]; idem
[37].

2) Remember readers essays in mas media when supply-side
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242

economics with the ‘Laffer curve’ was introduced into our country
about 1980. At that time most people thought that supply-side econo-
mics was equivalent to the Laffer curve, and still at the present day
a considerable number of people do. For the scheme of characteristics
of supply-side economics and the supply-side model, for example, see
Kobayashi [31].

3) [39], as quoted from Khaldun [28].

4) Schumpeter [43], p.204.

5) Smith [44], p.835.

6) Ibid., pp.832-833.

7) Hume [27], p.86.

8) Ibid., p.70.

9) Say [41], bk. 3, p.196.

10) Ibid., p.197.

11) Caves and Jones [14].

12) Dupuit [17], as quoted from Fullerton [18], p.143. Within [ ] is
added by author.

13) It does not mean, however, that this idea was universally accepted
by economists of the period. Indeed, Ricard [40] openly disagreed with
Say over this very point (pp.155-156):

“If a tax, however, burdensome it may be, fall on revenue, and
not on capital, it does not diminish demand, it only alters the
nature of it. It enables government to consume as much of the
produce of the land and labour of the country as was before
consumed by the individuals who contribute to the tax, an evil
sufficiently great without overcharging it. If my income is £1000
per annum, and I am called upon for £100 per annum for a tax.
I shall only be able to demand nine-tenths of the quantity of goods
which I before consumed, but I enable government to demand the
other tenth”.

14) George [20], p.409.

15) Bastable [4], pp.136-137; Leroy-Beaulieu [35].

16) Schumpeter [42].

17) Clark [15]. See also [2], p.76.

18) Laffer and Seymore [34], p.5.

19) Thurow [46], p.133. According to a direction of Thurow, see also
Danziger, Haveman, and Plotnick [16], p.975.

20) Wanniski [47].
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Walter Heller has his own complaints about Wanniski’s analysis.
For example, Heller make an objection to Wanniski’s evidence about
the Andrew Mellon tax cuts of the 1920s: “At a time when only a few
million Americans paid income taxes and federal spending was less
than 5% of GNP (it was 3% in 1929), we are asked to believe that
federal income tax cuts alone powered the growth of GNP from $70
billion in 1921 to $103 billion in 1929” (Heller [26], p.20. Reprinted
in Laffer and Seymour [34], p.47).

Arthur Laffer, on the other hand, calls Wanniski’s book “the best
book on economics ever written” (Fullerton, op. cit., p.154).

21) Kinsley [30]. Reprinted in Laffer and Seymour [34], pp.35-43.

22) Laffer points out that there must be some higher rate where eco-
nomic activity goes to zero: “If, every time a person went to work,
he received a bill from the government instead of receiving a check
from his employer, sooner or later even the wealthiest and most highly
motivated would stop going to his workplace. There would be no
earnings, and total government revenue would equal zero. For the sake
of argument, imagine the government collects zero revenue at 100
percent tax rates” (Laffer [32}, p.53).

23) Kiefer [29], p.15.

24) Ibid.

25) Musgrave and Musgrave [38].

26) Kiefer, op. cit., p.16.

27) Canto, Joines, and Laffe [11]; [12]. And see also Laffer [33].

28) Buchanan and Lee [6]; [7]; [8]; [9]; [10].

29) Wanniski [47], pp.98-99; idem [48], pp.8-9.

30) Gutmann [23].

31) Canto, Joines, and Webb [13].

32) Grieson, Hamovitch, Levenson, and Morgenstern [22], pp.178-179.

33) Grieson [21], pp.135-136.

34) Stuart [45], p.170.

35) Fullerton [18]; {19].

36) Healy and Atrill [25].

37) For a mathematical formula in order to derived the curve in figure
2, see Ballard, Fullerton, Shoven, and Whalley [3], pp.193-194. And
also, see Blinder [5], pp.84-87.

38) Laffer and Seymour [34], p.5.

39) It should be emphasised that the Laffer curve shows cutting tax rate
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causes increase of tax revenue when the tax rate is in the prohibi-
tive range. It does not insist cutting tax rate always brings increase
of tax revenue as many people misunderstand. It is very clear that
cutting rate always does not raise tax revenue. When cutting tax rate
by 1 percent is accompanied by increase of tax base by more than 1
percent, cutting rate results in larger tax revenue. It is possible only
when tax rate is in the prohibitive range.
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