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“It's kind of hard to sell ‘trickle-down,’ ”
he [David Stockman] explained, “so
the supply-side formula was the only
way to get a tax policy that was really
trickle-down.” Supply-side is ‘trickle-
down'’ theory.™

* * *

DURING the Eisenhower adminis-
tration, critics of the Republican
Party’s economic policies called them
the policies of “trickle-down eco-
nomics.” There was even a lyric in a
Joe Glazer “folk” song about “trickle-
down George” Humphrey, who was
the Secretary of the Treasury.
Trickle-down economics, the critics
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sald, was based on the theory that

tax breaks given to the rich would
multiply investment, provide jobs,
and eventually create increased in-
come for everyone in the economy.
In other words, by “giving” the rich
more after-tax income, the govern-
ment would foster economic growth,
because the rich are more likely to
invest than the poor, since any ad-
ditional money in their hands would
not have to be spent on necessities.
The critics resented the sugges-
tion that the rich should receive a
reduction in their tax rates. They had
campaigned long and hard for the
“progressive”’ income tax—the grad-
uated income tax—and they were not
happy with any suggestion that the
reason why the American economy
was not experiencing maximum eco-
nomic growth was because of the
graduated income tax, which in the
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1950s extracted a maximum of 91

per cent of “unearned” (investment)
income.

Value Theory

It is one of the ironies of history
that both the critics and the defend-
ers of reduced tax rates in the high-
est brackets relied on the same view
of income. What we call “welfare
economics” was created at the turn
of the century by a group of British
economists, most notably A. C.
Pigou, who misused the crucial eco-
nomic doctrine of marginal utility.
They argued that since each addi-
tional unit of income (ounce of gold,
dollar, pound sterling, etc.) is worth
less to the recipient than the preced-
ing unit of income, we must con-
clude that it would increase total so-
cial utility within a society to impose
eraduated income taxes. Why? Be-
cause the goods bought by the thou-
sandth dollar received by a poor man
are worth so much to him, whereas
the goods that the millionth dollar
will buy a rich man are valued very
low by the recipient. The rich man
will have purchased all those goods
and services that were high on his
value scale long before he receives
his millionth dollar. Thus, con-
cluded the welfare economists, the
civil government can increase total
social utility in a society by taking
(say) 75 cents of that final dollar
away from the rich man and trans-
ferring the money to the poor man.

It took three decades for an econ-
omist to come up with a theoreti-
cally precise rebuttal to this posi-
tion. Lionel Robbins, who had been
influenced by the writings of Lud-
wig von Mises early in his career,
provided the answer. Robbins ar-
gued that while it is legitimate for
an individual to compare the value
to him of the first, second, or nth dol-
lar of his own income, it is not legit-
imate for anyone to make interper-
sonal comparisons of subjective
utility.? We cannot make scientifi-
cally valid statements comparing the
subjective value of the second dollar
of income (or the millionth) in one
person’s income with the subjective
value of the second, third, or nth
dollar of another person’s income. We
cannot even make cardinal (quanti-
tative) comparisons 1n our own
minds—this is worth precisely this
much more to me than that—but only
ordinal comparisons: this is my first
choice, that is my next choice, and
so forth.

Common sense may not accept
Robbins’ conclusion, but such is of-
ten the case in matters of economic
theory. Science frequently produces
conclusions that are in flagrant op-
position to common sense. We need
to consider an example regarding
interpersonal comparisons of subjec-
tive value. The millionaire may value
his millionth dollar very highly, if
he has some investment in mind
which requires a high initial pay-




