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BWBIDZHRIZ, A EOEROT B 17203 T30, Bifli, #l R 4E (HHTE) . 24 0E
%8, UURAF R - 2B U URIESA « OFFENCEEE R 5T, BolBi T, T
BUORBR AT ADRANREE,

The supply-side revolution focused on the power of the tax system to change relative prices and
on the benefits of increasing the reward to work, take risks, save and invest. But the tax system
does much more than change the relative prices of the real variables that are of ultimate concern
to individuals and firms. It also provides incentives to taxpayers to misreport income,
restructure their financial claims, carefully time transactions, change the legal form of business
organizations, and undertake a whole host of other responses...because of this fact the
normative theory of optimal taxation ought to be replaced with what I call a "theory of optimal
tax systems," which emphasizes the transaction-based nature of the tax system and the
administration and enforcement of the tax Jaws. A similar change in perspective is equally
important for the advancement of the deceptive amalysis of how taxation affects the
economy. Because most taxes apply to transactions, their impact on real variables can be
adequately understood only by simultaneously considering their impact on the transaction
behavior whose terms are directly affected by the tax system. This research strategy should
shed light on an important research question for the 1990's: to what extent the low tax
elasticities for real variables observed in the 1980's are due to low elasticities of substitutions,
and to what extent they are due to the fact that tax policy changes opportunity sets in complex

and sometimes unexpected ways. pp.254-253
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To borrow the terminology of Arthur N. Okun (1975), this suggests that policymakers must

decide not only how much water to carry from the rich to the poor with a leaky bucket, but also

how much effort to spend on repairing the leak. p.255
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Feldstein, Martin, “American economic policy in the 1980s: a personal view,” in Feldstein M.,

ed., American Economic Policy in the 1980s, University of Chicago Press.
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I believed (and continue to believe) that the favorable feedback effects of tax cuts on
revenue would not be limited to capital gains tax cuts, but I was also convinced that
other kinds of economic behavior would be much less sensitive to taxes than capital
gains realizations. I objected therefore to those supply-siders like Arthur Laffer who
argued that a 30 percent across-the-board tax cut would also be self-financing because

of the resulting increase in incentives to work. p.24.
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I was convinced, moreover, that the supply-side hyperbole about seif-financing tax cuts was
undesirable because it was discrediting what I thought was a good case for reducing tax rates.
Critics of the tax cut could rightly argue that it was unlikely to be self-financing as its most
ardent supporters were claiming and then jump to the wrong conclusion that such 2 tax cut

would therefore be a mistake. p.25
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The evaluation of the 1986 reform.

The specific features of the 1986 legislation reflected several of the intelicctual developments
that I have already discussed. It can be seen as a shift in emphasis from increasing the rate of
investment to using the available investment dollars more efficiently. But the 1986 legislation
owes its existence neither to the tax specialists’ desire to increase allocative efficiency nor to

strong public support for another round of tax changes. p.20
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