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On death duties

332 

employment prevails, the growth of capital depends not at all on a low 
propensity to consume but is, on the contrary, held back by it; and only 
in conditions of full employment is a low propensity to consume condu-
cive to the growth of capital. Moreover, experience suggests that in exist-
ing conditions saving by institutions and through sinking funds is more 
than adequate, and that measures for the redistribution of incomes in a 
way likely to raise the propensity to consume may prove positively favour-
able to the growth of capital.

!e existing confusion of the public mind on the matter is well illus-
trated by the very common belief that the death duties are responsible for 
a reduction in the capital wealth of the country. Assuming that the State 
applies the proceeds of these duties to its ordinary outgoings so that taxes 
on incomes and consumption are correspondingly reduced or avoided, it 
is, of course, true that a "scal policy of heavy death duties has the e#ect 
of increasing the community’s propensity to consume. But inasmuch as 
an increase in the habitual propensity to consume will in general (i.e. 
except in conditions of full employment) serve to increase at the same 
time the inducement to invest, the inference commonly drawn is the 
exact opposite of the truth.

!us our argument leads towards the conclusion that in contemporary 
conditions the growth of wealth, so far from being dependent on the 
abstinence of the rich, as is commonly supposed, is more likely to be 
impeded by it. One of the chief social justi"cations of great inequality of 
wealth is, therefore, removed. I am not saying that there are no other 
reasons, una#ected by our theory, capable of justifying some measure of 
inequality in some circumstances. But it does dispose of the most impor-
tant of the reasons why hitherto we have thought it prudent to move 
carefully. !is particularly a#ects our attitude towards death duties: for 
there are certain justi"cations for inequality of incomes which do not 
apply equally to inequality of inheritances.

For my own part, I believe that there is social and psychological justi-
"cation for signi"cant inequalities of incomes and wealth, but not for 
such large disparities as exist to-day. !ere are valuable human activities 
which require the motive of money-making and the environment of pri-
vate wealth-ownership for their full fruition. Moreover, dangerous human 
proclivities can be canalised into comparatively harmless channels by the 
existence of opportunities for money-making and private wealth, which, 
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Theory is moderately conservative in its implications

 335

!us we might aim in practice (there being nothing in this which is 
unattainable) at an increase in the volume of capital until it ceases to be 
scarce, so that the functionless investor will no longer receive a bonus; 
and at a scheme of direct taxation which allows the intelligence and 
determination and executive skill of the "nancier, the entrepreneur et hoc 
genus omne (who are certainly so fond of their craft that their labour 
could be obtained much cheaper than at present), to be harnessed to the 
service of the community on reasonable terms of reward.

At the same time we must recognise that only experience can show 
how far the common will, embodied in the policy of the State, ought to 
be directed to increasing and supplementing the inducement to invest; 
and how far it is safe to stimulate the average propensity to consume, 
without foregoing our aim of depriving capital of its scarcity-value within 
one or two generations. It may turn out that the propensity to consume 
will be so easily strengthened by the e#ects of a falling rate of interest, 
that full employment can be reached with a rate of accumulation little 
greater than at present. In this event a scheme for the higher taxation of 
large incomes and inheritances might be open to the objection that it 
would lead to full employment with a rate of accumulation which was 
reduced considerably below the current level. I must not be supposed to 
deny the possibility, or even the probability, of this outcome. For in such 
matters it is rash to predict how the average man will react to a changed 
environment. If, however, it should prove easy to secure an approxima-
tion to full employment with a rate of accumulation not much greater 
than at present, an outstanding problem will at least have been solved. 
And it would remain for separate decision on what scale and by what 
means it is right and reasonable to call on the living generation to restrict 
their consumption, so as to establish in course of time, a state of full 
investment for their successors.

 III

In some other respects the foregoing theory is moderately conservative in 
its implications. For whilst it indicates the vital importance of establishing 
certain central controls in matters which are now left in the main to  

 Concluding Notes on the Social Philosophy Towards which… 

336 

individual initiative, there are wide !elds of activity which are una"ected. 
#e State will have to exercise a guiding in$uence on the propensity to 
consume partly through its scheme of taxation, partly by !xing the rate of 
interest, and partly, perhaps, in other ways. Furthermore, it seems unlikely 
that the in$uence of banking policy on the rate of interest will be su%cient 
by itself to determine an optimum rate of investment. I conceive, there-
fore, that a somewhat comprehensive socialisation of investment will prove 
the only means of securing an approximation to full employment; though 
this need not exclude all manner of compromises and of devices by which 
public authority will co-operate with private initiative. But beyond this no 
obvious case is made out for a system of State Socialism which would 
embrace most of the economic life of the community. It is not the owner-
ship of the instruments of production which it is important for the State 
to assume. If the State is able to determine the aggregate amount of 
resources devoted to augmenting the instruments and the basic rate of 
reward to those who own them, it will have accomplished all that is neces-
sary. Moreover, the necessary measures of socialisation can be introduced 
gradually and without a break in the general traditions of society.

Our criticism of the accepted classical theory of economics has con-
sisted not so much in !nding logical $aws in its analysis as in pointing 
out that its tacit assumptions are seldom or never satis!ed, with the result 
that it cannot solve the economic problems of the actual world. But if 
our central controls succeed in establishing an aggregate volume of out-
put corresponding to full employment as nearly as is practicable, the 
classical theory comes into its own again from this point onwards. If we 
suppose the volume of output to be given, i.e. to be determined by forces 
outside the classical scheme of thought, then there is no objection to be 
raised against the classical analysis of the manner in which private self-
interest will determine what in particular is produced, in what propor-
tions the factors of production will be combined to produce it, and how 
the value of the !nal product will be distributed between them. Again, if 
we have dealt otherwise with the problem of thrift, there is no objection 
to be raised against the modern classical theory as to the degree of consil-
ience between private and public advantage in conditions of perfect and 
imperfect competition respectively. #us, apart from the necessity of 
central controls to bring about an adjustment between the propensity to 
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On individualism
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generations; it colours the present with the diversi!cation of its fancy; and, 
being the handmaid of experiment as well as of tradition and of fancy, it is 
the most powerful instrument to better the future.

Whilst, therefore, the enlargement of the functions of government, 
involved in the task of adjusting to one another the propensity to con-
sume and the inducement to invest, would seem to a nineteenth-century 
publicist or to a contemporary American !nancier to be a terri!c 
encroachment on individualism, I defend it, on the contrary, both as the 
only practicable means of avoiding the destruction of existing economic 
forms in their entirety and as the condition of the successful functioning 
of individual initiative.

For if e"ective demand is de!cient, not only is the public scandal of 
wasted resources intolerable, but the individual enterpriser who seeks to 
bring these resources into action is operating with the odds loaded against 
him. #e game of hazard which he plays is furnished with many zeros, so 
that the players as a whole will lose if they have the energy and hope to 
deal all the cards. Hitherto the increment of the world’s wealth has fallen 
short of the aggregate of positive individual savings; and the di"erence 
has been made up by the losses of those whose courage and initiative have 
not been supplemented by exceptional skill or unusual good fortune. But 
if e"ective demand is adequate, average skill and average good fortune 
will be enough.

#e authoritarian state systems of to-day seem to solve the problem of 
unemployment at the expense of e$ciency and of freedom. It is certain 
that the world will not much longer tolerate the unemployment which, 
apart from brief intervals of excitement, is associated—and, in my opin-
ion, inevitably associated—with present-day capitalistic individualism. 
But it may be possible by a right analysis of the problem to cure the dis-
ease whilst preserving e$ciency and freedom.

 IV

I have mentioned in passing that the new system might be more favour-
able to peace than the old has been. It is worth while to repeat and 
emphasise that aspect.

 J. M. Keynes
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Marriner S. Eccles
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Interpretation of the 1920s - 1930s Crisis

Marriner S. Eccles: Federal Reserve Chairman, 1934 - 1948.

Interpretation of the 1920s boom, and 1930s depression: there was too much saving.

Therefore, households piled on debt.

Financial sector, lenders: no other game in town.

Sounds familiar? Similar phenomenon during the 2000-2007 boom.

According to him, less inequality would have allowed to avoid this lending, and therefore
the financial crisis.
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Congressional Testimony, 1933 1/3

Hearings before the Committee on Finance authorizing and directing the finance committee
to make Committee to make an investigation and study of the present’ economic problems
of the United States with a view to securing constructive suggestions with respect to the
solution of such problems. pdf

INVESTIGATION OF ECONOMIC PROBLEMS 731

ployment insurance and old age pension laws (such laws left up to the
States only create confusion and can not meet the situation nationally
unless similar and uniform laws are passed by all States at the same
time, which is improbable); all new capital issues offered to the public
and all foreign financing should receive the approval of an agency of
the Federal Government; this control should also extend to all means
of transportation and communication so as to insure their operation
in the public interest. A national planning board, similar to the
industries board during the war, is necessary to the proper coordina-
tion of public and private activities of the economic world.

Such measures as I have proposed may frighten those of our people
who possess wealth. However, they should feel reassured in reflecting
upon the following quotation from one of our leading economists:

It is utterly impossible, as this country has demonstrated again and again, for
the rich to save as much as they have been trying to save, and save anything that
is worth saving. They can save idle factories and useless railroad coaches; they
can save empty office buildings and closed banks; they can save paper evidences
of foreign loans; but as a class they can not save anything that is worth saving,
above and beyond the amount that is made profitable by the increase of consumer
buying. It is for the interests of the well to do—to protect them from the results
of their own folly—that we should take from them a sufficient amount of their
surplus to enable consumers to consume and business to operate at a profit.

I am speaking of business during normal times.
Senator SHORTRIDGE. Who said that?
Mr. ECCLES. Stuart Chase, I think. He is an economist. Or

Foster. I am not sure which.
This is not "soaking the rich"; it is saving the rich. Incidentally, it is the

only way to assure them the serenity and security which they do not have at the
present moment.

Senator KING. That is a fine statement.
Senator SHORTRIDGE. I would like to ask one question, Mr. Chair-

man, for my own information, and that is in respect of the so-called
allotment plan. Does that contemplate retiring all arable wheat
land from cultivation?

Mr. ECCLES. The allotment plan, as I understand it, is to do two
things: Control acreage which controls production and establish a
price on the basis of a domestic level rather than on the basis of a
foreign level.

Senator SHORTRIDGE. This allotment plan contemplates the retir-
ing from cultivation of arable wheat land? That is so, is it not?

Mr. ECCLES. I do not think so. At least that is not what I had
in mind here.

Senator SHORTRIDGE. The miners, the blacksmiths, the carpenters,
the painters, the gas fitters, the skilled labor in a hundred branches
have organized into unions and their purpose is altogether worthy.
They seek to control their wages and the hours of labor. Query:
Has there been any effort made among the wheat men of a given
State to organize and to regulate, and, if it be so, retire arable wheat
land from cultivation, reducing thereby the output with the end in
view of preventing a surplus of wheat, and hence a better price for
that which is raised and put into the market? I am wondering
whether the wheat farmers or the cotton raisers themselves have not
organized along the line, if you please, similarly?
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Congressional Testimony, 1933 3/3

730 INVESTIGATION OF ECONOMIC PROBLEMS

Cancellation, or a settlement of the debts on a basis which would
practically amount to cancellation, in exchange for stabilization of
the currency of the debtors, together with certain trade concessions
and an agreement to reduce armaments would be a small price for
this country to pay as compared with the great benefits which the
entire world, including ourselves, would derive therefrom. Without
a stabilization of foreign currencies it will be difficult, if not impossible
in my opinion, to substantially raise the price level in this country
as long as we stay on a gold basis. Our debtors will default and we
will likely be forced to abandon gold and depreciate our currency
in relation to that of other countries in order to raise our price level in
this country and to meet foreign competition unless we are instru-
mental in inducing foreign countries to stabilize their currencies on
a gold basis, or gold and silver basis if action is taken internationally
to remonetize silver. I am not in disagreement with Mr. Ferry there

Senator SHORTRIDGE. Permit me to interrupt there. We have out-
standing obligations, interest bearing obligations amounting to about
how much now?

Senator KING. About $21,000,000,000.
Senator SHORTRIDGE. DO you know of any way in which we can

cancel or get rid of paying what we owe?
Mr. ECCLES. Well, how are you going to collect what the foreign

countries owe?
Senator SHORTRIDGE. Oh, I grant you that we have no police force.
Mr. ECCLES. They are willing to pay if we take goods.
Senator KING. And services.
Mr. ECCLES. Goods or services are the way you can get your debts

paid.
Senator SHORTRIDGE. Then I take it you would have the tariffs

reduced?
Mr. ECCLES. NO. Debts canceled. Then I think with the pros-

perity that you would get in this country you can collect more than
that in income and inheritance taxes when you stop this loss of $2,000,-
000,000 a month through unemployment. You start the process of
wealth, and even a capitalist is far better off. I am a capitalist,

Senator SHORTRIDGE. Well, I am a capitalist. But I am on the
gold basis.

Mr. ECCLES. We could, as an alternative, further raise our tariff
wall, put an embargo on gold and live entirely within ourselves.

The program which I have proposed is largely of an emergency
nature designed to bring rapid economic recovery. However, when
recovery is restored, I believe that in order to avoid future disastrous
depressions and sustain a balanced prosperity, it will be necessary
during the next few years for the Government to assume a greater
control and regulation of our entire economic system. There must be
a more equitable distribution of wealth production in order to keep
purchasing power in a more even balance with production. ;

If this is to be accomplished there should be a unification of our
banking system under the supervision of the Federal reserve bank in
order to more effectively control our entire money and credit system;
a high income and inheritance tax is essential in order to control
capital accumulations (this division of taxes should be left solely to
the central government—the real property and sales tax left to the
States); there should be national child labor, minimum wage, unem-
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1939 Speech

taxes, which are, including Federal and State, about $3 billions more now 

than in 1929. This would increase the purchasing power of consumers and 

stimulate the markets for business and industry. Such a reduction in taxes 

should be made up— since I think no one will argue that we should reduce 

revenue--by taxes that will fall in large part on those individuals and 

corporations whose incomes tend to increase the already large volume of idle 

funds.

It is beyond dispute, I think, that consumption taxes fall too 

heavily on the great masses of our people. A recent round table group, 

gathered together by Fortune magazine, all agreed that the present tax sys-

tem bears too heavily on the lower income groups because of excise and sales 

taxes. Various studies that have been made by the Brookings Institution, 

the ¡National Resources Committee, and other groups, all indicate that the 

great majority of our people at the bottom of the income scale would con-

sume far more if they had the purchasing power. It is not among these people 

that idle funds accumulate, but in the numerically smaller groups, less than 

10 per cent of the population, whose income taxes are low relative to the 

British scale and that prevailing in most other countries.

The tax revisions I have outlined would tend to stimulate consumer 

buying power, and thus require production of more goods which, in turn, would 

mean greater employment, and as the capacity of existing plant was reached, 

would open the way for using otherwise idle funds for investment in new 

productive facilities. To my mind, this is the sort of tax program we need 

at this time. It would be both economically sound and socially equitable.

Z-172

- 6 -
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1939 Speech

- 7 -

Z-172

There has recently been brought to my attention a compilation 

of the balance sheets of 133 companies. The cash holdings of this group 

increased from the middle of 1937 to the end of 1938 by $174 millions, or 

by 56 per cent. This was money withdrawn from the income stream— money 

paid in by consumers but not passed back to them in wage3, dividends or 

lower prices. I am not for a moment questioning the right of corporate 

executives to increase or decrease their cash holdings at will, but we 

must recognize that when great sums are withdrawn in this or other ways 

from the income stream it inevitably means a slowing down unless it is 

offset through outlays by other businesses or by having the Government 

take up the slack.

A reasoned appraisal of our economic situation compels me to 

warn against the illusion that the reduction of taxes that fall on us as 

business men would solve our fundamental problem of idle men and idle 

money. On the contrary, the requirements of a sounder and more stable 

economy will, in my opinion, cell on us in ova* own interest to provide 

relatively more rather than loss of the total tax revenue as a means of 

maintaining and increasing consumption and thus of preserving existing in-

vestment and paving the way for new investment by providing a profitable 

outlet*

What we, as business men, should be interested in is what we 

have left over after our taxes are paid. We are far better off with high 

taxes and high incomes than with low taxes and low incomes. For example,
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Eccles (1951)

According to Marriner S. Eccles, who was the Federal Reserve Chairman from 1934 to 1948,
The stimulation to spending by debt-creation of this sort was short lived and could not
be counted on to sustain high levels of employment for long periods of time. Had there
been a better distribution of the current income from the national product —
in other words, had there been less savings by business and the higher-income
groups and more income in the lower groups — we should have had far greater
stability in our economy. Had the six billion dollars, for instance, that were loaned by
corporations and wealthy individuals for stock-market speculation been distributed
to the public as lower prices or higher wages and with less profits to the corporations
and the well-to-do, it would have prevented or greatly moderated the economic collapse
that began at the end of 1929.
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Eccles (1951)

As mass production has to be accompanied by mass consumption; mass consumption,
in turn, implies a distribution of wealth — not of existing wealth, but of wealth as it
is currently produced — to provide men with buying power equal to the amount of
goods and services offered by the nation’s economic machinery. Instead of achieving
that kind of distribution, a giant suction pump had by 1929-30 drawn into a few
hands an increasing portion of currently produced wealth. This served them as
capital accumulations. But by taking purchasing power out of the hands of mass
consumers, the savers denied to themselves the kind of effective demand for
their products that would justify a reinvestment of their capital accumulations
in new plants. In consequence, as in a poker game where the chips were concentrated
in fewer and fewer hands, the other fellows could stay in the game only by borrowing.
When their credit ran out, the game stopped.
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Eccles (1951)

That is what happened to us in the twenties. We sustained high levels of employ-
ment in that period with the aid of an exceptional expansion of debt outside
of the banking system. This debt was provided by the large growth of business
savings as well as savings by individuals, particularly in the upper-income groups where
taxes were relatively low. Private debt outside of the banking system increased about
fifty per cent. This debt, which was at high interest rates, largely took the form of
mortgage debt on housing, office, and hotel structures, consumer installment debt,
brokers’ loans and foreign debt.
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Section 3

Data on Progressivity
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Progressivity varies with taxes
Data shows marked differences in progressivity:

Income / Corporate / Estate taxes = quite progressive.

Property / Consumption taxes = less progressive.

I show now the progressivity of different taxes according to the bottom 90% / top 10%
dichotomy:

Payroll Tax.

Sales Tax.

(Residential) Property Tax.

Income Tax.

Corporate Tax.

Estate Tax.
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Payroll Tax
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Sales Tax
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(Residential) Property Tax
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Income Tax

François Geerolf (UCLA) Redistributive Policies November 19, 2020 26 / 62



Corporate Tax
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Estate Tax
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Section 4

The Economic Consequences of the Peace - Keynes (1919)
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Keynes (1919)

54  J. M. KEYNES

Germany not only furnished these countries with trade, but, in the 
case of some of them, supplied a great part of the capital needed for their 
own development. Of Germany’s pre-war foreign investments, amount-
ing in all to about £1250 million, not far short of £500,000,000 was 
invested in Russia, Austria-Hungary, Bulgaria, Roumania, and Turkey. 
And by the system of “peaceful penetration” she gave these countries not 
only capital, but, what they needed hardly less, organisation. The whole 
of Europe east of the Rhine thus fell into the German industrial orbit, 
and its economic life was adjusted accordingly.

But these internal factors would not have been suf!cient to enable 
the population to support itself without the co-operation of external 
factors also and of certain general dispositions common to the whole of 
Europe. Many of the circumstances already treated were true of Europe 
as a whole, and were not peculiar to the Central Empires. But all of what 
follows was common to the whole European system.

THE PSYCHOLOGY OF SOCIETY

Europe was so organised socially and economically as to secure the 
maximum accumulation of capital. While there was some continuous 
improvement in the daily conditions of life of the mass of the population, 
Society was so framed as to throw a great part of the increased income 
into the control of the class least likely to consume it. The new rich 
of the nineteenth century were not brought up to large expenditures, 
and preferred the power which investment gave them to the pleasures 
of immediate consumption. In fact, it was precisely the inequality of the 
distribution of wealth which made possible those vast accumulations of 
!xed wealth and of capital improvements which distinguished that age 
from all others. Herein lay, in fact, the main justi!cation of the Capitalist 
System. If the rich had spent their new wealth on their own enjoyments, 
the world would long ago have found such a régime intolerable. But like 
bees they saved and accumulated, not less to the advantage of the whole 
community because they themselves held narrower ends in prospect.

The immense accumulations of !xed capital which, to the great ben-
e!t of mankind, were built up during the half century before the war, 
could never have come about in a Society where wealth was divided 
equitably. The railways of the world, which that age built as a monu-
ment to posterity, were, not less than the Pyramids of Egypt, the work of 
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labour which was not free to consume in immediate enjoyment the full 
equivalent of its efforts.

Thus this remarkable system depended for its growth on a double 
bluff or deception. On the one hand the labouring classes accepted from 
ignorance or powerlessness, or were compelled, persuaded, or cajoled by 
custom, convention, authority, and the well-established order of Society 
into accepting, a situation in which they could call their own very little 
of the cake, that they and Nature and the capitalists were co-operating 
to produce. And on the other hand the capitalist classes were allowed 
to call the best part of the cake theirs and were theoretically free to con-
sume it, on the tacit underlying condition that they consumed very little 
of it in practice. The duty of “saving” became nine-tenths of virtue and 
the growth of the cake the object of true religion. There grew round the 
non-consumption of the cake all those instincts of puritanism which in 
other ages has withdrawn itself from the world and has neglected the arts 
of production as well as those of enjoyment. And so the cake increased; 
but to what end was not clearly contemplated. Individuals would be 
exhorted not so much to abstain as to defer, and to cultivate the pleas-
ures of security and anticipation. Saving was for old age or for your chil-
dren; but this was only in theory,—the virtue of the cake was that it was 
never to be consumed, neither by you nor by your children after you.

In writing thus I do not necessarily disparage the practices of that 
generation. In the unconscious recesses of its being Society knew what 
it was about. The cake was really very small in proportion to the appe-
tites of consumption, and no one, if it were shared all round, would be 
much the better off by the cutting of it. Society was working not for the 
small pleasures of to-day but for the future security and improvement of 
the race,—in fact for “progress.” If only the cake were not cut but was 
allowed to grow in the geometrical proportion predicted by Malthus of 
population, but not less true of compound interest, perhaps a day might 
come when there would at last be enough to go round, and when pos-
terity could enter into the enjoyment of our labours. In that day over-
work, overcrowding, and underfeeding would come to an end, and men, 
secure of the comforts and necessities of the body, could proceed to the 
nobler exercises of their faculties. One geometrical ratio might cancel 
another, and the nineteenth century was able to forget the fertility of the 
species in a contemplation of the dizzy virtues of compound interest.

There were two pitfalls in this prospect: lest, population still outstrip-
ping accumulation, our self-denials promote not happiness but numbers; 
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Presidents and the US Economy:  
An Econometric Exploration†

By Alan S. Blinder and Mark W. Watson*

The US economy has performed better when the president of the 
United States is a Democrat rather than a Republican, almost regard-
less of how one measures performance. For many measures, includ-
ing real GDP growth (our focus), the performance gap is large and 
significant. This paper asks why. The answer is not found in technical 
time series matters nor in systematically more expansionary mone-
tary or fiscal policy under Democrats. Rather, it appears that the 
Democratic edge stems mainly from more benign oil shocks, supe-
rior total factor productivity (TFP) performance, a more favorable 
international environment, and perhaps more optimistic consumer 
expectations about the near-term future. (JEL D72, E23, E32, E65, 
N12, N42)

An extensive and well-known literature of scholarly research documents and 
explores the fact that macroeconomic performance is a strong predictor of US pres-
idential election outcomes. Scores of papers find that better performance boosts the 
vote of the incumbent’s party.1 In stark contrast, economists have paid scant atten-
tion to predictive power running in the opposite direction: from election outcomes 
to subsequent macroeconomic performance. The answer, while hardly a secret, is 
not nearly as widely known as it should be.2 The US economy performs much better 
when a Democrat is president than when a Republican is.

1 The literature is large in economics and voluminous in political science. Fair’s (1978, 2011) work may be the 
best known to economists. 

2 See, for example, Alesina and Sachs (1988); Bartels (2008, ch. 2); Comiskey and Marsh (2012); or Deitrick 
and Goldfarb (2012). An important precursor is Hibbs (1977). Earlier evidence on the unemployment rate and other 
cyclical indicators motivated some of the economic literature on political business cycles: see, for example, Alesina 
and Roubini (1997), and Faust and Irons (1999). 

* Blinder: Department of Economics and Woodrow Wilson School of Public and International Affairs, Princeton 
University, Princeton, NJ 08544 (e-mail: blinder@princeton.edu); Watson: Department of Economics and Woodrow 
Wilson School of Public and International Affairs, Princeton University, Princeton, NJ 08544 (e-mail: mwatson@
princeton.edu). For advice on and help with obtaining data, and for making replication files available to us, we 
thank Steve Davis, William Dunkelberg, Wendy Edelberg, Jan Hatzius, Otmar Issing, Jeff Kling, Serena Ng, Karl 
Mertens, Nolan McCarty, Valerie Ramey, Morten Ravns, Eric Sims, Nora Traum, and Egon Zakrajšek. We also 
thank Ray Fair, James Hamilton, Douglas Hibbs, Lutz Kilian, John Londregan, Edward Nelson, Jeremy Piger, three 
anonymous referees, and participants at workshops at Princeton and elsewhere for many useful comments. None of 
them, of course, bears any responsibility for the views expressed here. The authors declare that they have no relevant 
or material financial interests that relate to the research described in this paper.

† Go to http://dx.doi.org/10.1257/aer.20140913 to visit the article page for additional materials and author  
disclosure statement(s).
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Comparing other outcomes
1020 THE AMERICAN ECONOMIC REVIEW APRIL 2016

terms, the unemployment rate fell by 0.8 percentage points, on average, while it rose 
by 1.1 percentage points, on average, during Republican terms, yielding a large D-R 
gap of −1.9 percentage points.

Delving into the sectoral details (found in online Appendix Table A.4), reveals 
that the growth rates of every major component of real GDP except exports and 
government nondefense purchases were higher under Democratic rather than 
Republican presidents, although the margins are small and statistically insignificant 
in a number of cases. That table shows that much of the Democratic growth advan-
tage comes from higher spending on consumer durables and private investment, 
especially nonresidential fixed investment, where the partisan gap is 4.8 percent-
age points. Another large growth gap (5.1 percentage points) shows up in federal 

Table 2—Average Values by Party of President

Variable Democratic Republican Difference p-value

Panel A. Other output measures
GDP per capita (GR) 3.09 (0.47) [0.42] 1.35 (0.35) [0.45] 1.73 (0.59) [0.61] 0.01
Nonfarm business output (GR) 4.81 (0.56) [0.52] 2.65 (0.43) [0.61] 2.15 (0.71) [0.80] 0.01
Industrial production (GR) 5.57 (0.95) [0.84] 1.79 (0.62) [0.93] 3.78 (1.13) [1.24] 0.00

Panel B. Employment and unemployment
Employment (payroll) (GR) 2.59 (0.41) [0.36] 1.17 (0.32) [0.38] 1.42 (0.52) [0.49] 0.02
Employee hours (NFB) (GR) 2.22 (0.31) [0.39] 0.57 (0.38) [0.50] 1.65 (0.49) [0.58] 0.01
Employment (HH) (GR) 1.76 (0.28) [0.25] 1.20 (0.26) [0.31] 0.56 (0.38) [0.37] 0.17
Unemployment rate (level, PP) 5.64 (0.67) [0.41] 6.01 (0.41) [0.29] −0.38 (0.78) [0.47] 0.62
Unemployment rate (change, PP) −0.83 (0.42) 1.09 (0.45) −1.92 (0.62) 0.01

Panel C. Stock returns and corporate profits
Returns S&P500 Index (PP) 8.35 (2.12) [2.56] 2.70 (2.84) [3.20] 5.65 (3.55) [4.22] 0.15
Corporate profits (share of GDI) 5.61 (0.31) [0.22] 4.74 (0.20) [0.16] 0.87 (0.37) [0.27] 0.03

Panel D. Real wages and productivity
Compensation/hour (GR) 1.78 (0.55) [0.36] 1.43 (0.34) [0.27] 0.35 (0.65) [0.44] 0.57
Output/hour NFB (GR) 2.53 (0.46) [0.38] 2.06 (0.29) [0.29] 0.47 (0.54) [0.49] 0.37
TFP (GR) 1.89 (0.47) [0.37] 0.84 (0.30) [0.35] 1.05 (0.55) [0.52] 0.07

Panel E. Structural government surplus
Surplus/pot. GDP (PP) −2.09 (0.87) [0.51] −2.78 (0.22) [0.26] 0.69 (0.89) [0.54] 0.30

Panel F. Inflation
Inflation PCED (level, PP) 2.97 (0.95) [0.59] 3.32 (0.63) [0.41] −0.35 (1.14) [0.68] 0.73
Inflation GDPD (level, PP) 2.89 (0.88) [0.55] 3.44 (0.60) [0.39] −0.55 (1.06) [0.63] 0.59
Inflation PCED (change, PP) 1.06 (0.67) −0.83 (0.87) 1.89 (1.10) 0.12
Inflation GDPD (change, PP) 0.93 (0.69) −0.81 (0.85) 1.74 (1.09) 0.15

Panel G. Interest rates
Three month T-bill rate (level, PP) 4.01 (1.10) [0.66] 4.87 (0.92) [0.58] −0.86 (1.44) [0.82] 0.56
Federal funds rate (level, PP) 4.75 (1.36) [0.82] 5.55 (1.10) [0.69] −0.79 (1.75) [0.99] 0.54
Three month T-bill rate (change, PP) 1.75 (0.91) −1.47 (0.59) 3.22 (1.09) 0.00
Federal funds rate (change, PP) 2.34 (1.37) −2.09 (0.72) 4.42 (1.55) 0.00
Ten-year/three-month term spread (PP) 1.17 (0.37) [0.25] 1.65 (0.22) [0.20] −0.48 (0.43) [0.30] 0.25
Baa-Aaa spread (PP) 0.80 (0.11) [0.07] 1.08 (0.11) [0.08] −0.29 (0.15) [0.10] 0.09

Notes: The units for each variable are given in parentheses in the first column: GR denotes growth rate in percent-
age points at an annual rate; PP denotes percentage points; change denotes average value in last year of term minus 
average value in last year of previous term. NFB denotes the non-farm business sector; HH denotes the household 
survey, GDI is gross domestic investment, and PCED and GDPD are the price deflators fo personal consumption 
expenditures and gross domestic product. The sample period begins with Kennedy-Johnson for the structural gov-
ernment surplus, with Eisenhower-2 for the federal funds rate, and in 1954:II for the term spread. For all other 
series, the sample spans Truman-2 through Obama-1. See notes to Table 1.

François Geerolf (UCLA) Redistributive Policies November 19, 2020 37 / 62
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Determinants
1030 THE AMERICAN ECONOMIC REVIEW APRIL 2016

reactions. But Kilian’s measure is less useful for our purposes because it is available 
only over a relatively short period: 1971:I to 2004:III.

The first two lines of Table 6 show results from using these two oil shocks, in turn, 
as the sole e variable in estimating (1).   P  t  Hamilton  , which is available over the entire 
sample period, explains about 50 basis points of the full-sample 179 basis point D-R 
gap regardless of whether we use party-specific slope coefficients or constrain the 
two sets of slopes to be equal.24 We also estimated equation (1) using Hamilton’s 

24 An F-test provides little evidence of a statistically significant difference in the coefficients. The p-value is 
0.72. 

Table 6—Explaining the D-R Growth Gap

Explained D-R gap

Distributed lag specification

Shock Sample period Total D-R gap Common Party-specific

Panel A. Oil
Prices (Hamilton) 1949:II–2013:I 1.79 (0.64) 0.49 (0.10) 0.51 (0.11) [0.72]
Quantities (Kilian) 1972:III–2004:III 0.81 (0.75) 0.21 (0.19) 0.40 (0.18) [0.00]
Panel B. Productivity
TFP (util. adj., Fernald) 1949:II–2013:I 1.79 (0.64) 0.05 (0.02) 0.05 (0.02) [0.65]
Labor prod. (LR-VAR) 1950:III–2013:I 1.72 (0.62) 0.20 (0.08) 0.16 (0.07) [0.07]
TFP (LR-VAR) 1950:III–2013:I 1.72 (0.62) 0.29 (0.05) 0.29 (0.05) [0.99]
TFP (util. adj. by authors) 1950:III–2013:I 1.72 (0.62) 0.50 (0.07) 0.50 (0.07) [0.15]
Panel C. Defense spending
Ramey 1949:II–2013:I 1.79 (0.64) 0.21 (0.04) −0.04 (0.44) [0.70]
Fisher-Peters 1949:II– 2008:IV 2.12 (0.65) 0.02 (0.06) 0.02 (0.05) [0.59]
Panel D. International
GDP growth Europe 1963:IV–2013:I 1.18 (0.65) 0.03 (0.16) 0.04 (0.15) [0.27]
Exchange rates 1975:IV–2013:I 0.64 (0.69)  0.00 (0.06) −0.04 (0.07) [0.01]
Panel E. Taxes
Romer and Romer 1949:II–2007:IV 1.97 (0.64) 0.01 (0.06) −0.01 (0.04) [0.17]
Panel F. Monetary policy
Romer and Romer 1970:III–1996:IV 0.47 (0.95) −0.09 (0.17) −0.15 (0.13) [0.43]
SVAR (Sims and Zha) 1961:IV–2003:I 1.49 (0.70) 0.05 (0.13) −0.10 (0.12) [0.03]
SVAR (authors) 1957:II–2008.IV 1.77 (0.64) −0.23 (0.12) −0.32 (0.12) [0.20]
Panel G. Interest rates and loan surveys
Baa-Aaa spread 1950:I–2013:I 1.91 (0.67) 0.25 (0.18) 0.17 (0.19) [0.00]
GZ spread 1975:III–2012:IV 0.60 (0.70) 0.51 (0.21) 0.34 (0.16) [0.10]
TED spread 1973:III–2013:I 0.90 (0.69) 0.16 (0.07) 0.03 (0.07) [0.00]
FRB SLOOS 1972:III–2013:I 0.74 (0.67) −0.11 (0.08) −0.08 (0.07) [0.00]
Panel H. Consumer sentiment, expectations, and uncertainty
Consumer sentiment 1962:III–2013:I 1.24 (0.64) 0.05 (0.05) 0.04 (0.05) [0.05]
Consumer expectations 1962:III–2013:I 1.24 (0.64) 0.23 (0.11) 0.17 (0.10) [0.08]
Uncertainty Index (BBD) 1950:I–2013:IV 1.91 (0.67) −0.13 (0.06) −0.14 (0.06) [0.19]
Uncertainty Index (JLN) 1963:I–2013:IV 1.26 (0.64) 0.18 (0.09) 0.17 (0.09) [0.27]
Notes: The total D-R gap is the difference in the average growth rate of real GDP under Democratic and Republican 
presidents for the sample period shown. The explained gap is computed from (1) using the shock shown. Results are 
shown two ways: imposing common values for the distributed lag weights and allowing these coefficients to vary 
by party. Newey-West (6 lag) standard errors are shown in parentheses. p-values for F-statistics testing the equality 
of the party-specific distributed lag coefficients are shown in brackets in the final column.
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Different Fiscal Policies?

One explanation could be different fiscal policies.

However, according to Romer, Romer (2010), both democrats and republicans have equally
accommodative fiscal policy.

Another interpretation: Republicans’ tax cuts are typically more favoring the top 1% than
Democrats’ tax cuts. See the lecture on redistributive policies.

Clinton’s and Kennedy’s expansions can be interpreted in that way.
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Zidar (2019)
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Average Tax Rates - Top 1%, Bottom 50%
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Average Tax Rates - Top 1%, Bottom 50%
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Average Tax Rates - Top 0.1%, 0.5%, 1%
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Top Marginal Tax Rates
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Section 6

Examples
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Germany’s VAT Tax Increases
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Germany’s VAT Tax increase in 2007: 16% to 19%
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Germany’s VAT tax increase in 2007: 16% to 19%
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Japan’s Sales Tax Increases
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Japan’s Sales Tax Increases
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Japan’s Sales Tax Increases
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Japan’s Sales Tax Increases
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Japan’s 2014 Sales 5% to 8%

# [1] "Link to the video:"
# [1] "econ102/open.html"
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Japan’s 2019 VAT 8% to 10%

# [1] "Link to the video:"
# [1] "econ102/open.html"
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Wall Street Journal
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Section 7

Readings
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Appelbaum - Blame Economists for the Mess we are in

“Blame Economists for the Mess We’re In,” Binyamin Appelbaum, New York Times Online,
August 25, 2019. html
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Scrooge Mc Duck
Corporations and wealthy households increasingly resemble Scrooge McDuck, sitting on
piles of money they can’t use productively.
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Where the poor and rich spend really spend their money

Ehrenfreund, Max. The Washington Post. April 14, 2015. html
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DGPLVVLRQV��OLNHO\�WR�VSRUWLQJ�HYHQWV��PXVHXPV�DQG�FRQFHUWV��DQG��������RQ�WKHLU�SHWV��7KH�SRRUHVW�JURXS�VSHQW

�����DQG������LQ�WKHVH�FDWHJRULHV��UHVSHFWLYHO\��

��

7KH�JUHDWHVW�GLIIHUHQFH�E\�IDU�EHWZHHQ�ULFK�DQG�SRRU�LV�QRW�LQ�KRZ�WKH\�VSHQG��EXW�KRZ�WKH\�VDYH��)RU�HYHU\�GROODU

WKH\�VSHQG�DW�WKH�JURFHU\�VWRUH��WKH�SRRUHVW�KRXVHKROGV�VDYH����FHQWV��ZKLOH�WKH�ZHDOWK\�VRFN�DZD\�������LQ

SHQVLRQV�DQG�OLIH�LQVXUDQFH��

��

7KLV�LV�RQH�UHDVRQ�WKDW�VRPH�HFRQRPLVWV�DUH�FRQFHUQHG�DERXW�ULVLQJ�OHYHOV�RI�LQHTXDOLW\��7KH�ULFK�VDYH�PRUH�WKDQ

WKH�SRRU��DQG�WKH�PRUH�WKH\�KDYH��WKH\�PRUH�WKH\
OO�VDYH��0RQH\�WKDW
V�EHLQJ�VDYHG�LVQ
W�EHLQJ�VSHQW��ZKLFK�PHDQV

OHVV�EXVLQHVV�IRU�HYHU\RQH�IURP�WKH�GU\�FOHDQHU�RQ�WKH�FRUQHU�WR�WKH�RZQHU�RI�D�ILYH�VWDU�KRWHO��,Q�WXUQ��WKDW�PHDQV

OHVV�ZRUN�IRU�HYHU\ERG\�DQG�D�OHWKDUJLF�HFRQRP\��

��

7R�EH�VXUH��EDQNV�FDQ�LQYHVW�WKH�PRQH\�WKDW�WKH�ZHDOWK\�VDYH��ZKLFK�FDQ�VWLPXODWH�WKH�HFRQRP\�DV�ZHOO��<HW�PDQ\

REVHUYHUV��LQFOXGLQJ�IRUPHU�)HGHUDO�5HVHUYH�&KDLUPDQ�%HQ�%HUQDQNH��DUH�ZRUULHG�WKDW�DV�D�JOREDO�VRFLHW\��ZH
YH

DFFXPXODWHG�WRR�PXFK�LQ�WKH�ZD\�RI�VDYLQJV�DOUHDG\��

��
 
 
'(7$,/6
 
3XEOLFDWLRQ�WLWOH� :DVKLQJWRQ�3RVW�Õ�%ORJV��:DVKLQJWRQ

3XEOLFDWLRQ�\HDU� ����

3XEOLFDWLRQ�GDWH� $SU���������

6HFWLRQ� :RQNEORJ

3XEOLVKHU� :3�&RPSDQ\�//&�G�E�D�7KH�:DVKLQJWRQ�3RVW

3ODFH�RI�SXEOLFDWLRQ� :DVKLQJWRQ

&RXQWU\�RI�SXEOLFDWLRQ� 8QLWHG�6WDWHV��:DVKLQJWRQ

3XEOLFDWLRQ�VXEMHFW� *HQHUDO�,QWHUHVW�3HULRGLFDOV��8QLWHG�6WDWHV

6RXUFH�W\SH� %ORJV��3RGFDVWV��	:HEVLWHV

/DQJXDJH�RI�SXEOLFDWLRQ� (QJOLVK

'RFXPHQW�W\SH� %ORJV

3')�*(1(5$7('�%<�6($5&+�35248(67�&20 3DJH���RI��
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