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Prices, above all, are information.
More particularly, it is changes in prices
that coordinate activity in a free economy.
If the price of something increases, ana-
lysts may disagree on the reason and none
of them may be correct, but all users of
the item are encouraged to use less and
all producers are encouraged to produce
more. The opposite applies to price de-
creases.

It is possible to imagine conditions of
general price stability in which price in-
creases for some things are always and
exactly balanced by decreases in prices
for other things. In fact, the price level,
i.e., the purchasing power of currency, has
never been stable in this sense. Even when
currencies were defined as, and convert-
ible on demand into, fixed weights of
precious metals, the general price level
fluctuated.

There are two reasons why this was
so. First, claims on metal served as pur-
chasing media in addition to the metal it-
self and the amount of such claims in cir-
culation fluctuated with cycles of inflat-
ing and deflating among their issuers (as
well as changes in the practices of, and
the rules and regulations that governed,
such issuers). Second, the general price
level could fluctuate along with the rela-
tive amounts of precious metals available.

 These factors were fundamentally self-
correcting. An unwarranted creation of
purchasing media in the form of claims
on the metal, would eventually be can-
celled (via defaults if necessary). If prices
were low in terms of, say, gold, mining
would become more profitable, and more
gold would be forthcoming. It is not en-
tirely an accident of history that major
gold “finds” (as in California or the
Klondike) occurred when the purchasing
power of gold was high because the gen-
eral price level was low. Oppositely, if
prices were high, gold production would
be discouraged, and with gold “cheap” its
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Perhaps the most insidious aspect of fiat currency and chronic,

officially-sponsored inflating is the concentration of economic power

in the hands of faceless and unelected bureaucrats.

non-monetary uses (including its export
to other countries) would be encouraged.

Thus, currencies convertible into fixed
amounts of precious metals retained their
purchasing power over the long term, de-
spite ups and downs. An excessively high
or low purchasing power for a currency
would set forces in motion that would
restore it toward some central value.
This meant that the prices of things, in
some general sense, were stable over the
long term.

Thinking about such matters is, how-
ever, far simpler than attempting to mea-
sure them. Space does not permit a de-
tailed description of the problems of com-
piling index numbers. Suffice it to say
that all such estimates involve countless
arbitrary judgements. For the purposes of
this discussion, the important point is that
under conditions of fully convertible cur-
rencies and long-term price stability, esti-
mates of changes in the price level are of
academic interest only. When the long
term stability of the currency is assured, it
is changes in the prices of specific items
that are of concern to consumers, produc-
ers, and even government budgeteers.

Fiat Currency

Although it is now legal to purchase
and hold gold and other precious metals,
their prices fluctuate and the only thing
that can be exchanged for a dollar with
certainty is another dollar claim. The value
of such claims is a function of how many
are issued, which is determined by the
actions of the monetary authority, in this
country the Federal Reserve System.

Congress has concentrated this power
in the hands of a small group of appointed
officials, and, as many observers have
noted, increasingly in the hands of the
permanent staff of the Fed, in the belief
that manipulating the amount of dollar
claims (i.e., keeping ordinary citizens
guessing about its long-term value) can

have beneficial short-term effects, espe-
cially on employment.

At a minimum, this means that the
highly educated and generally competent
persons charged with monetary policy
have many goals, and that long-term price
stability is seldom at the top of the list
(cynics would say that keeping their jobs
is always first on the list). Indeed, the
ethos of the past 50 years or so has been
that “a little bit of inflation is a good
thing,” so much so that the recent abate-
ment of price inflation, as measured by
the Consumer Price Index (CPI), to the
vicinity of 3 percent (a rate that halves
the purchasing power of the dollar each
generation) has been viewed as elimi-
nating inflation as a problem.

Living with Inflation

One reason why price inflation has
been perceived as less of a problem for
some people is indexing. Specifically, se-
nior citizens need not worry about the fu-
ture value of their Federal pension pay-
ments because they are indexed, and tax-
payers need not worry about “bracket
creep” (being pushed into higher tax
brackets when their nominal dollar in-
comes are boosted by general price infla-
tion) because the brackets are indexed too.
When these were not indexed, Congress
had to take specific votes to increase pen-
sions and to reduce tax rates, something
that Congress only did at unpredictable
intervals.

With the current concern about the
Federal budget deficit has come the in-
creasing realization that the indexing of
pensions and tax brackets has come to
dominate budget projections. The purpose
of indexing is to render the position of
pensioners and taxpayers unchanged when
the price level increases. But this presumes
that the measurement of price inflation is
completely accurate.

A commission appointed last year by
the Senate Finance Committee recently
concluded that government statisticians
have systematically overstated the extent
of price inflation by about 1.1 percentage
points per year since 1973, because the
data do not adequately account for the sub-
stitution of relatively lower-priced (or en-
tirely new) goods and services for rela-
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The Chronicle of Higher Education, unofficial organ
of the academic lobby, last month noted approvingly the
forthcoming publication of an academic study asserting
that “Big government may keep people from killing them-
selves.”  Shirley L. Zimmerman, a professor of “family
social science” at the University of Minnesota, “says that
the differences in state-by-state suicide rates can be ex-
plained partly by the different levels of spending on pro-
grams to help the poor, the disabled, and the elderly.
Her work was inspired by the theories of Emile Durkheim,
who argued that state institutions can increase people’s
sense of inclusion in a society,” and she maintains that
the “role of government spending in fostering a sense of
‘social integration’ among citizens is often overlooked.”1

One would like to be charitable, but given the ad-
vance billing this study has received, it could be taken
seriously.  Absent a complete text and data, we offer only
a few observations that seem germane. For one, it seems
puzzling that Professor Zimmerman apparently limited
her work to a study of suicide rates per se. Had she
included either abortion rates, infant mortality rates (a far
broader measure of social well-being) or homicide rates,
her conclusions about the benevolent effects of govern-
ment welfare spending might have been the reverse.  In
fact, there is a burgeoning literature devoted to the social
pathologies that accompany welfare dependency. But
even the statistical experience of a single jurisdiction in
the United States where per capita welfare spending has
been greater by a wide margin than anywhere else in the
nation — Washington, D.C. — is pretty damning.

As expected from Professor Zimmerman’s results, the
suicide rate in the nation’s capital for the most recently
reported year (1993) at 7.4 per 100,000 of population,
was indeed among the lowest in the country — and far
below the national average of 12.1 suicides per 100,000.
On the other hand, the infant mortality rate, which to-
gether with life expectancy is one of the most fundamen-
tal measures of a society’s general welfare, was a
devastatingly high 17.4 infant deaths per 1,000 live births,
more than double the national average of 6.4 and the
highest in the country by a wide margin. It gets worse.
The homicide rate in Washington, D.C. in 1993 was an
astonishing 72.4 per 100,000 of population, more than 7
times the national average (10.1) and so at variance with
the experiences of states such as Maine or New Hamp-
shire (1.7 and 2.3, respectively) where suicides were
above average, as to render Zimmerman’s comparisons
irrelevant. And it gets even worse. In 1992, the abortion

rate per 1,000 women aged 15-44 years nationally was
25.9. In the nation’s capital, it was 138.4, over five
times the national rate and three times the rate of its
nearest statistical neighbor, New York (46.2).2

Contrary to Zimmerman’s assertions, what these data
might suggest is that massive government spending in
the nation’s capital has sustained a welfare hellhole
where babies die or are denied birth with appalling
frequency and where adolescents and adults murder
each other before they have the chance to commit sui-
cide.

On the other hand, government spending may have
promoted “social integration” of a sort. For example,
entitlements and means tested programs have undeni-
ably fostered the proliferation of special interest groups
of many stripes, as well as the assertion of any number
of group rights. Whether group identity or solidarity per
se — and most especially that sanctioned by the state —
necessarily contributes to the social good either here or
elsewhere, however, is highly debatable (Hitler’s Brown
Shirts and Mao’s Red Guards come to mind as extreme
examples). The Founding Fathers, who dubbed such
relations “faction” and sought to minimize their effects
through constitutional arrangements, thought otherwise.

Durkheim notwithstanding, throughout history a prin-
cipal role of state institutions has been as instruments of
repression and death, even though they invariably were
touted as necessary agents of social progress. And re-
cent experience suggests that they need not necessarily
assume the cast of the inquisitions, concentration camps,
gulags, or any of their more obviously sinister forms that
have darkened the past in order to wreak their havoc.
Rather, they may appear in the most benevolent guises,
possibly including social security, “free” health care,
and the panoply of social programs, including some
environmental initiatives, that comprise the institutional
apparatus of today’s state.

Interestingly, Professor Zimmerman’s research report-
edly shows that “white males have a higher suicide rate
than any other group.” Uh huh.

1See The Chronicle of Higher Education, November 15, 1996,
p. A22, “Research Notes.”  The results cited are to be included
in a forthcoming edition of Shirley L. Zimmerman, Family Poli-
cies and Well Being (Sage Publications).

2Data cited are from the Statistical Abstract of the United States,
1996.

EXTRA! EXTRA! BIG GOVERNMENT PREVENTS SUICIDES!

(Don’t Ask How)

tively higher-priced items in consumption
or for improvements in quality.

This finding has wide-ranging impli-
cations for our perceptions of the recent
trends of, among other things, productiv-
ity and economic growth, both of which
would be estimated to have been higher
than has been previously reported if a
lower estimate of price inflation were used
to deflate the current-dollar data.

However, where over-estimates of

price inflation affect actual payments,
there are “real world” implications beyond
perceptions, analysis, and debate. For ex-
ample, the Congressional Budget office
now estimates that the total projected Fed-
eral budget deficits over the next five years
would be about $130 billion less if the
projected indexed changes (based on the
CPI) in pensions and tax brackets were
reduced by 1 percentage point per year.
The “savings” would be about equally di-

vided between lower pension payments
and higher tax receipts.

We believe that the Commission’s
findings are generally well grounded.
However, it should be noted that even if
analysts could agree that an estimate of
changes in “the cost of living” is accu-
rate, such accuracy would only apply to a
particular hypothetical household of un-
changing income, age and composition.
Indexing would still leave some over com-
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Now that the elections are over, the
politicians in Washington are turning their
attention to legislative proposals for 1997.
A primary issue will be the Federal bud-
get. The budget for fiscal year 1997 (which
began October 1) is already in place, and
fiscal 1998 does not begin until next Oc-
tober, but President Clinton must submit
a budget plan by February. The
Administration’s proposal will set the
stage for debate, analysis, and counter pro-
posals from Republicans.

Like previous budget proposals, the
President’s plan will cover more than fis-
cal (FY) 97. It probably will extend to
2002, because that is the year by which
both Democrats and Republicans have
pledged to balance the budget. The law
does not require that a multi-year
plan be submitted, and in the end
Congress will appropriate funds only
for the next fiscal year, but it is un-
derstandable that debate focusses on
multi-year plans. On the one hand, a
multi-year budget allows proposed
changes to be phased in gradually,
allowing for smoother adjustments.
On the other hand, it also allows
policymakers to postpone tough
policy choices to future years when
they are subject to revision and may
never be implemented. Whatever the
reason, the use of multi-year budget
plans probably suggests to many
people that policymakers can esti-
mate fairly accurately what Govern-
ment receipts, outlays, and the defi-
cit will be over, say, the next 5 years,
at least if their plan is adopted. In
fact, there is little basis for such con-
fidence. Federal budget forecasts
covering periods of a few months
often are off by many billions of
dollars.

WHICH WAY FOR THE DEFICIT?

The Federal deficit decreased to $107 billion in fiscal 1996, the

fourth consecutive year of decrease and substantially less than the

Administration had predicted. The major reason for the unexpectedly

small deficit was that tax receipts were higher than anticipated. The

Administration’s most recent budget estimates rely on revenues to

remain unusually high to achieve further reductions in the deficit.

The budget for FY96, which ended
September 30, is a case in point. In its
annual Mid-Session Review issued on July
31, 1995, the Clinton Office of Manage-
ment and Budget (OMB) estimated that
the budget deficit for the upcoming year
would be $163.8 billion. On March 19,
1996, when the OMB released President
Clinton’s budget proposal for the current
fiscal year, the deficit estimate for FY96
was revised downward to $145.6 billion.
This estimate should have been quite ac-
curate, given that the fiscal year was al-
ready half over.  Even taking into account
the prolonged budget negotiations and
partial government shutdowns last win-
ter, most of the budget was in place by
March. Finally, in its Mid-Session Review

issued on July 16, 1996, the OMB revised
its estimate further downward to $116.8
billion.

When FY96 finally came to a close,
the Treasury reported that outlays ex-
ceeded receipts by $107.3 billion. This
was $56.5 billion lower than the Presi-
dent estimated when the fiscal year be-
gan, and $38.3 billion lower than estimated
halfway through the year. It was $9.4 bil-
lion below the estimate issued just 3
months before the fiscal year ended.

The actual receipts and outlays by se-
lected categories for FY96 are shown in
the table below, along with the amounts
by which the various projections cited
above were over or under the actual
amounts. The major reason for the differ-
ence between the OMB’s estimates and
the actual results for 1996 is that total re-
ceipts were higher than expected. As
shown in the first column of the table,
receipts totaled $1.45 trillion. This was
$38.3 billion more than indicated by the
OMB in July 1995 (this difference is
shown in the second column), and $26
billion more than the estimate issued in
March 1996 (the third column).

Most of the unexpected addi-
tional revenue came from individual
income taxes.  It is not clear why
such taxes were $36.4 billion higher
than forecast a little over a year ago.
Aside from unexpectedly strong
economic growth, taxpayers may
have reported larger-than-expected
income from capital gains due to the
exceptional performance of the
stock market. This illustrates one
reason why budget forecasts are sub-
ject to large errors. To forecast rev-
enues, one must forecast how much
people will report in income from
capital gains. In turn, this requires
an estimate of how much assets are
likely to appreciate in the future.
Even using historical trends as a
guide, this is all but impossible to
do with reliable accuracy a year in
advance, let alone the 4 or 5 years
used in longer-term budget plans.

Another reason the deficit was
lower than expected was that out-
lays increased less than anticipated.

A History of the Fiscal 1996
Budget Deficit Estimates

(in billions)

FY 1996 –Over (Under) Estimate–

Receipts Actual 7/95 3/96 7/96

Indiv. Income Tax 656.4 -36.4 -25.5 -3.1
Soc. Sec. Tax 509.4 -2.8 -1.9 -1.1
Corp. Income Tax 171.8 -7.6 -4.7 -1.1
All Other 115.1 8.8 6.2 5.9

Outlays

Social Security 375.2 5.2 2.0 1.5
HHS 319.8 5.1 7.6 4.7
Defense 285.8 -4.3 0.8 1.3
Net Interest 245.9 7.5 1.1 1.0
Agriculture 54.3 2.0 0.5 2.2
Transportation 38.8 -1.3 0.2 1.0
Veterans 36.9 0.8 0.7 0.8
Labor 32.5 1.3 1.9 1.4
Education 29.9 0.4 0.5 0.3
Other Agencies 8.6 4.3 0.6 4.6
All Other    132.3   -2.7   -3.7 -8.8

Total Outlays 1,560.1 18.4 12.3 10.0

Less: Receipts 1,452.8 -38.1 -26.0 0.6

    Deficit 107.3 56.5 38.3 9.4

pensated and others under compensated
for price inflation.

The fact of the matter is that, because
the data are compiled by an executive
agency, the President could simply order a
change in the way the CPI is calculated.
Similarly, the Congress could legislate a
change in the method of indexing payments.

However, neither of these possibilities
seems likely. Opposition to a change that

would in any way curtail pensions or in-
crease taxes (no matter how sensible in
economic terms) is already building
among an unlikely alliance of advocates
for the elderly and anti-tax groups.

Moreover, politicians who are well
aware of widespread distrust among vot-
ers do not want to be seen as “cooking the
books.” Rep. Gephardt, the Democratic
leader, reportedly has come out in oppo-

sition to any deal to change the CPI be-
tween the Administration and the Repub-
lican leadership (even before such a deal
has been proposed), asserting that the mat-
ter should be left to the professionals in
the Bureau of Labor Statistics. This senti-
ment has been widely echoed in Congress.

What this means is, of course, that face-
less and unelected bureaucrats will have
even more of our future in their hands. ❑
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PRICE OF GOLD

1994 1995 —— 1996 ——
Dec. 8 Dec. 7 Nov. 29 Dec. 5

Final fixing in London $376.20 $387.80 $371.30 $369.00

Interest payments on the public debt were
lower than expected, partly because short-
term rates were lower than the OMB pre-
dicted. (In the table these interest pay-
ments are shown net of the interest paid
to the Social Security trust funds and other
government trust funds, which is entered
elsewhere as an offsetting receipt in the
government’s books). The OMB also
overestimated outlays by the Department
of Health and Human Services (HHS),
which oversees Medicare and Medicaid.
These health programs grew less than pre-
dicted apparently due to slower-than-ex-
pected increases in medical care prices
and the shift toward managed health care
plans. Outlays for Social Security also in-
creased less than predicted.

With the exception of defense, the
OMB overestimated spending by most
Government departments and agencies in
all of its forecasts for FY96. This is not
unusual. The Administration has planned
to spend more than it actually has every
year since President Clinton took office.

The Latest Forecast

Despite all the talk of balanced bud-
gets, the Administration predicted in its
most recent forecast (issued in July) that
the deficit would actually increase during
the fiscal year now in progress, to $126
billion. However, after that the deficit is
estimated to decrease, and the budget is
expected to show a surplus of $26 billion
by 2001 and $61 billion in 2002. These
figures are likely to change when the Ad-
ministration releases a new budget fore-
cast in the next few months. Not only are
the economic assumptions likely to
change, but the Administration presum-
ably will revise its figures to reflect all
the tax breaks proposed during the elec-
tion campaign. Its reported intention is to
propose additional spending to reduce the
impact of the welfare reform enacted ear-
lier this year, and other policy proposals.
Even so, the revised estimates are likely
to show the same broad trend as the cur-
rent estimates, with the deficit being elimi-
nated during the next 5 years.

For this to happen according to the
Administration’s likely plan, however, a
number of unusual things would have to
happen. To achieve a balanced budget by
2002, using the estimates released last
July, the Administration predicted that
government outlays would decrease
steadily as a percentage of GDP. As shown
in the accompanying chart, outlays have
trended downward in relation to GDP
since the late 1980s, aside from a reces-
sion-related increase a few years ago. They
are now roughly the same percentage of
GDP that they were in the late 1970s. This
reduction in relative spending reflects not

Chart 1
Federal Deficit

as a Percentage of GDP

Chart 2
Federal Receipts
and Outlays as
Percentages of GDP

Source for Charts 1 and 2: Office of Management and
Budget, Treasury Dept., Commerce Dept.
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only the continued growth in
the economy, but some ex-
ceptional factors.

For example, the Govern-
ment bailout of the savings
and loans was actually a
source of revenue in the past
few years, as the assets of
failed thrifts were sold off.
But it is almost completed and
can be expected to fade from
the fiscal picture. Defense
spending has decreased
sharply. For the first time in
American history, it is no
longer the single largest gov-
ernment outlay, and it is now
smaller, relative to GDP, than
at any time since before
World War II. It probably will
not be cut much further. This
leaves interest payments,
which are not a discretionary
outlay, and domestic spend-
ing. In short, it will be diffi-
cult to achieve further reduc-
tions in overall spending
without restraining the
growth of the social programs
that now dominate the bud-
get. The largest of these are
the age-based entitlements
that few in Washington are
willing to touch.

The Administration also is hoping that
revenues will remain exceptionally high.
In contrast to spending, Federal receipts
have fluctuated in a narrow range in the
postwar era. They have averaged roughly
18 percent of GDP — slightly lower dur-
ing recessions, somewhat higher during
expansions. They have rarely exceeded
19 percent of GDP. They did so during
the Korean War; in 1969-70 when a sur-
tax was enacted to finance the Vietnam
War; and in the early 1980s due to accel-
erating price inflation that pushed taxpay-
ers into higher tax brackets (a process that
was largely stopped by the Tax Reform of
1986, which indexed the tax brackets).

Given this history, it is notable that
receipts increased to 19.4 percent of GDP
in FY96. This is a preliminary figure that
is subject to revision as more complete
GDP data become available. If it stands

up, however, it would mean that Federal
receipts are at the upper end of their his-
torical range. In the past, they have reached
similar levels relative to GDP only when
the economy was overheated and heading
for recession.

In short, achieving further deficit re-
duction by maintaining revenues at their
current percentage of GDP would require
that they remain at a level that has never
been sustained for more than a few years.
Yet according to the OMB’s most recent
forecast, this is what the Clinton Admin-
istration predicts will happen. The OMB
expects receipts to remain above 19 per-
cent of GDP for the next 5 years.  In light
of postwar fiscal and economic history,
this is a very optimistic assumption. Per-
haps the revised budget forecast that the
OMB is now working on will be more
realistic. ❑


