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Executive Summary

One of government’s biggest challenges is to develop policies that raise the standard of living in a
society without creating large income gaps between the rich and poor. But to a great extent, raising living
standards and redistributing income are mutually exclusive goals.

Up to some level, government can contribute to economic growth by building infrastructure,
expanding educational opportunities, and providing for national defense and public health. Beyond these
activities, however, government intervention in market outcomes tends to be about income redistribu-
tion. Taxation reduces incentives to work, save and invest. If tax revenue is merely redistributed from
some people to others, rather than spent on raising productive potential, the net consequence will be lower
national income.

This study examines the effect of economic freedom on economic growth and income inequality.
It also examines the trade-off between income inequality and economic growth. It includes data for 26
advanced countries, including some newly industrializing Asian nations.

It measures economic freedom by constructing an index based on 10 components of government
policy, including the share of government-owned enterprises in the economy and the top marginal tax
rates. Income inequality is measured as market-based income, as represented by a Gini coefficient, which
ranges from 0 (meaning everybody has the exactly the same income) to 1 (meaning one person has all the
income). Economic growth is defined as the real growth in per capita gross domestic product (GDP) in
U.S. dollars.

All else equal, the central findings are:
® Freer economies enjoy higher rates of economic growth than less free ones.

@ Freer economies are more equal economies; economic freedom reduces inequality by
increasing the share of market income going to the poor and lowering the share going to the
rich.

Economic growth increases income inequality, but the effect is small.

® Overall, the increase in inequality from economic growth is outweighed by the reduction in
inequality caused by greater economic freedom — creating a net benefit to lower income
groups.
Conversely, nations in which the government more aggressively redistributes income have sig-
nificantly lower rates of economic growth. In the long run, this income redistribution hurts the poor. For
example, among the countries analyzed in this study:

® Lowering a country’s Gini coefficient by 0.01 would require reducing the income share of the
rich by 0.6 percent and redistributing it to others.

® However, this would lower the economic growth rate by 1.6 percentage points (from 2.3
percent to 0.7 percent).

® With the transfer, but a lower growth rate, average household income in the lowest group
would reach only $8,050 after 25 years, instead of the $10,320 that would be achieved without
the transfer.

This study confirms that a relatively free market with a limited role for government will, over time,
produce the greatest economic benefits for the lowest income earners.

The higher income brought about by economic growth ultimately raises the incomes of low-in-
come households more than an increase in the equality of incomes brought about by a redistribution of
income.



“Economic freedom promotes
economic growth.”
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Introduction!

Perhaps the single most important political question of the past century
has been how to construct government policy so that the standard of living
rises and all income classes benefit from increased prosperity. This debate
remains with us today. The political parties of the right and left (or center-
right and center-left) are separated by their respective emphasis on government
programs and policies that promote economic growth or those that redistribute
income among citizens. To a great degree, raising living standards and redis-
tributing income are mutually exclusive goals.

Promoting economic growth predominantly entails government get-
ting out of the way of personal decision-making and free market activity and
exchange. Yet government can contribute to economic growth by providing
infrastructure, expanding educational opportunities, protecting property and
contracts, and providing for national defense and public health. Economic
growth requires a fiscal state of some size and perhaps some intervention in
market outcomes where market failure occurs.?

Such activities, up to some level, are growth-promoting. However,
beyond a certain size, taxation, transfers and subsidies and other market
interventions are about income redistribution. These political interventions
have a price. As economist Arthur Okun pointed out long ago, transfers are
made with a “leaky bucket” — a loss of national output arising from income
distribution.® This trade-off between economic growth and income inequality,
and the link to the amount of government intervention in market outcomes is
widely understood by both economists and politicians.

A History of Economic Freedom. Throughout the last two centuries,
economists and politicians on both sides of the Atlantic have struggled with
the question of how much government intervention is required to balance the
trade-off between economic growth and income inequality.

In the 19th century, thanks largely to Adam Smith, the English econo-
my was freed of massive state control. England adopted free trade and a gen-
eral policy of benign neglect of the economy. The Industrial Revolution led to
the movement of peasants from the countryside to the cities and the Dicken-
sian squalor of factory and urban life.

Before 1850 an Englishman or an American could expect to be dead
before age 40, but by the early 1900s he could expect to live past age 50. The
longer life span was in large part due to public measures like conveying po-
table water to the cities, garbage pickup and sewage disposal. But the increase
in life expectancy was also due to the rising standard of living brought about
by economic growth.*



2 The National Center for Policy Analysis

“Governments transfer
money from rich to poor to
reduce inequality.”

The Introduction of the Progressive Income Tax. With economic
freedom and economic growth, the gap between the rich and poor widened,
and was filled by a growing middle class. Because the middle class became so
numerous, it became feasible to do something about the less fortunate.> In the
mid-19th century England introduced the progressive income tax. Although
there had been pressure from populists and progressives in the United States,
the first income tax was not introduced until the U.S. Civil War.¢

The Socialist Influence. Concern for income inequality rose with the
socialists, who became active in France, Germany and England in the second
half of the 19th century. Ultimately, to one degree or another, the political par-
ties of the left adopted much of the agenda of the socialists. (For example, the
British Labor party is a democratic socialist party, as are most of the leftist par-
ties in Europe.) Their schemes, which took decades to implement and which
remain with us today, included progressive (often punitive) taxation, public
welfare plans and subsidies, and state-provided housing, schooling and medi-
cal care. The socialists also promoted protectionism and state ownership of
natural monopolies, failing industries, the commanding heights of the econo-
my (for example, steel, automobiles, mining and transportation) and so on.’

Government Intervention at Work. Most societies, ours included,
do not like the distribution of income that occurs in free-market economies.
There are too many poor, and the rich have too much wealth. The justifica-
tion for market intervention and income redistribution by the state is that the
gap between the haves and have-nots is too wide. Thus, over the decades,
governments in advanced nations have intervened in market outcomes deemed
politically and socially unacceptable by imposing high marginal tax rates,
estate taxes, minimum wages or incomes policies; instituting worker rights to
job security and a variety of job benefits; creating social security, Medicare or
state-run health services; and implementing price controls, regulations and a
variety of other policies and programs.

These interventions in market outcomes adversely aftect the efficiency
of the economy and lower the rate of economic growth. They do so by in-
troducing distortions into the economy and altering the incentives that af-
fect individual choice. Government programs and policies alter prices in the
economy, and hence alter the allocation of resources from their distribution to
the highest valued use that would occur in a free market to a distribution that
1s more politically and socially acceptable. This government-induced realloca-
tion of resources lowers the efficiency of the economy, and lowers the rate of
economic growth.

Economic Freedom at Work. In a free market, capital, labor, land,
entrepreneurial talent and so forth seek the highest returns possible from
employment at their highest valued uses. These returns are their remunera-
tions. In equilibrium, these factors of production earn an amount equal to the
value of the increment in output that they produce. When this equilibrium is
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reached, the economy is producing the maximum amount of output with its
scarce resources and existing technology.

A free market will produce its output most efficiently, and simultane-
ously there will be an income distribution associated with that efficient produc-
tion. In a free society, people are free to choose. They can stay in school or
drop out. They can take a job that requires hard work and effort, or one that is
less taxing and rewarding. They can save for an emergency or retirement, or
they can spend every dime they make. They can insure against risk, or gamble
with fate. All of these choices, and others, contribute to where they wind up in
the income distribution.

Using data for many advanced countries and for some newly industri-
alizing Asian nations, this paper examines the effect of economic freedom on
economic growth and on income distribution, as well as the trade-off between
economic growth and income inequality. [See the Appendix and Appendix
Table for model details.]

The Link Between Economic
Freedom and Economic Growth

Economic freedom is the right of individuals to engage in economic
activity free of government control and intervention. The best measure of

FIGURE 1
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“Increases in economic free-
dom are associated with less
income inequality.”
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economic freedom currently available is that provided by James Gwartney,
Robert Lawson and Walter Block.® They measure economic freedom on a
scale from 0 (worst) to 10 (best). Economic growth is defined as the real
growth rate in per capita gross domestic product (GDP) in U.S. dollars.

For the countries in the sample,’ the effect of a one-unit increase in
economic freedom (say, from 5.0 to 6.0) is an increase in the economic growth
rate of about one-quarter of a percentage point (for example, from 2.0 to 2.25
percent). Figure I shows the relationship between the index of economic free-
dom and the growth rate.

® The average growth rate among the countries in the sample is 2.3
percent, and the average value of the economic freedom index is
5.6.

® The range in the freedom measure among these countries is from
3.3t09.5, a spread of 6.2.

® This difference multiplied by a quarter of a percentage point in the
growth rate yields a predicted spread in the per capita growth rates
of 1.5 percentage points, which is a substantial difference.

Thus, differences in economic freedom greatly affect the rate of eco-
nomic progress among the nations of the developed world.



“Government transfers to
reduce inequality reduce
economic growth.”
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The Link between Economic
Freedom and Income Inequality

The most popular single measure of income inequality is the Gini coef-
ficient. The Gini coefficient measures the difference between the actual distri-
bution of income among the population and an equal distribution of income.
The Gini coefficient is bound between zero (a perfectly equal distribution of
income) and 1 (a perfectly unequal distribution of income). If the Gini is equal
to zero, everybody has exactly the same income. Ifthe Gini is equal to 1, one
person has all of the income and the rest of the population has none. Thus, the
higher the value of the Gini coefficient, the more income inequality in a soci-
ety.!” Figure II shows the relationship between economic freedom and income
inequality:

® The effect of a one-unit increase in economic freedom, holding the
economic growth variable constant, is to lower the Gini coefficient
by 0.012 points (say, from 0.35 to 0.338).

® This means that nations that have more economic freedom have a
more equal income distribution.

Multiplying the difference in the range of economic freedom among
these advanced and newly industrializing nations (6.2) by the decrease in the
Gini coefficient (0.012) results in a predicted spread in the Gini coefficient of
0.074 points. This is not terribly large, since the Gini coefficients among these
countries range from 0.23 to 0.58, a difference of 0.35.

The Trade-off between Economic
Growth and Income Inequality

It is widely believed that nations with high rates of economic growth
pay for this progress with more income inequality among their citizens. This
is true for the advanced countries studied here. The relationship is shown in
Figure I1I.

@ For the countries in the sample, the dispersion in the growth rates
is from -1.8 to 6.3 percent, a difference of 8.1; over this range in
growth rates, the predicted difference in the Gini coefficient is 0.05
(say, from 0.325 to 0.375).

® Estimation of the trade-off rate indicates that a one percentage point
increase in the growth rate is associated with an increase in the Gini
coefficient of about 0.006 (say, from 0.350 to 0.356).

® Another way of looking at this issue is to ask what a reduction in
income inequality costs; an improvement in the Gini of 0.01 costs
1.6 percent per year in per capita economic growth.
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“Economic growth slightly
increases income inequality.”
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Thus, higher rates of economic growth are paid for with small increases
in income inequality. But the increases are more than offset by the greater
effect of economic freedom on reducing inequality. Put differently, economic
freedom’s effect on increasing economic efficiency — allowing for greater
distribution of income — outweighs its effect on increasing inequality through
economic growth.

Economic Freedom and the Trade-off among Income Classes. A
disadvantage of the Gini measure is that there is no unique correspondence
between changes in the measure and the underlying income distribution. That
is, redistribution from the top to the middle or the middle to the bottom may
yield the same value of the Gini coefficient. Partly for this reason, but also be-
cause there is more information in the quintiles, the relationships using quintile
income shares as the dependent variable are examined."

What is of particular interest is the opposite effect of economic free-
dom and economic growth on the income shares of the high- and low-income
groups.

® Increases in economic freedom raise the income share of the poor
relative to that of the rich.

® Changes in economic freedom have no apparent effect on the
income share of the middle class.



“The net effect of increases
in economic freedom is less
inequality.”
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® Increases in economic freedom lower the share of the highest in-
come quintile.'?

For the advanced nations, an increase in economic freedom positively
affects the poorest income class and negatively affects the richest income
class, but has no effect on the middle class.

The effect of economic growth on income shares is just the opposite.
The poor experience a negative effect on their share of income from economic
growth, while the highest income quintile experiences a positive effect. The
effect of economic growth on the income share of the middle class is negative,
but it is not a very large effect.

These results are consistent with the finding of its effect on the Gini
coefficient, previously discussed. A one percentage-point change in the growth
rate was associated with an increase in the Gini coefficient of 0.006. A one-
point increase in the growth rate raises the share of income going to the highest
income quintile by 0.64 percentage points and, of course, lowers the share of
income going to the other income quintiles by an equivalent percentage.

Measuring Economic Progress. Given the trade-offs, what matters
more for a family’s economic progress — more equality in the distribution of
income or the higher income brought about by economic growth? While all
sorts of changes in the income distribution will alter the Gini measure, consid-
er the simple case of taking money from the rich (those in the highest income
quintile, or 20 percent) and giving it to the poor (those in the lowest income
quintile, or 20 percent). How much would the income share of the rich have to
decline, with that income given to the poor, to lower the Gini income inequal-
ity measure one point? The answer is roughly 0.6 percentage points (say, from
a share of 46.0 to 45.4 percent). In dollar terms:

® Using U.S. income data for 1987, a reduction of 0.6 percentage
points in the income share of the highest income quintile would
transfer $920 to each household in the lowest income quintile."

® This would raise the average annual income of those in the lowest
quintile from $5,842 to $6,762, but the price paid for this transfer
would be a lowering of the growth rate from 2.3 percent to 0.7
percent per annum.

In the long run, this reduction in growth would hurt the poor.

@ Without the transfer, the real annual income in the lowest quintile
would grow to $10,320 after a generation.

® With the transfer and the lower growth rate, average yearly house-
hold income for the poor would only reach $8,050 after 25 years.

In other words, poor households would be better off with a higher rate
of economic growth, even at the cost of a little more income inequality.
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“Economic freedom raises
the incomes of the poor more
than government transfers.”

Conclusion

Economic freedom increases the rate of economic growth in a na-
tion and improves the distribution of market income. In advanced countries,
economic freedom improves equity by increasing the share of market income
going to the lowest income quintile and lowering the share going to the highest
income quintile. The share of income going to the middle class appears to be
unaffected by the amount of economic freedom that exists.

Economic growth raises income inequality. It does so by shifting the
share of market income to the highest quintile, at the expense of the other
income quintiles. But the amount of increased income inequality is rather
small for substantial differences in growth rates across the sample of countries
used in this study. Thus, while the trade-off between equality and economic
growth is relatively modest, the trade-off between economic growth and equity
is large. Nations with more egalitarian distributions of market income have
lower rates of economic growth.

NOTE: Nothing written here should be construed as necessarily reflecting
the views of the National Center for Policy Analysis or as an attempt to aid
or hinder the passage of any bill before Congress.
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Notes

! Those readers interested in the more technical aspects of this paper should consult the Public Choice version. Based on the
paper by Gerald Scully, “Economic Freedom, Government Policy and the Trade-off Between Equity and Economic Growth,”
Public Choice, Vol. 113, 2002, pages 77-96.

2 Market failure is the concept that the solution produced by the market is non-optimal. Such matters include monopoly,
underinvestment or overinvestment in research and development, choice of the “wrong” technology, moral hazard in insurance
markets, adverse selection, information asymmetries among buyers and sellers and so on. Market failure does exist, but it is an
overrated concept, and one that is used as a justification for state intervention.

3 Arthur M. Okun, Equality and Efficiency (Washington, D.C.: Brookings Institution, 1975).

4 From an economist’s perspective, the Dark Ages (the period from the fall of Rome in the fifth century to well into the
Renaissance period) is a period of zero economic and social progress. Living standards and life expectancy (among other social
indicators) remained unchanged for a millennium.

5 Tt is well known by economists and politicians alike that taking from the rich to give to the poor does not get one very far in
the income redistribution game. Confiscating Bill Gates’ fortune and giving a pro rata share to every other American would not
buy a bag of groceries for each. The real money is in the middle class, because they are so numerous. That is why taxation and
government benefits are concentrated in the middle class.

¢ The income tax was removed after the Civil War, and was not imposed on individuals again until 1913.

7 British income taxation became so punitive after World War II that the tax rate exceeded 100 percent, thus requiring the
wealthy to liquidate assets to pay the income tax bill. In the United States, the highest marginal tax rates were 94 percent in
1944-45 and 92 percent in 1952-53. Following the Americans (Ronald Reagan) and British (Margaret Thatcher) in the 1980s,
many European nations cut their top marginal tax rates, but it is not uncommon that some still have maximum marginal rates of
about 60 percent on a relatively low earnings base.

8 James Gwartney, Robert Lawson and Walter Block, Economic Freedom of the World: 1975-1995 (Vancouver, B.C.: Fraser
Institute, 1996).

° The countries in the sample are Australia, Belgium, Canada, Denmark, Finland, France, West Germany, Greece, Hong Kong,
Ireland, Italy, Japan, South Korea, Malaysia, Mexico, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden,
Taiwan, Thailand, the United Kingdom and the United States.

19 The data on the Gini coefficients come from Klaus Deininger and Lyn Squire, “A new data set measuring income inequality,”
World Bank Economic Review, Vol.10, 1996, pages 565-91.

" An income quintile is the percentage share of income held by 20 percent of the population. The lowest income quintile is the
income share of the 20 percent with the lowest income; the highest income quintile is the income share of those with the most
income.

12 A similar finding of the effect of economic liberty on the share of income of the highest income quintile for 70 nations is
found in Gerald W. Scully, “Rights, Equity and Economic Efficiency,” Public Choice, Volume 68, 1991, pages 195-215.

13 Statistical Abstract of the United States 1990 (Washington, D.C.: U.S. Government Printing Office, 1990), page 449.
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APPENDIX

A model of the trade-off between income inequality and economic growth contains three compo-
nents. The first component is the link between the degree of economic freedom and the set of attributes
(mainly, policies that emerge in a political market) that constitute economic freedom in the equation
below.

FREE = (X))

Second, economic growth is modeled in a strictly neoclassical fashion. The growth in per capita
income is linked to the growth in per capita gross capital formation, the growth in per capita govern-
ment consumption, and to the degree of economic freedom present in the economy:

g, =h(g, g, FREE) [g,, g, X]
The coefficient of the economic freedom variable on the rate of economic growth measures the
impact of the metric of economic freedom on the growth rate. Its sign is expected to be positive (i.e.,
more economic freedom leads to a higher growth rate).!

Third, income inequality is measured by the Gini coefficient or by quintiles (income shares).
The equation contains two coefficients that are of interest. One is the coefficient of income inequal-
ity with respect to the measure of economic freedom. The slope is expected to be negative (that is, a
higher level of economic freedom is expected to lead to a lower level of inequality).? The other coeffi-
cient, which relates the effect of economic growth on income inequality, measures the trade-off between
inequality and economic growth. Its sign, naturally, is positive (that is, higher growth is associated with
greater income inequality).

EQ=m(D, FREE, g ) [D, X, g, g,]

As can be seen from the discussion of the specification of the model, it is a multi-equation model
with variables from one equation in the other equations. When this happens in modeling, it is known
as a simultaneity problem, and there are specific remedies for correcting the problem. These remedies
have been utilized here, so that the reported results are free of any simultaneity bias.

An alternative specification of the model, known as a reduced form model, drops the economic
freedom variable and incorporates the policy variables directly (see below):

g, = h(g,, g, X)) and
EQ=m(D, X, g)[D, X, g, g, X]
This approach is worthwhile for two reasons. First, the economic freedom measure is an ag-
gregated and a constructed variable. While it provides important insight into the empirical link between
economic freedom, growth and inequality, it is an aggregated variable which potentially hides much.

By proceeding to the policy instruments directly, it can be determined which ones, in a statistical sense,
importantly relate to economic growth and which ones relate to equity.

! The reasons are well known in the literature. In a free economy there are no long-term economic rents to be had; the larger
the share of government in the economy, the more resources are withdrawn from productive activity, at their opportunity
cost, and wasted in the political market in rent-seeking activity. Value-added in the government sector is widely held to be
lower than in the private sector. Regulatory activity sets prices in a political market, not at a level that maximizes income.
Incentive and distortionary effects arise when governments intervene in the market allocation of resources.

2 Partly, the reason is given in the previous note. Free societies actively encourage equal opportunity for all. Less-free
societies tend to allocate favor, resources, licenses, and so on to those groups that support the political regime.
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APPENDIX TABLE I

Statistics on Variables

Variable Mean St. Dev. Range
Gini 35 .07 23 - .58
qi .064 017
q2 A2 020
q3 17 023
q4 23 018
qs 42 066
INC 94 24
PERS .08 28
GROSS S5 S0
gy 023 .040
gk -.05 1.24
8o 038 054
FREE 5.6 1.4 3.3-95
SOE 5.2 2.1 2-10
TAX 2.8 2.6 0-10
BLACK 8.7 1.9 3-10
TRADE 7 .66 15-4.23
TS 14 092 .06 - .32
INFLAT .037 051 005 - 43
INVEST 5.2 3.0 0-10
GCONS .16 .05 .06 -.29
MONEY .65 48 0-1
BANK 54 50 0-1
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SOE = index (0 is worst, 10 is best) of government-owned enterprise as a share of the output of the
economy and government investment as a share of total investment. (The measure is a crude proxy for

government intervention in the market place as a whole, with a range from 2 to 10.)

TAX = index (scaled 0 to 10) that captures the degree of takings by government, and is based on the
top marginal tax rate and the threshold at which it applies. Countries with higher marginal tax rates that

apply to relatively low-income thresholds receive a low rating.

BLACK = index based on the difference between the official- and black-market exchange rate. Coun-
tries with freely convertible currencies have a rating of 10; countries where the black market premium is

50 percent or more have a rating of zero.
TRADE = the actual extent of foreign trade, measured as exports plus imports divided by GDP.

TS = transfers and subsidies as a percent of GDP, which captures the redistributive fiscal state on the

expenditure side.

INFLAT = a measure of unanticipated inflation (measured by the standard deviation of the country’s CPI

over 5 years).

INVEST = an index on the liberality toward foreign investment with a range from 0 (most restricted) to
10 (least restricted). Countries where domestic investments by foreigners and foreign investments by
citizens are unrestricted receive a rating of 10. Where government approval is required for both domes-

tic investment by foreigners and foreign investments by citizens a zero rating is given.
GCONS = government consumption as a share of GDP.

MONEY = dummy variable equal to 1, if residents are allowed to own foreign currency, and 0 other-

wise.

BANK = dummy variable equal to 1, if residents may maintain foreign bank accounts, and 0 otherwise.
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About the NCPA

The NCPA is a nonprofit, nonpartisan organization established in 1983. Its aim is to examine public poli-
cies in areas that have a significant impact on the lives of all Americans — retirement, health care, education, taxes,
the economy, the environment — and to propose innovative, market-driven solutions. The NCPA seeks to unleash
the power of ideas for positive change by identifying, encouraging and aggressively marketing the best scholarly
research.

Health Care Policy. The NCPA is probably best known for developing the concept of Health Savings
Accounts (HSAs), previously known as Medical Savings Accounts (MSAs). NCPA President John C. Goodman
is widely acknowledged (Wall Street Journal, WebMD and the National Journal) as the “Father of HSAs.” NCPA
research, public education and briefings for members of Congress and the White House staff helped lead Congress
to approve a pilot MSA program for small businesses and the self-employed in 1996 and to vote in 1997 to allow
Medicare beneficiaries to have MSAs. In 2003, as part of Medicare reform, Congress and the president made HSAs
available to all nonseniors, potentially revolutionizing the entire health care industry. Health Savings Accounts now
are potentially available to 250 million nonelderly Americans.

The NCPA outlined the concept of using federal tax credits to encourage private health insurance and
helped formulate bipartisan proposals in both the Senate and the House. The NCPA and Blue-Cross Blue-Shield of
Texas developed a plan to use money federal, state and local governments now spend on indigent health care to help
the poor purchase health insurance. The SPN Medicaid Exchange, an initiative of the NCPA for the State Policy
Network, is identifying and sharing the best ideas for health care reform with researchers and policymakers in every
state.

Taxes & Economic Growth. The NCPA helped shape the progrowth approach to tax policy during the
1990s. A package of tax cuts designed by the NCPA and the U.S. Chamber of Commerce in 1991 became the core
of the Contract with America in 1994. Three of the five proposals (capital gains tax cut, Roth IRA and eliminat-
ing the Social Security earnings penalty) became law. A fourth proposal — rolling back the tax on Social Security
benefits — passed the House of Representatives in summer 2002. The NCPA’s proposal for an across-the-board tax
cut became the centerpiece of President Bush’s tax cut proposals.

NCPA research demonstrates the benefits of shifting the tax burden on work and productive investment to
consumption. An NCPA study by Boston University economist Laurence Kotlikoff analyzed three versions of a
consumption tax: a flat tax, a value-added tax and a national sales tax. Based on this work, Dr. Goodman wrote a
full-page editorial for Forbes (“A Kinder, Gentler Flat Tax’’) advocating a version of the flat tax that is both progres-
sive and fair.

A major NCPA study, Wealth, Inheritance and the Estate Tax, completely undermines the claim by propo-
nents of the estate tax that it prevents the concentration of wealth in the hands of financial dynasties. Actually, the
contribution of inheritances to the distribution of wealth in the United States is surprisingly small. Senate Majority
Leader Bill Frist (R-TN) and Senator Jon Kyl (R-AZ) distributed a letter to their colleagues about the study. In his
letter, Sen. Frist said, “I hope this report will offer you a fresh perspective on the merits of this issue. Now is the
time for us to do something about the death tax.”

Retirement Reform. With a grant from the NCPA, economists at Texas A&M University developed a model
to evaluate the future of Social Security and Medicare, working under the direction of Thomas R. Saving, who for
years was one of two private-sector trustees of Social Security and Medicare.

The NCPA study Ten Steps to Baby Boomer Retirement shows that as 77 million baby boomers begin to
retire, the nation’s institutions are totally unprepared. Promises made under Social Security, Medicare and Medic-
aid are completely unfunded. Private sector institutions are not doing better — millions of workers are discovering



that their defined benefit pensions are unfunded and that employers are retrenching on post-retirement health care
promises.

Pension reforms signed into law include ideas to improve 401(k)s developed and proposed by the NCPA
and the Brookings Institution. Among the NCPA/Brookings 401(k) reforms are automatic enrollment of employees
into the companies’ 401(k) plans, automatic contribution rate increases so that as workers’ wages grow so do their
contributions, and stronger default investment options for workers who do not make an investment choice.

The NCPA'’s online Social Security calculator allows visitors to discover their expected taxes and benefits
and how much they would have accumulated had their taxes been invested privately.

Environment & Energy. The NCPA’s E-Team is one of the largest collections of energy and environmental
policy experts and scientists who believe that sound science, economic prosperity and protecting the environment
are compatible. The team seeks to correct misinformation and promote sensible solutions to energy and environ-
ment problems. A pathbreaking 2001 NCPA study showed that the costs of the Kyoto agreement to reduce carbon
emissions in developed countries would far exceed any benefits.

Educating the next generation. The NCPA’s Debate Central is the most comprehensive online site for free
information for 400,000 U.S. high school debaters. In 2006, the site drew more than one million hits per month.
Debate Central received the prestigious Templeton Freedom Prize for Student Outreach.

Promoting Ideas. NCPA studies, ideas and experts are quoted frequently in news stories nationwide.
Columns written by NCPA scholars appear regularly in national publications such as the Wall Street Journal, the
Washington Times, USA Today and many other major-market daily newspapers, as well as on radio talk shows, on
television public affairs programs, and in public policy newsletters. According to media figures from Burrelle’s,
more than 900,000 people daily read or hear about NCPA ideas and activities somewhere in the United States.

What Others Say About the NCPA

“The NCPA generates more analysis per dollar than any think tank in the country. It does
an amazingly good job of going out and finding the right things and talking about them in
intelligent ways.”” —Newt Gingrich, former Speaker of the U.S. House of Representatives
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“We know what works. It s what the NCPA talks about: limited government, economic
freedom;, things like health savings accounts. These things work, allowing people choices.
We 've seen how this created America.” —John Stossel, co-anchor ABC-TV's 20/20
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“I don't know of any organization in America that produces better ideas with less money
than the NCPA.” —Phil Gramm, former U.S. Senator
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“Thank you . . . for advocating such radical causes as balanced budgets, limited govern-
ment and tax reform, and to be able to try and bring power back to the people.” —Tommy
Thompson, former Secretary of Health and Human Services

The NCPA is a 501(c)(3) nonprofit public policy organization. We depend entirely on the financial support of individuals,
corporations and foundations that believe in private sector solutions to public policy problems. You can contribute to our
effort by mailing your donation to our Dallas headquarters or logging on to our Web site at www.ncpa.org and clicking “An
Invitation to Support Us.”



