ECONOMICS

Demand and Supply

by Brian Wesbury

HERE ARE TWO TYPES OF ECONOMISTS—make that
two types of people—in the world: demand-siders
and supply-siders. What’s interesting about the
two is that they think in vastly different ways
about life and human interaction.

This is not a bumper-sticker difference in ideol-
ogy. Supply-siders do not walk around saying, “Cut
taxes and watch prosperity trickle down.” And
demand-siders do not defend government spending
no matter what. They could say these things, but their
differences are much bigger and deeper than this.

Demand-siders tend to be pessimistic, fret about
greed, worry about leaving people behind, see every-
thing as win-lose, and worry about running out of
resources. They believe government can fix all of these
issues. Supply-siders tend to be optimistic, get excited
about others’ achievements, have faith that people
can succeed, and believe things can always get better.
They believe government often impedes success.

Some of these thought patterns have been subtly
shaped by the ideas of dead economists and philoso-
phers. But much of the difference in these two types
of people derives from human nature. For example,
it doesn’t take an intellectual to stir up fear about
running out of resources. It’s a normal human worry.
It’s another matter, however, when economists and
politicians take these ideas and extrapolate them
into all kinds of economic theories and government
policies.

In fact, the economic policy-maker-in-chief,
President Barack Obama, and his economic team
are clearly demand-siders. They talk of catastrophe,
and running out of energy or clean air. And they
claim that the only way to save the U.S. economy is
for the government to spend money, because the
people who earn it either can’t or won’t. This is a
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demand-side response, and is famously tied to John
Maynard Keynes. »

Demand-siders look at the world as if it were one
giant treadmill of materialism. No wonder they are
often so glum. If people stop spending, if people hold
back, then the economy is in trouble. It’s all about
buying things, getting things, having things.

This is where our nation’s church pastors enter
the fray. They often complain about capitalism
because it supposedly encourages people to take
their eyes off God and keep them on material things.
And if you believe in the demand-side view of the
world, it’s easy to believe that materialism makes the
world go round.

What’s interesting here is that no matter how
much people complain about materialism and greed,
when the economy gets in trouble, the first thing
demand-siders want to do is stimulate demand. And
in order to do this, they take resources from one
group and increase government spending or turn
right around and give that money to someone they
think will spend it.

If people are buying fewer houses, the govern-
ment thinks lowering the prices by forcing banks to
lower the amount owed or to lower mortgage rates
will boost economic activity. But as Milton Friedman
said, “There is no such thing as a free lunch.” If we
need government to move in with all guns blazing to
artificially lower mortgage rates, then someone will
pay. Mortgage holders may pay less today, but the
lenders will pay a price in the future.

While demand-siders think that stimulating
demand by taking from one group and giving to
another group is a wise policy, they paradoxically
also have a zero-sum view of the world. They think
that when the rich get richer, the poor get poorer, but




BRIAN WESBURY

also think that taxing the rich more makes everyone
better off. They don’t believe that when the poor get
richer, the rich get poorer.

President Obama’s economic team assumes
raising taxes will do nothing to the overall wealth of
the land because it’s all one big pot that needs to be
stirred. Some of President Obama’s advisers even
believe that redistributing wealth will accelerate
economic activity because lower-income people
spend more of their income. And since spending
(demand) makes the world go round, we will all be
better off if we spend more in total.

President Obama argues that, “with the private
sector so weakened by this recession, the federal
government is the only entity left with the resources
to jolt our economy back to life” Unfortunately,
the federal government gets those resources from
the private sector in the first place. So where is the
“jolt” to come from?

Zero-sum thinking does not end with money. It
is at the root of the arguments about resource scar-
city and renewable energy. What most people don’t
realize is that this argument has been around for
hundreds of years (if not longer). As far back as 1789,
Thomas Malthus fretted that there were too many
people in the world and not enough food. In 1979,
President Carter told the world that we were run-
ning out of oil. This makes sense if you only think
about buying things instead of producing things.

Supply-siders do not think this way. In fact, deep
down, even though many of them won’t admit it,
supply-siders think about things the way our pastors
should. After all, pastors tell us that God created
human beings in His image. They also tell us that
God is a creator. God is not a consumer. So, in reality,
our human interaction on an economic level is not
about the treadmill of materialism; it’s about the fire
of invention, innovation, and creativity.

In the supply-side world, shortages are a call for
innovation. Malthus was wrong because he did not
account for technological advances in agriculture.
Carter was wrong too: the world did not run out of oil
when he thought it would. Nor did the lights go out
when society ran low on whale blubber. And the most
powerful economic force of the past 35 years has
been the computer chip, which in essence is made
from sand. In other words, human beings have cre-
ated “something out of nothing.”

Supply-siders get excited about the future and
remain mostly optimistic because they believe in
human ingenuity. They look for ways to encourage

risk-taking, wonder where the next invention will
come from, and believe that opportunity is endless.
What the Austrian economist Joseph Schumpeter

.described as “creative destruction” is the process of

economic advancement.

No supply-sider I know enjoys watching people
lose their jobs or witnessing industries wither. How-
ever, supply-siders know that it is inevitable. More-
over, theyknowthat the more governmentintervenes
in the process, the longer the pain will last. There
may be an argument for spreading the cost of some
economic losses across society as a whole, but the
important thing to remember is that this does not
erase the loss; it just shifts cost onto unsuspecting
people who had nothing to do with causing the lossin
the first place.

And this gets to the root of the matter. As
demand-siders run around trying to find ways to
support the housing sector, the auto sector, news-
papers, and banks, it is supply-siders who remind
them that all this spending must come from some-
where. Every dollar that is shifted by government
from one sector of the economy to another has a cost.
The true price of that redistribution—a loss of entre-
preneurial zeal—may not be seen for decades, but it
will harm the economy in the long run.

One more thing. Demand-siders believe in
central control because they have an “add-em-up”
view of economic output. What this means is that
demand-siders look at the economy as a combina-
tion of spending on all the different things people
buy. Supply-siders don’t look at things this way.
Supply-siders think about all the things people pro-
duce and attempt to measure how new inventions
will raise productivity.

In the end, supply-siders have faith in individu-
als, especially in times of crisis, while demand-siders
have faith in government. Think about this for a
minute. If you wanted to find gold in the hills of
California, would you send out the 101st Airborne
to march around in formation and dig in unison,
or would you send out 20,000 scruffy, hard-living,
independent, and free-wheeling miners? If you are
a supply-sider you believe in the scruffy guys, if
you are a demand-sider you want the Army. Which
side do you want to be on? Which side is more likely
to succeed? ®

Brian Wesbury is chief economist for First Trust Port-
folios, L.P. and The American Spectator’s economics
editor.
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National Prayer Bazaar

by Jonathan Aitken

MERICA’S NATIONAL PRAYER BREAKFAST has a prob-
lem. It is in danger of becoming an empty social
ritual rather than a meaningful spiritual event.
As areasonably regular attendee at the NPB
for several years, your High Spirits columnist is
sad about the decline in its standards and sorry to be
firing these warning shots of criticism across its
bows. But before this historic gathering drifts fur-
ther toward being just another secular convention
with a dash of prayer added, its mission needs to be
reexamined and its course re-chartered.

The origins of the NPB go back to the Great
Depression, when 19 leading businessmen in Seattle
met to pray over breakfast for the poor and unem-
ployed of their community. The idea, inspired by
the meal cooked by Jesus on the shore of the Sea of
Tiberias as described in John 21, spread to other
cities. In 1942 breakfast prayer groups were founded
in the U.S. Senate and House of Representatives.
Eleven years later President Eisenhower asked the
senators if he could join them. That was the birth of
what is now called the National Prayer Breakfast.

The great generation of the Eisenhower era were
God-fearing people, rooted in faith, raised in hard
times, and tested in war. Those traditions died slow-
ly, but even so no president since 1953 has dared
to miss the NPB, although some must have longed to
strike it from their calendars. Bill Clinton looked
a most bedraggled lion thrown to the Christians
when he had to attend at the height of the lurid alle-
gations about his most un-Churchillian use of cigars
with Monica Lewinsky. Another unrepentant White
House sinner was Richard Nixon during Watergate.
He declared that he would prefer to spend a couple of
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hours in the dentist’s chair without an anaesthetic
rather than to go and pray in public at this event—but
in the end he went. February 5, 2009, saw the 57th
NPB, and President Obama was dutifully on parade.
But he too looked and sounded as though he would
rather have been somewhere else.

The NPB’s modern weakness lies in its success.
It has become the worldliest of events, a see-and-be-
seen extravaganzawith a Cecil B. DeMille-sized cast
of 4,000 extras featuring major donors and minor
diplomats. The latter now far outnumber members
of Congress. This seemed to be a matter of pride for
the organizers, who kept referring to this great infer-
national breakfast.

Too much internationalization can bring its
problems, for there were moments when the pro-
ceedings seemed to have turned into a diplomatic
networking exercise for B-list embassies. The NPB
co-chairman, Rep. Vernon Ehlers of Michigan, had
such difficulty making himself heard above the
hubbub that he needed the apocryphal advice once
given by a cathedral verger to a preacher: “You’ll
have to speak up, sir, in this church the agnostics are
something dreadful.” When Rep. Ehlers eventually
became audible he complained, “Obviously some
people here are not aware of our spiritual traditions.”
By this he meant that about a quarter of the break-
fasters at this feeding of the four thousand began
tucking into their croissants without waiting for a
blessing. Other little breaches of protocol included
an African ambassador who took multiple calls on
his cell phone during the Scripture readings, a politi-
cian from Laos who fell asleep while the opening
hymn was being sung, and a table full of Central




