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t's a little ironic that George W. Bush chose to screen the movie "Thirteen Days" at the White House for members of the Kennedy family recently. In the film, a dramatized account of the Cuban missile crisis, President John F. Kennedy makes every effort to avoid frightening the American people into a panicky response to the threat of missiles just off the coast.

But President Bush and Vice President Dick Cheney have not hesitated to take the opposite approach when it comes to the economy. With deceptively mild demeanors, they are warning about the possibility of an imminent recession as a way to sell their tax-cut package to the nation.

And the tactics are working. Now the Democrats are also clamoring for substantial tax cuts, if tilted more toward the middle class and poor than the wealthy.

Unfortunately, even if you believe some stimulus is needed, as I do, the result of these tactics will be poor economic policy no matter what the final compromise is.

There are three confusing issues. First, contrary to some claims, fiscal stimulus can work. But it has to be applied soon.

"The financial press has got it all messed up by claiming that the Fed can do it all," says Lawrence Klein of the University of Pennsylvania, a winner of the Nobel in economic science. He thinks monetary and fiscal policies have always worked best in tandem and favors a cut in taxes as insurance against a steep recession.

Moreover, Professor Klein thinks that fiscal stimulus can have a quick impact on the economy. "Just reduce the withholding rates," he says.

But the Bush tax package is not the best way to accomplish this. It largely benefits the wealthy who mostly save rather than spend the extra money. Even if Bush pushes more of the tax cut into the first year and promises to make it retroactive to Jan. 1, the complex tax package will inevitably be bogged down in Congress at least through the summer, delaying any stimulus until after the bill is signed. 

The second area of confusion is how tax cuts actually stimulate the economy. Traditional Keynesians believe that a cut in taxes stokes the economy by simply putting money in people's pockets. Such stimulus is temporary by definition.

To its supporters, though, the justification for the large Bush tax cut over 10 years is that it increases incentives to work and invest. The Bush administration would reduce the top rate of 39.6 percent to 33 percent, for example. But history strongly suggests that such incentives are modest at best and are usually overwhelmed by other factors.

There has been little relationship across history between levels of taxes and growth rates in advanced nations. In the post- World-War-II period, the American economy, for example, did best in the 1950's and 1960's when the maximum tax rate on some forms of income was as high as 90 percent, reduced to a still-high 70 percent in 1964.

Mr. Bush can find little support for his point of view in President Ronald Reagan's record, either. Maximum tax rates were reduced from 70 to 50 percent and eventually to 28 percent. But despite a few years of rapid growth after the harsh 1982 recession, productivity growth on balance failed to improve and savings rates fell in the Reagan years.

A study of the work habits of the well-off in a new book of essays on tax policies, "Does Atlas Shrug?" edited by Joel B. Slemrod (Russell Sage and Harvard University Press, 2000), reinforces this argument. Robert A. Moffitt and Mark Wilhelm, economists at Johns Hopkins University and Indiana University, found that high-income men did not work more hours in response to the especially generous tax cuts in the 1980's. 

There is always a counterargument to such findings, of course, and economists like Martin Feldstein of the National Bureau of Economic Research and Lawrence Lindsey, President Bush's top economic adviser, have argued that well-off Americans were motivated to raise their incomes in these years by adopting strategies other than working more.

Such arguments do not withstand closer scrutiny, either. Austan Goolsbee, an economist at the free-market-oriented University of Chicago and a colleague of Mr. Feldstein at the economic research bureau, reports in "Does Atlas Shrug?" that incomes rose in the 1980's for high-income Americans for reasons distinct from tax incentives. 

The third issue is the most important. For all the talk about recession and returning the budget surplus to taxpayers, the Bush tax cut is about what kind of government, and indeed what kind of society, Americans want. If income tax rates are cut significantly, draining potential revenues that could be applied to overcoming national problems, they will be very difficult to restore.

In fact, America has only imposed serious income tax levies in times of crisis ?the Civil War, World War I and World War II. Even the relatively modest tax increases of 1990 and 1993 were undertaken only after years of towering budget deficits.

Once peace was won, tax rates were invariably reduced and usually sharply. Before these reductions, however, the high taxes enabled the federal government to invest in internal improvements like highways and in social programs like unemployment insurance. This pattern of taxing to fight war and then using the revenue after the war for social spending goes back to the War of 1812.

Are rates too high today? Big budget surpluses are certainly not a reliable indicator of this. The economy may well have just passed its cyclical peak, so growth in tax revenue may also have peaked. And a great deal of today's revenue is from capital gains earned in the soaring stock market. This source of tax revenue will soon dry up.

But the main question is whether the American people think the federal government is doing all that they want done. The Bush proposal, by cutting future tax revenue, reduces the potential for the government to invest in education, health care, day care, technological research and the military, not to mention to ensure the future of Social Security and Medicare.

The Bush tax package, then, is really about reducing the size of government, not about responding to the threat of recession. The best way to stimulate the economy is through a temporary tax cut, or a rebate, that does not undermine the nation's long- term capacity to raise tax revenue to pay its way, make life better or simply avoid big deficits.

If confounding the public to achieve one's agenda is good politics, then President Bush deserves congratulations. Meantime, the Democrats, full of sound and fury, are essentially humming a pretty similar tune.

