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March 16, 2020 
 
Re:  Committee to Unleash Prosperity Coronavirus Statement 
 
 
Below is a draft of a statement formulated by The Committee to Unleash Prosperity.  The Committee 
will soon release a similar and final version of the statement to be authored jointly by Arthur Laffer, 
Stephen Moore and Steve Forbes. 
 
 
Congress is preparing a massive trillion dollar stimulus plan to combat the economic fallout from the 
Coronavirus, which could be substantial, though hopefully short-term in nature.  It is critically important 
that this plan do the most possible good for workers and businesses and also that it "do no harm." 
 
We recommend the following policy “dos and don’ts”.  The Federal Reserve and Treasury should: 
 

i.) Follow the advice of the famous 19th century monetary pundit Walter Bagehot:  
 

“In times of crisis, discount freely.” 
 

Crises, especially those that emanate from acts of nature, are frequently accompanied by 
severe liquidity issues for companies and industries which were under normal 
circumstances comfortably solvent, but now are especially hard-hit by the crisis.  Depending 
on the source of the crisis, which in our case was precipitated by the Coronavirus pandemic, 
there are usually a limited number of businesses and companies that bear an exceptional 
burden right at the onset.  In the current crisis, airlines, cruise ships, etc. have had the rug 
pulled out right from underneath them. 

 
Most of these companies were far, far from insolvent just before the crisis, but with the 
enormous short-term impact of the crisis on the cash flows of their businesses, find 
themselves without enough liquidity to meet their cash needs and no private sources of 
credit. 

 
If these companies were forced to have fire sales of their assets, their liquidity needs would 
rapidly morph into a solvency crisis leading to widespread bankruptcies.  The Federal 
Reserve and the Treasury should be empowered to lend directly (or provide federal loan 
guarantees) to these otherwise solvent enterprises (with collateral) to prevent a liquidity 
crisis from becoming a solvency crisis.  Both the Treasury and the Federal Reserve plus 
other lesser federal credit granting entities have the emergency authority to make direct 
loans and/or credit guarantees to do exactly what’s needed. 

 
As stated in 2009 by Paul Tucker, deputy director of the Bank of England and Bagehot 
devotee: 

 
“to avert panic, central banks should lend early and freely (ie without limit), 
to solvent firms, against good collateral, and at ‘high rates’.”1 

 

                                                           
1 Paul Tucker, Deputy Governor, Financial Stability, Bank of England, “The Repertoire of Official Sector Interventions in the 
Financial System: Last Resort Lending, Market-Making, and Capital,” Bank of Japan 2009 International Conference, May 27–28, 
2009. 
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The following is the advice of 17-year editor of the London Economist, Walter Bagehot.  In 
the quaint 1873 words of Walter Bagehot himself: 

 
“That at this rate these advances should be made on all good banking 
securities, and as largely as the public ask for them. The reason is plain. 
The object is to stay alarm, and nothing therefore should be done to cause 
alarm. But the way to cause alarm is to refuse some one who has good 
security to offer... No advances indeed need be made by which the Bank 
will ultimately lose. The amount of bad business in commercial countries is 
an infinitesimally small fraction of the whole business... The great majority, 
the majority to be protected, are the 'sound' people, the people who have 
good security to offer. If it is known that the Bank of England is freely 
advancing on what in ordinary times is reckoned a good security—on what 
is then commonly pledged and easily convertible—the alarm of the solvent 
merchants and bankers will be stayed. But if securities, really good and 
usually convertible, are refused by the Bank, the alarm will not abate, the 
other loans made will fail in obtaining their end, and the panic will become 
worse and worse.”2 

 
 

ii.) The U.S. Treasury and the President should declare a state of emergency to waive all 
federal payroll taxes (both employer and employee) from this day forward to the end of 
December 2020.  A temporary elimination of the payroll tax eliminates the need for 
government to pick winners and losers. 

 
By waiving both employer and employee contributions to Social Security and Medicare 
there are two very big effects.  Waiving payroll taxes for the employer, the out-of-pocket 
cost for an employee drops by some 7.65% thus making hiring employees and retention of 
employees a lot more attractive. 

 
In addition, for the employee the immediate after-tax compensation for the employee will 
increase by some 7.65% thus making employment a lot more attractive for employees.  
Employment and retention of employees should be greatly benefitted. 
 
By having a set termination date, there will be an enormous incentive for both workers and 
employers to pack as much employment as can be had into the nine months from today 
into the last day of December, which provides the short-term stimulus that President Trump 
and Congress are seeking. 
 
Think of the timing issue from an employer’s perspective.  If you knew the cost of labor was 
going to rise by 7.65% on January 1, 2021, how many more employees would you hire 
today?  The answer is a lot more. 
 
From the employee’s perspective, there’s an especially strong incentive for accelerating 
work effort.  The question that should be asked of the employee is if you knew your after-
tax wage was going to fall by 7.65% on January 1, 2021, how much more work would you 
be willing to supply today?  Again, the answer is a lot.  The total static budget scoring of a 
payroll tax holiday is roughly $750 billion.  The dynamic cost is one heckuva lot less. 
 
As opposed to more targeted tax cuts such as capital gains, it is important to realize that 
virtually every employee and employer in the country will be touched by the payroll tax 
holiday and the sums per employee and employer will be consequential.  Everyone should 

                                                           
2 Walter Bagehot, “Lombard Street: A Description of the Money Market,” New York: Charles Scribner’s Sons, 1873. 



Laffer Associates 

be grateful for the payroll tax cut, not just a select few.  If waiving the payroll tax doesn’t 
stop an economic freefall, nothing will. 

 
iii.) The static federal tax revenue shortfall of some $750 billion should be funded by the 

issuance of a package of long-term federal debt at current low, low interest rates (costing 
about $7.5 billion per annum for the next 30 years) and be called the American Fund to 
Unleash Prosperity. 

 
iv.) Under no circumstances should entitlement programs be expanded.  Government spending 

is taxation, and as of yet no one has ever found a way to tax an economy into prosperity.  It 
never makes sense to tax people who work and pay people not to work.  But in a crisis, as 
now exists, it has never been more important to rely on free markets to solve the problem. 

 
The abject failure of both “W’s” and Obama’s recovery packages of the Great Recession 
should stand as a firm warning of what not to do. 

 
In the words of President Ronald Reagan in the midst of the 1987 stock market crash, “Don’t 
just stand there.  Undo something.” 

 
 
Warmest Personal Regards, 
 
 
 
 
 
ABL 
 


