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Are Tax Cuts Good for America?

YES: Amity Shlaes, from The Greedy Hand: How Taxes Drive Americans
Crazy and What to Do About It (Random House, 1999)

NO: Paul Krugman, from “The Tax-Cut Con,” The New York Times
Magazine (September 14, 2003)

ISSUE SUMMARY

YES: Wall Street Journal editorial writer Amity Shlaes maintains
that the federal income tax is too high, too complex, and biased
against high-income earners who invest in economic growth.

NO: Economist Paul Krugman believes that the Bush tax cuts
increase economic inequality, contribute to a huge budget deficit,
and endanger the future of Medicare and Social Security.

wmimnmz Franklin is credited with having first said, “In this world nothing
is certain but death and taxes.” That does not mean that we have to look for-
ward to either one. When the colonists confronted the collection of taxes by
Great Britain, they proclaimed “No taxation without representation” and
moved toward revolution and the creation of the United States. .

In 1912 the Sixteenth Amendment to the Constitution was adopted,
enabling the federal government to levy taxes directly on income. The fol-
lowing year Congress adopted a graduated income tax, ranging from a
1 percent tax on individuals and businesses earning over $4,000 (most Amer-
icans did not earn that much) up to 6 percent on incomes over $500,000.
Since then, tax rates have gone up and down, but some measure of progres-
sivity—higher rates for higher incomes—has been retained. However, every
change in the tax code has produced new deductions, concessions, and loop-
holes that benefit some groups to the disadvantage of others, lengthen and
complicate the law, and stimulate a major tax-filing occupation for accoun-
tants and tax lawyers.

No one likes taxes, but upon reflection most Americans are likely to
agree with Supreme Court Justice Oliver Wendell Holmes, Jr., that “taxes are
what we pay for civilized society.” No other way has been devised to pay for
such essential services as public education, police and fire protection, roads
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0 and public transport, and the military defense of the nation. So the question

.« ot whether or not Americans should be taxed but how and how much.
s By the standards of other nations, American taxes are low. In fact, every
other mwacmﬁm_ nation has higher rates of taxation, except Japan, Mﬁo”nwﬂw
rate is about the same as that of the Ga.:.& States. Zmﬁﬁrm_m.mv . mno 0
appear to respond more favorably than n_an.ma of other nocnwa.mm HM %m ww o
als to lower taxes. When presidential nmsaamﬁ.m George wsm E_ %S mcw
«Read my lips: No new taxes,” he muumsnwa :._m H:.omwmnﬂm M_. M e _.o.nn u
when then-president Bush ran for reelection in 1992, his broken p:

i is defeat. .
nosQNMMMMm”M Mmoa% W. Bush secured the enactment of mcvmﬁ.wnnm_ g._x n:Mm
in 2001, 2002, and 2003. Bush argued that these would result in EzzH inves n
ments that would revive a declining economy after the end of mwm b.MEMn
boom of the 1990s. His critics maintained that the tax cuts were 0 m“nmnﬂ nws )
benefit only for the wealthiest Americans and blamed them, in part, for

ion’ “trillion dollar deficit. .
:»aow_.mmmwmh_wcm: sought the elimination, and mnEmed.a the mmacnnopﬁmm
the estate tax. The estate tax is imposed on the Es.mngwnmm _mMn cnﬂ ! e
wealthiest Americans. Opponents of this tax characterized it as a dea . mmx
that taxes for a second time money that had been taxed when it sz ini :E%
earned. Defenders of the tax argued that only a 35.: number of M M .Hom om
est Americans are subject to the tax, which would raise GEES& of billions of
dollars within two decades. Warren Buffett, the second s.me:mm.ﬁ amMmmMMomo
America (Bill Gates, founder of Microsoft, w.m .Em. first) commented: Al those
people who think that food stamps are debilitating and lead to a Q_M % w P
erty are the same ones who want to leave a ton of money to ,&m:. S. .

Almost all critics of federal taxation, apart from anarchists who ovvo.ﬂ
all government and extreme libertarians who .oEuomm m._Bo& all .mo<mMMMMMmm
acknowledge that government has an essential R.V_m in Eoﬁmomnm ation:
security, creating trade policy, Emmm:nﬁ:mm E.m WMMMMM%a%hm mwﬂ ! QMMMR e mm

ifi jal welfare policies, such as docia are,
wmmmn%wmwwwmmmm over SWS much m_m<nn=ﬂ~mbw should do, how much it should

the tax burden should be shared. .

o mﬂ% Wwﬁo:oizm selections, Amity mEmm.m argues 5.& the Eﬂnmnnqu Mww
rate is too high, too complex, unfair in withholding _:noBmc _.oB Emm X
earners, and biased against high-income earners. wmz,_ Embb e 55&25
cutting taxes doesn’t benefit the middle class, doesn’t Qmwa._ocmmoaamnw mom
and will create a severe fiscal crisis that will lower the quality of educ
and health care for Americans of modest means.
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Amity Shlaes

The Greedy Hand

.H‘rm father of the modern American state was a pipe-puffing executive at R. H.
Macy & Co. named Beardsley Ruml. Ruml, the department store’s treasurer, also
served as chairman of the board of directors of the Federal Reserve Bank of
New York and advisor to President Franklin Roosevelt during World War II. In
those years Washington was busy marshaling the forces of the American
economy to halt Japan and Germany. In 1942, not long after Pearl Harbor, law-
makers raised income taxes radically, with rates that aimed to capture twice as
much revenue as in the previous year. They also imposed the income tax on
tens of millions of Americans who had never been acquainted with the levy
before. The change was so dramatic that the chroniclers of that period have
coined a phrase to describe it. They say that the “class tax” became a “mass tax.”

The new rates were law. But Americans were ill-prepared to face a new
and giant tax bill. A Gallup poll from the period showed that only some
5 million of the 34 million people who were subject to the tax for the first
time were saving to make their payment. In those days, March 15, not April 15,
was the nation’s annual tax deadline.

The Treasury nervously launched a huge public relations campaign to
remind Americans of their new duties. A Treasury Department poster
exhorted citizens: “You are one of 50,000,000 Americans who must fill out an
income tax form by March 15. DO IT NOW!” For wartime theatergoers, Dis-
ney had prepared an animated short film featuring citizen Donald Duck
laboring over his tax return beside a bottle of aspirin. Donald claimed exemp-
tions and dependent credits for Huey, Dewey, and Louie.

As March 15,1943 neared, though, it became clear that many citizens
still were not filing returns. Henry Morgenthau, the Treasury secretary, con-
fronted colleagues about the nightmarish prospect of mass tax evasion: “Sup-
pose we have to go out and try to arrest five million people?”

The Macy’s Model

Enter Ruml, man of ideas. At Macy’s, he had observed that customers didn’t
like big bills. They preferred making payments bit by bit, in the installment
plan, even if they had to pay for the pleasure with interest. So Ruml devised a
plan, which he unfolded to his colleagues at the Federal Reserve and to anyone

From Amity Shiaes, THE GREEDY HAND: HOW TAXES DRIVE AMERICANS CRAZY AND WHAT
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DO ABOUT IT (Random House, 1999). Copyright © 1998 by Amity Shlaes. Reprinted by permission
of Random House, Inc.
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in Washington who would listen. The government would get business to do its
work, collecting taxes for it. Employers would retain a percentage of taxes from
workers every week—say, 20 percent—and forward it directly to Washington’s
war chest. This would hide the size of the new taxes from the worker. No
longer would the worker ever have to look his tax bill square in the eye. Work-
ers need never even see the money they were forgoing. Withholding as we
know it today was born.

This was more than change, it was transformation. Government would put
its hand into the taxpayer’s pocket and grab its share of tax—without asking.

Ruml hadn’t invented withholding. His genius was to make its introduc-
tion palatable by adding a powerful sweetener: the federal government would
offer a tax amnesty for the previous year, allowing confused and indebted cit-
izens to start on new footing. It was the most ambitious bait-and-switch plan
in America’s history.

Ruml advertised his project as a humane effort to smooth life in the dis-
ruption of the war. He noted it was a way to help taxpayers out of the habit of
carrying income tax debt, debt that he characterized as “a pernicious fungus
permeating the structure of things.” The move was also patriotic. At Macy’s,
executives had found that a “young man in the comptroller’s office who was
making $75 or $100 [a week was] called into the navy ata salary of $2,600 and
we had to get together and take care of his income tax for him.” The young
man, Ruml saw, would face a tax bill for a higher income at a time when he
was earning less money in the service of his country. This Ruml deemed “an
impossible situation.”

Ruml had several reasons for wagering that his project would work. One
was that Americans, smarting from the Japanese assault, were now willing to
sacrifice more than at any other point in memory. The second was that the fed-
eral government would be able to administer withholding—six successful years
of Social Security showed that the government, for the first time ever, was able
to handle such a mass program of revenue collection. The third was packag-
ing. He called his program not “collection at source” or “withholding,” two
technical terms for what he was doing. Instead he chose a zippier name: “pay
as you go.” And most important of all, there was the lure of the tax amnesty.

The policy thinkers of the day embraced the Ruml arrangement. This
was an era in which John Maynard Keynes dominated the world of economics.
The Keynesians placed enormous faith in government. The only thing they
liked about the war was that it demonstrated to the world all the miracles that
Big Government could work. The Ruml plan would give them the wherewithal
to have their projects even, they sensed, after the war ended. Keynesianism
also said high taxes were crucial to controlling inflation. The Keynesians saw
withholding as the right tool for getting those necessary high taxes.

Conservatives played their part in the drama. Among withholding’s back-
ers was the man who was later to become the world’s leading free-market econo-
mist, Milton Friedman. Decades after the war, Friedman called for the
abolition of the withholding system. In his memoirs he wrote that “we con-
centrated single-mindedly on promoting the war effort. We gave next to no
consideration to any longer-run consequences. It never occurred to me at the
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time that I was helping to develop machinery that would make possible a gov-
ernment that I would come to criticize severely as too large, too intrusive, too
destructive of freedom. Yet, that was precisely what I was doing.” With an
almost audible sigh, Friedman added: “There is an important lesson here. It is
far easier to introduce a government program than to get rid of it.”

Such questions, though, had no place in the mind of a nation under
attack. At the moment what seemed most important was that voters accepted the
Ruml plan. Randolph Paul, a Treasury Department official and Ruml critic,
wrote resignedly that “his plan had political appeal. Though he conceived the
plan as getting people out of debt to the government, the public thought that
Ruml had found a very white rabbit”--a magic trick—“which would somehow
lighten their tax load.” :

X5 g

. . . Adam Smith described the “invisible hand,” the hand of free commerce
that brings magic order and harmony to our lives. Thomas Paine wrote of
another hand, all too visible and intrusive: “the greedy hand of government,
thrusting itself into every corner and crevice of industry.” Today the invisible
hand is a very busy one. Markets are wider and freer than ever, and we profit
from that by living better than before. But the “greedy hand of government”
is also at work. Indeed, in relative terms, the greedy hand has grown faster
than the invisible hand. In the late 1990s, economists noted with astonish-
ment that federal taxes made up one-fifth of the economy, a rate higher than
at any time in American history outside of war. We cannot assign the blame
for changes of such magnitude to Beardsley Ruml, who was, after all, not
much more than a New Deal package man. The real force here is not even
withholding, whatever its power. Behind Ruml’s withholding lurks Paine’s
greedy hand.

... Today, more than half of the budget goes to social transfers mandated
by expensive programs whose value many Americans question. Working
citizens sense that someone is getting something, but that someone is often
not they.

The avid tax haters who pop up occasionally in the news are the expres-
sion of this national unease. Their froth-mouthed manifestos strike us as
extreme—how many of us truly want to “kill the IRS”?-but they reflect some-
thing that all Americans feel to some degree. Even the most moderate of us
often feel a tick of sympathy when we hear the shouts of the tax haters. We
think of our forefathers who felt compelled to rebel against the Crown for
“imposing Taxes on us without our consent.” We know we live in a democ-
racy, and so must have chosen this arrangement. Yet nowadays we too find
ourselves feeling that taxes are imposed on us “without our consent.”

Washington doesn’t necessarily recognize the totality of this tax frustra-
tion. The purview of the House Ways and Means Committee is limited to
federal taxes, and so the committee writes tax law as if the federal income tax
were the only tax in the country. The commissions that monitor Social
Security concern themselves only with the solvency of Social Security, and so
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ignore the consequences of raising payroll taxes, or :wi:m ﬁmn&obw ata an.ﬁ
when income taxes are already high. Old programs with outdated aims stay in
place. Newer ones, added piecemeal, often conflict with the old.

“Rube Goldberg machine,” “unstoppable contraption”—none of the wﬁc.nw
phrases adequately captures the complication that is our tax m.cdnnﬁo. As Will-
jam E. Simon, a former Treasury secretary, once said, “The :mﬁwon should have a
tax system which looks like someone designed it on purpose.” . ..

oy

Americans today are more prosperous than we have ever been. As m.bmmob, we
have come very far, so far that even our past is beginning to look a_mmwgﬁ In
the 1960s, 1970s, and even the 1980s, we took Big Government >.Bmﬂn? the
America of the postwar period, to be the only America, an ».»Emznw that per-
manently supplanted something antiquated. This conviction strengthened
when we considered the enormous troubles that plagued us in those decades.
Who else but government could end the underclass, right the wrongs of
Vietnam, combat inflation? .

We can see now that in those years we had a foreshortened view of
history. From the heights of our new achievement, we Hmnoma.mm that the Great
Society, for all its ideals, was something of an aberration. It is n_wma now that
the self-doubt and gray misgivings of the Vietnam period were, in their way,
just a momentary interruption. The inflation of the 1970s was an mn:.ﬁm and
terrible problem but a short-lived one. Our famous deficit agony—which so
many commentators and foreigners alleged would bring us down-has, mn. Fm,mn
for the moment, receded. Today we are in many ways more like the >an.~8 of
Andrew Jackson or even Thomas Jefferson than we are like the America of

immy Carter. ,
i M,Em change was the result of enormous and serious Sm:w. <<m. developed
microchips and computers that secured our global economic dominance. We
started the welfare state and then, when we saw it wasn’t working, successfully
ended it. We grew a stock market that will provide @g&osw for the baby
boom and beyond. Serious challenges loom ahead. anam&nﬁmc_m. rogue mﬁme.mm
threaten our national security; the economy will not always live up to .:m
1990s boom. But we understand now that the key to sustaining our prosperity
is recognizing that we are our own best providers. Thinkers from left, center,
and right agree: we don’t need a nanny state. .

This American confidence is not new. It is simply a :oanoEEW n.o
older ideals, ideals that we held through most of our history. mm:.amrwunw is
the ultimate American tradition. Even through a good part of the Depression
“no handouts” was Americans’ self-imposed rule. We are coming to a new
appreciation of what Tocqueville admiringly called “self-interest, rightly
understood.” .

Yet we are still saddled with our tax structure, the unwieldy artifact of an
irrelevant era. . .

Unburdening ourselves is not easy, but it is something we have in our
power to do. Our impasse, in fact, contains the outline of its own solution, if
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only we allow ourselves to look at it clearly. What, exactly, does our long
struggle with Paine’s greedy hand tell us?

Taxes have to be visible. Beardsley Ruml’s trap worked because it made taxes
invisible. No one today Willingly gives a third or a half of his income into a
strange hand; we only pay our taxes now because the trap locked shut long
ago. We never see our tax bill in its entirety except during the madness of
filing season.

When we rewrite our arrangement with government, we need to write
into it a tax structure that is clear and comprehensible, whose outlines we can
see and consider whenever we choose.

Taxes have to be simple. The tax code is a monster of complexity, but it
doesn’t have to be. When rules are added to rules, the change may benefit cer-
tain classes, but they hurt the rest of us. The best thing is to settle on one Sys-
tem, even if someone shouts that it's not “fair” to everyone.

Taxes are for revenue. For fifty years we have used taxes to steer behavior.
Indeed, politicians often used the argument that they were promoting social
good through the tax code as window dressing for their real aim: getting at
the revenue. None of us likes the result. We are responsible for our own fate;
let government take what we choose to give it and then retreat.

Taxes have to be lower. We have managed to achieve prosperity notwithstand-
ing high taxes. But that prosperity would have been greater without those taxes.
The microchip, in its way, has allowed us to postpone our date with tax reform.

But epochal transformations like the computer revolution, or the Indus-
trial Revolution for that matter, cannot be counted on to come every decade.
Taxes will slow our economy if we don’t bring them down to rates that allow
us to sustain desirable growth.

We don’t have to load extra taxes on the rich. We've learned that a tax system
that punishes the rich also punishes the rest of us. Those who have money
should pay taxes like everyone else. In fact the rich already carry more of the
tax burden than any other income group. Yet history—the history of the 1980s
in particular—has shown an amazing thing—that lower rates on the rich pro-
duce more revenue from them.

Progressivity has had its day. Let us move on to a tax system that is more
worthy of us, one that makes sense for the country.

It’s time to privatize Social Security. Many of the core tax problems we face
today are in reality Social Security problems. Markets have taught us that they
can do a better job than government in providing public pensions. We should
privatize a portion of Social Security—at least three of the percentage points
that individuals carry. .

The only thing to guard against is a privatization that is not a true priva-
tization. When government enters the stock market on behalf of citizens, as
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many advocates of Social Security privatization would like, that is not privati-
gation. That is expanding the public sector at the cost of the private sector. An

- office in government that invests on behalf of citizens, as many are propos-
ing, is an office open to enormous moral hazard. To understand this you need

only to consider what would happen if the chairman of Em. m.mncnamm and
Exchange Commission directly controlled a few hundred million shares of
blue-chip stocks.

Individuals need to control their own accounts, just as they control the
rest of their money. Government guarantees of returns are also guarantees of
disaster. One need only look to our recent history with savings and loans to
see that. Raising the ceiling on federal insurance of S & L accounts led to that
disaster by giving S & L directors license without accountability. The cost ran
into the hundreds of billions, but it was far lower than the cost a government
guarantee on privatized Social Security would be.

Local is good. The enduring lesson of our schools crisis is that nmdqaﬁbm
school finance to the state and federal level has not given us the BEQ or the
academic performance we hoped for. These results have BBEmwzocm far
beyond schools. The federal government cannot solve everything. Many
problems—from school to health care to welfare—are better handled lower
down. A wise tax reform is a tax reform that leaves much of the nation’s work
to the people and the officials they know. Trying to write a federal tax law that
addresses all our national problems is a recipe for a repeat of the current

trouble.

We must lock in change. In the 1980s, through tremendous political and social
exertion, the nation joined together to lower tax rates and prune out many of
the code’s absurdities. Within a few years, Washington had destroyed its own
child. This time we must fix our change so the fiddlers can’t get atiit. . ..

Most Americans are not fire-breathing radicals or Ruby Ridge survival-
ists. They don’t want to “kill the IRS.” They just want a common-sense change
in the system. And that is what they are telling lawmakers. Swmw Steve
LaTourette, a Republican congressman from Ohio, surveyed his constituents,
he found that just about half wanted the IRS abolished. But a full three quar-
ters wanted to see the tax code itself abolished. They saw that the code, not the
bureaucrats, was the problem.

The second part of the program is to make the change truly mmndm:wa
through a constitutional amendment. Our nation’s last experience of a..vabm
to pass a significant-seeming constitutional amendment—the Equal .Em:ﬁ
Amendment—was a bitter one. It soured Washington on amendments in gen-
eral. Hesitation over amendments goes a long way toward explaining the cur-
rent Republican foundering.

A constitutional amendment that calls for limiting federal taxes, includ-
ing Social Security, to 25 percent of our income, or even a lower share, SOEQ
be an important first step out of the logjam. For one thing, states would .rm<m
to ratify the change, and that would allow us to have a much needed national
discussion about taxes. Citizens would have to consider what lawmakers were
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proposing. This would give voters a chance to get around the lobbies anq
politicians who have kept the tax debate to themselves. It would get us aj
back into the discussion.

The third step is to realize that as a people we want to pay taxes. Roosevelt
called taxes “the dues we pay for organized society.” We still feel that way.

But people want a tax system that doesn’t intrude on our private lives
while it collects those dues; and we want those dues to be spent in a reason-
able, limited way. We want a tax code that, to quote former Treasury secretary
‘William Simon again, looks as if somebody designed it on purpose. Not a
giant machine that collects our money merely to feed the monster.

NO

The Tax-Cut Con

#
1. The Cartoon and the Reality

Bruce Tinsley’s comic strip, “Mallard Fillmore,” is, he says, “for the average
serson out there: the forgotten American taxpayer who’s sick of the liberal
media.” In June, that forgotten taxpayer made an appearance in the strip,
attacking his TV set with a baseball bat and yelling: “I can’t afford to send my
kids to college, or even take ‘em out of their substandard public school,
because the federal, state and local governments take more than 50 percent of
my income in taxes. And then the guy on the news asks with a straight face
whether or not we can ‘afford’ tax cuts.”

But that’s just a cartoon. Meanwhile, Bob Riley has to face the reality.

Riley knows all about substandard public schools. He’s the governor of
Alabama, which ranks near the bottom of the nation in both spending per
pupil and educational achievement. The state has also neglected other public
services—for example, 28,000 inmates are held in a prison system built for
12,000. And thanks in part to a lack of health care, it has the second-highest
infant mortality in the nation.

When he was a member of Congress, Riley, a Republican, was a staunch
supporter of tax cuts. Faced with a fiscal crisis in his state, however, he seems
to have had an epiphany. He decided that it was impossible to balance
Alabama’s budget without a significant tax increase. And that, apparently, led
him to reconsider everything. “The largest tax increase in state history just to
maintain the status quo?” he asked. “I don’t think so.” Instead, Riley proposed
a wholesale restructuring of the state’s tax system: reducing taxes on the poor
and middle class while raising them on corporations and the rich and increas-
ing overall tax receipts enough to pay for a big increase in education spend-
ing. You might call it a New Deal for Alabama.

Nobody likes paying taxes, and no doubt some Americans are as angry
about their taxes as Tinsley’s imaginary character. But most Americans also
care a lot about the things taxes pay for. All politicians say they’re for public
education; almost all of them also say they support a strong national defense,
maintaining Social Security and, if anything, expanding the coverage of Medi-
care. When the “guy on the news” asks whether we can afford a tax cut, he's
asking whether, after yet another tax cut goes through, there will be enough
money to pay for those things. And the answer is no.

From the New York Times Magazine, September 14, 2003, pp. 54-62. Copyright © 2003 by Eliza
Griswold. Distributed by The New York Times Special Features. Reprinted by permission.
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But it’s very difficult to get that answer across in modern American pol;-
tics, which has been dominated for 25 years by a crusade against taxes,

I don't use the word “crusade” lightly. The advocates of tax cuts are
relentless, even fanatical. An indication of the movement's fervor—and of its
political power—came during the Iraq war. War is expensive and is almost
always accompanied by tax increases. But not in 2003. “Nothing is more
important in the face of a war,” declared Tom DeLay, the House majority
leader, “than cutting taxes.” And sure enough, taxes were cut, not just in a
time of war but also in the face of record budget deficits. Nor will it be easy to
reverse those tax cuts: the tax-cut movement has convinced many Americans—
like Tinsley—that everybody still pays far too much in taxes.

A result of the tax-cut crusade is that there is now a fundamental mis-
match between the benefits Americans expect to receive from the government
and the revenues government collect. This mismatch is already having pro-
found effects at the state and local levels: teachers and policemen are being
laid off and children are being denied health insurance. The federal govern-
ment can mask its problems for a while, by running huge budget deficits, but
it, too, will eventually have to decide whether to cut services or raise taxes.
And we are not talking about minor policy adjustments. If taxes stay as low as
they are now, government as we know it cannot be maintained. In particular,
Social Security will have to become far less generous; Medicare will no longer
be able to guarantee comprehensive medical care to older Americans; Medicaid
will no longer provide basic medical care to the poor.

How did we reach this point? What are the origins of the antitax cru-
sade? And where is it taking us? To answer these questions, we will have to
look both at who the antitax crusaders are and at the evidence on what tax
cuts do to the budget and the economy. But first, let’s set the stage by taking a
look at the current state of taxation in America.

2. How High Are Our Taxes?

The reason Tinsley’s comic strip about the angry taxpayer caught my eye was,
of course, that the numbers were all wrong. Very few Americans pay as much
as 50 percent of their income in taxes; on average, families near the middle of
the income distribution pay only about half that percentage in federal, state
and local taxes combined.

In fact, though most Americans feel that they pay too much in taxes,
they get off quite lightly compared with the citizens of other advanced coun-
tries. Furthermore, for most Americans tax rates probably haven’t risen for a
generation. And a few Americans—namely those with high incomes—face
much lower taxes than they did a generation ago.

To assess trends in the overall level of taxes and to compare taxation
across countries, economists usually look first at the ratio of taxes to gross
domestic product, the total value of output produced in the country. In the
United States, all taxes—federal, state and local—reached a peak of 29.6 percent
of G.D.P. in 2000. That number was, however, swollen by taxes on capital
gains during the stock-market bubble. ,
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By 2002, the tax take was down to 26.3 percent of G.D.P, and all indica-
tions are that it will be lower still this year and next.

.~ This is a low number compared with almost every other advanced coun-

try. In 1999, Canada collected 38.2 percent of G.D.P. in taxes, France collected
wm.m percent and Sweden, 52.2 percent. . ‘ .
: Still, aren’t taxes much higher than they used to be? Not if we're looking
m&nw over the past 30 years. As a share of G.D.P, federal taxes are currently at their
Jowest point since the Eisenhower administration. State and local taxes rose mcc.
stantially between 1960 and the early 1970’s, but have been roughly stable since
then. Aside from the capital gains taxes paid during the bubble years, the &.53 of
income Americans pay in taxes has been flat since Richard Nixon was m_.mm_amc.ﬁ

Of course, overall levels of taxation don't necessarily tell you how heavily
particular individuals and families are taxed. As it turns out, however, BE&.?
income Americans, like the country as a whole, haven’t seen much nﬂw:mm in
their overall taxes over the past 30 years. On average, families in the middle nwm
the income distribution find themselves paying about 26 umanmn.ﬁ of their
income in taxes today. This number hasn’t changed significantly since 1989,
and though hard data are lacking, it probably hasn’t changed Bcn:. since .Gwo.

Meanwhile, wealthy Americans have seen a sharp drop in Em.: tax
burden. The top tax rate—the income-tax rate on the highest cnwnwm.ala now
35 percent, half what it was in the 1970’s. With the exception of a brief period
between 1988 and 1993, that's the lowest rate since 1932. Other taxes that,
directly or indirectly, bear mainly on the very affluent _5<m. also U.wmz cut
sharply. The effective tax rate on corporate profits has been Q.: in half since the
1960’s. The 2001 tax cut phases out the inheritance tax, which is overwhelmingly
a tax on the very wealthy: in 1999, only 2 percent of estates paid any .Sx, and
half the tax was paid by only 3,300 estates worth more than $5 million. The
2003 tax act sharply cuts taxes on dividend income, another boon to the very
well off. By the time the Bush tax cuts have taken full mmwnv people with
really high incomes will face their lowest average tax rate since the Hoover
administration. )

So here’s the picture: Americans pay low taxes by international stan-
dards. Most people’s taxes haven’t gone up in the past generation; the wealthy
have had their taxes cut to levels not seen since before the New Deal. Even
before the latest round of tax cuts, when compared with citizens of other
advanced nations or compared with Americans a generation ago, we had
nothing to complain about—and those with high incomes now have a lot to
celebrate. Yet a significant number of Americans rage against taxes, and the
party that controls all three branches of the federal government has made tax
cuts its supreme priority. Why?

3. Supply-Siders, Starve-the-Beasters
and Lucky Duckies

It is often hard to pin down what antitax crusaders are trying to mnEo<m.. The
reason is not, or not only, that they are disingenuous about their motives—
though as we will see, disingenuity has become a hallmark of the movement
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in recent years. Rather, the fuzziness comes from the fact that today’s antitax
movement moves back and forth between two doctrines. Both doctrines favor
the same thing: big tax cuts for people with high incomes. But they favor it for
different reasons.

One of those doctrines has become famous under the name “supply-side
economics.” It's the view that the government can cut taxes without severe
cuts in public spending. The other doctrine is often referred to as “starving
the beast,” a phrase coined by David Stockman, Ronald Reagan’s budget direc-
tor. It's the view that taxes should be cut precisely in order to force severe cuts
in public spending. Supply-side economics is the friendly, attractive face of the
tax-cut movement. But starve-the-beast is where the power lies.

The starting point of supply-side economics is an assertion that no econ-
omist would dispute: taxes reduce the incentive to work, save and invest. A
businessman who knows that 70 cents of every extra dollar he makes will go
to the LR.S. is less willing to make the effort to earn that extra dollar than if
he knows that the L.R.S. will take only 35 cents. So reducing tax rates will,
other things being the same, spur the economy.

This much isn’t controversial. But the government must pay its bills. So
the standard view of economists is that if you want to reduce the burden of

. taxes, you must explain what government programs you want to cut as part of
the deal. There’s no free lunch.

What the supply-siders argued, however, was that there was a free lunch.
Cutting marginal rates, they insisted, would lead to such a large increase in
gross domestic product that it wouldn’t be necessary to come up with offset-
ting spending cuts. What supply-side economists say, in other words, is,
“Don’t worry, be happy and cut taxes.” And when they say cut taxes, they
mean taxes on the affluent: reducing the top marginal rate means that the
biggest tax cuts go to people in the highest tax brackets.

The other camp in the tax-cut crusade actually welcomes the revenue
losses from tax cuts. Its most visible spokesman today is Grover Norquist,
president of Americans for Tax Reform, who once told National Public Radio:
“I don’t want to abolish government. I simply want to reduce it to the size where
I can drag it into the bathroom and drown it in the bathtub.” And the way to
get it down to that size is to starve it of revenue. “The goal is reducing the size
and scope of government by draining its lifeblood,” Norquist told U.S. News
& World Report.

What does “reducing the size and scope of government” mean? Tax-cut pro-
ponents are usually vague about the details. But the Heritage Foundation, ideo-
logical headquarters for the movement, has made it pretty clear. Edwin
Feulner, the foundation’s president, uses “New Deal” and “Great Society” as
terms of abuse, implying that he and his organization want to do away with
the institutions Franklin Roosevelt and Lyndon johnson created. That means
Social Security, Medicare, Medicaid—most of what gives citizens of the United
States a safety net against economic misfortune.

The starve-the-beast doctrine is now firmly within the conservative
mainstream. George W. Bush himself seemed to endorse the doctrine as the
budget surplus evaporated: in August 2001 he called the disappearing
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surplus “incredibly positive news” because it would put Congress in a “fiscal
straitjacket.” . |

Like supply-siders, starve-the-beasters favor tax cuts mainly for vmow_m
with high incomes. That is partly because, like mcqu.mam@ they mm.Eurm.m_No
the incentive effects of cutting the top marginal rate; they just don’t believe
that those incentive effects are big enough that tax cuts pay m.oa Emn.am?mm.
But they have another reason for cutting taxes mainly on the rich, which has
become known as the “lucky ducky” argument.

Here’s how the argument runs: to starve the beast, you must not only
deny funds to the government; you must make voters hate the mo<055m=.n.
There’s a danger that working-class families might see government as Ewn
friend: because their incomes are low, they don’t pay much in taxes, while
they benefit from public spending. So in starving the beast, you must take
care not to cut taxes on these “lucky duckies.” (Yes, that’s what The Wall mﬁm.ﬁ
Journal called them in a famous editorial.) In fact, if possible, .%o: must Eﬂm
taxes on working-class Americans in order, as The Journal said, to get their
“blood boiling with tax rage.”

So the tax-cut crusade has two faces. Smiling supply-siders say that tax
cuts are all gain, no pain; scowling starve-the-beasters believe that EEQEW
pain is not just necessary but also desirable. Is the alliance between these two
groups a marriage of convenience? Not exactly. It So:.E be more accurate to
say that the starve-the-beasters hired the supply-siders—indeed, created them—
because they found their naive optimism useful. .

A look at who the supply-siders are and how they came to prominence
tells the story. .

The supply-side movement likes to present itself as a school of economic
thought like Keynesianism or monetarism—that is, as a set of scholarly Ewwm
that made their way, as such ideas do, into political &mncm&oc.. But the reality
is quite different. Supply-side economics was a political aog.zbm from Uw& 1;
it emerged in the pages of political magazines, not professional economics
journals.

That is not to deny that many professional economists favor Sx.n:»m.
But they almost always turn out to be starve-the-beasters, not m:wv_v.rmamn.m.
And they often secretly—or sometimes not so secretly—hold ENE%.mama.m in
contempt. N. Gregory Mankiw, now chairman of George W. wc&.ﬂ s Oo..:.ﬁ_ of
Economic Advisers, is definitely a friend to tax cuts; but in the first ma_cou.om
his economic-principles textbook, he described Ronald Reagan’s supply-side
advisers as “charlatans and cranks.” .

It is not that the professionals refuse to consider EE&&E». ideas;
rather, they have looked at them and found them wanting. A Qw:m?.n:o:m
example came earlier this year when the Congressional Budget Office tried to
evaluate the growth effects of the Bush administration’s Eowoﬁﬁ tax cuts.
The budget office’s new head, Douglas Holtz-Eakin, is a no:mmgﬁwm econo-
mist who was handpicked for his job by the administration. But his conclu-
sion was that unless the revenue losses from the proposed tax cuts were ommmﬁ
by spending cuts, the resulting deficits would be a drag on growth, quite

likely to outweigh any supply-side effects.
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But if the professionals regard the supply-siders with disdain, who
employs these people? The answer is that since the 1970’s almost all of the
prominent supply-siders have been aides to conservative politicians, writers at
conservative publications like National Review, fellows at conservative policy
centers like Heritage or economists at private companies with strong Republi-
can connections. Loosely speaking, that is, supply-siders work for the vast
right-wing conspiracy. What gives supply-side economics influence is its
connection with a powerful network of institutions that want to shrink the
government and see tax cuts as a way to achieve that goal. Supply-side
economics is a feel-good cover story for a political movement with a much
harder-nosed agenda.

This isn’t just speculation. Irving Kristol, in his role as co-editor of The
Public Interest, was arguably the single most important proponent of supply-side
economics. But years later, he suggested that he himself wasn’t all that per-
suaded by the doctrine: “I was not certain of its economic merits but quickly
saw its political possibilities.” Writing in 1995, he explained that his real aim
was to shrink the government and that tax cuts were a means to that end: “The
task, as I saw it, was to create a new majority, which evidently would mean a con-
servative majority, which came to mean, in turn, a Republican majority—so
political effectiveness was the priority, not the accounting deficiencies of
government.”

In effect, what Kristol said in 1995 was that he and his associates set out
to deceive the American public. They sold tax cuts on the pretense that they
would be painless, when they themselves believed that it would be necessary
to slash public spending in order to make room for those cuts.

But one supposes that the response would be that the end justified the
means—that the tax cuts did benefit all Americans because they led to faster
economic growth. Did they?

4. From Reaganomics to Clintonomics

Ronald Reagan put supply-side theory into practice with his 1981 tax cut. The
tax cuts were modest for middle-class families but very large for the well-off.
Between 1979 and 1983, according to Congressional Budget Office estimates,
the average federal tax rate on the top 1 percent of families fell from 37 to
27.7 percent.

So did the tax cuts promote economic growth? You might think that all
we have to do is look at how the economy performed. But it’s not that simple,
because different observers read different things from Reagan’s economic
record. .

Here's how tax-cut advocates look at it: after a deep slump between 1979
and 1982, the U.S. economy began growing rapidly. Between 1982 and 1989
(the first year of the first George Bush’s presidency), the economy grew at an
average annual rate of 4.2 percent. That’s a lot better than the growth rate of
the economy in the late 1970’s, and supply-siders claim that these “Seven Fat
Years” (the title of a book by Robert L. Bartley, the longtime editor of The Wall
Street Journal's editorial page) prove the success of Reagan’s 1981 tax cut.
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But skeptics say that rapid growth after 1982 proves nothing: a severe
recession is usually followed by a period of fast growth, as unemployed work-

ers and factories are brought back on line. The test of tax cuts as a spur to eco-

nomic growth is whether they produced more than an ordinary ccmm.nmmm cycle
recovery. Once the economy was back to full employment, was it bigger than

~ you would otherwise have expected? And there Reagan fails the test: between

1979, when the big slump began, and 1989, when the economy finally
achieved more or less full employment again, the growth rate was 3 vmnnﬁ.ﬁ
the same as the growth rate between the two previous business cycle peaks in
1973 and 1979. Or to put it another way, by the late 1980’s the U.s. economy
was about where you would have expected it to be, given the trend in the
1970's. Nothing in the data suggests a supply-side revolution.

Does this mean that the Reagan tax cuts had no effect? Of course not.
Those tax cuts, combined with increased military spending, provided a mown
old-fashioned Keynesian boost to demand. And this boost was one factor in
the rapid recovery from recession that developed at the end of 1982, though
probably not as important as the rapid expansion of the money supply that
began in the summer of that year. But the supposed supply-side effects are
invisible in the data. . .

While the Reagan tax cuts didn’t produce any visible supply-side gains,
they did lead to large budget deficits. From the point of view of most econo-
mists, this was a bad thing. But for starve-the-beast tax-cutters, ammﬁa mmm
potentially a good thing, because they force the government to shrink. So did
Reagan's deficits shrink the beast?

A casual glance at the data might suggest not: federal spending as a .awmam of
gross domestic product was actually slightly higher at the end of the 1980’s &mb
it was at the end of the 1970's. But that number includes both defense spending
and “entitlements,” mainly Social Security and Medicare, whose growth is auto-
matic unless Congress votes to cut benefits. What's left is a grab bag w:o<.<= as
domestic discretionary spending, including everything from courts and 3:95_
parks to environmental cleanups and education. And domestic discretionary
spending fell from 4.5 percent of G.D.P. in 1981 to 3.2 percent in 1988. o

But that’s probably about as far as any president can shrink domestic dis-
cretionary spending. And because Reagan couldn't shrink the belly of the
beast, entitlements, he couldn’t find enough domestic spending cuts to offset
his military spending increases and tax cuts. The federal budget went into per-
sistent, -alarming, deficit. In response to these deficits, George Bush the mmama
went back on his “read my lips” pledge and raised taxes. Bill Clinton raised
them further. And thereby hangs a tale.

For Clinton did exactly the opposite of what supply-side economics said
you should do: he raised the marginal rate on high-income taxpayers. In Homw.
the top 1 percent of families paid, on average, only 28.9 percent of their
income in federal taxes; by 1995, that share was up to 36.1 percent.

Conservatives confidently awaited a disaster—but it failed to materialize.
In fact, the economy grew at a reasonable pace through Clinton’s first term,
while the deficit and the unemployment rate went steadily down. And Ewn the
news got even better: unemployment fell to its lowest level in decades without
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causing inflation, while productivity growth accelerated to rates not seen
since the 1960’s. And the budget deficit turned into an impressive surplus.

Tax-cut advocates had claimed the Reagan years as proof of their doc-
trine’s correctness; as we have seen, those claims wilt under close examination,
But the Clinton years posed a much greater challenge: here was a president who
sharply raised the marginal tax rate on high-income taxpayers, the very rate
_ that the tax-cut movement cares most about. And instead of presiding over an
economic disaster, he presided over an economic miracle.

Let’s be clear: very few economists think that Clinton’s policies were
primarily responsible for that miracle. For the most part, the Clinton-era surge
probably reflected the maturing of information technology: businesses finally
figured out how to make effective use of computers, and the resulting surge
in productivity drove the economy forward. But the fact that America’s best
growth in a generation took place after the government did exactly the oppo-
site of what tax-cutters advocate was a body blow to their doctrine.

They tried to make the best of the situation. The good economy of the
late 1990’s, ardent tax-cutters insisted, was caused by the 1981 tax cut. Early in
2000, Lawrence Kudlow and Stephen Moore, prominent supply-siders, pub-
lished an article titled “It's the Reagan Economy, Stupid.”

But anyone who thought about the lags involved found this implausible—
indeed, hilarious. If the tax-cut movement attributed the booming economy of
1999 to a tax cut Reagan pushed through 18 years earlier, why didn’t they
attribute the economic boom of 1983 and 1984—Reagan’s “morning in America”—
to whatever Lyndon Johnson was doing in 1965 and 1966?

By the end of the 1990's, in other words, supply-side economics had
become something of a laughingstock, and the whole case for tax cuts as a
route to economic growth was looking pretty shaky. But the tax-cut crusade
was nonetheless, it turned out, poised for its biggest political victories yet.
How did that happen?

5. Second Wind: The Bush Tax Cuts

As the economic success of the United States under Bill Clinton became
impossible to deny, there was a gradual shift in the sales strategy for tax cuts.
The supposed economic benefits of tax cuts received less emphasis; the popu-
list rationale—you, personally, pay too much in taxes—was played up.

1 began this article with an example of this campaign’s success: the cre-
ator of Mallard Fillmore apparently believes that typical families pay twice as
much in taxes as they in fact do. But the most striking example of what skillful
marketing can accomplish is the campaign for repeal of the estate tax.

As demonstrated, the estate tax is a tax on the very, very well off. Yet
advocates of repeal began portraying it as a terrible burden on the little guy.
They renamed it the “death tax” and put out reports decrying its impact on
struggling farmers and businessmen—reports that never provided real-world
examples because actual cases of family farms or small businesses broken up
to pay estate taxes are almost impossible to find. This campaign succeeded in
creating a public perception that the estate tax falls broadly on the population.
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Earlier this year, a poll found that 49 percent of Americans believed that most
families had to pay the estate tax, while only 33 percent gave the right answer
that only a few families had to pay.

still, while an insistent marketing campaign has convinced many Ameri-
cans that they are overtaxed, it hasn’t succeeded in making the issue a top pri-
ority with the public. Polls consistently show that voters regard safeguarding
Social Security and Medicare as much more important than tax cuts.

Nonetheless, George W. Bush has pushed through tax cuts in each year
of his presidency. Why did he push for these tax cuts, and how did he get
them through?

You might think that you could turn to the administration's own pro-
nouncements to learn why it has been so determined to cut taxes. But even if
you try to take the administration at its word, there’s a problem: the public
rationale for tax cuts has shifted repeatedly over the past three years.

During the 2000 campaign and the initial selling of the 2001 tax cut, the
Bush team insisted that the federal government was running an excessive bud-
get surplus, which should be returned to taxpayers. By the summer of 2001, as
it became clear that the projected budget surpluses would not materialize, the
administration shifted to touting the tax cuts as a form of demand-side
economic stimulus: by putting more money in consumers’ pockets, the tax
cuts would stimulate spending and help pull the economy out of recession. By
2003, the rationale had changed again: the administration argued that reduc-
ing taxes on dividend income, the core of its plan, would improve incentives
and hence long-run growth—that is, it had turned to a supply-side argument.

These shifting rationales had one thing in common: none of them were
credible. It was obvious to independent observers even in 2001 that the budget
projections used to justify that year’s tax cut exaggerated future revenues and
understated future costs. It was similarly obvious that the 2001 tax cut was
poorly designed as a demand stimulus. And we have already seen that the sup-
ply-side rationale for the 2003 tax cut was tested and found wanting by the
Congressional Budget Office.

So what were the Bush tax cuts really about? The best answer seems to
be that they were about securing a key part of the Republican base. Wealthy
campaign contributors have a lot to gain from lower taxes, and since they
aren’t very likely to depend on Medicare, Social Security or Medicaid, they
won't suffer if the beast gets starved. Equally important was the support of the
party’s intelligentsia, nurtured by policy centers like Heritage and profession-
ally committed to the tax-cut crusade. The original Bush tax-cut proposal was
devised in late 1999 not to win votes in the national election but to fend off a
primary challenge from the supply-sider Steve Forbes, the presumptive favor-
ite of that part of the base.

This brings us to the next question: how have these cuts been sold?

At this point, one must be blunt: the selling of the tax cuts has depended
heavily on chicanery. The administration has used accounting trickery to hide
the true budget impact of its proposals, and it has used misleading presenta-
tions to conceal the extent to which its tax cuts are tilted toward families with
very high income.
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The most important tool of accounting trickery, though not the only one,
is the use of “sunset clauses” to understate the long-term budget impact of tax
cuts. To keep the official 10-year cost of the 2001 tax cut down, the administra-
tion’s Congressional allies wrote the law so that tax rates revert to their 2000
levels in 2011. But, of course, nobody expects the sunset to occur: when 2011
rolls around, Congress will be under immense pressure to extend the tax cuts.

The same strategy was used to hide the cost of the 2003 tax cut. Thanks
to sunset clauses, its headline cost over the next decade was only $350 billion,
but if the sunsets are canceled—as the president proposed in a speech early
this month—the cost will be at least $800 billion.

Meanwhile, the administration has carried out a very successful cam-
paign to portray these tax cuts as mainly aimed at middle-class families. This
campaign is similar in spirit to the selling of estate-tax repeal as a populist
measure, but considerably more sophisticated.

The reality is that the core measures of both the 2001 and 2003 tax cuts
mainly benefit the very affluent. The centerpieces of the 2001 act were a
reduction in the top income-tax rate and elimination of the estate tax—the
first, by definition, benefiting only people with high incomes; the second
benefiting only heirs to large estates. The core of the 2003 tax cut was a reduc-
tion in the tax rate on dividend income. This benefit, too, is concentrated on
very high-income families.

According to estimates by the Tax Policy Center—a liberal-oriented insti-
tution, but one with a reputation for scrupulous accuracy—the 2001 tax cut,
once fully phased in, will deliver 42 percent of its benefits to the top 1 per-
cent of the income distribution. (Roughly speaking, that means families earn-
ing more than $330,000 per year.) The 2003 tax cut delivers a somewhat
smaller share to the top 1 percent, 29.1 percent, but within that concentrates
its benefits on the really, really rich. Families with incomes over $1 million a
year—a mere 0.13 percent of the population—will receive 17.3 percent of this
year’s tax cut, more than the total received by the bottom 70 percent of Amer-
ican families. Indeed, the 2003 tax cut has already proved a major boon to
some of America’s wealthiest people: corporations in which executives or a
single family hold a large fraction of stocks are suddenly paying much bigger
dividends, which are now taxed at only 15 percent no matter how high the
income of their recipient.

It might seem impossible to put a populist gloss on tax cuts this skewed
toward the rich, but the administration has been remarkably successful in
doing just that.

One technique involves exploiting the public’s lack of statistical sophis-
tication. In the selling of the 2003 tax cut, the catch phrase used by adminis-
tration spokesmen was “92 million Americans will receive an average tax cut
of $1,083.” That sounded, and was intended to sound, as if every American
family would get $1,083. Needless to say, that wasn’t true.

Yet the catch phrase wasn’t technically a lie: the Tax Policy Center
estimates that 89 million people will receive tax cuts this year and that the
total tax cut will be $99 billion, or about $1,100 for each of those 89 million
people. But this calculation carefully leaves out the 50 million taxpayers who
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received no tax cut at all. And even among those who did get a tax cut, most
-got a lot less than $1,000, a number inflated by the very big tax cuts received
by a few wealthy people. About half of American families received a tax cut of
less than $100; the great majority, a tax cut of less than $500.

But the most original, you might say brilliant, aspect of the Bush admin-
istration’s approach to tax cuts has involved the way the tax cuts themselves
are structured.

David Stockman famously admitted that Reagan’s middle-class tax cuts
were a “Trojan horse” that allowed him to smuggle in what he really wanted, a
cut in the top marginal rate. The Bush administration similarly follows a Tro-
jan horse strategy, but an even cleverer one. The core measures in Bush’s tax
cuts benefit only the wealthy, but there are additional features that provide
significant benefits to some—but only some—middle-class families. For exam-
ple, the 2001 tax cut included a $400 child credit and also created a new 10
percent tax bracket, the so-called cutout. These measures had the effect of cre-
ating a “sweet spot” that could be exploited for political purposes. If a couple
had multiple children, if the children were all still under 18 and if the couple’s
income was just high enough to allow it to take full advantage of the child
credit, it could get a tax cut of as much as 4 percent of pretax income. Hence
the couple with two children and an income of $40,000, receiving a tax cut of
$1,600, who played such a large role in the administration’s rhetoric. But
while most couples have children, at any given time only a small minority of
families contains two or more children under 18—and many of these families
have income too low to take full advantage of the child tax credit. So that
“typical” family wasn’t typical at all. Last year, the actual tax break for fami-
lies in the middle of the income distribution averaged $469, not $1,600.

So that’s the story of the tax-cut offensive under the Bush administra-
tion: through a combination of hardball politics, deceptive budget arithmetic
and systematic misrepresentation of who benefits, Bush’s team has achieved a
major reduction of taxes, especially for people with very high incomes.

But where does that leave the country?

6. A Planned Crisis

Right now, much of the public discussion of the Bush tax cuts focuses on their
short-run impact. Critics say that the 2.7 million jobs lost since March 2001
prove that the administration’s policies have failed, while the administration
says that things would have been even worse without the tax cuts and that a
solid recovery is just around the corner.

But this is the wrong debate. Even in the short run, the right question to
ask isn’t whether the tax cuts were better than nothing; they probably were.
The right question is whether some other economic-stimulus plan could have
achieved better results at a lower budget cost. And it is hard to deny that, on a
jobs-per-dollar basis, the Bush tax cuts have been extremely ineffective.
According to the Congressional Budget Office, half of this year’s $400 billion
budget deficit is due to Bush tax cuts. Now $200 billion is a lot of moneyj; it is
equivalent to the salaries of four million average workers. Even the administration
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_ doesn’t claim its policies have created four million jobs. Surely some other
policy—aid to state and local governments, tax breaks for the poor and middle
class rather than the rich, maybe even W.P.A.-style public works—would have
been more successful at getting the country back to work.

Meanwhile, the tax cuts are designed to remain in place even after the
economy has recovered. Where will they leave us?

Here's the basic fact: partly, though not entirely, as a result of the tax
cuts of the last three years, the government of the United States faces a funda-
mental fiscal shortfall. That is, the revenue it collects falls well short of the
sums it needs to pay for existing programs. Even the U.S. government must,
eventually, pay its bills, so something will have to give.

The numbers tell the tale. This year and next, the federal government
will run budget deficits of more than $400 billion. Deficits may fall a bit, at
least as a share of gross domestic product, when the economy recovers. But
the relief will be modest and temporary. As Peter Fisher, under secretary of the
treasury for domestic finance, puts it, the federal government is “a gigantic
insurance company with a sideline business in defense and homeland secu-
rity.” And about a decade from now, this insurance company’s policyholders
will begin making a lot of claims. As the baby boomers retire, spending on

S - Social Security benefits and Medicare will steadily rise, as will spending on

Medicaid (because of rising medical costs). Eventually, unless there are sharp
cuts in benefits, these three programs alone will consume a larger share of
G.D.P. than the federal government currently collects in taxes. _

Alan Auerbach, William Gale and Peter Orszag, fiscal experts at the
Brookings Institution, have estimated the size of the “fiscal gap”—the increase
in revenues or reduction in spending that would be needed to make the nation’s
finances sustainable in the long run. If you define the long run as 75 years,
this gap turns out to be 4.5 percent of G.D.P. Or to put it another way, the gap
is equal to 30 percent of what the federal government spends on all domestic
programs. Of that gap, about 60 percent is the result of the Bush tax cuts. We
would have faced a serious fiscal problem even if those tax cuts had never
happened. But we face a much nastier problem now that they are in place. And
more broadly, the tax-cut crusade will make it very hard for any future politi-
cians to raise taxes.

So how will this gap be closed? The crucial point is that it cannot be
closed without either fundamentally redefining the role of government or
sharply raising taxes.

Politicians will, of course, promise to eliminate wasteful spending. But take
out Social Security, Medicare, defense, Medicaid, government pensions, home-
land security, interest on the public debt and veterans’ benefits—none of them
what people who complain about waste usually have in mind—and you are left
with spending equal to about 3 percent of gross domestic product. And most

. of that goes for courts, highways, education and other useful things. Any sav-

ings from elimination of waste and fraud will amount to little more than a
rounding-off error.

So let’s put a few things back on the table. Let's assume that interest on

" the public debt will be paid, that spending on defense and homeland security
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will not be compromised and that the regular operations of government will
gontinue to be financed. What we are left with, then, are the New Deal and
(Great Society programs: Social Security, Medicare, Medicaid and unemploy-
ment insurance. And to close the fiscal gap, spending on these programs
would have to be cut by around 40 percent.

: It's impossible to know how such spending cuts might unfold, but cuts
of that magnitude would require drastic changes in the system. It goes almost
without saying that the age at which Americans become eligible for retirement
penefits would rise, that Social Security payments would fall sharply com-
pared with average incomes, that Medicare patients would be forced to pay
much more of their expenses out of pocket—or do without. And that would be
only a start.

All this sounds politically impossible. In fact, politicians of both parties
have been scrambling to expand, not reduce, Medicare benefits by adding pre-
scription drug coverage. It’s hard to imagine a situation under which the enti-
tlement programs would be rolled back sufficiently to close the fiscal gap.

Yet closing the fiscal gap by raising taxes would mean rolling back all of
the Bush tax cuts, and then some. And that also sounds politically impossible.

For the time being, there is a third alternative: borrow the difference
between what we insist on spending and what we’re willing to collect in taxes.
That works as long as lenders believe that someday, somehow, we're going to
get our fiscal act together. But this can’t go on indefinitely. Eventually—I think
within a decade, though not everyone agrees—the bond market will tell us that
we have to make a choice.

In short, everything is going according to plan.

For the looming fiscal crisis doesn’t represent a defeat for the leaders of
the tax-cut crusade or a miscalculation on their part. Some supporters of Pres-
ident Bush may have really believed that his tax cuts were consistent with his
promises to protect Social Security and expand Medicare; some people may
still believe that the wondrous supply-side effects of tax cuts will make the
budget deficit disappear. But for starve-the-beast tax-cutters, the coming
crunch is exactly what they had in mind.

7. What Kind of Country?

The astonishing political success of the antitax crusade has, more or less
deliberately, set the United States up for a fiscal crisis. How we respond to that
crisis will determine what kind of country we become. :

If Grover Norquist is right—and he has been right about a lot—the
coming crisis will allow conservatives to move the nation a long way back
toward the kind of limited government we had before Franklin Roosevelt. Lack
of revenue, he says, will make it possible for conservative politicians—in the
name of fiscal necessity—to dismantle immensely popular government programs
that would otherwise have been untouchable.

In Norquist’s vision, America a couple of decades from now will be a place
in which elderly people make up a disproportionate share of the poos, as they
did before Social Security. It will also be a country in which even middle-class
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elderly Americans are, in many cases, unable to afford expensive medical proce-
dures or prescription drugs and in which poor Americans generally go without
even basic health care. And it may well be a place in which only those who can
afford expensive private schools can give their children a decent education.

But as Governor Riley of Alabama reminds us, that’s a choice, not a
necessity. The tax-cut crusade has created a situation in which something
must give. But what gives—whether we decide that the New Deal and the Great
Society must go or that taxes aren’t such a bad thing after all-is up to us. The
American people must decide what kind of a country we want to be.
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POSTSCRIPT
)
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Are Tax Cuts Good for America?

\_”‘rmao is an obvious conflict between wanting to keep (and perhaps
extend) most of the services and benefits that government provides and
simultaneously wanting to lower taxes. Americans are increasingly skeptical
about the uses to which their tax money is put. They do not understand how
taxes are imposed, and they suspect that somebody else is getting a tax cut at
their expense.

The consequences will likely be debated for many years. Do these tax
cuts increase incentives for investment and spending, thus bolstering the
economy and increasing tax revenues in the long run? Or do they unfairly
reward upper-income earners, re-create federal deficits, and make it more dif-
ficult for Congress to adopt costly reforms that would benefit lower- and
middle-income citizens?

The significant tax reductions that were adopted in 2001, 2002, and
2003 have contributed to the replacement of an anticipated federal surplus
by a huge deficit in federal income.

John Podhoretz, Bush Country: How Dubya Became a Great President
While Driving Liberals Insane (St. Martin's Press, 2004) defends the tax cuts
and other fiscal policies as essential elements of the strategic policies of the
Bush administration in reversing economic slowdown, encouraging business
investment, and supporting the new expenditures for the war in Iraq and the
war on terrorism. Current articles in The Weekly Standard and National Review
make the case for eliminating dividend and estate taxes and reducing the cost
of non-essential government services.

The title of David Cay Johnston'’s book criticizing tax policies of the sec-
ond Bush administration clearly indicates its point of view: Perfectly Legal:
The Covert Campaign to Rig Our Tax System to Benefit the Super Rich—and Cheat
Everybody Else (Portfolio, 2003). Johnston believes that the tax code perpetu-
ates a widening gulf between the super-rich and everyone else. Charles Lewis
and Bill Allison, in The Cheating of America: How Tax Avoidance and Evasion by
the Super Rich Are Costing the Country Billions and What You Can Do About It
(William Morrow, 2001), are persuaded that the problem is not that Americans
are taxed too much but that too many get away with paying too little.

John O. Fox, If Americans Really Understood the Income Tax: Uncovering
Our Most Expensive Ignorance (Westview Press, 2001), cannot be characterized as
favoring more or less taxation, but urges tax reform by eliminating special tax
benefits and instituting lower taxes rate across the board.
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