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Chairman Whitehouse, Ranking Member Grassley, and Members of the Committee: Thank
you for inviting me to testify today. The views I express in this testimony are my own and
should not be construed as representing any official position of the Cato Institute.

I will make three main points in my remarks.

First, the 2017 Tax Cuts and Jobs Act (TCJA) was a success. It put money back in Americans’
pockets and supported the long climb out of the great recession.

Second, the U.S. federal budget deficit is not primarily caused by tax cuts. Instead,
unsustainable spending explains current and future deficits.

Third, the topic of this hearing is about the appropriate size and scope of government—a
topic on which reasonable people can disagree. However, if Congress decides that current
spending programs do not need to be curtailed, it should also be honest with the American
people. Big government is expensive and will require significantly higher taxes on
everyone, not just the rich.

The Tax Cuts and Jobs Act!

The 2017 TCJA was more than just a tax cut; it was the most significant reform to the U.S.
tax code in 30 years—since the Reagan-era 1986 tax reform. In addition to cutting
individual and corporate tax rates, the reforms made it easier for millions of Americans to
pay their taxes, simplified family benefits, and overhauled the international tax system,
among many other reforms. As a result, the law increased the share of taxes paid by higher-
income taxpayers and successfully boosted economic growth, investment, and wages.

Some of the most significant changes in the law included:

e Lower individual income tax rates and thresholds. More than nine out of 10
taxpayers received a tax cut or saw no change in their tax bill. According to the Tax
Policy Center, only 4.8 percent of taxpayers were projected to see a tax increase, and
more than 80 percent of taxpayers benefited from a tax cut.?

e Nearly doubled standard deductions of $12,000 for single filers, $24,000 for married
couples filing jointly, and $18,000 for head of household filers in 2018. Doubling the
standard deduction and curtailing the value of some itemized deductions moved

1 The sections are partly adapted and updated from Adam N. Michel, “An Economic History of the Tax Cuts
and Jobs Act: Higher Wages, More Jobs, New Investment,” Heritage Foundation Backgrounder No. 3592,
March 16, 2021, https://www.heritage.org/taxes/report/economic-history-the-tax-cuts-and-jobs-act-higher-
wages-more-jobs-new-investment; Adam N. Michel, “The Tax Cuts and Jobs Act: 12 Myths Debunked,”
Heritage Foundation Backgrounder No. 3600, March 23, 2021, https://www.heritage.org/taxes/report/the-
tax-cuts-and-jobs-act-12-myths-debunked.

2 Tax Policy Center Staff, “Distributional Analysis of the Conference Agreement for the Tax Cuts and Jobs Act,”
Tax Policy Center, December 18, 2017, https://www.taxpolicycenter.org/publications/distributional-
analysis-conference-agreement-tax-cuts-and-jobs-act/full
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more than 29 million taxpayers from the more complicated itemized system to the
standard deduction.3

e New $10,000 cap on the state and local tax (SALT) deduction and a $250,000
reduction (to $750,000) to the cap on the mortgage interest deduction for new
mortgages. The phase-out of itemized deductions (Pease limitation) and other
smaller itemized deductions are eliminated.

e Doubled child tax credit to $2,000. The phase-out threshold for the tax credit for
married joint filers increased from $110,000 to $400,000. The refundable portion of
the credit increased from $1,000 to $1,400. Added a new $500 non-child dependent
credit and repealed personal and dependent exemptions.

o Increased the individual alternative minimum tax (AMT) exemption from $86,200 to
$109,400 for married filers. In 2018, the new exemption phased out starting at $1
million, up from $164,100.

o Lowered the federal corporate income tax rate to 21 percent, down from 35 percent.

o Expanded full expensing for business investments with asset-class lives of 20 years
or fewer.

e Added a new 20 percent deduction for certain non-salary pass-through business
income. The deduction phases out for certain service providers with incomes that
exceed $157,500 for single filers and $315,000 for married couples filing jointly.

o Repealed the domestic production activities deduction, repealed the corporate AMT,
and overhauled the international tax rules.

The TCJA Cut Taxes for Most Americans

Only 17 percent of Americans surveyed in a 2019 NBC News/Wall Street Journal poll
thought their taxes would go down because of the TCJA.* After more than a year of
misleading reporting about the tax reform, The New York Times admitted in a 2019
headline, “Face It: You (Probably) Got a Tax Cut.”>

IRS data from tax years 2017 and 2018 in Figure 1 shows that the average change in taxes
paid as a percentage of taxes paid in 2017 was largest for the lowest-income Americans
and smallest for the top 1 percent, measured by adjusted gross income (AGI). The lowest
income 50 percent of Americans benefited from a 9.3 percent reduction in their tax bill. The
highest income 1 percent of taxpayers saw just a 0.04 percent tax cut. After 2017, higher-
income taxpayers now pay a larger share of all taxes. By this metric, the income tax system
was made more progressive. The top 1 percent of taxpayers paid 40 percent of income
taxes in 2018 and 38 percent in 2017.

3 Individual Complete Report (Publication 1304), Table 1.2, tax years 2017 and 2018, in “SOI Tax Stats —
Individual Statistical Tables by Size of Adjusted Gross Income,” Internal Revenue Service,
https://www.irs.gov/statistics /soi-tax-stats-individual-statistical-tables-by-size-of-adjusted-gross-income.
4John Harwood, “Few Americans Think They’re Getting a Trump Tax Cut: NBC/WS] Poll,” CNBC, last updated
April 8, 2019, https: //www.cnbc.com/2019/04 /05 /few-americans-think-theyre-getting-a-trump-tax-cut-
nbcwsj-poll.html.

5 Ben Casselman and Jim Tankersley, “Face It: You (Probably) Got a Tax Cut,” The New York Times, April 14,
2019, https://www.nytimes.com/2019/04 /14 /business/economy/income-tax-cut.html.
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Figure 1

Lower-income Americans' tax bills cut the most by TCJA
Changes in taxes paid, 2017 to 2018, as percentage of 2017 taxes

Income bracket
Top 1% Top 2-5% Top 5-10% Top 10-25% Top 25-50% Bottom 50%
-0.04%

Changes in taxes paid

-10.3%

Source: Author's calculations; Table 4.1, Tax Years 2001-2020, Internal Revenue Service, Statistics of Income.

The Joint Committee on Taxation (JCT) distributional tables from 2017 tell a similar story.
In calendar year 2019, taxpayers making between $20,000 and $50,000 were estimated to
see the largest tax cuts, between 10.0 percent and 13.5 percent.® In the same year, 76.6
percent of the dollar value of the tax cut went to people making less than $500,000 a year.
Similarly, of the total $1.5 trillion tax cut, 77.4 percent ($1.1 trillion) of the ten-year
revenue reduction was for individual taxpayers.” Businesses received a $329 billion tax cut,
but even these changes benefited workers because labor bears between 75 percent and
100 percent of the corporate tax’s revenue cost.8

Critics of the law claim the opposite; they claim that the TCJA was a regressive change that
primarily cut taxes for the wealthy and large corporations. They point out that the dollar
value of the tax cut per taxpayer and the tax cut measured as the change in after-tax income
skewed toward higher-income taxpayers. This is simply a mathematical fact of reforms that
cut marginal tax rates for all income groups in an already highly progressive tax system.
For example, in 2017, the lowest-income half of taxpayers paid, on average, just 3.1 percent

6 Joint Committee on Taxation, “Distributional Effects Of The Conference Agreement For H.R.1, The Tax Cuts
And Jobs Act,” JCX-68-17, December 18, 2017, https://www.jct.gov/publications/2017 /jcx-68-17/.

7 Joint Committee on Taxation, “Estimated Budget Effects of the Conference Agreement for H.R.1, The Tax
Cuts and Jobs Act,” JCX-67-17, December 18, 2017, https://www.jct.gov/publications /2017 /jcx-67-17/

8 Adam N. Michel, “The High Price That American Workers Pay for Corporate Taxes,” Heritage Foundation
Backgrounder No. 3243, September 11, 2017, https://www.heritage.org/taxes/report/the-high-price-
american-workers-pay-corporate-taxes.
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of all income taxes. Without using the tax code to increase transfers, it is impossible to
significantly cut the dollar value of taxes for people who pay very little or are already net
beneficiaries of the tax code.

The latest IRS data show that in 2020, the top 1 percent of income earners—those earning
more than $550,000—earned 22.2 percent of all U.S. adjusted gross income while paying
42.3 percent of all federal income taxes. The top 10 percent earned 49.5 percent of all
income and paid 73.7 percent of all federal income taxes. Those who pay the most taxes
and pay the highest effective tax rates will also see commensurate benefits when rates are
lowered. This does not mean that middle-class Americans were left out of the reforms.

Rolling the tax code back to pre-2017 would mean higher taxes on basically every
American family. President Joe Biden recognizes this fact in his 2024 budget proposal by
saying he “will work with the Congress to address the 2025 expirations [of the 2017 tax
cuts,]...opposes increasing taxes on people earning less than $400,000 and supports cutting
taxes for working people and families with children to give them more breathing room.”?

Tax Cuts and Economic Growth

In addition to the individual tax changes, the 2017 tax cut was intended to boost business
investment and support the long-running post-financial-crisis economic expansion. The
primary permanent component of the law is the 21 percent corporate income tax rate,
lowering it from 35 percent, one of the world's highest corporate income tax rates.1° The
lower rate was paired with business expensing to allow businesses to write off the full cost
of investments through the end of 2022 (2021 for R&D expenses). Unfortunately, losing the
full investment deduction during a time of high inflation will significantly increase the cost
of new investments in the years to come.1!

Expensing and lower business tax rates are the primary drivers of projected increases in
economic growth following the 2017 reforms. In a neoclassical model of the economy, the
amount of labor (workers) and capital (tools, equipment, and buildings) determine the
gross domestic product (GDP) or the size of the economy. Tax cuts are generally modeled
as increasing the capital stock by lowering effective tax rates on investments and
increasing labor supply by lowering marginal income tax rates. More capital and more total
hours worked mean more GDP.

Permanent changes in the tax code only temporarily increase the rate of growth of new
investments, which increases the growth rate of GDP. Once a new “steady state” for the
economy is reached, it returns to its previous trend but at a higher level. This model

9 Office of Management and Budget, “Budget of the U.S. Government, Fiscal Year 2024,” 2023, pp 46,
https://www.whitehouse.gov/wp-content/uploads/2023/03 /budget fy2024.pdf.

10 Adam N. Michel, “The U.S. Tax System Unfairly Burdens U.S. Business,” Heritage Foundation Backgrounder
No. 3217, May 16, 2017, https://www.heritage.org/taxes/report/the-us-tax-system-unfairly-burdens-us-
business.

11 Adam N. Michel, “Expensing Is Key in Any Pro-Growth Tax Package,” Cato at Liberty blog, April 19, 2023,
https://www.cato.org/blog/expensing-key-any-pro-growth-tax-package.
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predicts that tax cuts will temporarily increase growth rates for capital investment and
output, leaving a permanently larger capital stock and economy.

The additional investment allows workers to be more productive by working with more
tools and more efficient tools. As worker productivity increases, wages rise to compensate
for the additional output per hour of work. Although this is generally modeled as a longer-
run effect, forward-looking businesses can revise their labor market expectations and
accelerate benefits to labor. Especially in a tight labor market, earnings growth should be
realized more quickly as companies compete for scarce talent and workers exercise
bargaining power to capture productivity increases.

Using different versions of this model, a diverse and bipartisan group of researchers
estimated that the TCJA would increase the country’s capital stock and boost GDP by
between 0.7 percent and 1.7 percent. The estimates vary in magnitude depending on the
model’s specific assumptions and how the results are presented, but almost all agreed that
the reform would produce positive changes in investment and GDP.

e The Congressional Budget Office (CBO) concluded that the “changes are expected to
encourage saving, investment, and work.” And that “in CBO’s projections, the act
boosts average annual real GDP by 0.7 percent over the 2018-2028 period.”12

e “According to the Tax Foundation’s Taxes and Growth Model, the plan would
significantly lower marginal tax rates and the cost of capital, which would lead to a
1.7 percent increase in GDP over the long term, 1.5 percent higher wages, and an
additional 339,000 full-time equivalent jobs.”13

e The Tax Policy Center estimated, “the legislation would boost US gross domestic
product (GDP) 0.8 percent in 2018 and would have little effect on GDP in 2027 or
2037.714

e The Heritage Foundation estimated that “long-run gross domestic product will
increase by 1.67 percent over the pre-reform baseline.”1>

The Economic Record

The economic record of how the 2017 tax cuts actually affected the economy was
contemporaneously confounded by other positive developments, such as federal regulatory
reforms, and countervailing changes, such as President Trump’s aggressive and
destabilizing anti-trade agenda. Moreover, beginning in the first quarter of 2020, the

12 John McClelland and Jeffrey Werling, “How the 2017 Tax Act Affects CBO’s Projections,” Congressional
Budget Office, April 20, 2018, https://www.cbo.gov/publication/53787.

13 Tax Foundation, “Preliminary Details and Analysis of the Tax Cuts and Jobs Act,” Special Report No. 241,
December 2017, https://taxfoundation.org/final-tax-cuts-and-jobs-act-details-analysis/.

14 Benjamin R. Page et al., “Macroeconomic Analysis of the Tax Cuts and Jobs Act,” Tax Policy Center,
December 20, 2017, https://www.taxpolicycenter.org/publications/macroeconomic-analysis-tax-cuts-and-
jobs-act

15 Adam N. Michel and Parker Sheppard, “Simple Changes Could Double the Increase in GDP from Tax
Reform,” Heritage Foundation Issue Brief No. 4852, May 14, 2018,
https://www.heritage.org/taxes/report/simple-changes-could-double-the-increase-gdp-tax-reform.
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COVID-19 health and economic crises make any long-run assessment of the policy changes
all but impossible.

However, in the immediate aftermath of the 2017 reforms, there were key signs that the
tax cuts worked as they were projected. For example, real year-over-year non-residential
business fixed investment outpaced CBO projections through 2018 before trade
uncertainty rose.1® Other measures of business activity showed similar positive trends in
early-2018, such as new manufacturers’ orders of non-defense and non-aircraft capital
goods and small business optimism.1”

Following the 2017 tax cut, there are also clear indications that the labor market improved
considerably. A significant increase in wage growth marked the beginning of 2018. Figure 2
shows that nominal year-over-year average hourly earnings for production and non-
supervisory workers declined slightly through 2016 and 2017, averaging 2.4 percent.
Following the tax cuts, wage growth for production and nonsupervisory workers increased
to 3.7 percent by October 2019. Because of these gains, the average production and
nonsupervisory worker received about $1,400 in above-trend annualized earnings in April
2020.

16 Adam N. Michel, “An Economic History of the Tax Cuts and Jobs Act: Higher Wages, More Jobs, New
Investment,” Heritage Foundation Backgrounder No. 3592,
https://www.heritage.org/taxes/report/economic-history-the-tax-cuts-and-jobs-act-higher-wages-more-
jobs-new-investment.

17.U.S. Census Bureau, “Manufacturers’ New Orders: Nondefense Capital Goods Excluding Aircraft,” retrieved
from FRED, Federal Reserve Bank of St. Louis, https://fred.stlouisfed.org/series/NEWORDER; National
Federation of Independent Business Research Foundation, Small Business Economic Trends,
http://www.nfib-sbet.org/indicators/; Economic Report of the President, Chapter 1, “Evaluating the Effects
of the Tax Cuts and Jobs Act,” March 2019, https://www.govinfo.gov/content/pkg/ERP-2019/pdf/ERP-2019-

chapterl.pdf.
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Figure 2

Earning growth increases after TCJA, production and non-supervisory workers
Year-over-year changes in nominal earnings, 2016-2019

Post-TCJA

3.5%

3.0%

Source: U.S. Bureau of Labor Statistics, "Average Hourly Earnings of Production and Nonsupervisory Employees, Total
Private, Seasonally Adjusted."

Other measures of income showed similar shifts in trend. Census Bureau data show that
real median household income reached an all-time high in 2019, growing by $4,400 (a 6.8
percent year-over-year increase). Between 2017 and 2019, income inequality declined as
income growth among lower-income and minority households outpaced other groups.18
There was also a significant and sustained increase in job availability and job mobility after
2017.

In 2018, many businesses shared their tax windfalls with workers through bonuses and
other investments. The Economic Report of the President counted more than 645
companies that explicitly announced bonuses or increased retirement contributions due to

18 Council of Economic Advisers, “Incomes Hit a Record High and Poverty Reached a Record Low in 2019,”
September 15, 2020, https://trumpwhitehouse.archives.gov/articles/incomes-hit-record-high-poverty-
reached-record-low-2019/.
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the 2017 tax cuts, benefiting more than 6 million workers.1° A separate analysis found that
firms with the largest expected tax savings were likelier to announce bonuses and increase
investment.20

These economic benefits are also supported by a deep academic literature that links tax
changes to corresponding changes in GDP, investment, and wages.2! For example, Christina
and David Romer estimate that a tax cut equal to 1 percent of GDP increases GDP by more
than 3 percent after 2.5 years and increases investment by as much as 11 percent.22 The
link between tax increases and slower economic growth is also robust. William McBride
concludes, “nearly every empirical study of taxes and economic growth published in a peer
reviewed academic journal finds that tax increases harm economic growth.”23 In another
literature review, Valerie Ramey shows that a majority of academic estimates indicate that
tax increases reduce GDP by two or three times the increase in revenue.24

Is the Deficit Caused by Tax Cuts?

The annual federal budget deficit and the accumulated debt result from Congress spending
more than they are willing to raise in taxes. Since the early 2000s, when the U.S. federal
government last had a budget surplus, Congress has kept taxes from increasing too far
above their historical average level of 17.4 percent of GDP. Unfortunately, Congress has not
kept automatic spending increases from mounting. Instead, Congress has added significant
new spending on top of automatic increases.

In 2022, federal revenue as a percent of GDP was at a two-decade high, and this year’s
revenue as a share of the economy will be a full percentage point above the historical
average or 17.4 percent. Figure 3 shows historical and projected revenue and outlays from

19 Economic Report of the President, Chapter 1, “Evaluating the Effects of the Tax Cuts and Jobs Act,” March
2019, https://www.govinfo.gov/content/pkg/ERP-2019 /pdf/ERP-2019-chapterl.pdf

20 Michelle Hanlon, Jeffrey L. Hoopes, and Joel Slemrod, “Tax Reform Made Me Do It!” NBER Working Paper
No. 25283, November 2018, https://www.nber.org/system /files /working papers/w25283/w25283.pdf.

21 Council of Economic Advisers, “The Growth Effects of Corporate Tax Reform and Implications for Wages,”
October 2017,

https://trumpwhitehouse.archives.gov/sites /whitehouse.gov/files /images/Corporate%20Tax%20Reform?
20and%20Growth%20Final.pdf.

22 “In short, tax increases appear to have a very large, sustained, and highly significant negative impact on
output.” Christina Romer and David Romer, “The Macroeconomic Effects of Tax Changes: Estimates Based on
a New Measure of Fiscal Shocks,” American Economic Review, Vol. 100 No. 3 (June 2010),
https://www.aeaweb.org/articles?id=10.1257 /aer.100.3.763.

23 William McBride, “What Is the Evidence on Taxes and Growth?” Tax Foundation Special Report No. 207,
December 18, 2012, https://taxfoundation.org/what-evidence-taxes-and-growth /; William McBride,
“Empirical Evidence on Taxes and Growth: A Response to CBPP,” Tax Foundation, February 21, 2014,

https: //taxfoundation.org/empirical-evidence-taxes-and-growth-response-cbpp/.

24 Valerie A. Ramey, “Ten Years After the Financial Crisis: What Have We Learned from the Renaissance in
Fiscal Research?” Journal of Economic Perspectives, Vol. 33, No. 2 (Spring 2019),
https://pubs.aeaweb.org/doi/pdf/10.1257 /jep.33.2.89.
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1970-2033.2> Over the next decade, revenues will remain above the historical average.
Outlays are projected to continue to climb from their current highs.

Figure 3
Federal outlays and revenue, share of gross domestic product

32% Great Recession COVID-19 Projections
30%
28%
26% Historical Average
(1972-2022)
24%
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Source: Congressional Budget Office, "The Budget and Economic Outlook: 2023 to 2033, Historical Budget Data,"
February 15, 2023; Congressional Budget Office, "An Update to the Budget Outlook: 2023 to 2033," May 12, 2023.

In its longer-term projections, CBO shows that spending and revenues both continue to
climb beyond 2033—spending just grows much faster. In the February 2023 long-term
budget outlook, CBO projects spending to rise from almost 24 percent of GDP in 2023 to 30
percent of GDP in 2053. Revenues are projected to rise from 18 percent of GDP in 2023 to
19 percent in 2053, well above the pre-2017 50-year historical average.2¢ Over the 30
years, the largest source of additional tax revenue is real bracket creep, accounting for
almost 60 percent of the higher revenues in 2052 and twice as much revenue as the

%5 Congressional Budget Office, “An Update to the Budget Outlook: 2023 to 2033,” May 2023,
https://www.cbo.gov/publication/59159; chart adapted from Romina Boccia and Dominik Lett, “The CBO
Budget and Economic Outlook in the Post-COVID Fiscal Era,” Cato at Liberty, February 15, 2023,
https://www.cato.org/blog/cbo-budget-economic-outlook-post-covid-fiscal-era.

26 Congressional Budget Office, supplemental data from “The Budget and Economic Outlook: 2023 to 2033,”
February 15, 2023, https://www.cbo.gov/publication/58848.
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expiration of the 2017 tax cuts.?” Health and retirement spending are the primary drivers
of spending growth.

Current data show that if the Treasury collected as much revenue as it did in 2000 when it
had a 2.3 percent budget surplus, it would still have a budget deficit of about 5.1 percent of
GDP. Between 2000 and 2022, total federal outlays as a percent of GDP increased by 7.4
percentage points, from 17.7 percent to 25.1 percent, according to Office of Management
and Budget data.?8 Figure 4 shows that total receipts fell by 0.4 percentage points during
the same period, from 20.0 percent to 19.6 percent. In 2000, the federal government had a
budget surplus of 2.3 percent of GDP; by 2022, the surplus had turned into a deficit of 5.5
percent of GDP.

Figure 4

Spending drives surpluses into deficits, 2000-2022
Percentage point change in receipts and outlays as a share of GDP between 2000 peak surplus of 2.3% of

GDP and 2022 deficit of 5.5% of GDP

7.4%

-0.4%

Total Receipts Total Outlays

Source: Author's calculations; Office of Management and Budget, Historical Tables, Table 1.2.
Deficits and the TCJA
Although the 2017 tax cuts are accounted for in Figure 4, there is still a debate over their

impact on the current deficit. The $1.5 trillion reduction in revenue did add to the debt but
is not driving the projected unsustainable increases in the deficit.

27 Congressional Budget Office, “The 2022 Long-Term Budget Outlook,” July 27, 2022,
https://www.cbo.gov/publication/57971.

28 Office of Management and Budget, Historical Tables, Table 1.2,
https://www.whitehouse.gov/omb/budget/historical-tables/.
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One way to think about the fiscal cost of the TCJA is that it corrected automatic tax
increases by moving the trajectory of large and growing deficits up by between one year
and two years. In 2017, CBO projected revenues as a share of the economy would climb to
18.4 percent by 2026 (a full percentage point above the historical average). The first post-
2017 CBO baseline showed revenues dipping to 16.5 percent in 2019 and then quickly
climbing back to their historical average before the 2026 expiration and automatic tax
hike.2? Thus, the tax cuts corrected for projected automatic growth in tax revenues. In June
2017, the CBO projected that the federal government would reach an annual budget deficit
of $1 trillion in 2022.3% In April 2018, the CBO projected $1 trillion deficits in 2020. The
larger deficit reflected the effects of the tax cuts and the 2018 budget deals, which
increased federal spending by more than $500 billion in 2019.31 Combined, higher
spending and tax cuts moved large and growing deficits up by about two years.

Another, different way to think of the TCJA’s fiscal cost is that it was a small one-time
increase to the debt but not a significant ongoing addition to the deficit. According to a Tax
Foundation estimate from 2017, the tax cuts would only reduce revenues temporarily. By
2024, due mainly to additional economic growth, the tax cuts begin to raise more yearly
revenue than before the reform.32 However, breaking even in one year does not mean the
additional $448 billion in projected new debt will be quickly paid down by a larger
economy. If the law is made permanent, there will be additional costs.

Lastly, it is helpful to put the size of the TCJA’s revenue reduction in the context of current
fiscal challenges. For example, next year’s projected one-year deficit of $1.5 trillion will be
larger than the ten-year revenue reduction of the TCJA. Similarly, Figure 5 shows that
President Biden has added more than $4.9 trillion in new projected borrowing, more than
three times the 10-year revenue reduction of the TCJA.33

If you think that the government is not entitled to confiscate an automatically increasing
share of private resources and the money people earn is, by default, theirs and not the
state’s, then the federal deficit must be caused by rapidly increasing spending and not the
lack of slightly less rapidly increasing tax revenue.

29 Congressional Budget Office, “The Budget and Economic Outlook: 2018 to 2028,” April 9, 2018,
https://www.cbo.gov/publication/53651

30 Congressional Budget Office, “An Update to the Budget and Economic Outlook: 2017 to 2027,” June 29,
2017, https://www.cbo.gov/publication/52801

31 Congressional Budget Office, “The Budget and Economic Outlook: 2018 to 2028,” April 9, 2018,
https://www.cbo.gov/publication/53651; Consolidated Appropriations Act, 2018 (Public Law No. 1151-41);
Bipartisan Budget Act of 2018 (Public Law No. 115-123); and Mike DeBonis and Erica Werner, “Sweeping
Budget Deal Would Add More than $500 Billion in Federal Spending, End Months of Partisan Wrangling,” The
Washington Post, February 7, 2018, https://www.washingtonpost.com/business/economy/spending-deal-

in-jeopardy-as-pelosi-issues-last-minute-demand-on-immigration/2018/02/07 /a07e4e68-0c1b-11e8-8890-

372e2047c¢935 story.html

32 “Preliminary Details and Analysis of the Tax Cuts and Jobs Act,” Tax Foundation Special Report No. 241,
December 18, 2017, https://taxfoundation.org/final-tax-cuts-and-jobs-act-details-analysis/

33 CRFB, “The Biden Administration Has Approved $4.8 Trillion of New Borrowing,” September 13, 2023,
https://www.crfb.org/blogs /biden-administration-has-approved-48-trillion-new-borrowing; Goldman

Sachs, "Carbonomics," March 22, 2023.
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Figure 5
Major changes in the deficit under President Biden vs. TCJA, billions
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Source: Committee for a Responsible Budget, "The Biden Administration Has Approved $4.8 Trillion of New
Borrowing," March 9, 2023; Goldman Sachs, "Carbonomics," March 22, 2023; Joint Committee on Taxation,
“Estimated Budget Effects of the Conference Agreement for H.R.1, The Tax Cuts and Jobs Act,” December 18, 2017;
Romina Boccia and Dominik Lett, "President Biden's Budget Misses the Mark," Cato at Liberty, March 9, 2023.
Note: Excludes interest costs.

Spending is the Real Tax Rate

Blaming deficits and debt on tax cuts is simply a proxy argument over the appropriate size
of the government. Should the government control almost half of all private resources, with
an economy-wide tax rate of 45 percent or higher, as in France and Denmark? Or should we
aim to constrain government spending, leaving more resources in the hands of individual
citizens? The United States is a low-tax country compared to similar countries around the
world. In 2021, the United States collected about 26.6 percent of GDP in taxes across all
levels of government. The Organisation for Economic Co-operation and Development
(OECD) average is 34.3 percent.
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As Milton Friedman observed, spending is the true tax rate.3# So, if Congress wants to keep
the United States a relatively low-tax country, spending will need to come down to meet
revenues. On the other hand, if Congress decides that our current spending levels and
projected spending increases are appropriate, taxes will eventually need to increase to
match spending levels.

Low taxes benefit American workers and employers at all income levels. In 2019, |
estimated that a worker making about $40,000 in the United States would pay $6,000 more
in taxes if he moved to the average European country where higher taxes are necessary to
fund bigger welfare states. A higher-income person earning about $100,000 would pay
more than half of their income in taxes and $16,000 more than a similar person in the
United States.35

Every other large modern welfare state funds its higher levels of government spending
with high taxes on a broad swath of the population. This is not because politicians in those
countries do not want to tax the rich; it is because there is not enough money at the top of
the income distribution to fund their desired spending levels.

This is true in the United States too. IRS data show that if Congress confiscated every dollar
earned by individuals and businesses past their first $500,000, it would still not cover the
cost of next year’s projected $1.5 trillion deficit—unrealistically assuming no behavioral or
other economic effects from taxing 100 percent of additional earnings.3¢

Broad-based tax increases are also no guarantee of lower deficits and debt. Historically,
new or increased taxes to remedy fiscal imbalances deepen and prolong economic
recessions and do not reduce debt-to-GDP ratios.3” More often than not, higher taxes are
associated with new spending in excess of the revenue raised.

What if We Had a Twentieth-Century Tax Code?

The United States has a long history of large and small tax cuts. It is easy to forget what
taxes for middle-class Americans would have looked like had Congress not taken up
periodic tax cuts. Significant tax cuts occurred in the 1920s, 1960s, 1980s, 2000s, and
2010s.38 Historically, tax cuts have increased economic efficiency by reducing biases

34 Milton Friedman, “Money and Inflation,” https://www.youtube.com/watch?v=8hlpDxdbj5w&t=824s

35 Adam N. Michel, “Big Government Requires High Taxes on the Middle Class,” Heritage Foundation Issue
Brief No. 5007, November 3, 2019, https://www.heritage.org/taxes/report/big-government-requires-high-
taxes-the-middle-class.

36 Adam N. Michel, “Biden’s Math of Just Taxing the Rich Doesn’t Add Up,” Cato at Liberty, March 22, 2023,
https://www.cato.org/blog/bidens-math-just-taxing-rich-doesnt-add; Congressional Budget Office, “An
Update to the Budget Outlook: 2023 to 2033,” May 2023, https: //www.cbo.gov/publication/59096.

37 Adam N. Michel, “The Promise of Fiscal Consolidation: How Cutting Spending Can Help to Return America
to Prosperity,” Heritage Foundation, September 2019, https://www.heritage.org/budget-and-
spending/report/the-promise-fiscal-consolidation-how-cutting-spending-can-help-return.

38 There were also tax increases. For a review of past major tax changes see, Scott Greenberg, John Olson, and
Stephen |. Entin, “Modeling the Economic Effects of Past Tax Bills,” Tax Foundation Fiscal Fact No. 527,
September 14, 2016, https://taxfoundation.org/modeling-economic-effects-past-tax-bills/; Alan Reynolds,
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against work and investment in the tax code and made corrections for projected revenues
above the historical average, protecting middle-class taxpayers from significant tax
increases and largely eliminating income tax bills for Americans with below-average
incomes.

If Congress rolled the tax code back to the early 2000s, American families would pay
significantly higher taxes. In 2000, the lowest income tax rate was 15 percent, up from 12
percent today. Marginal tax rates were also higher across the board, and the top rate was
39.5 percent, compared to 37 percent today.3° The Child Tax Credit was only $500 per
child, down from $2,000 today, and marriage penalties were higher across more income tax
brackets.#® The AMT would be paid by more than 35 million taxpayers, up from 200,000
taxpayers today, and the estate tax would capture 100 times more estates which would pay
nine times as much under the death tax.*! The 2000 estate tax exemption was $675,000. In
2023, the exemption is $12.9 million.42

Since 2001, the earliest we have consistent IRS data, average income tax rates have fallen
for all five income groups. Figure 6 shows rates have fallen the furthest for those with the
lowest income, declining from 4.9 percent in 2001 to 3.1 percent in 2020, a 37 percent
decline. For the top 1 percent, average tax rates fell from 27.6 percent in 2001 to 26.0
percent in 2020, a 6 percent decline. During this same time, the share of income taxes paid
by the top 5 percent increased from 52.2 percent to 62.7 percent, while the share paid by
all other taxpayers declined.

“The Economic Impact of Tax Changes, 1920-1939,” Cato Journal, Winter 2021, https://www.cato.org/cato-
journal/winter-2021/economic-impact-tax-changes-1920-1939.

39 Tax Foundation, “Historical U.S. Federal Individual Income Tax Rates & Brackets, 1862-2021,” August 24,
2021, https://taxfoundation.org/historical-income-tax-rates-brackets/.

40 Taylor Lajoie, “The Child Tax Credit: Primer,” Tax Foundation Fiscal Fact No. 705, April 2020,

https: //taxfoundation.org/child-tax-credit/.

41 Leonard E. Burman, William G. Gale, and Jeffrey Rohaly, “ The Expanding Reach of the Individual
Alternative Minimum Tax,” Journal of Economic Perspectives, Volume17, Number 2, Spring 2003,
https://www.urban.org/sites/default/files /publication/58641/1000513-The-Expanding-Reach-of-the-
Individual-Alternative-Minimum-Tax.PDF; Patrick Fleenor and Andrew Chamberlain, “Backgrounder on the

Inleldual Alternatlve Minimum Tax [AMT) . Tax Foundatlon May 24 2005,

; Scott Eastman, “The
Alternatlve Minimum Tax Still Burdens Taxpayers with Compliance Costs,” Tax Foundation Fiscal Fact No.
647, April 2019, https://taxfoundation.org/alternative-minimum-tax-burden-compliance/; “Decomposing
the Decline in Estate Tax Liability Since 2000,” PWBM, July 28, 2022,
https://budgetmodel.wharton.upenn.edu/issues/2022/7/28/decomposing-the-decline-in-estate-tax-
liability-since-2000.

42 Tax Foundation, * Federal Estate and Gift Tax Rates, Exemptlons and Exclusmns 1916- 2014 ” February 4,
2014, https: ;
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Figure 6

Lower-income Americans' tax rates cut the most, 2001-2020
Percent change in average income tax rate, 2001 to 2020 by adjusted gross income

Income bracket

Top 1% Top 2-5% Top 5-10% Top 10-25% Top 25-50% Bottom 50%

-37%

Source: Author's calculations; Table 4.1, Tax Years 2001-2020, Internal Revenue Service, Statistics of Income.

[ look forward to answering your questions.
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