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“BUILDING BACK BETTER: RAISING REVENUE
TO INVEST IN SHARED PROSPERITY”

WEDNESDAY, OCTOBER 6, 2021

UNITED STATES CONGRESS,
JOINT EcoNnoMmIC COMMITTEE,
Washington, DC.

The WebEx virtual hearing was convened, pursuant to notice, at
2:30 p.m., before the Joint Economic Committee, Hon. Donald S.
Beyer Jr., Chairman, presiding.

Representatives present: Schweikert, Pocan, Davids, Estes,
Beyer, Peters, and Arrington.

Senators present: Cruz, Hassan, Cassidy, and Lee.

Staff: Vanessa Brown Calder, Hugo Dante Jr., Ron Donado,
Ryan Ethington, Tamara Fucile, Devin Gould, Owen Haaga, Col-
leen Healy, Jeremy Johnson, Adam Michel, Kole Nichols, Michael
Pearson, Alexander Schunk, Nita Somasundaram, Sydney Thomas,
Emily Volk, and Brian Wemple.

OPENING STATEMENT OF HON. DONALD BEYER JR., CHAIR-
MAN, A U.S. REPRESENTATIVE FROM THE COMMONWEALTH
OF VIRGINIA

Chairman Beyer. This hearing will come to order. And I would
like to welcome everyone to the Joint Economic Committee’s Hear-
ing entitled “Building Back Better: Raising Revenue to Invest in
Shared Prosperity.” I want to thank each of our truly distinguished
witnesses for sharing their expertise today, and now let me offer
my opening statement.

The Biden Administration Build Back Better Plan will cut taxes
for working families, help small businesses, and invest in America’s
long-term economic prosperity, all while asking the wealthy and
big corporations to pay their fair share. Today, Federal revenue is
just 16.4 percent of the economy, and asking the wealthy and big
corporations to contribute more Federal revenue is consistent with
supporting long-term economic growth.

The Build Back Better Plan will help provide American small
businesses with a level playing field to compete with multinational
corporations. The Treasury Department projects that 97 percent of
small businesses will be protected from increased taxes, and many
will get a tax cut from reducing the corporate tax rate to 18 per-
cent for incomes under $400,000.00.

The Build Back Better Plan promotes global competitiveness by
working to end the race to the bottom on corporate taxes, letting
American businesses compete on the basis of bringing the best
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products to market at the lowest price, instead of competing on
who can avoid paying taxes.

As a small businessman for almost five decades I know that paid
family leave will help small businesses retain workers. When I had
workers who got sick, or needed to care for a sick child, we pro-
vided paid leave to our employees because we would never want to
leave our workers to choose between a paycheck or taking care of
themselves or a loved one.

At some point during their lives all workers are going to need to
take time away from work. By establishing a Federal paid leave
program, Build Back Better helps small businesses cover those in-
evitabilities and reduces the cost of turnover, which is why so
many small businesses have come out in support if it.

Small businesses will also benefit from expanding the work op-
portunity tax credit, which would give businesses up to $5,000.00
to hire qualified individuals, including eligible veterans. Asking the
wealthy and big corporation to pay their fair share is consistent
with supporting long-term economic growth.

After the Obama-Biden Administration allowed the Bush tax
cuts for the very wealthy to expire in 2013, the economy added 8
million jobs in President Obama’s second term. Job growth slowed
under President Trump as the Trump taxes delivered a windfall for
the wealthy, creating record stock buybacks, and adding hundreds
of billions to the deficit.

Although friends across the aisle will likely claim that asking the
wealthy and big corporations to pay their fair share will hurt eco-
nomic growth, the evidence just doesn’t back them up. A congres-
sional research service report found that “both labor supply and
savings and investment are relatively insensitive to tax rates.” In
addition, improving IRS enforcement will increase revenue without
raising rates, while ensuring that businesses cannot gain advan-
tages over their competitors by cheating on their taxes.

We know that investing in working families, communities and in-
novation is the key to broadly shared economic growth, and that’s
exactly what the Build Back Better Plan would do. An analysis by
the Tax Policy Center shows that the Build Back Better Revenue
provisions passed out of the House Ways and Means Committee
would abide by President Biden’s pledge not to raise taxes on those
making under $400,000.00 a year.

So in 2022, households making under $500,000.00 will get their
direct taxes cut on average. Middle income parents will get a tax
cut of about $3,000.00 on average. Extending the enhanced child
tax credit, and expanded child and dependent care tax credit that
is proposed under Build Back Better, would help families to access
affordable childcare and paid family leave.

These two supports are both critical to helping parents, particu-
larly mothers, remain engaged in the labor market. And we know
that increased labor force participation is key, driving long-term
and sustainable economic growth.

Under President Biden, almost four and a half million people
have returned to work, and unemployment has dropped to 5.2 per-
cent. In the first few quarters of 2021, real GDP grew at over 6
percent. In fact, the second quarter was just revised upward again,
and the Federal Reserve projects 5.9 percent real GDP growth this
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year. Core CPI inflation grew just 0.1 percent. That’s 1 over 1,000
in August, even as real wages grew at .4 percent—four times fast-
er.
So passage of Build Back Better and the bipartisan infrastruc-
ture bill will cement these economic gains, improved productivity,
lower inflationary pressures and create long-term growth. Lou-
isiana Analytics projected that passing both bills will increase GDP
growth in 2022 to 5.3 percent.

Similarly, the Economic Policy Institute projects that the two
bills would support 4 million jobs per year, including 556,000 man-
ufacturing jobs and 312,000 construction jobs. For too long the
wealthy and big corporations have avoided paying their fair share.
You have an opportunity now to rebalance the scale and invest in
America’s future to create long-term broadly shared economic
growth.

We have been waiting for our Vice Chair, Senator Lee to show
up, but while he’s not here yet let me go ahead with the introduc-
tions of our speakers, and then we will slot Senator Lee as soon
as he shows up.

So in the order of their witness testimony our four distinguished
witnesses. Dr. Kimberly Clausing. Dr. Kimberly Clausing is the
Deputy Assistant Secretary for Tax Analysis in the Office of Tax
Policy at the U.S. Department of the Treasury. Prior to that Dr.
Clausing was the Eric M. Zolt Professor of Tax Law and Policy at
UCLA School of Law. And before that, she joined UCLA from Reed
College where she worked as the Thormund Miller and Walter
Mintz Professor of Economics.

Dr. Clausing has published numerous articles on taxation with
a particular emphasis on the taxation of multinational companies,
and she is the author of an amazing, excellent book called Open:
The Progressive Case for Free Trade Immigration and Global Cap-
ital. She’s a long-time friend of many of us and advisor.

She received her BA in Economics from Carleton College, and an
MA and PhD in Economics from Harvard University.

Ms. Chye-Ching Huang is the Executive Director of the Tax Law
Center at NYU Law. Before joining the Tax Law Center Ms. Huang
was Senior Director of Economic Policy at the Center on Budget
and Policy Priorities where she worked on the analysis and design
of a wide range of Federal tax fiscal and economic policy proposals
in collaboration with tax academics, practitioners, analysts and ad-
vocates.

Previously Ms. Huang was a Tax Academic at the University of
Auckland in New Zealand, where she published research in tax
law, policy and regulation, and taught graduate and under-grad-
uate tax law. Ms. Huang holds an LLM from Columbia Law School
where she was a Sir Wallace Rowling/Fullbright and James Kent
Scholar, and a Bachelor of Law and a Bachelor of Commerce in Ec-
onomics from the University of Auckland in New Zealand.

Dr. Wendy Edelberg is the Director of the Hamilton Project and
a Senior Fellow for Economic Studies at the Brookings Institution.
She’s also a Principal at WestExec Advisors, and prior to Brook-
ings, Dr. Edelberg was Chief Economist at the Congressional Budg-
et Office, something near and dear to all of us.



4

Previously Dr. Edelberg was the Executive Director of the Finan-
cial Crisis Inquiry Commission which reported on the causes of the
2008 Financial Crisis. Dr. Edelberg also worked on issues related
to macroeconomics, housing, and consumer spending at the White
Housde Council of Economic Advisers and the Federal Reserve
Board.

Dr. Edelberg received a BA in Economics from Columbia, and
MBA from the University of Chicago, and a PhD in Economics from
the University of Chicago.

Finally, Dr. William McBride is the Vice President of Federal
Tax and Economic Policy at the Tax Foundation. Dr. McBride pre-
viously served as a Manager in the National Economic and Statis-
tics Group at PricewaterhouseCoopers. Dr. McBride has experience
researching and modeling the economics of taxation and issues re-
lated to tax reform at the State, Federal and international levels.

From 2011 to 2014 Dr. McBride served as the Chief Economist
at the Tax Foundation. Dr. McBride holds a BS in Physics from the
University of the South, a BS in Electrical Engineering from Wash-
ington University in St. Louis, and a PhD in Economics from
George Mason University.

And with that, let me turn the floor over to the Vice Chair of the
Full Committee and the distinguished senator from Utah, Senator
Michael Lee.

[The prepared statement of Chairman Beyer appears in the Sub-
missions for the Record on page 28.]

OPENING STATEMENT OF HON. MIKE LEE, RANKING MEMBER,
A U.S. SENATOR FROM UTAH

Senator Lee. Thank you so much, Mr. Chairman. I really appre-
ciate it. Before the pandemic disrupted American’s work lives and
social connections, tax cuts and deregulation supported a thriving
economy that delivered broad benefits to families and workers.

The Tax Cuts and Jobs Act of 2017, which provided historic relief
to working and middle class American families, and led to higher
wages, better benefits, and new employment opportunities across
the country, was crucial to that prosperity.

Our booming economy provided some of the largest benefits to
those Americans who needed it most. Unemployment for Hispanic
Americans, Black Americans, and Asian Americans fell to the low-
est rates on record. Unemployment for women dropped to a near
65 year low, and low income workers saw their wages rise at some
of the fastest rates.

All told the wealth of the bottom 50 percent of all Americans in-
creased by over 70 percent in the three years prior to the pan-
demic. In early 2020, more than 80 percent of working age Ameri-
cans were employed, and wages continued to rise. Pro-growth pol-
icy reform brought the economy roaring to life in a way that few
forecasters thought might be possible.

That success demonstrates an important truth. Americans ben-
efit from lower taxes, less regulation, and more freedom. Unfortu-
nately, we’ve come here today because the Biden Administration
and Democrats in Congress want to squeeze the American people
with higher taxes and more regulation.
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They’ve proposed a 3.5 trillion dollar tax and spend blowout, one
that would increase American’s taxes by over 2 trillion dollars. It
would be the largest tax increase in my lifetime, and it would sub-
stantially expand the Federal Government’s footprint into our
homes, our businesses, and across our economy.

Now let’s be clear the major winners from the Democrat’s plan
are special interests and beltway bureaucrats. Our economy is still
recovering from the pandemic. Now is one of the worst times to
saddle our economy with higher taxes. The recovery has stopped
accelerating and American families are being hit by higher prices
for essential goods.

Things like everything from groceries to housing to gasoline keep
getting more expensive. Inflation is rising at its fastest pace in
three decades, and it’s making it harder to make ends meet. Wage
increases are being swamped by higher prices and job growth is
stalling. Democrats reckless tax and spend boondoggle will only
make things worse.

Here’s what we know this tax plan would do to American fami-
lies and workers and businesses. It would raise taxes on American
families despite President Biden’s pledge to the contrary. The non-
partisan Joint Committee on Taxation, and the left leaning Tax
Policy Center both agree that the plan would hike taxes on low and
middle income families making less than $400,000.00 a year.

The Democrats tax plan would also drive jobs for American work-
ers overseas. It would raise the Federal corporate tax rate to 26.5
percent, making the cost of doing business in the U.S. higher than
in Canada, Mexico, Japan, the United Kingdom, Germany, France
and China.

American workers would pay the price. They’d pay for it in lost
jobs and slower wage growth and less investment in things like do-
mestic manufacturing and innovative research and development. In
10 years two-thirds of the tax burden from this corporate tax in-
crease would be shouldered by low and middle income workers, and
perhaps worst of all the Democrats tax plan would embolden Wash-
ington to pick winners and losers, rather than allowing entre-
preneurs to meet the needs of American consumers.

This is about so much more than penalizing successful Ameri-
cans with even higher taxes. This is about putting more of Ameri-
can’s resources under the control of Washington politicians. Demo-
crats tax plan would cost American families and workers and busi-
nesses. It would mean less innovation, lower wages, and fewer jobs.

It would increase the size and scope of the Federal Government.
It would make our country less prosperous, less fair, and less free.
We know what works—keeping taxes low helps to support a thriv-
ing economy. It benefits all Americans. We should return to the
policies that made the pre-pandemic economy so successful for so
many Americans.

Congress should keep taxes low and predictable by making the
reforms in the Tax Cuts and Jobs Act permanent. And then we
should restrain government spending. It’s on a runaway path right
now, by setting clear and enforceable rules for fiscal discipline.

Look, we simply can’t, as in it simply won’t work. We can’t suc-
ceed at taxing and spending our way into shared prosperity. In-
stead, we need to stop spending indiscriminately and make Amer-
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ica the best place in the world to do business, pursue happiness
and earn success. Thank you.

[The prepared statement of Senator Lee appears in the Submis-
sions for the Record on page 29.]

Chairman Beyer. Senator Lee thank you very much. Now we
will recognize Dr. Clausing for your testimony.

STATEMENT OF DR. KIMBERLY CLAUSING, DEPUTY ASSIST-
ANT SECRETARY FOR TAX ANALYSIS, U.S. DEPARTMENT OF
THE TREASURY, WASHINGTON, DC

Dr. Clausing. Thank you Chairman Beyer. Chairman Beyer,
Ranking Member and members of the committee. Thank you so
much for inviting me to share my views on the relationship be-
tween tax policy and the economy.

The present moment is a very consequential one for the future
of tax policy. We have an opportunity in front of us to create a
modern, efficient, and fair tax system, capable of funding invest-
ments that are essential to the creation of prosperous U.S. business
environment, and to the sort of inclusive economic growth that can
benefit all Americans.

First off, raising adequate government revenue is important for
funding the Nation’s priorities, and for shoring up the fundamental
economic strengths that are central to job creation. We need rev-
enue to build roads and bridges, to fund education, training and re-
search, to mitigate climate change, and to support families from
tackling child poverty to maintaining support to the elderly.

These investments are important to all of us, including those in
the business community. Right now however, the United States
raises less revenue than we need. We are in the bottom fifth of all
OECD countries in terms of revenue raised relative to the size of
our economy across all levels of government.

We raise particularly low levels of revenue taxing of capital and
corporations. The Joint Committee on Tax reports that U.S. multi-
nationals pay an average tax rate of only 8 percent on their in-
come. In contrast, companies located in our top trading partners
pay 18 percent.

We collect far less corporate income tax revenue than our trading
partners, and we only collect about half what we collected before
the Tax Cut and Jobs Act, when we collected 2 percent of GDP.
Our corporate tax revenues are low despite the fact that U.S. com-
panies show very high corporate profits, both in historic and com-
parative terms.

Indeed, the United States’ corporate sector is the most profitable
in the world, dominating every measure of corporate success. Be-
yond revenue, tax reform is also essential to address the offshoring
and profit shifting incentives that are embedded in current law.

Under current, law foreign income is sometimes tax exempt, and
sometimes taxed at half the rate of domestic income, providing very
strong incentives to locate both activity and profit offshore. Al-
though the Tax Cuts and Jobs Act included a global minimum tax
called GILTI, it did not stop profit shifting. Indeed, the very large
share of U.S. multinational income in very low tax jurisdictions did
not change after 2015.
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Unfortunately, current law creates an America last tax system.
Even high- or medium-taxed foreign income is preferred to U.S. in-
come because it can be blended with low—tax income and taxed at
a 50 percent discount. This is why a country by country minimum
tax system is so crucial.

These reforms will also create a fairer tax system. The past four
decades can be characterized by three related trends—large, trou-
bling increases in income and inequality, multiple reductions in tax
rates for those at the top, and difficulty making ends meet for
many lower and middle income families.

Under current proposals, large expansions in the child tax credit,
the earned income tax credit and the child dependent care tax cred-
it will help address the needs of typical Americans. In short, asking
for somewhat larger tax contributions from the country’s wealthiest
households, and from the most profitable corporations will help us
raise the revenue that is needed to support the long-term competi-
tiveness of the U.S. economy and the well-being of American fami-
lies.

Finally, there are many ways that our tax system needs to be
modernized to suit the 21st century. The mobility of capital means
that the taxation of multinational companies is subject to large tax
competition pressures.

The existential threat posed by climate change makes it critical
to make changes in the tax code that incentivize clean energy. In
both areas, cooperation with other countries pursuing the same
goals yields double dividends, encouraging them to take firm ac-
tions of their own in solving long-standing collective action prob-
lems.

A crucial way to modernize our tax system is to also ensure that
we collect the tax that is due. The tax gap, which is forecast to
total about 7 trillion over the coming decade, creates both ineffi-
ciencies and inequities. Honest businesses who pay their tax obliga-
tions in full compete with businesses whose owners shirk their tax
responsibilities.

Workers who earn solely wage or salary income fully report their
income accurately, but face higher tax burdens than taxpayers
using evasion to hide opaque sources of income. Those at the top
of the income distribution are disproportionately responsible for the
tax gap. Providing the IRS with the resources and information they
need will give us a more progressive tax system.

American taxpayers will benefit across many dimensions: im-
proved taxpayer service, better targeted audits toward those that
evade, and hundreds of billions of dollars of revenue that allow
lower taxes elsewhere, less debt, and better government.

In conclusion, the tax reforms that we will discuss today are es-
sential for encouraging U.S. job creation, economic growth and in-
clusive prosperity. Thank you for inviting me.

[The prepared statement of Dr. Clausing appears in the Submis-
sions for the Record on page 31.]

Chairman Beyer. Thank you, Dr. Clausing very much. We'll
next hear from Ms. Chye-Ching Huang for your testimony.



8

STATEMENT OF MS. CHYE-CHING HUANG, EXECUTIVE DIREC-
TOR OF THE TAX LAW CENTER, NEW YORK UNIVERSITY LAW,
NEW YORK, NY

Ms. Huang. Chairman Beyer, Ranking Member Lee and mem-
bers of the committee. I am honored to testify about an opportunity
to meet the Nation’s most pressing economic needs. Sound tax pol-
icy can lift the living standards of low and moderate income Ameri-
cans, and support economic growth with shared benefits for work-
ers, families and businesses.

And that is because it can raise revenues to support investments
in areas like infrastructure, education, scientific research and
worker training that are known to deliver long-term benefits. And
this can also reduce the costs of challenges like climate change.

Further, lawmakers are considering proposals, including a
stronger child tax credit, and those are also true in these folks be-
cause they deliver longer benefits for the trajectories of children
and the broader economy.

Research shows that such credits increase the likelihood that
children grow up healthier, do better in school, attend college, and
earn more as adults. And these long-term benefits can be large.
Nobel research also suggests that financial stability can help more
children develop and apply their talents for research, innovation,
and entrepreneurship and the country is currently losing out on so
much of their potential.

Seventeen Nobel Laureate economists have explained that the
package that lawmakers are considering will ease long-term infla-
tionary pressures, and that’s because it combines investments that
improve growth with revenues to financial those investments with-
out adding to long-term deficits.

Furthermore, sound tax policy can scale back on inefficient tax
breaks, and can help it slow to where it’s most productive, rather
than where the tax savings are the most lucrative. It can also re-
duce complex and wasteful tax planning games. And in doing so
tax policy can level the playing field for small, domestic and honest
businesses so they can fairly compete with businesses that use tax
avoidance, profit shifting to tax havens, or even outright tax eva-
sion is a business strategy.

The revenue raising proposals before Congress meet those goals.
They would first ensure that companies of wealthy filers pay what
they already are. Second, they would reverse some of the 2017 tax
law’s corporate rate cuts that would even cover what businesses
asked for, and also address subsidies for locating profits and invest-
ments offshore.

Third, they would scale back tax breaks that allow some of the
wealthiest people in the country to pay a little or no income tax on
very large sources of income. Such tax policies are far more likely
to strengthen the economy than tax cuts concentrated at the top of
the income distribution.

Careful research finds no evidence that the 2017 tax law in-
creased investment or wages above trends already in place. In the
fact of that disappointing track record, some proponents of the tax
cut strategy have instead cited predictions from paid studies that
are deeply flawed, or inaccurately described current proposals.
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Another response has been to promote a view of competitiveness
that misattributes America’s economic success very narrowly to its
willingness to subsidize multinationals tax avoidance, rather than
the quality of American ideas, people and infrastructure.

Those have already accumulated large profits and are seeking to
protect their tax preferences, can afford to push this short-sighted
view of American’s competitive potential. An investment supported
by good tax policy can ensure that more children can be part of the
next generation of innovators who may generate new break-
throughs in businesses with widely shared benefits.

And of course successful business and individuals will continue
to benefit from American’s infrastructure. Finally, some may try to
frame the tradeoffs that will make us now face, as requiring them
to choose between areas of deep need, including reducing child pov-
erty, broadening access to community college and paid leave, ad-
dressing climate change, filling homes with Medicaid and more.

But the actual tradeoff is much broader. It’s between those in-
vestments and to what extent policy maintains the status quo of
very wealthy taxpayers and corporations not paying taxes that they
owe, and keeping provisions of law that allow them to pay very low
tax rates. Thank you for inviting me, and I would be glad to take
your questions.

[The prepared statement of Ms. Huang appears in the Submis-
sions for the Record on page 38.]

Chairman Beyer. Ms. Huang, thank you very much. We'll now
hear from Dr. Edelberg. Dr. Edelberg the floor is yours.

STATEMENT OF DR. WENDY EDELBERG, DIRECTOR OF THE
HAMILTON PROJECT AND SENIOR FELLOW FOR ECONOMIC
STUDIES AT THE BROOKINGS INSTITUTION, WASH-
INGTON, DC

Dr. Edelberg. Chairman Beyer, Ranking Member Lee, and
members of the committee. My name is Wendy Edelberg, and I am
the Director of the Hamilton Project and the Senior Fellow at the
Brookings Institution. Before coming to Brookings I was Chief
Economist at the Congressional Budget Office.

As we discuss the tax provisions contained in the reconciliation
package, and other ambitious policy proposals, I'd like to focus on
three points. First, investments in the social insurance system are
vital for ensuring broad access to opportunities in advancement,
and for making our economy more resilient.

There’s extensive evidence demonstrating how effectively these
programs work and why they should be expanded. Second, adopt-
ing the ambitious policies included in these packages would not
create worrying inflation risk, and those packages effect on the
long-term fiscal trajectory would be modest.

Finally, although the contemplated tax increases would have a
small negative effect on incentives to work and invest, other poli-
cies in the package would increase incentives to work and invest.
You know everyone in the United States directly benefits from the
social insurance system at some point in their lives.

Moreover, everyone indirectly benefits from it, either from know-
ing the system would be there during some time of unexpected
hardship, or simply because it helps to support the overall econ-
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omy. During the pandemic-induced economic downturn, some of
these programs have proven particularly effective.

As a result of the enormous fiscal support provided to households
in 2020, the percentage of the U.S. population in poverty fell from
12 percent to 9 percent. There is more to do. Implementing new
policies with regard to childcare and paid leave would lower bar-
riers to work among parents and those with caregiving responsibil-
ities, and those policies would improve outcomes for children.

Making permanent the full refundability of the child tax credit
would lock in place reductions in child poverty. Making permanent
the recent expansion of the EITC for adults without children would
reduce poverty and income and equality, and increase labor force
participation.

Permanent expansions to health insurance premium tax credits
and cost-sharing subsidies would decrease uninsured rates by po-
tentially 14 percent. These are not the only improvements to the
social insurance system included in the reconciliation package, but
they are illustrated examples of how strengthening this system
would improve well-being, and make our economy more resilient.

At the same time the ambitious policies included in the packages
being considered would not creating a worrying inflation risk and
their effect in the long-term fiscal trajectory would be modest.

Policymakers have stated their goal is to include increases in tax
revenues and decreases in spending that would fully offset policies
that would decrease revenues and increase spending. If something
close to a full offset is achieved, the reconciliation package would
do little to the project debt trajectory.

To be clear, policymakers still have long-term challenges with re-
gards to the Federal budget, however this reconciliation package
even if the estimates end up showing it would modestly increase
the cumulative deficit over the next decade would not worsen those
challenges in a notable way.

Although many of the changes being considered would increase
people’s incentives to work and invest, the revenue raising policies
would have muted negative effects. For example, the reconciliation
package undoes some of the reduction the corporate tax rate put
in place in the 2017 Tax Act.

Consensus projections were that the large reduction in 2017 only
boosted the level of investment modestly. Inversely, reversing some
of that reduction would have only small, negative effects on invest-
ment even as it raised substantial revenue. In addition, the pack-
age increases the effect of marginal tax rates on labor income, but
only for a small portion of the labor force comprised of the highest
income people.

Any negative effect on the aggregate labor supply would likely be
hard to identify after the fact. The policies that would increase re-
cipient’s incentives to work, save and invest, could have large posi-
tive effects.

For example, access to high-quality and affordable childcare
could be a game changer for labor force participation among moth-
ers of young children. With a larger and more productive workforce
firms would have greater incentives to work and invest in the
United States.
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To wrap up, despite headwinds created by the Delta Variant, the
economy is recovering. This is the moment to strengthen the social
insurance system, and to enact an ambitious Federal investment
package. Together those policy changes would make the U.S. econ-
omy more resilient and productive over the longer term, and it
would broaden the degree to which prosperity in the United States
is shared across workers and families, thank you.

[The prepared statement of Dr. Edelberg appears in the Submis-
sions for the Record on page 51.]

Chairman Beyer. Dr. Edelberg, thank you very much. And fi-
nally, we will hear from Dr. McBride.

STATEMENT OF DR. WILLIAM MCBRIDE, VICE PRESIDENT OF
FEDERAL TAX AND ECONOMIC POLICY, TAX FOUNDATION,
WASHINGTON, DC

Dr. McBride. Thank you Chairman Beyer, Ranking Member
Lee and members of the Joint Economic Committee. I appreciate
the opportunity to speak with you. Today I'll share the key findings
of our analysis about the economic impacts, the revenue provisions
of the most recent version of the President’s Build Back Better
agenda, the House Ways and Means Committee reconciliation bill.

The House bill relies heavily on corporate tax increases, would
raise the corporate tax rate 5 percentage points to 26 1/2 percent,
which would be the largest increase in the rate in more than 70
years.

Including the average State corporate tax, combined Federal
State corporate tax rate will be almost 31 percent, the third high-
est corporate tax rate in the OECD. A similar ranking would result
in looking at effective corporate tax rates which account for various
deductions and other tax preferences.

The bill also raises or introduces several other taxes on U.S. mul-
tinationals. Taxes that do not exist in other countries, including the
GILTI tax. The result would be to disadvantage U.S. companies
and their workers, in favor of companies based in lower tax coun-
tries such as Canada, the UK, or just about anywhere in Europe.

It’s important to remember that corporate taxes are not just paid
by corporate shareholders. By reducing investment and produc-
tivity growth, higher corporate taxes lead to lower wages across the
board. This is why the OECD finds that corporate taxes are the
most economically damaging way to raise revenue, followed by indi-
vidual income taxes, consumption taxes and property taxes.

Several studies demonstrate that corporate taxes are borne in
part by workers. For example, a recent study found that workers
bear about half of the tax burden in the form of lower wages, with
low-skilled young and female employees disproportionately harmed.

Our modeling of the House bill indicates that the corporate tax
increases alone would reduce long range GDP by about 0.6 percent,
shrink the capital stock by 1.2 percent, cut wages by 0.5 percent
and eliminate about 120,000 jobs.

The House bill also levies several tax increases on high earning
individuals, especially pass-through business owners, causing the
top combined tax rate on ordinary and pass-through business in-
come to exceed 52 percent on average. The top combined tax rate
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on capital gains and qualifying dividends would reach 37 percent
on average.

These higher tax rates come with a cost. They will reduce incen-
tives to work, save and invest broadly reducing employment oppor-
tunities throughout the economy. In total we estimate that the
House plan, including the corporate and individual income tax in-
creases would reduce the size of the economy by about 1 percent
in the long run, shrink the capital stock by 1.8 percent, cut wages
by 0.7 percent and cost more than 300,000 jobs.

While the plan would raise more than $2 trillion in tax revenue
over the next decade on a gross basis, it would give away about
half of it in the form of dozens of tax credits, leaving just over $1
trillion in net revenue. After accounting for the smaller economy,
the plan raises even less revenue, about $800 billion over the next
decade on net.

In other words, the House plan would reduce long-run GDP by
more than $2 for every $1 raised, meaning the costs in terms of
GDP loss far outweigh the benefits in terms of tax revenue. This
occurs for two reasons: the revenue is raised in economically de-
structive ways, and a large part of that revenue is spent in the
form of tax credits with little to no benefits for long-term economic
growth.

The tax credits are aimed at a variety of issues that deserve at-
tention, including childcare, clean energy, housing and broadband
development. However, cluttering up the tax code with more tax
credits comes with many downsides, including increased complexity
and compliance costs for taxpayers as well as additional adminis-
trative burden for the IRS, which is ill-equipped to take on so
many extra duties unrelated to tax collection.

The bulk of the tax credits are aimed at providing temporary re-
lief to families with children—a worthy goal, but likely better ad-
ministered by a spending agency such as the Social Security Ad-
ministration. In general, tax policy should be focused on how to
raise revenue in the least economically harmful manner, and other
goals should be handled as public spending subject to the appro-
priations process.

It is important to address the escalating costs of childcare,
healthcare, housing and other concerns, but it should be done in a
sustainable way that does not greatly add to the deficit or reduce
job opportunities, wage growth, or people’s ability to succeed and
attain a higher standard of living. Thank you for your time and at-
tention.

[The prepared statement of Dr. McBride appears in the Submis-
sions for the Record on page 70.]

Chairman Beyer. Dr. McBride, thank you very much. We will
now begin the round of questions. I will begin followed by Senator
Lee. So let me start. Dr. Clausing companies often worry that tax
increases will make them less competitive. In fact, I've been on
many Zooms in the last couple months with corporations com-
plaining about this.

In your judgment, how will reforming the international tax sys-
tem affect competitiveness?

Dr. Clausing. I've got mute button problems, but thank you for
that question. There are three really important ways to think
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about competitiveness, and in my view all three of them are much
improved because of this set of proposals.

So first if we think about economic fundamentals, like what
makes the U.S. economically strong right? These are things like
our infrastructure, our workers, our institutions, our business envi-
ronment of entrepreneurship. Those fundamentals will be strength-
ened if we have adequate revenue to invest in things like climate
change mitigation, like research and education and training.

So in that definition of competitiveness this is definitely helpful.
The second definition of competitiveness thinks about the competi-
tiveness of the U.S. location as a place to do things in comparison
to offshore locations. Under current law there’s a tax preference for
the offshore locations relative to the U.S. locations because offshore
income is either exempt from U.S. tax, or taxed at a 50 percent dis-
count.

Under these proposals the tilt in the playing field in favor of for-
eign income, and away from U.S. income would be dramatically re-
duced, and that would reduce the incentive—the tax incentive to lo-
cate offshore. So this is a very important way that we can improve
the attractiveness of the U.S. location for job creation and U.S. ac-
tivity, as well as buttress the U.S. tax base.

A final notion of competitiveness concerns the competitiveness of
U.S. companies when they’re operating offshore relative to their
foreign counterparts right, so you could imagine a U.S. company
and a foreign company both competing in a low tax rate country.

That type of competitiveness is also improved under the tax pol-
icy environment that we see in front of us because there is a his-
toric opportunity to increase tax rates on companies based abroad,
and continue ongoing negotiations to end the race to the bottom in
corporate taxation.

So when we look at the typical tax burden faced by U.S. compa-
nies, relative to the typical tax burden faced by foreign companies
that will be narrowing rather than widening. And I should point
out that even if we ignore changes in foreign laws and if we as-
sume that there are none of them, a recent Reuter’s study found
that even if you adopted the full-fledged Biden proposals on cor-
porate and international tax, that U.S. companies would still have
a tax advantage relative to their peers.

They looked at the 52 largest multinational companies, and they
found that our current tax advantage is about 8 percentage points
relative to their own competitors cited in financial statements, and
that that advantage would still be at least 3 percentage points. And
that’s ignoring all of these investments in things like clean energy
and also ignoring any possible changes to our foreign tax laws.

So we think that this set of proposals enhances every type of
competitiveness.

Chairman Beyer. Thank you very much. Dr. Edelberg as the
former Chief Economist of the Congressional Budget Office you're
probably better equipped to understand than anyone the impact of
this legislation on our fiscal health, so do you worry about the long-
term fiscal trajectory of the Nation if we pass any of this reconcili-
ation in the Infrastructure Bill, and specifically do you worry about
inflation?
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Dr. Edelberg. I don’t think that the packages that are currently
being contemplated would have a notable effect on the fiscal trajec-
tory over the next decade. Policymakers have stated that their goal
is to fully offset any tax decreases or spending increases with when
you have tax increases and spending decreases.

But even if those weren’t fully offset, I don’t see that this would
notably increase the fiscal trajectory in a worrying way. Financial
markets have made it very clear that they are not perturbed by the
level of fiscal debt, with the level of Federal debt. I mean they’re
not perturbed by the projection of Federal debt over the next dec-
ade under current law, and this wouldn’t do much to that projec-
tion over time.

And so you also asked about inflation. I don’t see that the pack-
ages currently being considered would have notable—would create
notable, in any kind of worrying inflation risk, and that’s for two
main reasons. One, the Committee Commission on Taxation esti-
mates in their score that the policies would essentially be deficit
neutral over the next two years, which is to say that all of any
spending increases would be offset by spending decreases or tax in-
creases.

So we would see a little economic effect from those policies over
the next two years, and other policies would take years to stand
up. So inflation risk is a thing that we should be worried about,
but it has nothing to do with the policy discussions at hand. The
Chairman. Thank you Dr. Edelberg very much. My time is up. I'll
recognize my friend from Arizona, Mr. Schweikert, with the shout
out that the President appointed an Arizonan to be the new Chair
of the National Endowment of the Humanities, and an Arizonan to
be the new Chair of the National Endowment of the Arts. Dave you
were left out, but you get to ask questions now.

Representative Schweikert. And a Native American from our
State, so it’s wonderful. Mr. Chairman and just as an aside, but an
incredibly important one, as you've heard the democrat, the left’s
witnesses all throw the caveat that the democrats have a stated
commitment. Majority Leader Steny Hoyer even, after I gave a
floor speech came and reaffirmed right after my discussion that the
left has made a commitment. They will pay for every dime of the
spending in this package, whether it be the transfer payments,
whether it be the subsidies to the rich, and so we look forward to
the left keeping their commitment that this will be fully paid for.

Because without doing that much of the economic discussion
we're having here is intellectually vacuous and dishonest. So Mr.
McBride I want to first thank you, Tax Foundation, for doing the
only intellectually credible analysis of the proposals we’ve seen so
far, but I wanted to go a bit further.

I'm one of those that has a fixation on how you make the work-
ing poor less poor, and we’ve seen some of the success of economic
expansion providing resources and ability and making labor wages
more robust. When Tax Foundation did their modeling I know you
worked through the capital stock, the actual revenues, those things
you came up with what was it 880 billion dollars of probably true,
actual increase in revenues.
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Was there any attempt to model a society that moves to almost
a social welfare transfer payment model, and what that will actu-
ally do to labor stock and labor participation incentives?

Mr. McBride. Well we follow the empirical literature on the well
run impacts of transfer payments, and you know studies from the
IMF for instance, and other major organizations indicate that it’s
very small, it’s close to zero. Some studies indicate it’s actually it
has a negative impact on long-term economic growth. And so we've
adopted the assumption of a zero impact at those type of transfer
payments.

Representative Schweikert. Okay. And my reason Dr.
McBride for the discussion is we have a couple articles and Chair-
man Beyer we’re going to submit them for the record that basically
focus on social stratification and freezing of social mobility in the
societies that do almost the identical model to the Left’s proposal
that people find themselves trapped in their quartiles.

And we were struggling, to figure out how you would even model
such a thing.

Dr. McBride. Well it’s interesting. I mean the idea of mobility
and movement you know from one income quintile to the next over
one’s lifetime, or you know from one generation to the next, is a
very interesting topic.

Representative Schweikert. Yes.

Dr. McBride. That’s no doubt that there’s actually a great deal
of movement across income quintiles within ones lifetime, an aver-
age person’s lifetime that the millionaires, or the top 1 percent are
not monolithic. They are actually changing from year-to-year. You
can look at the list of the richest people in the U.S. or any other
list.

It’s changing. It changes quite a lot over the course of you know
10 or 20 years, and you know essentially that’s because wealth is
episodic, and you know someone can really hit it big with a very
successful business, and that doesn’t last forever. Very often the
good times lasts only a few years and then end.

Representative Schweikert. Dr. McBride, and the tyranny of
the clock because some of this would be actually very interesting,
if our ultimate goal was we wished to deal with child poverty, but
we also want a society that closes income inequality. There’s good
literature that shows transfer payments give you a nice pop, and
then freeze your society.

And I have a fixation of how do we help with child poverty, but
then also maximize economic expansion? And even some of the de-
tails in everything—even from some of the other witnesses, that
looks like long-term capital stock economic growth opportunity,
particularly for the working poor will be actually fairly severely
damaged by the end of the decade by the democrat proposal. And
with that Mr. Beyer I yield back.

[The articles referred to by Representative Schweikert appear in
the Submissions for the Record on page 84.]

Chairman Beyer. Thank you Congressman Schweikert very
much. I now recognize the Congressman from Madison, Wisconsin
Mr. Pocan.
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Representative Pocan. Thank you very much Mr. Chairman. I
appreciate it and thanks to all the witnesses. Ms. Huang, I hope
I'm saying it right, Huang.

Ms. Huang. Huang, thank you.

Representative Pocan. Thank you. Let me ask you this ques-
tion because I think there’s a lot of Halloween-like behavior going
out, people trying to scare the average person about taxes, scare
small businesses. I'm a 33 year’s small business owner, over half
of my lifetime.

I'm curious when you said this is about leveling the playing field
between small business and big business. And I know there’s some
provisions in particular I think, you know for example, about cor-
poration’s first five million et cetera. Can you just talk a little bit
about what you meant in a little more detail as if you were explain-
ing it to a local Wisconsin chamber group?

Ms. Huang. Yeah. Well when I talk to small business people, I
really prefer not to think that much about taxes. They’d rather be
thinking about their products, their customers, their supply chains,
or the real world things that really sort of drive business growth
and productivity.

But that sort of falls down when they have to compete with big
businesses that are shifting profits offshore and using complex tax
havens to undercut them, or they have another person that’s down
the street, that they know is kind of taking in cash and not report-
ing it to the IRS.

So there are a range of proposals that would help these other
productive small businesses by leveling the playing field for them,
and allow really both them and other businesses to focus more on
the core things that make American productive as opposed to play-
ing games with taxes. And I think that’s one of the biggest things.

The other part of course is the investment part. Small busi-
nesses, I think would also like to not have to think about potholes
in the roads that they are using to get their product to market or
other sort of relaxed infrastructure skilled workforce that make it
hard to run a business.

Representative Pocan. And I agree with you on the supply
chain issues. If you ask my husband who’s spending many extra
hours every night trying to find the same stuff that he used to be
able to find, he would vote for whoever figured that issue out.
That’s absolutely a huge issue in the small business side.

You know another question is you know we talk about how I
think it was referred to as you know the average person is going
to pay more in taxes. Again, I like to do it with you know people
I might run into. So the median income in Wisconsin for a family
is $81,829.00. If they have two children, let’s say one’s at childcare
age, and one’s in elementary school.

You know I looked at what the child tax credit does for that fam-
ily, and that’s going to be $3,600.00 a year for one of their kids and
$3,000.00 for another kid they’re going to benefit from. The
childcare provisions, if theyre paying 7 percent of their income,
that’s going to be $5,700.00 instead of the median $12,597.00—
again I'm only counting one child.

You know I'm already up to $13,500.00 savings, I'm not even
counting the prescription drug savings, I'm not counting the paid
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leave if they need that. Can you just address that as well a little
bit about the reality is for that median family in Wisconsin, are
they paying more like it’s been inferred by some of the crypt keep-
ers—I'm trying talk about Halloween, and scare people, or are they
actually going to be benefiting pretty well.

Ms. Huang. Yeah. They will be benefiting. And to your point I've
seen some numbers that sort of average out the tax increase that
a hedge fund manager will pay with the tax cut that a teacher or
one of the small business people would get. And in fact, the vast
majority of working families and small businesses will be bene-
fiting from these costs and tax cuts, that’s really only the very top
of the income scale that faces those tax increases.

Representative Pocan. Great thank you. And then one last
one. I'm going to throw out a little wild ball here, hopefully our
Chairman doesn’t care. I find it amazing that Jeff Bezos pays vir-
tually nothing in taxes, that between 2006 and 2018 his wealth
grew by 127 billion, and he only paid 1.1 percent of his income, or
1.1 percent of that in Federal taxes.

That year he claimed—one year he claimed a $4,000.00 child tax
credit. In 2018 he paid no Federal income taxes. You know for a
guy who has his employees having to carry bottles with them when
they’re on the road to urinate in, tell me what do I say to that av-
erage person in my district who is saying why is it our tax code
rewards someone like him?

What can we do to go after someone with that kind of wealth in
the long-term?

Ms. Huang. There’s a major hole in the tax code that is real in-
come and that is income that just Bezos or anyone else that’s mak-
ing 100 billion dollars in gains in their stock prices can use to fund
a pretty Huxtable lifestyle, and it doesn’t make sense that they
face a lower tax rate their income, but a teacher or a professional
that’s earning a salary. So I completely agree we should be ad-
dressing that, and that is one of the things a number of the pro-
posals would do.

Representative Pocan. Thank you. I'm out of time. I appre-
ciate Mr. Chairman.

Chairman Beyer. Mr. Pocan thank you very much. We’ll now
turn to a professional tax collector, the former Treasurer of Kansas
Mr. Estes.

Representative Estes. Well thank you Mr. Chairman. And
thank you for all of our witnesses for being here today. Congress
should be concerned more with the economic crisis that’s unfolding
before us, an unprecedented worker shortage, coupled with rising
inflation and energy prices.

But still this bill forces through trillions of new spending and is
fixated on raising taxes. So much so that President Biden will
break his promise and raise taxes on those who make less than
$400,000.00. The Joint Committee on Taxation found that two-
thirds of Biden’s corporate tax hike will be felt by middle income
taxpayers, including small businesses that file taxes as individuals.

It’s not honest to say this legislation, which the New York Times
describes as touching virtually every American at every point in
life from conception to old age, won’t cost a dime. That’s clearly not
true.
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The many new social spending programs in this plan won’t cre-
ate economic growth. The Joint Committee on Taxation estimates
it will actually lower Federal revenues by around 1.2 trillion dol-
lars over the next decade. The administration’s budget even ac-
knowledges that growth isn’t a priority for them in an ideal world.

It only forecasts a meager 2 percent GDP growth by 2023 with
it dropping even lower until 2029. Any inside Washington seem to
think that just because a bill spends lots of money it’s automati-
cally a good investment, but Washington has a lousy track record
of spending taxpayer money.

Out in the real world spending money doesn’t magically make
money. A so-called good investment gets worse when you dig into
the actual details under the hood. Much of it will go to force Ameri-
cans to do what a bureaucrat in Washington decides to do for them,
like what car to drive.

The Green New Deal provisions would make working class fami-
lies across the U.S. pay more in taxes so the millionaires in Cali-
fornia can write off a new electric vehicle. The bottom line of the
agenda is not based on reality. It’s going to crush small businesses,
even though it’s got a pull tested slogan like Build Back Better.

I hope that we get serious about the dire financial situation our
country faces. The U.S. took in more than 3.4 trillion dollars in rev-
enue last fiscal year. If we took time to prioritize spending that
could very well be more than enough to support the United States
Government.

Dr. McBride, as you know the evidence shows that higher tax
rates do not always yield higher increases in revenue. For example,
despite the wide variation in Federal marginal tax rates over the
years in the ‘60s they were even as high as 90 percent. The share
of Federal revenues remained relatively steady in the post-World
War II era, ranging between 15 and 20 percent of GDP.

Indeed, scholars at your organization have pointed out that many
studies show income reported by taxpayers falls as marginal tax
rate rise. Punitively high tax rates, not only increase the insidious
to shift or underreport income, they also have a high economic cost.
How should policymakers think about the tradeoff between high
tax rates, raising revenue and economic performance?

Dr. McBride. Thank you. That’s certainly a very important
thing to remember that it’s like you said it’s not that simply raising
rates, it leads to more revenue in every case. Primarily the most
extreme example demonstrating that is capital gains, and this is
why they’re recognized from the history of changing tax rates on
capital gains that there’s a sort of a revenue maximizing tax rate
of about 28-29-30 percent in that range, and that’s what the Joint
Committee on Taxation assumes as well. And this is widely under-
stood among revenue estimators.

So for instance, that is well below the 37 percent average capital
gains tax rate that would apply when factoring in the State capital
gains rate under the House bill. So another example there is cor-
porate taxes, and so here we can look at across the developed
world, countries that have generally been lowering their corporate
tax rates quite a lot in the last 40 years roughly in half, have come
down you know from around you know 40-50 percent corporate tax
rates in most countries down to closer to 20 percent on average.
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And what has been the impact on revenue? You might think that
revenues would have collapsed across all of these countries. In fact
they have been fairly stable as a share of GDP, and actually in-
creased moderately in many cases, and that’s over this very long
period of time.

So there’s something going on there along the lines of what
you're talking about. Reported income goes down, the production of
income and incentives to generate income go down as marginal tax
rates increase. And it can be a very large effect.

Representative Estes. Thank you. I wish I had more time be-
cause I want to talk a little bit about the budget deficit, and the
increase there, but thank you for enlightening us on some of that,
and Mr. Chairman I yield back.

Chairman Beyer. Thank you Mr. Estes, and hang in there if we
have time. It would be great to do a second round. But now let me
recognize the gentleman from southern California Congressman
Peters.

Representative Peters. Thank you Mr. Chairman. First of all
I just want to say when I was a student at NYU Law School, I took
a couple tax classes. I thought it was so fascinating that I actually
went into tax law while in practice, and that was a huge mistake.
So I'm saying that the academics are a lot more fun than the prac-
tice, so my free advice is don’t leave.

But I had a question on this topic which is about taxing the
wealthy. One of the objections I had to the Trump tax cuts, I didn’t
disagree with every part of it, because I thought the corporate rate
needed to be adjusted, and I thought we had to fix some inter-
national tax things, but to give all that money to wealthy people
who didn’t need it.

And we saw that it did not increase wealth according to the
President’s projections. We saw also that the inequality has contin-
ued to rise. And I just want to know what’s your take on the long-
term economic impact on economic growth or job creation if we
were to increase taxes on capital gains for high income earners?

It seems to be just to set that up is that wealthy people have all
the stuff that they need to buy right? They got their fancy refrig-
erator, they got the cars that they need, they might have a second
house. There’s no stimulative effect to giving them money. How
should we tax them, and what’s wrong with raising the capital
gains rate along the lines that the President suggested?

Ms. Huang. It’s a great question because it comes up over and
over again the idea that this would damage investment which is
just simply not worn out by the reality. But the model, the sort of
trickle down idea that increasing taxes on very high end, high
wealth people would somehow sort of make it square down to work-
ers, that model can break down on each and every link.

There’s not that much that tax cuts are very effective at spurring
private investment. Cutting taxes can increase tax opportunity for
investment, but that can also mean that people need to save and
invest less to sort of meet their savings goals. And also if the taxes
are following on excess returns from market power rates, and other
sort of special returns, there’s not going to be a hit to the overall
size of investment.
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So you see pretty small private investment changes in response
to tax changes, and that can be overwhelmed by the effect on pub-
lic saving and investment because there is a very large fiscal cost.

Representative Peters. And I think also that the CBO does as-
sess that even after all the growth projections haven’t been met,
the add to the deficit from that was 1.9 trillion dollars, which has
a real drag effect on the investment as you know.

Dr. Clausing, I want to just talk to you a little bit about cor-
porate tax revenues. I would have definitely agreed with Mr.
McBride that 35 percent was too high. I thought we were uncom-
petitive. At the time the business roundtable was asking for 25 per-
cent, so was Dave Camp, who was then the Chairman of the Ways
and Means Committee, and President Trump took it down to 21
percent.

Now there’s talk about raising it back up to 25 say, and business
community is saying that the effective rate would be a lot higher
because there’s been base broadening. Can you tell me how we
should analyze that? Is that true? And how should that matter as
we analyze what the appropriate corporate tax treatment is?

Dr. Clausing. Well I think there’s a general principle, it’s very
useful to have a broad base in part because you don’t need to raise
the rate as high if you’re taxing all the income. If you tax some of
the income at a high rate and some of the income at a low rate,
right, then the income kind of rushes over to the place where the
rate is lower.

So in several aspects of these tax proposals we've tried to even
the tax treatment of different types of income. So whether it’s for
capital or labor; for a multinational company, whether it’s foreign
or domestic income; for a small business, whether they’re paying
their taxes, or whether theyre evading taxes. And so I think that
this is a very important feature.

It’s certainly the case that if the base is broader all things equal,
at any particular tax rate that more tax will be paid. The question
is whether that is a bad thing. You know I think that the corporate
taxes

Representative Peters. Wouldn’t it be just—I'm going to run
out of time, so can you assess what the effective rate would be if
we were looking at 25 percent before, now there’s base broadening.
What if we raise it up to nominally 25 percent, what are we talking
about for an effective rate?

Dr. Clausing. Yes I think part of the difficulty there is that the
actual statutory rates doesn’t bear a lot of resemblance to the true
tax rate paid by companies. So, for instance, the Joint Committee
on Tax is telling you right now that U.S. companies are paying
about 8 percent, the big multinationals right.

If you ask them to pay more it will be more than 8 percent, but
8 doesn’t really reflect current law which is 21 for domestic, and
10 and 1/2 for foreign right? So while the Biden proposals would
certainly raise effective rates, they would still remain competitive
with those of peer countries. Right now we’re way below the effec-
tive rate in peer countries.

Representative Peters. Thank you. My time has expired. I
want to just commend your testimony from 2017 about carbon
taxes, maybe we have time to do that later.
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Chairman Beyer. Thank you Congressman Peters very much.
If the Senator Cruz is with us, you will be recognized next.

Senator Cruz. Thank you Mr. Chairman. Thank you to the wit-
nesses who are here. Dr. McBride, President Biden and the demo-
crats so-called Build Back Better Act, as reported by Ways and
Means is estimated to reduce long-run GDP by .98 percent, which
in today’s dollars amounts to about 332 billion dollars of lost output
annually each and every year.

It’s also estimated that the plan would in the long run raise
about 152 billion in new tax revenue. That being said for every dol-
lar of revenue raised economic output would fall by $2.18. Your
team has done extensive work analyzing these proposals. What are
your thoughts on the potential impact of the democrat’s plan on the
U.S. budget deficit on America’s long-term fiscal health?

Dr. McBride. Thank you for that question. It’s very difficult to
pinpoint the impact on the deficit when we don’t have estimates
from the CBO or anyone else on all of the spending programs that
are being discussed in this reconciliation bill.

What we have assumed for our purposes of estimating the impact
of the deficit is we have assumed the top line number of 3 and
1/2 trillion, and there’s actually deficits over the 10 year budget
window, and in the out years no impact on the deficit based on
compliance with the Byrd Rule of the Senate.

And but event there due to the impacts on the economy, the re-
duction in wages, which is a major tax base for the Federal Gov-
ernment, and other tax bases, that so-called dynamic revenue, that
accounts for all this reduction in the size of the economy, falls to
only about 800 billion over the 10 year window.

And so you can tell that is considerably lower than the top line
spending numbers that are being discussed on the order of 2 tril-
lion plus. And so we do find it does increase deficits in the 10 year
window, and those deficits do matter. In our modeling the deficits,
the increasing deficits means that if we continue with a historical
pattern of a lot of our national debt is bought up by foreigners, and
assuming that continues to hold, that means foreigners own a larg-
er and larger share of U.S. assets, and a larger amount of income
in the form of interest payments goes to foreigners, as a result of
the increase in the debt. There’s a reduction in U.S. income that’s
measured by sort of gross national product.

Senator Cruz. So Dr. McBride a minute ago you just described
the cost of the Bernie Sanders socialist budget as 3.5 trillion. Presi-
dent Biden rather remarkably has claimed the cost of it is zero dol-
lars. 'm reminded of what Nobel Prize winning economist Milton
Friedman said, which is “there’s no such thing as a free lunch.”

How can you possibly reconcile this administration’s claim that
a 3.5 trillion dollar bill costs zero dollars?

Dr. McBride. Right. I think that the charitable interpretation
there is that it has no impact on the deficit, but as I've just dis-
cussed it does have an impact on the deficit when you account for
the reduction in the size of the economy, the reduction of the tax
bases—the big tax bases.

Senator Cruz. But so you found that if I heard your number
correctly a little bit over 2 trillion dollars of impact, is that right?

Dr. McBride. Thereabouts.
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Senator Cruz. Okay. Let me ask you also President Biden has
repeatedly pledged that the democrats would not increase taxes on
anyone making less than $400,000.00 a year, and yet this Bernie
Sanders socialist budget does exactly that, and in fact Congress’s
own Joint Committee on Taxation—so not a republican organiza-
tion. The Joint Committee on Taxation shows that all these prom-
ises are unequivocally false, and that tax rates will increase on vir-
tually every income level—taxpayers earning $40,000.00 a year,
$50,000.00, $50,000.00 to $75,000.00, $100,000.00.

Pretty much everyone earning $40,000.00 a year or more will see
their taxes go up. Can you explain why that is, and we’re talking
about 85 percent of taxpayers that either see no impact, or see
their taxes increase. Is that right?

Dr. McBride. That’s right. Right. In particular for instance, the
group earning between $100,000.00 and $200,000.00, most of those
taxpayers would see a tax increase over the course of the next dec-
ade as a result of this, that’s according to——

Senator Cruz. But how? Please explain how.

Dr. McBride. The main reason is the corporate tax. While it’s
being depicted as paid only by the wealthy or shareholders, neither
of those are completely true. First of all let’s just stick to the idea
that it’s paid by shareholders. The first thing to know about that
is not all shareholders are rich. Many of them are retirees earning
considerable less than $400,000.

So as a result the Joint Committee finds that even in 2023, very
early in the budget window, although that year they assume that
all of the corporate taxes are paid by shareholders, they find that
even there in all income groups, all of those deciles all the way
down the scale, there are shareholders that own U.S. equities, and
they own them in all sorts of forms.

But the fact is they are affected by those corporate taxes through
that channel. And the second big channel is through worker’s
wages. And so that effect takes longer to happen, but it happens
through reduced productivity as a result of corporate taxes.

Reduced productivity means lower wages over time. And so that
has an effect of further increasing the tax burden ultimately on
workers all up and down the income scale.

Senator Cruz. Thank you.

Chairman Beyer. Senator, thank you very much. By the way
“there’s no such thing as a free lunch” was actually used by Robert
Heinlein in 1966, nine years before the Milton Friedman thing.

Senator Cruz. I stand corrected Mr. Chairman.

Chairman Beyer. In the first century, so pretty cool.

And with that Senator thank you very much. Now recognize my
friend from Texas Mr. Arrington for his questions.

Representative Arrington. Thank you Chairman. Thank you
witnesses, and I'm driving through God’s country out here in West
Texas, and so if I

Chairman Beyer. I think you just got muted there Congress-
man Arrington.

Representative Arrington. Can you hear me now?

Chairman Beyer. You're back.

Representative Arrington. Okay. Look this notion of fairness
in the tax code is intriguing to me, and I want to direct this to Dr.
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McBride to make sure that I'm using accurate numbers here. But
I think some top 1 percent of the income earners who earn 20 per-
cent of the total income in the country pay 40 percent of the taxes
doesn’t seem fair to me.

I think some top 10 percent of the income earners pay 75 to 85
percent of the taxes. I guess my point is the tax code is pretty darn
progressive, and in fact even though the TCJA, the Tax Cuts and
Jobs Act was disparaged for a giveaway to the rich, we actually
have a more progressive tax code post Republican tax cuts.

Dr. McBride could you confirm and shape up some of those num-
bers and percentages I was throwing out there? Do we have one of
the most progressive tax systems in the developed world?

Dr. McBride. That is correct. That was an assessment by the
OECD a few years ago. I have not seen a new assessment as to
how the U.S. compares to other countries, but safe to say the U.S.
has not changed the progressivity of the tax code a great deal even
after the Tax Cuts and Jobs Act, that’s according to David Splinter
at the Joint Committee on Taxation, and found that progressivity
did not increase measurably, did not change measurably after the
Tax Cuts and Jobs Act.

Redistribution—a separate concept, did change. Taxes came
down, it was a tax cut, and so redistribution in the tax code came
down, but the actual progressivity as it is measured did not change
appreciably as a result of the Tax Cuts and Jobs Act.

Mr. Arrington. I don’t know you know what the definition of
fairness in a tax code vis-a-vis the democrat Reconciliation Tax and
Spend Bill, but to have 10 percent of Americans paying 80 percent
of the freight in terms of the cost of our government doesn’t sound
very fair to me, especially if you have 40 percent roughly, or over
40 percent paying zero taxes.

And I think that’s bad policy, not just on the inequity of that
ratio, but I want every American to have a stake in the future of
our country. I want ownership. I think that’s healthy, it’s good, and
I think you can make it so that it’s reasonable to relative to their
income.

Same thing on the whole corporate tax rate. I don’t know what
the tax rate—I don’t have a magic number. I'm not dogmatic about
it. It’s not the gospel to me. I'm not theological about, and religious
about this. I just—one place I start is what’s everybody else taxing
their job creators and their risk takers, and their businesses?

Because this is a global economy, and I don’t want to hamstring
the whole team while we’re competing in away games for cus-
tomers in markets around the world.

And so that’s kind of where I start. So it seemed pretty reason-
able to me to go from the highest corporate tax rate in the free
world, the developed world, to something more competitive, not the
best. So when we did that we had 4,000 inversions in the United
States, the decade leading up to the tax cuts.

We’ve had no inversion since then. If you talk to biotech it’s just
one sample of the economy. Three out of four biotech companies in
acquisitions were being purchased by foreign biotech companies, or
venture capital companies, and today that trend is completely re-
versed.
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So I don’t think that’s an accident that we’re more competitive
as a result of reducing the tax burden on our job creators. But
here’s my question on the corporate tax side because this is dis-
concerting to me, but it’s also because of the effects, but it’s also
interesting that we can’t all see this the same because the Tax Pol-
icy Center, which is more left leaning, and the Joint Committee on
Taxation, which is supposed to be neutral arbiter of these things—
tax policies, and you all have said that the tax increases on cor-
porations, the vast majority—70 percent of it will be borne by
working people with higher prices of goods and services in the form
of lower wages and benefits.

I mean every think tank, and every expert analyses of the policy
left, and right is saying that same thing. Am I getting that right
Mr. McBride? And I yield back, I probably went over my time,
sorry Mr. Chairman.

Chairman Beyer. I know you don’t have the clock in the car,
I understand Congressman.

Dr. McBride. That’s right. And that’s essentially right that the
Joint Committee on Taxation, the Treasury Department, all major
scoring groups such as ours, the Tax Policy Center, Penn Wharton,
they all assume that a significant portion of the corporate tax is
borne by workers.

And so that explains why the Joint Committee finds that so
many households, some tens of millions of households earning less
than $400,000.00 would ultimately bear the burden of corporate
taxes.

Chairman Beyer. Because we have gone so far over, let me go
to Ms. Huang for her thoughts on this.

Ms. Huang. Just to sort of effect a clarification, it is true that
all of the major estimators do assume that ultimately some of the
corporate tax is borne by non-shareholders. But mainstream esti-
mates are roughly 20 to 25 percent, not 75 percent. And that’s
what the JCT estimates.

It’s also really important to note that the intuition that sits be-
hind the models that assumes that this happens. ASO assumes
that the cost of any corporate tax cut is fully paid for because oth-
erwise any private investment change that you see in those tables
would get offset by the public debt going up, and interest rates
going up, and therefore national saving and investment going

own.

So one of the things that’s really important to know is that most
tables don’t show the ultimate cost of the corporate tax cuts even
though they assume they’ll be paid for. So when you try and figure
out where the workers actually do benefit, you really need to check
who ends up bearing the ultimate cost.

And that means taking into account things like in the 2017 tax
law, the long-run costs of the permanent cuts was offset by tax
changes that increased taxes for individuals across the board after
the 10 year budget window, and that would have made more work-
ers worse off as opposed to better off even in those models.

Chairman Beyer. Thank you very much. I wish we could talk
about this all afternoon, but many things are going on including
missing our seven democrats. So I want to thank each of our wit-
nesses for their expert contributions.
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I always marvel how beautifully trained economists with PhD’s
can so disagree on the same sets of statistics, but asking the
wealthy and the big corporations to pay their fair share is an es-
sential part of the broader package to help small business thrive,
cut taxes for working parents and invest in education and
healthcare, and policies for the workforce.

So Congress has a real opportunity to level the playing field for
American small businesses and workers while also supporting long-
term economic growth, and promoting labor force participation. So
thank you to each of our panelists for their contributions to this
timely and important debate.

This once in a generation investment in America’s future will
create long-term broadly shared economic growth, rebalancing the
scale to Build Back Better. And as we do this important work,
we’re going to rely on your expertise and good faith. So thank you
as well to all my colleagues for being a part of this discussion and
sharing your wisdom.

The record will remain open for 3 business days, and this hear-
ing is now officially adjourned.

[Whereupon, at 3:51 p.m., Wednesday, October 6, 2021, the hear-
ing was adjourned.]
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PREPARED STATEMENT OF HON. DONALD BEYER JR., CHAIRMAN,
JoINT EcoNoMIiC COMMITTEE

RECOGNITIONS

This hearing will come to order. I would like to welcome everyone to the Joint
Economic Committee’s hearing entitled “Building Back Better: Raising Revenue to
Invest in Shared Prosperity.”

I want to thank each of our truly distinguished witnesses for sharing their exper-
tise today. Now, I would like to turn to my opening statement.

STATEMENT

The Biden Administration’s Build Back Better plan will cut taxes for working
families, help small businesses, and invest in America’s long-term economic pros-
perity, while asking the wealthy and big corporations to pay their fair share. Today,
Federal revenue is just 16.8 percent of the economy, almost an all-time low, and
asking the wealthy and big corporations to contribute more to public revenue is con-
sistent with supporting long-term economic growth.

The Build Back Better plan will help provide American small businesses with a
level playing field to compete with multinational corporations. The Treasury Depart-
ment projects that 97 percent of small businesses will be protected from increased
taxes and many will get a tax cut from reducing the corporate tax to 18 percent
for income under $400,000.

The Build Back Better plan promotes global competitiveness by working to end
the race to the bottom on corporate taxes, letting American businesses compete on
the basis of bringing the best products to market at the lowest price, instead of com-
peting on who can avoid paying taxes.

As a small businessman for almost five decades, I know that paid family leave
will help small businesses retain workers. When I had workers who got sick or
needed to care for a sick child, we provided paid leave to our employees because
we would never leave workers to choose between a paycheck or taking care of them-
selves or a loved one.

At some point during their lives, all workers will need to take time away from
work. By establishing a Federal paid leave program, Build Back Better helps small
businesses cover those inevitabilities and reduces the cost of turnover, which is why
so many small businesses have come out in support of it. Small businesses will also
benefit from extending the Work Opportunity Tax Credit, which will give businesses
up to $5,000 to hire qualifying individuals, including eligible veterans.

Asking the wealthy and big corporation to pay their fair share is consistent with
supporting long-term economic growth. After the Obama-Biden Administration re-
pealed the Bush tax cuts for the very wealthy in 2013, the economy added 8 million
jobs in President Obama’s second term. Job growth slowed under President Trump,
as the Trump tax cuts delivered a windfall for the wealthy, creating record stock
buybacks and adding hundreds of billions to the deficit.

While our friends across the aisle will likely claim that asking the wealthy and
big corporations to pay their fair share will hurt economic growth, the evidence does
not back them up. A congressional Research Service report found that “both labor
supply and savings and investment are relatively insensitive to tax rates.” In addi-
tion, improving IRS enforcement will increase revenue without raising rates, while
ensuring that businesses cannot gain advantages over their competitors by cheating
on their taxes.

We know that investing in working families, communities, and innovation is the
key to broadly shared, long-term economic growth. And this is exactly what the
Build Back Better plan would do.

Analysis by the Tax Policy Center shows that the Build Back Better revenue pro-
visions passed out of the House Ways and Means committee would abide by Presi-
dent Biden’s pledge not to raise taxes on those making under $400,000 a year. In
2022, households making under $500,000 would get their direct taxes cut, on aver-
age. Middle-income parents will get a tax cut of about $3,000 on average.

Extending the enhanced Child Tax Credit and expanded Child and Dependent
Care Tax Credit, as proposed under Build Back Better, would help families pay
household expenses and generate long-term economic benefits. The Joint Economic
Committee estimated that advance payments of the CTC will generate $19.3 billion
in local economic activity each month, creating jobs in local communities.

Using the revenue raised from making multinational corporations and the
wealthiest pay their fair share, Build Back Better would help families access afford-
able childcare and paid family leave. These two supports are both critical to helping
parents—and particularly mothers—remain engaged in the labor market—and we
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know that increasing labor force participation is key to driving long term and sus-
tainable economic growth.

Under President Biden, almost 4.5 million people have returned to work and un-
employment has dropped to 5.2 percent. In the first two quarters of 2021, real GDP
grew at over 6 percent, and the Federal Reserve projects 5.9 percent real GDP
growth this year. Core CPI inflation was just 0.1 percent in August, even as real
wages grew at 0.4 percent.

Passage of Build Back Better and the bipartisan infrastructure bill will cement
these economic gains, improve productivity, lower inflationary pressures, and create
long-term growth. Moody’s Analytics projected that passing both bills will increase
GDP growth in 2022 to 5.3 percent. Similarly, the Economic Policy Institute projects
that the two bills would add 4 million new jobs, including 556,000 manufacturing
jobs and 312,000 construction jobs.

For too long, the wealthy and big corporations have avoided paying their fair
share. We have an opportunity now to rebalance the scale and invest in America’s
future to create long-term, broadly shared economic growth.

PREPARED STATEMENT OF HON. MIKE LEE, RANKING MEMBER,
JOINT EcoNOMIC COMMITTEE

Before the pandemic disrupted Americans’ work lives and social connections, tax
cuts and deregulation supported a thriving economy that delivered broad benefits
to families and workers. The Tax Cuts and Jobs Act of 2017—which provided his-
toric relief to working and middle-class American families and led to higher wages,
better benefits, and new employment opportunities across the country—was crucial
to that prosperity.

Our booming economy provided some of the largest benefits to those Americans
who needed it the most. Unemployment for Hispanic Americans, Black Americans,
and Asian Americans fell to the lowest rates on record.! Unemployment for women
dropped to a near 65 year low. And low-income workers saw their wages rise at
some of the fastest rates. All told, the wealth of the bottom 50 percent of Americans
increased by over 70 percent in the three-years prior to the pandemic.2

In early 2020, more than 80 percent of working age Americans were employed and
wages continued to rise.3 Pro-growth policy reform brought the economy roaring to
life in a way that few forecasters thought possible. This success demonstrates an
}mpgrtant truth—Americans benefit from lower taxes, less regulation, and more
reedom.

Unfortunately, we have come here today because the Biden Administration and
Democrats in Congress want to squeeze the American people with higher taxes and
more regulation. They have proposed a $3.5 trillion tax-and-spend blowout, one that
would increase Americans’ taxes by over $2 trillion. It would be the largest tax in-
crease in my lifetime and would substantially expand the Federal Government’s
footprint into our homes, into our businesses, and across our economy.4

Let’s be clear—the major winners from the Democrats’ plan are special interests
and beltway bureaucrats.

Our economy is still recovering from the pandemic; now is one of the worst times
to saddle our economy with higher taxes. The recovery has stopped accelerating and
American families are being hit by higher prices for essential goods—things like gro-
ceries, housing, and gasoline keep getting more expensive.

Inflation is rising at its fastest pace in three decades, and it is making it harder
to make ends meet. Wage increases are being swamped by higher prices and job
growth is stalling. Democrats’ reckless tax-and-spend boondoggle will only make
things worse.

Here’s what we know this tax plan would do to America’s families, workers, and
businesses.

It would raise taxes on American families—despite President Biden’s pledge to
the contrary. The nonpartisan Joint Committee on Taxation and left-leaning Tax
Policy Center both agree the plan would hike taxes on low- and middle-income fami-
lies making less than $400,000 a year.

1https:/ [www.bls.gov /cps/

2 https: | |www.federalreserve.gov [ releases [ z1 [ dataviz / dfa | distribute [ chart |
#range:2006.1,2021.1

3 hitps:/ | fred.stlouisfed.org | series | LNS 12300060

4 https: | |www.heritage.org [ taxes | commentary | 8-things-you-need-know-about-democrats-tax-
increase-bill
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The Democrats’ tax plan would also drive jobs for American workers overseas. It
would raise the Federal corporate tax rate to 26.5 percent, making the cost of doing
business in the U.S. higher than in Canada, Mexico, Japan, the United Kingdom,
Germany, France, and China.

American workers would pay the price—they would pay in lost jobs, slower wage
growth, and less investment in things like domestic manufacturing, and innovative
research and development. In 10 years, two-thirds of the tax burden from this cor-
porate tax increase would be shouldered by low- and middle-income workers.5

Perhaps worst of all, the Democrats’ tax plan would embolden Washington to pick
winners and losers rather than allowing entrepreneurs to meet the needs of Amer-
ican consumers. This is about so much more than penalizing successful Americans
with even higher taxes; this is about putting more of Americans’ resources under
the control of Washington politicians.

Democrats’ tax plan would cost American families, workers, and businesses. It
would mean less innovation, lower wages, and fewer jobs. It would increase the size
and scope of the Federal Government. It would make our country less prosperous,
less fair, and less free.

We know what works. Keeping taxes low helps to support a thriving economy that
benefits all Americans. We should return to the policies that made the pre-pandemic
economy so successful for so many Americans. Congress should keep taxes low and
predictable by making the reforms in the Tax Cuts and Jobs Act permanent, and
restrain runaway spending by setting clear and enforceable rules for fiscal dis-
cipline.

We cannot tax and spend our way to shared prosperity. Instead, we need to stop
spending indiscriminately and make America the best place in the world to do busi-
ness, pursue happiness, and earn success.

Thank you.

5 https:/ |www.finance.senate.gov | ranking-members-news [ analysis-biden-tax-hikes-hit-middle
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Chairman Beyer, Ranking Member Lee, and Members of the Committee: Thank you for inviting
me to share my views on the relationship between tax policy and our economy. Changes in our
tax system are vital for encouraging U.S. job creation, economic growth, and inclusive economic
prosperity.

Building a Solid Foundation for Job Creation

Simply put, raising adequate government revenue is a prerequisite for funding the nation’s most
urgent priorities and shoring up the fundamental economic strengths that are central to job
creation. Resources are needed to build roads and bridges, to invest in education and training, to
fund research, to mitigate climate change, and to support families throughout their lives, from
tackling child poverty to maintaining a support system for the elderly.

These investments are important to all of us, including the business community, and business
leaders have consistently advocated for a robust response to the problems of climate change as
well as substantial funding commitments to infrastructure, research, education, and training. At
present, however, the United States raises less revenue than required to fund our government:
after the tax cuts of recent years, federal tax revenues are equal to only about 17 percent of GDP.
(The last time the U.S. balanced the federal budget, receipts were about 20 percent of GDP.) We
are in the bottom quintile of OECD countries in terms of revenue raised relative to GDP, across
all levels of government. !

We raise particularly low levels of revenue on capital income. The Joint Committee on Taxation
(JCT) reports that, in 2018, U.S. multinational companies (MNCs) paid an average tax rate of

! See the OECD Revenue Statistics database: hitps://stats.oecd.org/index.aspx?DataSetCode=REV#.
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only 7.8 percent on their worldwide income.? In contrast, JCT finds that our top ten trading
partners levied an average tax rate of 18.1 percent. Even before the Tax Cuts and Jobs Act
(TCJA) was enacted in 2017—when the U.S. corporate tax rate was 35 percent—U.S. MNCs
still paid an average tax rate (16.0 percent) that was lower than our top ten trading partners
(19.2 percent). Similarly, a recent Reuters study found that U.S. MNCs pay effective tax rates
that are much lower than those of MNCs in other countries. For the 52 largest U.S. MNCs,
effective tax rates are 8 percentage points below their peers (companies named as competitors in
filings) that are headquartered in foreign countries. Adoption of Administration tax proposals
would lower, but not eliminate, the U.S. MNC tax advantage to 3 percentage points.>

At present, corporate income tax revenue as a share of GDP is about 1 percent, far lower than the
share raised by our trading partners. For many years, the typical Organization for Economic
Cooperation and Development (OECD) country has raised about 3 percent of GDP from
corporate taxation, whereas in 2018 and 2019 (before the pandemic occurred), the United States
raised only 1 percent of GDP from the corporate income tax. Even before the 2017 TCJA, the
United States was below peer nations, collecting only 2 percent of GDP from the corporate
income tax. Indeed, corporate income tax revenues as a percentage of GDP have been trending
downwards in the United States since the 1950s.*

Table 1: Corporate Income Tax Revenues Relative to GDP

United OECD
States Average’
Post TCJA: 2018/2019 1.0 3.1
5 Years before TCJA: 2013-2017 2.0 29
2000-2012 2.0 3.0

Source: OECD Revenue Statistics.

Corporate income tax revenues are low despite the fact that U.S. companies produce very high
corporate profits, both in historic and comparative terms.® Indeed, the United States’ corporate
sector is the most profitable in the world, dominating every common metric of company success.
In 2019, U.S. corporations accounted for 37 percent of the profits that accrued to the world’s
2,000 largest companies, despite having a much lower share of world GDP (see Figure 1
below).” The outsized role of the U.S. corporate sector has been apparent for decades: over the
prior 15 years, U.S. profit shares were at similar levels although they moved with exchange rates
(since values are all measured in U.S. dollars).

2 This is the most recent year for which they have reported data.

3 For the JCT study, see Table 3 on page 58 here: https:/www.jct.gov/publications/2021/jcx-16-21/. The Reuters
study was reviewed by outside academics; it ignores tax subsidies for manufacturing and clean energy as well as tax
increases affecting foreign MNCs. See https://www.reuters.com/world/us/even-after-biden-tax-hike-us-firms-would-
pay-less-than-foreign-rivals-2021-06-22/.

4 Data from Urban-Brookings Tax Policy Center. 2021. “Corporate Income Tax as a Share of GDP, 1934-2019.” See
https://www.taxpolicycenter.org/statistics/corporate-income-tax-revenue-share-gdp-1934-2019.

5 The average for G7 countries is very similar.

6 The United States also has a large pass-through business sector, but the U.S. economy also shows robust corporate
profits, both in comparative and historic terms.

7 The second most dominant country on the Forbes Global 2000 list is China.
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Figure 1: U.S. Companies Have an Outsized Role in Global Top 2,000 Companies
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Source: 2019 data from the Forbes Global 2000 list published in 2020; GDP data from the World Bank.

In addition to large corporate profits, the United States has experienced very strong income
growth at the top of the income distribution even as average tax rates for this group have fallen.
According to Congressional Budget Office data, the share of aggregate income (before taxes and
transfers) earned by the top 5 percent of the income distribution increased from 20.6 percent in
1980 to 30 percent in 2018 (the most recent year with data), while the average federal tax rate
faced by those in the 96™ to 99" percentile dropped from 27.1 percent to 24.2 percent over the
same time period.®

In short, raising adequate government revenue is essential for the long-term competitiveness of
the U.S. economy because it finances the public investments that are needed to maintain the
considerable strength of America’s business environment. Asking for somewhat larger tax
contributions from the country’s wealthiest households and most profitable companies will help
meet that important long-term goal.

Levelling the Playing Field

Under current law, a global intangible low-taxed income (GILTI) minimum tax applies to the
foreign income of U.S. multinational companies. Unfortunately, offshore investment is
encouraged by a feature of the GILTI minimum tax that exempts the first 10 percent return on
foreign tangible assets. Under GILTL, owning greater foreign tangible assets (referred to as
“qualified business asset investment” or “QBAI”) increases the amount of foreign profit that is
tax-free. There is already some limited evidence that U.S. companies are responding to these

8 Congressional Budget Office. 2021. The Distribution of Household Income, 2018. Report No. 57061. The tax rate
of the top 1 percent in the CBO data is somewhat higher, but it also drops over this period.
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incentives by increasing their offshore investment.® Foreign activities are also encouraged by a
GILTI tax treatment that allows a 50 percent deduction relative to domestic income. So foreign
income is sometimes tax exempt, and sometimes taxed at half the rate of domestic income. '’

In addition to incentivizing offshore investment and business activity, current law also strongly
encourages profit shifting outside of the United States, shrinking the U.S. corporate tax base.
Although the 2017 Tax Cuts and Jobs Act included a global minimum tax, it was not a sufficient
incentive to counter other aspects of the law that increased profit shifting, such as the complete
exemption of some foreign income from U.S. tax. As illustrated on Figure 2, the already large
share of U.S. multinational income booked in low-tax jurisdictions is unchanged post-TCJA.

Figure 2: Share of U.S. MNC Income in Seven Key Low-Tax Jurisdictions, 2000-2019
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Note: Data are foreign investment earnings from the U.S. Bureau of Economic Analysis (see

https://www bea.gov/international/di lusdbal). The seven most important low-tax jurisdictions in these data
are Bermuda, the Caymans, Ireland, Luxembourg, the Netherlands, Singapore, and Switzerland. These
shares are mechanically higher than they would be in some data sources since the data are reported on an
after-tax basis.

° For example, Beyer et al. (2021) find that for U.S. MNCs subject to higher GILTI inclusions, higher levels of pre-
TCJA foreign cash are associated with increased post-TCJA foreign property, plant, and equipment investments.
They do not find a similar increase in domestic property, plant, and equipment. Atwood et al. (2020) find the GILTI
provisions introduced new incentives for U.S. MNCs to invest in foreign target firms with lower returns on tangible
property so that they might shield income generated in havens from U.S. tax liability under the GILTI minimum tax.
See https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3818149 and
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3600978.

19 Depending on the countries of operation, the tax rate applied to this income for some firms can be somewhat
higher than half the U.S. corporate income tax rate (rising up to 13.125 percent) due to limits on foreign tax credits.
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Perversely, current law creates an “America last” tax system, since even high- or medium-taxed
foreign income is tax-preferred to domestic income because it can be blended with low-tax
income and taxed at a 50 percent discount relative to U.S. tax rates. That is why a “country by
country” GILTI system is so crucial; if the minimum tax can no longer be avoided by blending,
the incentives to report income in both high-tax foreign countries and havens are greatly reduced.
Under the OECD/G20 inclusive framework agreement reached in July, 134 countries (and all
members of the G20) have agreed to a “country by country” administration of a minimum tax.

Current U.S. corporate and international tax reform proposals have the potential to end
offshoring incentives found in current law and dramatically reduce profit shifting incentives for
both U.S. and foreign MNCs. These measures will considerably reduce the tilt in the playing
field that favors foreign business activity relative to U.S. business activity, encouraging U.S. job
creation and investment.

In addition to reworking the parts of our tax code that favor foreign business activity over
domestic business activity, these proposed reforms would also reduce the ways in which our tax
system favors large MNCs relative to small businesses. Large multinational companies have
profit shifting opportunities that lower their tax burdens relative to those of purely domestic
businesses, which makes it difficult for smaller businesses to compete with their larger
competitors and further increases the market concentration of U.S. industry. Of note, market
concentration has also played an important role in the shrinking labor share of income, since
larger, “superstar” firms tend to use less labor than their smaller counterparts. Thus, a
competitive economy goes hand in hand with U.S. job creation. !

Creating Inclusive Economic Growth

Most scholars agree that increases in income inequality over the prior four decades have been
both large and troubling, although scholars disagree on the magnitudes of these trends.

Over the same time period, those at the top of the income distribution have benefitted from
multiple reductions in tax rates: several steep cuts in the top income tax bracket (particularly in
the 1980s), large cuts in the top income tax rates applied to dividend income and long-term
capital gains, reductions in the reach of the estate tax, and sharp reductions in the corporate
income tax rate in 1986 and 2017, which also mostly benefit those at the top of the distribution.
While there have also been some instances of tax increases borne by those at the top of the
income distribution, those households who have most benefitted from economic growth in recent
decades can afford to contribute more to financing urgent fiscal priorities.

11 See Autor, D., Dorn, D., Katz, L. F., Patterson, C., Van Reenen, J. 2020. "The Fall of the Labor Share and the
Rise of Superstar Firms." The Quarterly Journal of Economics, 135 (2):645-709; Autor, D., Dorn, D., KatzL. F.,
Patterson, C., and Van Reenen, J. 2017. "Concentrating on the Fall of the Labor Share." American Economic
Review, 107 (5): 180-85.
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Figure 3: The Top 10 Percent Share of Post-Tax Income (1979-2015)
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At the same time, many workers and families have struggled to make ends meet. Under the
American Rescue Plan (ARP) and current proposals, large expansions of the child tax credit
(CTC), the earned income tax credit (EITC), and the child and dependent care tax credit
(CDCTC) will help address the economic needs of typical Americans. Expansions in the CTC
are already pushing childhood poverty to historically low levels and benefitting millions of
children. The EITC expansion rewards work for those workers without children at or near the
poverty level. And the CDCTC makes childcare more affordable, incentivizing parents’ labor
force participation and strengthening the financial position of working families.

A 21% Century Tax System Architecture

There are many ways that our tax system needs to be modernized to address the needs of the
21% century. The mobility of capital means the taxation of MNCs is subject to large tax
competition pressures. The existential threat posed by climate change makes it critical to both
remove features of our tax code that subsidize fossil fuel production and consumption and to add
tax incentives for the production and consumption of clean energy. In both areas, cooperation
with other countries pursuing the same goals can yield double dividends. Our actions encourage
other countries to take firm actions of their own, solving longstanding global collection action
problems including mitigating greenhouse gas emissions and tax base erosion.

One crucial element of tax reform in this area is ensuring that the tax base is as broad as possible.
Broadening the tax base allows us to efficiently raise revenues to meet U.S. fiscal needs without
relying on high tax rates. In the international tax arena, that means substantially reducing the
discrepancy between the tax treatment of domestic and foreign income. By raising the GILTI
rate that applies to foreign income, we can reduce the erosion of the corporate tax base due to
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international profit shifting. It also means addressing the profit shifting of foreign-based MNCs
operating in the United States by reforming inbound base protection laws.

In the domestic tax arena, it is likewise important to reduce preferences in our tax code that favor
capital income over income from working. Beyond that, it is essential to address the tax gap,
which is forecast to total about $7 trillion over the coming decade. This large tax gap creates
both inefficiencies and inequities. Honest small businesses who pay their tax obligations in full
compete with businesses whose owners shirk their tax responsibilities. Workers who earn solely
wage or salary income overwhelmingly report that income accurately and face higher tax
burdens than the taxpayers who have more opaque sources of income, where tax evasion is both
easier and far more common. Those at the top of the income distribution are disproportionately
responsible for the tax gap, and providing the Internal Revenue Service (IRS) with the resources
and information that they need to promote compliance will result in a tax system that is more
progressive. 12

Proposals to fully fund the IRS, and to increase financial reporting of taxpayers, will benefit
American taxpayers across many dimensions. First, the IRS will have the resources necessary for
answering taxpayer questions and ensuring that taxpayers receive the benefits they are entitled
to. Second, compliant taxpayers will have a lower probability of costly audits since additional
information, as well as increased technological capability, will enable the IRS to more accurately
target audits toward tax evaders. Third, the revenue potential from these reforms is substantial,
and the hundreds of billions of dollars raised by working to close the tax gap will result in one or
more beneficial consequences for typical taxpayers: lower taxes, less debt, better government
services, or any combination of these results. In short, a strong and stable tax administration
system is an essential part of fiscal sustainability.

In summary, the present moment is a very consequential one for the future of tax policy. We
have an opportunity to create a modern tax system for the 21% century that is both efficient and
fair. These reforms will help level the playing field across multiple dimensions: reducing tax
preferences for foreign business activity relative to domestic business activity, reducing tax
preferences for large businesses relative to small ones, treating income from wealth more like
income from work, and reducing the advantages for tax evaders compared to honest taxpayers.
These changes will make our tax system fairer by asking for larger contributions from those who
are best equipped to pay more while lessening tax burdens on typical American workers and
families.

These tax changes will also help fund the urgent fiscal priorities that address today’s greatest
needs: investments in infrastructure, research, worker education and training, and climate change
mitigation. Such investments are essential to the creation of a prosperous U.S. business
environment and inclusive economic growth benefiting all Americans.

12 See https://home treasury.gov/news/featured-stories/the-case-for-a-robust-attack-on-the-tax-gap.
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Chairman Beyer, Ranking Member Lee, and distinguished members of the Committee, thank
you for the opportunity to testify.!

Part I of my written testimony explains that sound tax policy can both lift living standards of
low- and moderate-income Americans and support economic growth with shared benefits for
workers, families, and businesses. Tax policy designed to achieve these goals should:

e Raise revenues to support needed investments in a dynamic, sustainable and inclusive
economy—including the next generation of workers and entrepreneurs;

o Ensure that investment flows to where it is most productive rather than where tax
savings are the most lucrative; and, in doing so

e Level the playing field for small and domestic businesses so they can fairly compete
with businesses that currently use tax avoidance, profit-shifting to tax havens, or even
outright tax evasion as a business strategy.

Part IT discusses revenue-raising proposals before Congress that are well-tailored to these ends,
including proposals to:

o Ensure that large corporations and wealthy filers pay taxes they already owe under the
law. Increasing tax compliance will ensure honest businesses that do not cheat on their taxes
are not unfairly penalized.

e Reverse some of the 2017 tax law’s corporate provisions that went beyond even what
corporate lobbyists asked for, and reduce the tax code’s subsidy for shifting profits and
investments offshore; and

! This testimony draws heavily on prior work of the author. See Chye-Ching Huang, “Funding Our Nation's
Priorities: Reforming the Tax Code's Advantageous Treatment of the Wealthy,” Prepared Testimony for the U.S.
House of Representatives, Ways and Means Committee, May 12, 2021,
https://waysandmeans.house.gov/sites/democrats. waysandmeans.house. gov/files/documents/Huang. Testimony.pdf;

Chye-Ching Huang, “How U.S. International Tax Policy Impacts American Workers, Jobs, and Investment,”
Prepared Testimony for the U.S. Senate, Committee on Finance, March 25, 2021,
https://www.finance.senate.gov/imo/media/doc/Huang%?20testimony %2003220221%20rev.pdf. Citations for this

introductory section are in the body of the testimony.

www.law.nyu.edu/centers/tax-law-center
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e Reduce tax subsidies for income from wealth compared to income from work.

Part III explains that such policies are far more likely to strengthen the economy and raise the
living standards of low- and moderate-income Americans than maintaining tax cuts and subsidies
that flow directly to the well-off.

It reviews the evidence that tax policies such as the 2017 corporate tax cuts have failed to live up
to their proponents’ promises. And it systematically refutes arguments for maintaining tax cuts
for wealthy filers and corporations that: (1) cite unsound paid studies; (2) inaccurately describe
the actual revenue proposals; and (3) promote a view of “competitiveness” that misattributes
America’s economic success to its willingness to subsidize multinationals’ tax avoidance, rather
than the quality of American research, innovation, workers, markets, and institutions.

PART I: TAX REVENUES SUPPORT INVESTMENTS THAT DIRECTLY RAISE THE
LIVING STANDARDS OF LOW- AND MODERATE-INCOME AMERICANS, AND
PROMOTE GROWTH WITH SHARED AND SUSTAINABLE BENEFITS

Low- and moderate-income workers and families should be at the center of policymaking: they
have faced decades of near-stagnant wages, and COVID-19 has disproportionately impacted
low-wage workers and workers of color. Income and wealth inequality are high in the U.S.
relative to other countries and heavily skewed by race due to historic and current barriers to full
economic opportunity for people of color. Children in low- and moderate-income families in the
U.S. have lower rates of upward economic mobility than their counterparts in nearly all other
rich countries. *

Tax policy can help address these challenges by raising revenue for sound investments that
together: (1) directly raise living standards for low- and moderate-income American workers and
families; and (2) promote economic growth that is sustainable, increases mobility, and helps U.S.
workers, researchers, innovators, and entrepreneurs realize their full potential.

1. Raising revenues to support investments in a dynamic and sustainable economy.

Investments in physical infrastructure, work supports including job training, educational support,
and research and development (R&D) have long been recognized as delivering proven long-term
economic benefits.” Other investments can forestall and mitigate large foreseeable costs, such as

2 See: Huang (May 2021), supra note 1 at fn 58.

3 See: Huang (May 2021), supra note 1 at fn 55. See also: Neil Bhutta et al, “Disparities in Wealth by Race and
Ethnicity in the 2019 Survey of Consumer Finances,” FEDS Notes, Board of Governors of the Federal Reserve
System, September 28, 2020, https://doi.org/10.17016/2380-7172.2797.

4 Chye-Ching Huang and Roderick Taylor, “How the Federal Tax Code Can Better Advance Racial Equity,” CBPP,
July 25, 2019, https://www.cbpp.org/research/federal-tax/how-the-federal-tax-code-can-better-advance-racial-
equity: Raj Chetty, Nathaniel Hendren, Maggie R. Jones, and Sonya Porter, “Race and Economic Opportunity in the
United States: An Intergenerational Perspective,” Quarterly Journal of Economics, Vol. 135, Iss. 2, May 2020,
https://academic.oup.com/qje/article/135/2/711/5687353.

* Congressional Budget Office (CBO), “The Macroeconomic and Budgetary Effects of Federal Investment,” June
2016, https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/reports/51628-Federal _Investment.pdf.

www.law.nyu.edu/centers/tax-law-center
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those from climate change.® The proposals before Congress have sound investments in all of
these areas, and overall are designed in ways that would address racial, gender, and geographic
disparities that are the result of “historical and continuing barriers to economic opportunity.”’

Further, a growing and robust body of research shows that financial support for low-income
families increases the likelihood that children in those families grow up healthier, do better in
school, attend college, and earn more as adults.® Thus, proposals including strengthening the
Child Tax Credit (CTC) should be seen as a true “investment” that will deliver continuing
benefits for the life trajectories of children and the broader economy.’

Based on this body of research, Harvard University economists Hendren and Sprung-Keyser
estimate that the long-term economic benefits of policies that invest directly in low-income
children — like a CTC that is fully available to low-income families -- can significantly reduce or
offset their initial fiscal costs. '

Such estimates do not account fully for positive effects that are harder to quantify but
nonetheless potentially important. For example, new research suggests that expanding economic
security for children in low- and moderate-income families can help ensure more children can

6 “Investing in Climate, Investing in Growth,” OECD, May 23, 2017, hitps://www.oecd.org/environment/investing-
in-climate-investing-in-growth-9789264273528-en.htm. For more on categories of investments that can particularly
directly improve living standards of low-income communities and communities of color, see: Chye-Ching Huang
and Roderick Taylor, “Any Federal Infrastructure Package Should Boost Investment in Low-Income Communities,”
CBPP, June 28, 2019, https://www.cbpp.org/research/federal-budget/any-federal-infrastructure-package-should-
boost-investment-in-low-income.

7 Adam Hersch, ““Build Back Better” agenda will ensure strong, stable recovery in coming years,” Economic Policy
Institute, September 16, 2021, https://www.epi.org/publication/iija-budget-reconciliation-jobs/; Danilo Trisi et al,
“House Build Back Better Legislation Advances Racial Equity,” CBPP, September 27, 2021,
https://www.cbpp.org/research/poverty-and-inequality/house-build-back-better-legislation-advances-racial-equity.

8 Arloc Sherman and Tazra Mitchell, “Economic Security Programs Help Low-Income Children Succeed Over Long
Term, Many Studies Find, CBPP, July 17, 2017, https://www.cbpp.org/research/poverty-and-inequalitv/economic-
security-programs-help-low-income-children-succeed-over: National Academy of Sciences, Engineering, and
Medicine (NAS), A Roadmap to Reducing Child Poverty, National Academies Press,

2019, https://www.nap.edu/catalog/25246/a-roadmap-to-reducing-child-poverty. Raj Chetty, John N. Friedman, and
Jonah Rockoff, “New Evidence on the Long-Term Impact of Tax Credits,” IRS Statistics of Income Paper Series,
November 2011, https://www.irs.gov/pub/irs-soi/11rpchettyfriedmanrockoff.pdf

 Making permanent the monthly, fully-refundable CTC is sound policy that fills a gap left by the 2017 tax law’s
CTC expansions that largely left the poorest families and workers out of its full CTC increase. See Chye-Ching
Huang, “Unfinished Business From the 2017 Tax Law,” Prepared Testimony for the U.S. House of Representatives,
Ways and Means Committee, Select Revenue Measures Subcommittee, March 12, 2019,
https://www.cbpp.org/research/federal-tax/unfinished-business-from-the-2017-tax-law.

19 Nathaniel Hendren and Ben Sprung-Keyser, “A Unified Welfare Analysis of Government Policies,” Quarterly
Journal of Economics, Vol. 135, No. 3, 2020, https://scholar.harvard.edu/hendren/publications/unified-welfare-
analysis-government-policies. Such estimates are too imprecise to incorporate into official budget "scoring," but
these long-term benefits are nevertheless important for policymakers to consider. Similarly, the National Academy
of Sciences estimated that “child poverty exacts a cost of $800 billion to $1.1 trillion in lost economic output
annually.”; NAS, 4 Roadmap to Reducing Child Poverty, supra note 8.

www.law.nyu.edu/centers/tax-law-center
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develop and apply their talent for innovation and entrepreneurship, leading to follow-on benefits
for the economy at large. '!

Critics worry that revenue-raising proposals will negatively affect the economy but they fail to
consider the economic benefits of new investments. This is a mistake:

e Harvard University Professor of Economics Raj Chetty noted of the Biden Administration’s
recovery proposals, “[t]he impacts of the infrastructure programs are likely to be an order of
magnitude larger than any disincentive effects from the taxes.” 2

e Moody’s Analytics estimates that the combined effect of the investments and taxes in the
infrastructure and economic investment legislation would be a net plus for economic growth,
and “direct the benefits of stronger growth to lower-income Americans and address the long-
run skewing of the income and wealth distribution.”'®

e Seventeen recipients of the Nobel Memorial Prize in Economic Sciences have noted that by
financing investments that boost long-run economic capacity, revenue-raising tax policies
can ease long-term inflationary concerns. '

11 Bell et al found that if girls, children of color, and children from non-rich families grew up to invent at the same
rate as white boys from high-income families, there would be four times as many inventors in America as there are
today. Studies indicate that the reason for these “missing inventors™ is that children with equal talent and potential
are growing up in households too poor and/or not connected enough to make use of those talents. Alex Bell et al.,
“Who Becomes an Inventor in America? The Importance of Exposure to Innovation,” Quarterly Journal of
Economics, Vol. 134, Iss. 2, May 2019, https://opportunityinsights.org/paper/losteinsteins/. Also see: Wesley
Tharpe, Michael Leachman, and Matt Saenz, “Tapping More People’s Capacity to Innovate Can Help States
Thrive,” CBPP, December 9, 2020, https://www.cbpp.org/research/state-budget-and-tax/tapping-more-peoples-
capacity-to-innovate-can-help-states-thrive.

12 Heather Long, “Biden’s infrastructure plan faces controversy over price tag and design,” Washington Post, March
31, 2021, https://www.washingtonpost.com/business/2021/03/3 1/deficit-cost-infrastructure-biden/.

13 Mark Zandi and Bernard Yaros, “Macroeconomic Consequences of the Infrastructure and Budget Reconciliation
Plans,” Moody’s Analytics, July 21, 2021, https://www.moodysanalytics.com/-/media/article/202 1/macroeconomic-
consequences-infrastructure. pdf.

14 “Open letter from Nobel Laureates in support of economic recovery agenda,” Economic Policy Institute,
September 20, 2021, https://www.epi.org/open-letter-from-nobel-laureates-in-support-of-economic-recovery-
agenda/. Not every dollar of new federal spending should be offset by a dollar in savings or revenues. Stimulus that
prevents deeper and longer recessions and the erosion of long-term economic capacity (hysteresis) is one case.
Further, with low interest rates, there is a greater case for deficit financing some government spending, especially
that which delivers long-term returns. See Jason Furman and Lawrence Summers, “A Reconsideration of Fiscal
Policy in the Era of Low Interest Rates,” The Brookings Institution, November 30, 2020,
https://www.brookings.edu/wp-content/uploads/2020/1 1/furman-summers-fiscal-reconsideration-discussion-
draft.pdf. Nevertheless, the U.S. has historically and comparatively very low revenues as a percentage of GDP. Rich
countries that tend to invest more in a range of areas including in reducing child poverty, work supports, and paid
leave also tend to raise more revenue over the long run. Tax Policy Center, “How Do US Taxes Compare
Internationally?” May 2020, https://www.taxpolicycenter.org/briefing-book/how-do-us-taxes-compare-
internationally. See Figure 3: Arloc Sherman, Claire Zippel, Robert Gordon, and Danilo Trisi, “Widespread
Economic Insecurity Pre-Pandemic Shows Need For Strong Recovery Package,” CBPP, July 14, 2021,
https://www.cbpp.org/research/poverty-and-inequality/widespread-economic-insecurity-pre-pandemic-shows-need-
for-strong.
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Such revenue-raising policies can also be designed to support growth in other important ways,
discussed below. !

2. Sound tax policy can help ensure that investments flow to where they are most
productive and businesses can compete based on delivering real-world value rather than
tax avoidance and evasion.

The tax code includes various tax breaks and incentives for specific types of income, such as:

e Capital gains income from the growth in value of assets is taxed at a lower rate than income
from work '®—or even a zero percent rate for gains on assets held until death.

e The public subsidizes the foreign profits of multinationals by about $60 billion per year with
a lower tax rate for those profits (between zero and 10.5 percent) than the 21 percent tax rate
on domestic profits.!”

e The 2017 tax law created a new tax expenditure (section 199A) that provides a special lower
rate on most income earned through pass-through business entities. It allows very high-
income business owners to game the tax code and reap windfalls by re-characterizing their
income so that it qualifies for the tax break. Despite supposed guardrails, tax advisors have
called section 199A a “gaping hole” in the code.!®

These tax breaks invite aggressive avoidance strategies that stretch the boundaries of the law,
with a weakened IRS unable to push back. The erosion of IRS enforcement has also invited
blatant tax evasion, as discussed below. This can encourage businesses and individuals in search
of tax savings to move resources away from more productive uses, undermining what economists
term “allocative efficiency.”

For example, the zero percent tax rate on capital gains on assets held until death encourages the
wealthy to hold onto old investments, even across generations, instead of reallocating resources
to investments that would deliver a higher return if the tax rate did not exist.

15 Tax policy can help address growth is by ensuring that the costs of certain economic activities (such as pollution
including carbon, the community and public costs of certain products, or even overleveraging of certain financial
institutions that creates systemic economic risks) are borne by those who create those costs. Revenue raising
proposals of this kind are not currently a major component of proposals before Congress but would be another sound
source of revenue.

16 Long-term capital gains are taxed at a max of 20% (23.8% including the net investment income tax), while
ordinary income is taxed at a max of 37% (40.8%). 26 U.S.C. §§ 1, 1411.

17 JCT, “Estimates of Federal Tax Expenditures for Fiscal Years 2020 —2024,” JCX-23-20, November 5, 2020,
https://www.jct.gov/publications/2020/jcx-23-20/.

18 Emily Horton, “Tax Planner: Drive Wealthy Clients Through ‘Gaping Hole” in Tax Code,” CBPP, May 31, 2018,
https://www.cbpp.org/blog/tax-planner-drive-wealthy -clients-through-gaping-hole-in-tax-code.

19 For a review of the empirical literature suggesting that allocative efficiency effects can be more substantial than
supply-side impacts in the context of individual income tax reform, See William Gale and Andrew A. Samwick,
“Effects of Income Tax Changes on Economic Growth,” The Brookings Institution, February 1, 2016,
https:/www.brookings.edu/research/effects-of-income-tax-changes-on-economic-growth/.
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Such tax breaks can also spawn various tax shelters and other tax planning techniques that both
pull investment away from more productive activities, and also pull talent and creative energy
into the production of tax schemes rather than innovations with more widespread benefits.

The result is an uneven playing field that can undermine the competitiveness of businesses that
are unable or unwilling to use tax avoidance as a business strategy. A purely domestic, small, or
start-up business that pays what it owes and does not engage in complex tax avoidance schemes
can be at a disadvantage compared to an established multinational that uses a web of tax havens
to reduce its tax costs.

Sound tax policies can support economic productivity by scaling back or eliminating tax breaks
that create such a lopsided competitive environment.

PART II: KEY REVENUE PROPOSALS ARE WELL-DESIGNED TO SUPPORT
GROWTH

Lawmakers are considering three main categories of proposals that would raise substantial
revenues, finance critical investments, and reduce after-tax income inequality.?’ These proposals
are on the whole well-designed to support growth by reducing opportunities and incentives for
unproductive tax gaming.?!

1. Ensuring that profitable corporations and well-off filers pay the taxes that they already
owe under the law.

The “tax gap” of taxes owed but not paid is an estimated $7 trillion over the next decade. 2 More
than a fifth of federal income taxes that go unpaid due to income underreporting (or, recent
research suggests, more than a third) come from the highest-income one percent of filers.”* Even
assuming the lower estimate (more than a fifth) is accurate, Treasury estimates the top 1 percent
are responsible for $163 billion in unpaid taxes annually.

Shrinking the tax gap can raise revenue by ensuring high-income filers and large corporations
pay what they already owe. Tackling this issue requires adequately funding the IRS. Between
2010 and 2019, the IRS enforcement budget was cut by more than a fifth, the IRS lost more than

20 Howard Gleckman, “The Ways & Means Reconciliation Bill Would Raise Taxes on High Income Households,
Cut Taxes on Average for Nearly Everyone Else,” Tax Policy Center, September 28, 2021,
https://www.taxpolicycenter.org/taxvox/tpc-ways-means-reconciliation-bill-would-raise-taxes-high-income-
households-cut-taxes-average.

21T have discussed in other forums and am happy to explain ways in which some of the proposed tax policies might
be refined on the margins, including testimony in hearings examining specific revenue-raising proposals. See:
Huang, supra note 1; Committee for a Responsible Federal Budget, “Tax Policy in the Build Back Better Act,”
Panel Discussion, September 30, 2021, https://www.youtube.com/watch?v=lqCddak2nZM. Directionally, the broad
contours of these proposals being discussed by lawmakers are substantial improvements on current law.

22 Natasha Sarin, “The Case for a Robust Attack on the Tax Gap,” U.S. Department of the Treasury, September 7,
2021, https://home treasury.gov/news/featured-stories/the-case-for-a-robust-attack-on-the-tax-gap.

23 Id., John Guyton, Patrick Langetieg, Daniel Reck, Max Risch, and Gabriel Zucman, “Tax Evasion at the Top of
the Income Distribution: Theory and Evidence,” WCEG, March 22, 2021, https://equitablegrowth.org/working-
papers/tax-evasion-at-the-top-of-the-income-distribution-theory-and-evidence/.
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a third of its expert revenue agents, and audit rates on America’s highest-income filers and
largest corporations fell by more than half 2

The IRS also needs information that will allow it to identify non-compliance by wealthy filers
and large corporations. Compliance for wage and salary income is already 99 percent due to
information reporting and withholding, but the income of large businesses and wealthy filers is
generally not subject to similar reporting requirements.?> The Administration’s financial account
information reporting proposal to address this gap is designed to:2¢

e Place no new burdens on taxpayers. Banks would simply report information that they
already hold—total inflows and outflows through accounts—Ilike they do with interest
income. Taxpayers would not have to do anything more.

o Safeguard taxpayer privacy. The IRS would not see any information about specific
transactions in accounts (just total inflows and outflows); and

e Protect low- and moderate-income filers by requiring that “[aJudit rates will not rise
relative to recent years for those with less than $400,000 in actual income.”?’

Information reporting is a crucial component of the compliance proposal because it would reduce
unnecessary audits on accurate filers.?® Instead, the IRS would be able to use existing audit flags
along with evidence of large amounts of unreported cash flowing through filers’ accounts to
identify non-compliance more accurately.

Increasing tax compliance will also support fair competition and productivity by leveling the
playing field for honest businesses and filers that comply with their tax obligations.

24 Chuck Marr, Sam Washington, Samantha Jacoby, and David Reich, “Rebuilding IRS Would Reduce Tax Gap,
Help Replenish Depleted Revenue Base,” CBPP, April 13, 2021, https://www.cbpp.org/research/federal-
tax/rebuilding-irs-would-reduce-tax-gap-help-replenish-depleted-revenue-base.

2 Internal Revenue Service, “Federal Tax Compliance Research: Tax Gap Estimates for Tax Years 2011-2013,” IRS
Publication #1415, September 2019, https:/www.irs.gov/pub/irs-pdf/p1415.pdf .

26 Chuck Marr and Samantha Jacoby, “Reducing the Tax Gap: 5 Key Points on Information Reporting,” CBPP,
September 14, 2021, https://www.cbpp.org/research/federal-tax/reducing-the-tax-gap-5-key-points-on-information-
reporting; Seth Hanlon, “Bank Tax Reporting Is a Critical Component of Biden’s Build Back Better Agenda,”
Center for American Progress, September 14, 2021,
https://www.americanprogress.org/issues/economy/news/2021/09/14/50382 1/bank-tax-reporting-critical-
component-bidens-build-back-better-agenda/.

7 Department of the Treasury, “The American Families Plan Tax Compliance Agenda,” May

2021, https://home.treasury.gov/system/files/136/The-American-Families-Plan-Tax-Compliance-Agenda.pdf.

28 As CBO notes, this "might reduce the burden on compliant taxpayers by allowing the IRS to better target
noncompliant ones and to reduce the number of audits that resulted in no change in tax assessment." Phill Swagel,
“The Effects of Increased Funding for the IRS,” CBO, September 2, 2021, https://www.cbo.gov/publication/57444.
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2. Corporate and international tax proposals to reverse some of the 2017 tax law’s tax cuts
that went beyond even what corporate lobby groups asked for, and reducing the current
tax code’s subsidy for shifting profits and investments offshore.

The 2017 tax law cut the top corporate rate from 35 percent to 21 percent, even below the 25
percent rate corporate lobbyists asked for.? It moved the U.S. tax regime towards a “territorial”
system by permanently excluding certain foreign income of U.S. multinationals from U.S. tax.
Today, U.S. companies can enjoy a tax rate on certain foreign profits that is lower than the rate
on U.S. profits—and can be as low as zero percent.

After the 2017 tax law came into effect:

e Corporations used the bulk of their tax cuts for buybacks and dividends,* with firms
announcing a record $1 trillion in stock buybacks in 201831

e Economy-wide investment and wages failed to grow any faster than predicted by pre-
enactment trends, and analyses accounting for the uneven impact of the tax cuts across
industries and the impact of other economic conditions found no evidence of the large
supply-side impacts predicted by the law’s proponents:

There was “no indication of a surge in wages in 2018 either compared to history or relative to
GDP growth,” the Congressional Research Service (CRS) found.*

“There is no evidence that the 2017 tax law has made a substantial contribution to investment or
longer-term economic growth,” Harvard University Professor of Economics and Peterson
Institute for International Economics Senior Fellow Jason Furman found.** “The patterns in the
data suggest instead that corporate tax cuts did not help workers very much,” a 2021 Brookings
Institution analysis found.**

“[Tlhere is little evidence that the [2017 tax law] meaningfully increased underlying investment.
Instead much of the tax windfall went into share repurchases and bigger dividends. If the tax cuts

? Reforming America’s Taxes Equitably Coalition, Statement for the Record before the House Ways and Means
Committee, February 2, 2016, https://www.govinfo.gov/content/pkg/CHRG-114hhrg22375/pdf/CHRG-
114hhrg22375 pdf.

30 CRS, “Stock Buybacks: Background and Reform Proposals,” February 27, 2019,

https://crsreports.congress. gov/product/pdf/LSB/LSB10266; Emanuel Kopp et al., “U.S. Investment Since the Tax
Cuts and Jobs Act of 2017,” IMF Working Paper, May 2019, https://www.imf.org/-
/media/Files/Publications/WP/2019/WPIEA2019120.ashx; Jason Furman, Prepared Testimony for the Hearing “The
Disappearing Corporate Income Tax,” House of Representatives, Committee on Ways and Means, February 11,
2020, https://www.congress.gov/116/meeting/house/110494/witnesses/HHRG-116-WMO00-Wstate-FurmanJ-
20200211.pdf.

31 CRS, supra note 30.

32 Jane Gravelle and Donald J. Marples, “The Economic Effects of the 2017 Tax Revision: Preliminary
Observations,” CRS, June 7, 2019,

https://www.everycrsreport.com/files/20190607_R45736_7633cfeladceda093 1cd8ccfecabebs5455¢2¢ee1d.pdf.

33 Furman, supra note 30; Mark Zandi and Bernard Yaros Jr., “The Macroeconomic Consequences of the American
Families Plan and the Build Back Better Agenda,” Moody’s Analytics, May 3, 2021,
https://www.moodysanalytics.com/-/media/article/2021/american-families-plan-build-back-better-agenda. pdf.

34 Bill Gale and Claire Haldeman, “The Tax Cuts and Jobs Act: Searching for supply-side effects,” The Brookings
Institution, July 2021, https://www.brookings.edu/wp-
content/uploads/2021/07/20210628_TPC_GaleHaldeman_TCJASupply SideEffectsReport FINAL.pdf.

www.law.nyu.edu/centers/tax-law-center



46

did not lift economic growth, it is tough to argue that increasing them will appreciably hurt
growth,” Moody’s Analytics Chief Economist Mark Zandi and Assistant Director Bernard Yaros
Jr. wrote.*

e Multinationals report about the same share of their income in major tax havens as they
did before the law.*

o The corporate tax cuts have drained revenues: corporate revenues sunk from 1.5 percent
of GDP in 2017 to 1.1 percent of GDP in 2019.37 Each percentage point of the 2017 tax law’s
corporate rate cut costs about $100 billion over ten years, the Joint Committee on Taxation
(JCT) estimates.>®

Reversing some of the 2017 tax law’s rate cuts along with international tax system reforms could
ensure that highly profitable corporations contribute adequately to national investments from
which they benefit. Aside from raising substantial revenues, sound international tax reform
would help strengthen the economy by reducing current tax incentives for companies to locate
profits and investments offshore or invert.*

Reducing large multinationals’ ability to use cross-border tax avoidance as a profit center would
help create a fairer competitive environment for U.S. businesses that are unable or unwilling to
use tax avoidance as a business strategy. Rather than sinking resources into a tax-avoidance arms
race, companies will be free to focus on customers, products, and innovation.

3. Reducing tax subsidies for the wealthy.

Lawmakers are considering proposals that would rein in preferences that predominantly benefit
the wealthy, including those that lead to income from wealth being taxed more lightly than
income from work.

These proposals include raising the top tax rate on capital gains closer to the top rate on salaries.

Other proposals would reduce tax preferences for pass-through income, which flows
overwhelmingly to the highest-income filers and is also a major source of tax non-compliance.*
For example, proposals include scaling back the section 199A pass-through deduction (61
percent of which goes to the top 1 percent), and eliminating a loophole that allows certain

35 Zandi and Yaros Jr., supra note 33.

3 Kimberly A. Clausing, Deputy Assistant Secretary, Tax Analysis, U.S. Department of the Treasury, Prepared
Testimony for the U.S. Senate, Committee on Finance, March 23,

2021, https://www.finance.senate.gov/imo/media/doc/D AS%20Clausing%20SFC%20Testimony FINAL .pdf.

37 OMB Historical Table 2.3, hitps://www.whitehouse. gov/omb/historical-tables/.

#JCT, “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/. See also: CBO, “Options for Reducing
the Deficit 2021-2030: Increase the Corporate Tax Rate by 1 Percentage Point,” December 9, 2020,
https://www.cbo.gov/budget-options/56864.

https://www.cbo.gov/budget-options/56864

3% Kimberly A. Clausing, supra note 36.

40 Chye-Ching Huang (May 2021), supra note 1.
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owners of pass-throughs to avoid Medicare surtaxes on both earnings and investment income. *!
Improving the complex and inconsistent rules for taxing partnerships (overwhelmingly large
finance and holding companies) would ensure their tax treatment is closer to the economic
reality, less gameable, and more administrable.*?

If implemented, such policies would help reduce unproductive tax planning and evasion

Lawmakers should also address a gaping hole in the tax code: the ability to wipe out

accumulated tax on capital gains on assets held until death. This means large incomes of the

wealthiest filers never face income tax, during their lifetime or their heirs’. Options include:

e A Biden Administration proposal to tax these gains when the asset is passed to heirs, while
allowing the gain to continue accumulating untaxed over the original owner’s lifetime.**

e A proposal to tax the gains of the very wealthiest filers as those gains accumulate, in the
same way that wages and salaries are taxed in the year they are earned.

e A “carryover basis” approach, which would require a person’s heirs (or their heirs’ heirs,
etc.) to pay tax on accumulated gains when the asset is eventually sold, rather than erasing
the tax on gains altogether.

These options have strengths and drawbacks relative to each other,* but each, if well-designed,
could improve on current law.

PART III: SUPPLY SIDE CHANNEL HAS NOT DELIVERED PROMISED RESULTS

Those who favor cutting taxes on income from assets (for both individuals and businesses),
argue that their approach will spur substantial investment, which will then cause higher
productivity, which will then flow through to higher wages for workers.

But there are many reasons why this “supply-side” channel may fail to produce large promised
benefits.* Private investment may not be as sensitive to after-tax rates of return as some

4 Chuck Marr, “JCT Highlights Pass-Through Deduction’s Tilt Toward the Top,” CBPP, April 24, 2018,
https://www.cbpp.org/blog/jct-highlights-pass-through-deductions-tilt-toward-the-top.

42 See: U.S. Senate Committee on Finance, “Wyden Unveils Proposal To Close Loopholes Allowing Wealthy
Investors, Mega-Corporations To Use Partnerships To Avoid Paying Tax,” Press Release, September 10, 2021,
https://www.finance.senate.gov/chairmans-news/wyden-unveils-proposal-to-close-loopholes-allowing-wealthy -
investors-mega-corporations-to-use-partnerships-to-avoid-paving-tax; Michael Cooper ef al., “Business in the
United States: Who Owns It, and How Much Tax Do They Pay?” Tax Policy and the Economy, Vol. 30, No. 1,
2016, https://www.journals.uchicago.edu/doi/full/10.1086/685594#.

43 The White House, “Fact Sheet: The American Families Plan,” April 28, 2021,
https://www.whitehouse.gov/briefing-room/statements-releases/202 1/04/28/fact-sheet-the-american-families-plan/.
4 For discussions, see CRS, “Tax Treatment of Capital Gains at Death,” June 4, 2021,
https://crsreports.congress.gov/product/pdf/IF/IF11812; Lily Batchelder and David Kamin, “Taxing the Rich: Issues
and Options,” September 11, 2019, https:/papers.ssrn.com/sol3/papers.cfm?abstract_id=3452274&download=ves;
David Kamin, “How to Tax the Rich,” Tax Notes, January 5, 2015, https:/taxprof.tvpepad.com/files/kamin. pdf.

4 For general discussions of these issues, see: Chye-Ching Huang and Nathaniel Frentz, “What Really Is the
Evidence on Taxes and Growth? A Reply to the Tax Foundation,” CBPP, February 18, 2014,
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predict, * any impact on private investment may be offset by the impact of tax cuts on public

debt,*” and any growth gains may not in fact make it into the wages of low- and moderate-
income workers.*® Instead, careful research on the real-world effects of tax changes indicates that
supply-side impacts are at best modest, and can be negative for low-and moderate-income
workers when considering how the tax cuts are financed.*

In the face of mounting empirical evidence and disappointing results of supply-side tax cuts,
some proponents of such tax cuts have turned to three other types of flawed evidence:

1. Deeply flawed studies funded by industry groups.

Various industry and other special interest groups have mobilized against proposals to scale back
their favored tax cuts or other tax advantages.>® As a lobbying tactic, such groups fund various
studies purporting to predict large GDP or job losses from specific tax proposals.’!

https://www.cbpp.org/research/what-really-is-the-evidence-on-taxes-and-growth; Chuck Marr and Chye-Ching

Huang, “Raising Today’s Low Capital Gains Tax Rates Could Promote Economic Efficiency and Fairness, While

Helping Reduce Deficits,” CBPP, September 19, 2012,
https://www.cbpp.org/research/raising-todays-low-capital-gains-tax-rates-could-promote-economic-efficiency-and-

fairness; Chye-Ching Huang, “Recent Studies Find Raising Taxes on High-Income Households Would Not Harm
the Economy,” CBPP, April 24, 2012, https://www.cbpp.org/research/recent-studies-find-raising-taxes-on-high-
income-households-would-not-harm-the-economyl; “Chye-Ching Huang and Brandon DeBot, “Corporate Tax Cuts
Skew to Sharcholders and CEOs, Not Workers as Administration Claims,” CBPP, August 16, 2017,
https://www.cbpp.org/research/federal-tax/corporate-tax-cuts-skew-to-shareholders-and-ceos-not-workers-as-
administration

6 One reason may be a large share of these returns is from “excess returns” including rents from advantages such as
market power. Laura Power & Austin Frerick, “Have Excess Returns To Corporations Been Increasing Over Time?”
Department of The Treasury, Office of Tax Analysis, Working Paper 111, November 2016,
https://www.treasury.gov/resource-center/tax-policy/tax-analysis/Documents/ WP-111.pdf; Greg Leiserson, “In
defense of the statutory U.S. corporate tax rate,” WCEG, August 17, 2017, https://equitablegrowth.org/in-defense-
of-the-statutory-u-s-corporate-tax-rate/.

47 A low interest rate environment may mute the impact of deficits on investment—but equally mute theoretical
supply-side effects of cutting tax rates such as the corporate tax rate. Alan Auerbach and Bill Gale, “Tax Policy
Design with Low Interest Rates Conference Draft,” Tax Policy Center, September 23, 2021,
https://www.brookings.edu/wp-content/uploads/202 1/09/Report-Tax-Policy-Design-with-Low-Interest-Rates. pdf.

8 Even if gains were distributed proportionate to wages, the bulk of gains would flow to high-wage workers such as
executives and CEOs, rather than low-wage workers. See: Chye-Ching Huang and Brandon DeBot, supra note 45;
Further, due to market power or other factors, workers’ wages may not reflect their productivity. WCEG, “Boosting
wages for U.S. workers in the new economy: Ten essays on worker power, worker well-being, and equitable
wages,” January 2021, https://equitablegrowth.org/wp-content/uploads/2021/01/01142 1-spitzer-book.pdf.

4 William G. Gale and Andrew A. Samwick, “Effects of Income Tax Changes on Economic Growth,” The
Brookings Institution, September 2014, https://www.brookings.edu/wp-
content/uploads/2016/06/09_effects_income_tax_changes economic_growth gale samwick.pdf.

0 Tony Romm, “Corporate America launches massive lobbying blitz to kill key parts of Democrats” $3.5 trillion
economic plan,” The Washington Post, August 31, 2021, https://www.washingtonpost.com/us-

policy/2021/08/3 1/business-lobbying-democrats-reconciliation/..

1 For example, Ernst & Young, Repealing Step-up of Basis on Inherited Assets: Macroeconomic Impacts and
Effects on Illustrative Family Businesses, April 2021, https:/www.fb.org/files/FBETC_Stepped-
Up_Basis_Report_2021.
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These studies are often treated as a black box, and the paid ads that cite the studies typically use
only the headline findings.’* Analysts who look inside the box, however, often find severe
methodological flaws.

For example, when former JCT economist Patrick Driessen evaluated an Ernst & Young study
purchased by the National Association of Manufacturers claiming the Administration’s
international tax proposals would lead to large GDP and job losses, he found it relied on data so
inappropriate and flawed as to “pretty much destroy the study’s credibility.”>

2. Incorrect descriptions of the proposals.
Other lobbyists have repeatedly mischaracterized tax proposals.

For instance, bank lobbyists have falsely said the Administration’s financial account reporting
proposal would require reporting of “all transactions” of covered accounts or “monitoring” of
accounts.>* This is untrue. The proposal would require reporting only of the total dollar amount
of inflows and outflows without transaction-level details, using the same kinds of annual
information returns that banks already file for accounts yielding $10 or more of interest.>

Similarly, opponents of the Administration’s proposal to address the step-up in basis provision
have repeatedly ignored its provision that inheritors of family farms and small businesses would
not pay any tax on those assets until the assets are sold, in order to assert that the proposal would
negatively affect these sympathetic figures.*®

52 See the landing page and twitter ads for NAM’s 2021 anti-tax campaign: National Association of Manufacturers,
“Don’t Tilt the Playing Field,” 2021, https://www.nam.org/dont-tilt-the-plaving-field/;
https:/twitter.com/MFGUnited/status/1440684812168163332. The more sophisticated version of this argument is
couched in what Ed Kleinbard termed a “battle of the neutralities,” which he and others have established does not
provide a sound framework for policymaking. Claims that these frameworks support lower taxation of
multinationals rest on assumptions that not well-supported by empirical evidence. See: Edward D. Kleinbard,
“Throw Territorial Taxation From the Train,” Tax Analysts, February 5, 2007,
http://www.taxhistory.org/www/features.nsf/Articles/5SA8461 14FF6 AC58F852579CD0064DE32?0penDocument;
Jane Gravelle, “Reform of U.S. International Taxation: Alternatives,” CRS, August 1, 2017,
https:/sgp.fas.org/crs/misc/RL34115.pdf.

33 Patrick Driessen, “EY’s GILTI Study Flawed on Data and Tax Rates,” Tax Notes, August 30,

2021, https://www.taxnotes.com/tax-notes-international/global-intangible-low-taxed-income-gilti/evs-gilti-study -
flawed-data-and-tax-rates/2021/08/30/777bt.

34 See, Marr and Jacoby, supra note 26, Hanlon, supra note 26.

35 Id. Two former bank industry executives, who conclude that claims by current bank lobbyists “do not withstand
scrutiny:” Charles Ellis and Alexander Boyle, “Banks Are Wrong to Fight Proposed New IRS Disclosure Rule,”
Bloomberg, September 28, 2021, https://www.bloomberg.com/opinion/articles/2021-09-28/banks-are-wrong-to-
fight-proposed-new-irs-disclosure-rule.

6 Robert Frank, “Former Sen. Heidi Heitkamp, a Democrat, Says Biden’s Plan to Tax Assets at Death Would Hurt
Family Businesses,” CNBC, September 1, 2021, https://www.cnbc.com/2021/09/01/former-democratic-senator-
sounds-the-alarm-about-bidens-tax-plan.html; Nick Buffie and Bob Lord, “The American Families Plan Taxes
Billionaires and Protects Family Farms and Businesses,” Center for American Progress, August 30, 2021,
https://www.americanprogress.org/issues/economy/reports/202 1/08/30/503225/american-families-plan-taxes-
billionaires-protecting-family-farms-businesses/, Albert Hunt, “Washington's oldest contact sport: Lobbyists scrum
to dilute or kill Democrats' tax bill,” The Hill, September 19, 2021, https://thehill.com/opinion/campaign/572906-
washingtons-oldest-contact-sport-lobbyists-scrum-to-dilute-or-kill-democrats.
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3. A “competitiveness” assertion behind which sits a narrow view of America’s economic
strengths.

Multinationals repeatedly claim proposed corporate tax reforms would hurt their
competitiveness.>” In essence, these large, profitable corporations are insisting they cannot
compete with foreign companies unless the American public continues to subsidize them by
retaining their access to tax havens.

This does not withstand scrutiny. U.S. multinationals are very profitable, and make up a
disproportionate share of the most profitable companies in the world. In fact, even before the
windfalls they enjoyed as a result of the 2017 tax cuts, U.S. multinationals had been so profitable
that they held “about $2.6 trillion in profits offshore in order to avoid U.S. tax,” and their
lobbyists “pushed for the 2017 tax law to allow them to access those profits at a greatly
discounted rate.”>®

The view of competitiveness advanced by U.S. multinationals relies on an extremely narrow
vision of U.S. economic strength. Fundamentally, they argue that America’s economic success
does not depend on the skills and creativity of U.S. workers and entrepreneurs, or the strength of
U.S. physical infrastructure, institutions, markets, and basic research. Rather, it depends on tax
cuts for large corporations.

Lawmakers should reject this constrained view of America’s economic potential. The building
blocks of a dynamic economy can foster the next generation of researchers, inventors,
innovators, and entrepreneurs who might be responsible for new breakthrough products and
services with widely shared benefits. Existing profitable corporations with market power and
lobbying operations are certainly louder today, but to secure U.S. economic growth it is
important to take a long-term, expansive view of what drives a strong, inclusive U.S. economy
rather than focusing narrowly on tax breaks that add to corporations’ short-term profits.>

7 Nina Trentmann, “What CEOs, CFOs Are Saying About the Prospects of Higher Taxes,” The Wall Street Journal,
April 15, 2021, https://www.wsj.com/articles/what-ceos-cfos-are-saying-about-the-prospects-of-higher-taxes-
11618510341; Curtis Dubay, “Raising the Corporate Tax Rate Will Damage Economic Recovery and Threaten
Competitiveness,” U.S. Chamber of Commerce, May 26, 2021, https://www.uschamber.com/series/above-the-
fold/raising-the-corporate-tax-rate-will-damage-economic-recovery-and-threaten-0.

3 Chuck Marr and George Fenton, “Corporate Lobbying Campaign Against Biden Tax Proposals Is Inaccurate,
Unpersuasive,” CBPP, September 10, 2021, https://www.cbpp.org/research/federal-tax/corporate-lobbying-
campaign-against-biden-tax-proposals-is-inaccurate (citing Institute on Taxation and Economic Policy, “Fortune
500 Companies Hold a Record $2.6 Trillion Offshore,” March 28, 2017, https:/itep.org/fortune-500-companies-
hold-a-record-26-trillion-offshore/.).

% Research shows that new and growing businesses are disproportionately responsible for job creation. Magnus
Henrekson and Dan Johansson, “Gazelles as Job Creators: A Survey and Interpretation of the Evidence,” Small
Business Economics, Vol. 35, 2010, https://link.springer.com/article/10.1007/s11187-009-9172-z.
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Testimony of Dr. Wendy Edelberg
Director, The Hamilton Project
Before the United States Joint Economic Committee

October 6, 2021

Chairman Beyer, Ranking Member Lee, and Members of the Committee:

My name is Wendy Edelberg and I am the director of The Hamilton Project and a senior
fellow at the Brookings Institution. Before coming to Brookings, I was chief economist at the
Congressional Budget Office. Thank you for this opportunity to discuss the effects of the tax
provisions currently being considered in the reconciliation package.

Despite the headwinds created by the Delta COVID-19 variant, the economy is recovering.
Economic growth during the pandemic has generally surpassed consensus expectations while
households and businesses have maintained a surprising amount of activity and spending while
social distancing. Much of that strength owes to the fiscal support enacted by Congress over the
last 18 months. The current rapid economic recovery and expected slowing in the near term creates
risks that policymakers should heed. Nonetheless, the policy proposals that Congress is currently
considering would not notably add to those risks.

This is the moment to strengthen the social insurance system and to enact an ambitious
federal investment package. Together, those policy changes would make the US economy more
resilient and productive over the longer term. Additionally, they would broaden the degree to

which prosperity in the United States is shared across workers and families.

Strengthening the social insurance system

The proposals that are currently included in the reconciliation package would strengthen
the social insurance system, and empirical evidence shows that those changes would improve

well-being and make our economy more resilient.

The social insurance system in the United States, implemented by federal, state, and local
government agencies, provides protection against what President Franklin Delano Roosevelt

called the vicissitudes of life: disability, the loss of earnings in old age, being laid off, and other
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setbacks. The social insurance system also provides support to help people meet their basic needs
and gain the skills and services they need to enter and succeed in the workforce. It encompasses
a wide range of government programs, from the Social Security system, to Unemployment
Insurance, to early childhood education. Nearly everyone in the United States directly benefits
from the social insurance system at some point in their lives. Moreover, everyone indirectly
benefits from it—either from knowing the system would be there for them during some

unexpected hardship or simply because it helps to support the overall economy.

How does the social insurance system reduce income inequality and poverty?

Although the social insurance system reduces income inequality, it could do more. The
United States is among the advanced OECD countries with the greatest inequality before taxes
and transfers; it also has the widest inequality after these policies are taken into account. This is a
result both of pre-tax-and-transfer income inequality being high in the United States relative to
the other advanced OECD countries and of the reduction in inequality from taxes and transfers

being smaller in the United States than in most other OECD countries (figure 1).

Figure 1.

Gini Coefficients Before and After Tax and Transfers in Advanced
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Using a measure of poverty that includes benefits from federal programs (the
Supplemental Poverty Measure, or SPM) data show that in recent years social insurance
programs had cut the SPM poverty rate in half after post-tax-and-transfer income is taken into
account. As a result of the enormous fiscal support provided to households in 2020, the
percentage of the US population in poverty, as measured by the SPM, fell from 12 percent to 9
percent; if Congress had not enacted relief for families, SPM poverty would have risen to 13
percent rather than falling to 9 percent. The two policies that had the most significant effects
relative to earlier years, because they were the most changed from prior policy, were the

expansion of unemployment compensation and checks to households.

Figure 2.
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questions. Estimate for SPM excluding stimulus provided by Census Bureau removes the first two rounds of stimulus
payments issued under CARES Act and CRRSA Act of 2020. For aditional detail, refer to the Supplemental Poverty
Measure: 2020 report appendix.

With respect to children, in 2019 the child poverty rate before benefits and taxes was
20 percent. After benefits and taxes are taken into account, the child poverty rate was 13 percent.
In 2020, owing to the robust fiscal support in the face of a massive economic shock, the SPM
poverty rate for children fell to 10 percent. Nonetheless, for some groups of children, poverty
rates after taxes and transfers remained very high. Data from 2015 highlights the disparities: the
National Academy of Sciences found that in that year, child poverty rates for Black and Hispanic
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children were more than twice as high as non-Hispanic white children. The same report found
that children of single parents endure double the poverty rate of a two-parent household (NAS,
2019).

In 2021, continued fiscal support—particularly the full refundability of and the increase
in the child tax credit and increases to the Supplemental Nutrition Assistance Program (SNAP)
maximum benefit—as well as the continued labor market recovery should help to lift households
out of poverty. Another factor behind the decrease in poverty was the relatively strong wage
growth for those at the bottom of the income distribution who remained employed. Notably,
those wage gains came on the heels of strong wage growth in 2018 and 2019, when the tight

labor market benefited lower-wage workers.

How would the proposed policies alleviate poverty, reduce inequality, improve well-being,
and make the economy more resilient?

The successes in 2020 and 2021 of expanding and improving our social insurance system
show some of the potential of making improvements in policy. Of course, the pandemic also
exacerbated long-standing challenges and highlighted areas where better policies are needed.
Making some policies permanent would make sustained progress in reducing post-tax-and-
transfer poverty and provide more insurance protection to families.

In this section, I summarize evidence for the benefits of reforming and expanding the
social insurance system in the following areas: the Child Tax Credit, child care, paid leave, the
Earned Income Tax Credit, and health care. In an appendix, I offer additional detail on those
areas of the social insurance system and evidence about the programs’ efficacy. Although the
changes discussed here are not the only improvements to the social insurance system included in
the reconciliation package, I limit my discussion for tractability and because the changes I
describe here are useful illustrative examples.

Child Tax Credit (CTC). Extending the changes that the American Rescue Plan (ARP)
made to the CTC for 2021—most importantly, making permanent the full refundability of the tax
credit—would lock in place the enormous good this policy is doing for child poverty rates. Those
changes the ARP made to the CTC, along with the other measures in the ARP, are projected to
reduce poverty among children in 2021 from 14 percent to 8 percent (CPSP 2021). Indeed, more

than 400 economists signed onto a letter supporting this change, based on evidence that CTC
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reduces child poverty and improves academic and long-term outcomes for children without
affecting parental labor supply (Hoynes and Schanzenbach 2021).

Child care. The current policy proposal would make permanent the recent expansion of
the Child and Dependent Care Tax Credit (CCDTC) and grants and tax subsidies aimed at
raising wages of child-care providers. Those changes would help families with earnings too low
to owe federal income tax afford child care and would improve the quality of child care and early
childhood education, the benefits of which are well-documented. Together, the changes would
boost the labor supply of parents of young children.

Paid leave. Standing up a federal paid family and medical leave program would improve
children’s health, reduce worker turnover, and increase labor force participation with perhaps the
largest effects for disadvantaged children and mothers.

Earned Income Tax Credit (EITC). The current proposal would make permanent the
recent expansion of the EITC for adults without children. Doing so would reduce poverty and
income inequality and increase labor force participation.

Health insurance. 1f Congress made permanent the expansions to health-insurance
premium tax credits and cost-sharing subsidies included in the ARP, the uninsured rate would
fall by 13.6 percent (4.2 million) and lower-income households would be more financially secure
(Banthin et al. 2021). Further expansions in access to Medicaid would do more to extend access
to health care, where we have ample evidence that access increases annual health-care use

among child and adults and improves the quality of life.

The effect on the economy of the reconciliation package and the bipartisan infrastructure
package

The ambitious policies included in the reconciliation package and the bipartisan
infrastructure package would not create worrying inflation risk and their effect on the long-term
fiscal trajectory would be modest. The revenue raising policies would have only muted negative
effects on incentives to work and invest, while some other policies would increase those

incentives.
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Muted near-term economic effects on output and inflation

The policies Congress is currently considering would have only a modest effect on
economic activity in the short term. We should not think of those policies as fiscal stimulus.
Take for example expansion of tax credits and other tax policy changes being proposed by the
House Ways and Means committee. The staff of the Joint Committee on Taxation estimates that
those provisions, on net, would be nearly deficit neutral over the next two years. Other parts of
the reconciliation package, such as the clean energy initiatives, would likely take over a year to
fully implement.

Instead, the effective expansion of the social insurance system, some right-sizing in tax
revenues, and investments in social and physical infrastructure would make the economy more
productive and resilient over the longer term and lead to greater well-being and more equitably
shared growth.

Moreover, the reconciliation package in combination with the bipartisan infrastructure
package would not create notable inflation risk in the near term. The recent increase in inflation
is largely attributable to the recent burst in consumer demand, which has outpaced supply, and
also to various disruptions in global supply chains. Policymakers across many countries are
rightfully paying attention.

There are two primary reasons why the rise in inflation is unlikely to persist. First, the
significant shifts in demand and bottlenecks are a function of the recent, temporary pace of
economic activity. For example, demand for automobiles recovered quickly during the pandemic
to high levels even as production was curtailed, in part due to disruptions in the supply chain for
critical semiconductors. The result has been a sharp increase in prices for new and used vehicles.
Second, as production is increased (with normalization of global supply chains) and growth in
demand abates, inflation should slow overall. Nonetheless, certain factors will continue to create
inflationary pressure; even with the slowdown, economic activity over the next year or so will
continue to exceed the sustainable level. We might also see price spikes in certain services as
demand shifts. For example, from March 2021 through July sales at restaurants were up 14
percent while sales at building materials and garden stores were down 11 percent. Such changes
could lead to price surges at restaurants that more than offset softer prices at stores selling
building materials and garden supplies. In addition, the rapid rise we have seen in home prices

will likely translate into significantly higher rental costs across the country.
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Fiscal trajectory little changed

Policymakers have stated their goal is to include increases in tax revenues and decreases
in spending that would fully offset the decreases in revenue and increases in spending. If
something close to a full offset is achieved, the reconciliation package would do little to the
projected debt trajectory.

To be sure, as has been true for a long time now, policymakers have long-term challenges
with regards to the federal budget. However, that fiscal trajectory is not an urgent challenge that
policymakers need to take on in this legislative effort. Over the next decade, under current law,
debt as a share of GDP rises only modestly in CBO’s baseline. And, notably, that baseline
includes roughly a doubling of the 10-year rate over the next decade. So, an increase in interest
rates is not, on the face of it, a risk to that debt trajectory; an increase in rates is already reflected
in that trajectory.

Beyond the next decade, debt as a share of GDP is indeed projected to rise — with rising
interest costs and rising spending on major health care programs coupled with relatively flat
revenues as a share of GDP. However, this reconciliation package — even if the estimates end up
showing it would modestly increase the cumulative deficit over the next decade — would not

meaningfully worsen those challenges.

The long-term economic effects

An essential aspect of a federal budget is raising revenue, and it is virtually impossible to
raise revenue without creating some negative incentives to work or to invest. But, good tax
policy minimizes those negative effects. The tax provisions that raise revenue that are currently
being considered in the reconciliation package would raise substantial revenue and have only
modest negative effects on incentives.

Because the policies would undo some of the changes enacted as part of the 2017 tax act,
it is instructive to consider how those prior changes were estimated to affect the economy. CBO,
as well as a broad consensus of other groups, estimated that the 2017 tax act boosted the level of
economic output in the longer term by less than 1 percent, with essentially no effect on the long-

term growth rate. CBO estimated that positive incentive effects on spending on nonresidential
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fixed investment raised the level of GDP after several years by less than one-half percent (CBO
2018).

Economists are currently debating whether effects on investment following the enactment
of the 2017 tax act were smaller than projected (Gale and Haldeman 2021; Gravelle and Marples
2019; Kopp et al. 2019). One reason for that debate — and why it won’t ever be definitively
settled — is that the projected effects were themselves small relative to the size of the US
economy. As a result, it is difficult to disentangle what happened to investment from the tax act
or from the many other effects and economic developments. In sum, the effect of the tax act on
investment was small enough that it is getting lost in the noise.

Similarly, consider how the 2017 tax act cut effective marginal tax rates on labor income
—averaged among all workers in the US — by a little over 2 percentage points at its peak. That
was estimated to increase average hours supplied by the workforce by about a quarter of a
percent. The reconciliation package currently includes a similarly sized increase in the effective
marginal tax rates on labor income — but only for a small portion of the labor force comprised of
the highest income people. If that increase in tax rates were enacted, the aggregate effect on labor
supply would be small enough that we likely could not separately identify it.

Nonetheless, the increase in effective marginal tax rates for the highest income earners is
not the only aspect of the reconciliation package that would dampen incentives to work. To some
degree, people work as many hours as they do because they are financially desperate, or because
they fear financial hardship owing to such events as losing a job or suffering from a health event.
Although the vast majority of people who benefit from the social insurance system work for pay
(for example, well over 90 percent of families receiving the Child Tax Credit [Goldin and
Michelmore 2020]), a lessening of those factors could reduce hours worked per week. To put
such effects in context, policymakers should focus on what a policy’s primary goal is: providing
insurance, improving well-being, increasing labor force participation and hours worked per
week, or raising revenue.

While the revenue raisers in the reconciliation package would have muted negative
effects on incentives to work and invest, other policies would increase the incentives to work and
invest. For example, improving access to high-quality and affordable child care and ensuring that
workers have access to paid family leave would lower the cost of working among parents of

young children and thus increase their supply of labor. It would also, over the longer term,
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improve the earning potential of those children who benefit. As another example, expanding the
EITC would increase labor force participation. In addition, with a larger and more productive

workforce, firms would have greater incentives to invest in the US and expand the capital stock.

Conclusion

Although these remarks have focused on the fiscal effects and the aggregate economic
effects of the policies under consideration, those should not be the only — and perhaps not even
the primary — points of consideration. The tax provisions being proposed, and indeed many of
the policies being proposed, would improve well-being and ensure that our prosperity is more
widely shared. GDP estimates and net deficit effects attract attention because they are numbers
with seemingly a lot of precision. And numbers have power. However, I urge policymakers to
step back from those estimates and consider whether the policies they are debating would move

us closer to the kind of society we want to live in.
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Appendix. Further Discussion of Changes to the Social Insurance System

In this section, I offer additional detail on these areas of the social insurance system and evidence
about the relevant programs’ efficacy: the Child Tax Credit, child care, paid leave, the Earned

Income Tax Credit, and health care.

Child Tax Credit (CTC)

The CTC is a per child tax credit, which prior to the ARP provided a credit of up to
$2,000 per child to eligible tax filers with children under age 17. Most low-income children,
however, and many modest-income children as well—about 27 million children in all—received
either no credit or only a partial credit because families with earnings below $2,500 did not
qualify, and the credit phased in very slowly as a family’s earnings rose above that level.

For 2021, the ARP makes low- and modest-income children eligible for the full credit
amount per child, removing the earnings requirement and slow phase-in. The ARP also raises the
credit for 2021 to $3,600 per year per child under age 6 and $3,000 per child for those aged 6—
17, thereby adding 17-year-olds to the eligible pool. It also changed the distribution of the tax
credit to periodic rather than annual (unless a filer opts to receive the credit annually). Those
changes, set to expire after 2021, along with the other measures in the ARP, are projected to
reduce poverty among children in 2021 from 14 percent to 8 percent (CPSP 2021).

The CTC extends far up the income scale: with changes made by the 2017 tax act,
married filers with incomes up to $400,000 can receive the full credit and married filers with two
children and incomes between $400,000 and $480,000 can receive a partial credit. In fact, prior
to changes made by the ARP (and after those changes, which are currently scheduled to be in
effect for only one year, expire), the CTC was more valuable to higher-income families than to
lower-income families. That was a consequence of families with no or very low earnings not
qualifying, the size of the credit phasing in slowly for working-poor families as their earnings
rise, and the imposition of a limit on the size of the credit for filers who did not earn enough to
have federal income-tax liability.

Child care

The Child and Dependent Care Tax Credit (CCDTC) subsidizes a portion of child-care

costs. Prior to 2021, that credit primarily helped middle-income families. The ARP enlarged the
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credit and made it fully refundable for 2021, so that families with earnings too low to owe
federal income tax can receive the full benefit of the credit.

Improving access to the CCDTC helps to provide access to high-quality, affordable child
care and early childhood education. Early childhood education, or ECE, is a term used to
describe center-based care and other nonparental forms of supervised child care. ECE can refer
to preschool or pre-kindergarten programs that support children’s early social and academic
development as well as day care. Programs that directly support access to child care for eligible
families include Early Head Start, Head Start, the Child Care Development Fund (CCDF), and
the Preschool Development Grant (PDG). As of 2019 there were 5.4 million children in a federal
or state ECE program. Nonetheless, there is not sufficient capacity for all eligible families to be
served by the public programs. As a result, many lower-income families do not have the
resources to enroll their children in a preschool program (Workman and Jessen-Howard 2018;
Malik 2019). Extending access to the CCDTC helps to shore up those resources.

However, improving the CCDTC is not enough. Our underinvestment in ECE is evident
in the challenges faced by providers. As described in a Hamilton Project proposal by Elizabeth
Davis and Aaron Sojourner:

For childcare providers public underinvestment means low wages, high
turnover, and an inability to expand or improve services (Whitebook et al. 2014;
Workman 2018). Those working in the child-care field earn among the lowest
average wages of any occupation, and pay and benefits lag well below the
earnings of workers with similar educational credentials (Vogtman 2017). Quality
in ECE depends on the stability of nurturing relationships between adults and
children, but high turnover of staff due to low pay disrupts those relationships
(Caven et al. 2021). One study found that the average annual turnover rate of
child-care staff was 30 percent, which imposes significant costs on child-care
businesses and also impacts the quality of care by disrupting child-teacher
relationships (Porter 2012).

As a result of under-resourcing of ECE, the sector has been unable to pay
workers anything close to their marginal social value. The system should provide

resources so that ECE workers’ earnings are at a level that recognizes the value
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they create and permits ECE employers to attract, motivate, and retain talented
caregivers.

Furthermore, our society underestimates the value of care work, connected
to the fact that women, and especially Black and Latina women,
disproportionately do this work. More than 93 percent of ECE workers are
women. Non-Hispanic white Americans make up a 13 percent lower share of the
child-care workforce than their share of the population, while Black Americans
make up a 24 percent higher share. Furthermore, Black educators were more
likely to work in low-wage child-care centers (Caven et al. 2021; Data USA
2020). Recognizing the full value this work creates in our community by directing
more resources to the workforce would constitute concrete progress against
racism and sexism in the labor market.

Sojourner and Davis also document the significant imbalance in public investment across
ages. As those authors write and the figure shows, “In 2019 public spending amounted to less
than $500 per child in care and education during the first three years of life, and about $2,800 per
child for children ages three to four, compared to $12,800 per child for elementary-age children.”

Federal, State, and Local Government Spending on Child Care and
Education in 2019, by Age Group
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The benefits of high-quality ECE programs are well-documented. Evidence on the short-
and long-term effects of ECE typically relates to the outcomes of specific programs, whether the
evidence comes from the landmark evaluations of Perry Preschool, Abecedarian, and Head Start,
or from the rollout of state preschool programs (see Cascio 2021 for a review). A meta-analysis
of research on ECE concludes that children who participate in ECE programs in their first five
years have lower rates of repeating a grade and higher high school graduation rates (McCoy et al.
2017).

Paid leave

The United States does not have a national paid leave program. At the national level, we
only have the Family and Medical Leave Act of 1993 (FMLA), which allows eligible employees
to take up to 12 work weeks of unpaid leave during any 12-month period for caregiving or illness
recovery purposes. Employers and employees must meet several criteria for employees to use the
FMLA for leave. The firm must be relatively large (at least 50 employees within a 50-mile
radius, though in eight jurisdictions the threshold is lower); the employee must have worked for
the employer for at least 12 months; and the employee must have worked at least 1,250 hours in
the past 12 months. Additionally, the FMLA applies only to immediate family members in all
but 11 jurisdictions. Some states and localities have passed laws requiring employers to give
eligible employees paid leave. As of early 2021, however, paid family leave—leave that can be
used for post-birth/adoption care and caregiving for sick family members—is available in only
six states. Two others have passed legislation and are in the process of implementing it.

We have evidence of the efficacy of paid leave from those states and from the effects of
FMLA. FMLA reduces worker turnover (Appelbaum and Milkman 2011) and enhances
children’s health (Rossin 2011; Ruhm 2000). Economic benefits of FMLA for workers and
employers include increased labor-force participation, increased lifetime earnings and retirement
benefits, and increased use of leave (Boushey, O’Leary, and Mitukiewicz 2013). Research from
states with paid leave programs find higher rates of maternal leave take-up and increased job
return post-leave (Baum and Ruhun 2013; Byker 2016; Rossin-Slater, Ruhm, and Waldfogel
2011). The positive effects of leave are strongest among disadvantaged mothers (Byker 2016;
Rossin-Slater 2013). However, some evidence shows negative wage effects from paid parental
leave for women so the potential for paid leave policies to close the gender pay gap remain

unclear (Bailey et al. 2019).
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Earned Income Tax Credit (EITC)

The EITC is a refundable tax credit available to income-eligible households that work,
which means that the IRS sends eligible claimants a refund check each year after they file their
tax returns. The EITC phases in as a family’s earnings rise up to a certain income level and then
gradually phases down above a somewhat higher income level.

The ARP expanded the EITC in 2021 for workers not raising children at home; in 2020,
its maximum benefit was $538; workers who are not married (most beneficiaries of the childless
EITC are single) became ineligible at incomes of only $15,820. For tax year 2021, the ARP
nearly triples the maximum benefit for the childless workers’ EITC to about $1,500, raises to
$21,427 the income at which the credit phases out entirely for single workers, and makes
workers 65 and over and workers who are 19 to 24 years old eligible for the childless workers’
EITC for the first time, excluding students under 24 who are in college at least half time.

While the point estimates vary, studies find that EITC raises labor force participation and
annual income among lower income families (Eissa and Liebman 1996, Meyer and Rosenbaum
2001; Hoynes and Patel 2018; Bastian 2020; Schanzenbach and Strain 2020; see Hoynes and
Rothstein 2016 for a review of the literature). Indeed, the EITC has a stronger effect in
increasing labor force participation than it does in increasing the number of hours worked among
those already employed (Saez 2010). Scholars have found that EITC improves many aspects of
well-being, including economic (Baughman and Dickert-Conline 2009; Neumark, Asquith, and
Bass 2019), health (Hoynes, Miller, and Simon 2015; Braga, Zblavin, and Gangopadhyaya
2020), and human capital (Chetty, Friedman, and Rockoff 2011; Bastian and Michelmore 2018).
Health insurance premium tax credits and cost-sharing subsidies

Despite the different programs aimed at increasing the availability of health coverage in
the United States, millions of Americans are still uninsured. A report from the CBO suggests the
high cost of health insurance premiums and deductibles and the complexities for enrolling for
coverage create obstacles for some of the eligible to receive coverage. (CBO 2020b).

For those who are not eligible for public health insurance and who do not have access to
affordable employer-based coverage, the Affordable Care Act established premium tax credits
that people with incomes between 100 percent and 400 percent of the poverty line can use to
subsidize the purchase of health insurance in the Affordable Care Act’s marketplaces, along with

a series or rules to ensure the marketplaces function effectively. A second set of subsidies, to
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reduce cost-sharing charges, is available to people enrolled in marketplace plans who have
incomes between 100 and 250 percent of the poverty line. The tax credits generally are not paid
directly to beneficiaries; rather, the US Department of the Treasury sends them directly to the
insurance company in whose plan a beneficiary is enrolled.

The American Rescue Plan both increases the size of the subsidies and eliminates the
400 percent of poverty eligibility cut-off for 2021 and 2022. If this change were made
permanent, the Urban Institute estimates that the uninsured rate would fall by 13.6 percent (4.2

million) and save enrolled households more than a thousand dollars (Banthin et al. 2021)
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Chairman Beyer, Ranking Member Lee, and members of the Joint Economic Committee,
thank you for inviting me to testify today.

| am Dr. William McBride, Vice President of Federal Tax and Economic Policy at the Tax
Foundation, and today | will share the key findings of our analysis of the most recent
iteration of the President’s Build Back Better Agenda.

There are three primary takeaways from our analysis. The first is that the corporate
tax is not just paid by corporate shareholders: raising the corporate tax rate will reduce
investment and productivity growth, ultimately leading to lower wages across the board.

The second is that further increasing the progressivity of the tax code by raising individual
income taxes for high-income earners comes with a cost: it will reduce incentives to work,
save, and invest, broadly reducing employment opportunities throughout the economy.

And lastly, the tax code is not an effective tool for social policy: optimal tax policy raises
the amount of revenue needed while creating minimal economic costs, and other goals are
better addressed through proper spending programs.
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Point 1: Raising Corporate Income Taxes Will Reduce Investment in
America

Raising corporate income taxes has a large negative impact on the U.S. economy, because
it reduces the after-tax return on corporate investment, reducing incentives to invest. As
investment shrinks, worker productivity declines along with wages and hiring.

Our modeling of the Ways and Means Committee’s latest Build Back Better proposal

found that the plan would reduce the size of the economy by about 1 percent in the long
run, shrink the capital stock by 1.8 percent, cut wages by 0.7 percent, and cost more than
300,000 jobs. While the proposal would increase tax revenue by about $1.06 trillion over
10 years, conventionally estimated, in the long run it would reduce GDP by more than $2 for
every $1 raised.?

The revenue and economic impacts are largely driven by the plan’s increase of the corporate

tax rate to 26.5 percent, which would reduce long-run GDP by 0.6 percent, the capital stock
by 1.1 percent, wages by 0.5 percent, and cost over 100,000 jobs.

Overall Impact of the Ways and Means Package

Long-Run Gross Domestic Product -0.98%
Long-Run Gross National Product -1.01%
Capital Stock -1.84%
Wage Rate -0.68%
Full-Time Equivalent Jobs -303,000
Conventional Revenue (10-Year) $1.06 trillion
Dynamic Revenue (10-Year) $804 billion

Source: Tax Foundation General Equilibrium Model, September 2021.

Impact of Selected Corporate Provisions from the Ways and Means Package

Raise the Corporate Tax Rate International Provisions

to 26.5 Percent (combined)
Long-Run Gross Domestic Product -0.6% -0.1%
Long-Run Gross National Product -0.5% -0.1%
Capital Stock -1.1% -0.2%
Wage Rate -0.5% -0.1%
Full-Time Equivalent Jobs -107,000 -12,000
Conventional Revenue (10-Year) $704 billion $136 billion

Source: Tax Foundation General Equilibrium Model, September 2021.

1 William McBride et. al., “Build Back Better Act: Details & Analysis of the $3.5 Trillion Budget Reconciliation Bill,” Sept. 16, 2021, https:/www.
taxfoundation.org/build-back-better-plan-reconciliation-bill-tax/.

2 Garrett Watson, "Economy Loses More than Revenue Gains in Ways and Means Build Back Better Act,” Tax Foundation, Sept. 22, 2021, https:/www.
taxfoundation.org/house-tax-plan-impact/.
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The international tax increases on U.S. multinationals (MNEs), including higher taxes on
Global Intangible Low-taxed Income (GILTI) and a new limit on interest expense, further
reduce the size of the economy by about 0.1 percent, the capital stock by 0.2 percent,
wages by 0.1 percent, and jobs by 12,000. Higher GILTI taxes reduce the incentive of U.S.
MNEs to invest in research and development (R&D) in the U.S. due to reduced after-tax
income from intellectual property (IP) that has been located abroad. There is an additional
effect of higher international taxes that we have not modeled (due to a lack of data):

the reduction in American incomes arising from the incentive of U.S. MNEs to avoid the
international tax increases by selling foreign assets to foreign competitors.

The international tax increases are intended to reduce profit shifting, i.e., the ability of U.S.
MNEs to shift profits abroad where taxes are lower. However, we find that profit shifting
would be made worse by the bill, as it would increase taxes on domestic income more than
it would on foreign income. Specifically, the bill raises the statutory corporate tax rate 5.5
percentage points and raises the tax rate on Foreign Derived Intangible Income (FDII),
while raising the effective tax rate on foreign income by between 2.4 and 5.1 percentage
points over the budget window. On net, we estimate increased profit shifting by U.S. MNEs
reduces revenue by $57.9 billion over a decade.?

These estimates do not include the benefits of infrastructure, since that is not included in
the House reconciliation bill. However, in our modeling of the American Jobs Plan, which
included about $1.7 trillion in infrastructure spending as well as a higher corporate tax rate
of 28 percent among other tax increases, we found that plan would on net reduce GDP by
0.5 percent and cost more than 100,000 jobs.*

The negative impact of corporate taxes on economic growth is well-documented.> An OECD
study examining data from 63 countries concluded that corporate income taxes are the
most economically damaging way to raise revenue, followed by individual income taxes,
consumption taxes, and property taxes.® A study on taxes in the United Kingdom found

that taxes on consumption are less economically damaging than taxes on corporate and
individual income.” A study of U.S. tax changes since World War Il found that a 1 percentage
point cut in the average corporate tax rate raises real GDP per capita by 0.6 percent after

3 Cody Kallen, "How Heavily Taxed Are U.S. Multinationals?” Tax Foundation, Sept. 29, 2021, https:/www.taxfoundation.org/
us-multinational-corporations-tax/.

4 Alex Durante, Cody Kallen, Huaqun Li, and William McBride, "Details and Analysis of President Biden's American Jobs Plan,” June 4, 2021, https: /www.
taxfoundation.org/american-jobs-plan/.

5  William McBride, "What is the Evidence on Taxes and Growth,” Tax Foundation, Dec. 18, 2012, https:/www.taxfoundation.org/what-evidence-taxes-
and-growth/; see also Alex Durante, "Reviewing Recent Evidence of the Effect of Taxes on Economic Growth,” Tax Foundation, May 21, 2021, https:/
taxfoundation.org/reviewing-recent-evidence-effect-taxes-economic-growth/.

6 AsaJohansson, Christopher Heady, Jens Matthias Arnold, Bert Brys, and Laura Vartia, “Taxation and Economic Growth,” Organisation
for Economic Co-Operation and Development Working Paper No. 620, July 3, 2008, https:/www.oecd-ilibrary.org/economics/
taxation-and-economic-growth_241216205486.

7  Ahn D. M. Nguyen, Luisanna Onnis, and Raffaelle Rossi, “The Macroeconomic Effects of Income and Consumption Tax Changes,” American Economic
Journal: Economic Policy 13:2 (May 2021), https://www.aeaweb.org/articles?id=10.1257/pol.20170241&&from=f.
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one year, a somewhat larger impact than a similarly sized cut in individual income taxes.®
Based on U.S. state taxes, a study found that a 1 percentage point cut in the corporate tax
rate leads to a 0.2 percent increase in employment and a 0.3 percent increase in wages.’

Furthermore, several studies demonstrate that the corporate tax is borne in part by
workers.*® For instance, a study of corporate taxes in Germany found that workers bear
about half of the tax burden in the form of lower wages, with low-skilled, young, and female
employees disproportionately harmed.**

The corporate tax is also borne by owners of shares, including retirees earning considerably
less than $400,000. In the short run, the Joint Committee on Taxation (JCT) assumes
owners of capital bear all of the corporate tax, yet that includes more than 90 million tax
filers earning less than $200,000. In the long run, JCT assumes workers bear a portion of
the corporate tax, such that the burden falls on more than 150 million tax filers earning less
than $200,000.12

In its distributional analysis of the House bill, including the corporate taxes, the JCT finds
that 34.8 percent of filers earning between $100,000 and $200,000 will see a tax hike of
more than $100 in 2023, and by 2027 that figure grows to 85.8 percent.’?

Another downside to raising corporate taxes is it would reduce the competitiveness of U.S.
companies. In a global economy in which firms based in countries all over the world compete
to reach customers globally, corporate taxes are an important factor. As it stands, the U.S.
corporate tax rate is competitive, but the GILTI tax is not, as it is a unique tax burden that
only applies to U.S. firms over and above corporate tax paid to foreign governments on
earnings abroad.

Regarding the corporate tax rate, at 25.8 percent inclusive of the average state corporate
tax rate, the U.S. ranks slightly above the OECD average of 22.7 percent. The House bill
would raise the federal corporate rate from 21 percent to 26.5 percent, which results in
a combined federal-state corporate tax rate of 30.9 percent—the third highest corporate
tax rate in the OECD, behind only Colombia and Portugal.** A similar result holds when

8  Karel Mertens and Morten O. Ravn, "The Dynamic Effects of Personal and Corporate Income Tax Changes in the Unites States,” American Economic
Review 103:4 (June 2013), https:/www.aeaweb.org/articles?id=10.1257/aer.103.4.1212.

9 Alexander Ljungqvist and Michael Smolyansky, “To Cut or Not to Cut? On the Impact of Corporate Taxes on Employment and Income,” National Bureau
of Economic Research Working Paper No. 20753 (October 2018), https:/www.nber.org/system/files/working_papers/w20753/w20753.pdf.

10 Stephen J. Entin, “Labor Bears Much of the Cost of the Corporate Tax,” Tax Foundation, Oct. 24, 2017, https://www.taxfoundation.org/labor-bears-
corporate-tax/; and Alex Durante, “Who Bears the Burden of Corporate Taxation? A Review of Recent Evidence,” June 10, 2021, https: /www.
taxfoundation.org/who-bears-burden-corporate-tax/.

11 Clemens Fuest, Andreas Peichl, and Sebastian Siegloch, “Do Higher Corporate Taxes Reduce Wages? Micro Evidence from Germany,” American Economic
Review 108:2 (February 2018): 393-418, https:/www.doi.org/10.1257/aer.20130570.

12 Joint Committee on Taxation, "Revenue Estimates and Distributional Analyses,” Aug. 3, 2021, https: /www.finance.senate.gov/imo/media/doc/jct_
analysis_on_corporate_tax_increase.pdf.

13 Joint Committee on Taxation, "A Distribution of Returns by the Size of the Tax Change for Estimated Budgetary Effects of Subtitle B and an Amendment
in the Nature of a Substitute of the Budget Reconciliation Legislative Recommendations by the Committee on Ways And Means” (D-02-21), Sept. 22,
2021, https: /www.finance.senate.gov/imo/media/doc/jct_analysis_on_house_wm_bill.pdf.

14 Alex Muresianu and Erica York, "U.S. Would Have Third-Highest Corporate Tax Rate in OECD Under Ways and Means Plan,” Sept. 15, 2021, https:/
www.taxfoundation.org/house-democrats-us-corporate-tax-third-highest/.
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accounting for various deductions and other tax preferences, i.e., U.S. effective corporate
tax rates would rise to among the highest in the OECD under the House plan.*

U.S. Would Have Third-Highest Corporate Tax Rate in the OECD
Under Ways and Means Plan
Statutory Corporate Tax Rates in the OECD, National and Subnational

0% 5% 10% 15% 20% 25% 30% 35%

Portugal 31.5%
Colombia 31.0%
United States under House Democrats' Proposal 30.9%
Mexico 30.0%
Australia 30.0%
Costa Rica 30.0%
Germany 29.9%
Japan 29.7%
France 28.4%
New Zealand 28.0%
Italy 27.8%
Korea 27.5%
Canada 26.2%
United States (Current Law) 25.7%
Spain 25.0%
Netherlands 25.0%
Belgium 25.0%
Austria 25.0%
Luxembourg 24.9%
Greece 24.0%
Israel 23.0%
Norway 22.0%
Denmark 22.0%
Slovak Republic 21.0%
Sweden 20.6%
Turkey 20.0%
Latvia 20.0%
Iceland 20.0%
Finland 20.0%
Estonia 20.0%
Switzerland 19.7%
United Kingdom  se——— 19.0%
Slovenia  —— 19.0%
Poland ee——— 19 0%
Czech Republic  m—— 19.0%
Lithuania  e— 15.0%
Ireland  ee—— 10 5%
Chile  m————10.0%
Hungary s 90%

Source: OECD, "Tax Database: Table II. Statutory corporate income tax rate," Legislative text.

Regarding the U.S. international tax system, we estimate that GILT| and other features

of the current international tax system, including expense allocation, add about 5 or 6
percentage points of U.S. residual tax to the foreign earnings of U.S. MNEs, i.e., on top of
foreign taxes. The international tax changes proposed in the House bill would increase

the U.S. residual tax to about 10 percentage points or more, an increase of more than 70
percent in 2022.%¢ That sort of tax increase on an already high U.S. residual tax could invite

15 Kyle Pomerleau and Grant M. Seiter, "How Would the US Corporate Tax Burden Compare with Those of Other
Developed Nations?” American Enterprise Institute, September 28, 2021, https://www.aei.org/economics/
how-would-the-us-corpe tax-burden-comp: ith-the f-other-developed i

16 Cody Kallen, “How Heavily Taxed Are U.S. Multinationals?” see also, Penn Wharton Budget Model, “Effective Tax Rates on U.S. Multinationals’
Foreign Income under Proposed Changes by House Ways and Means and the OECD," Sept. 28, 2021, https:/budgetmodel.wharton.upenn.edu/
issues/2021/9/28/effective-tax-rates-multinationals-ways-and-means-and-oecd.
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U.S. MNEs to engage in a variety of maneuvers to avoid it, including tax inversions and other
mergers and acquisitions, along the lines of what we observed prior to the Tax Cuts and
Jobs Act (TCJA), in which several major U.S. companies moved their headquarters abroad to
low-tax countries.*”

Iéoint 2: Increasing the Progressivity of the Tax Code Comes with a
ost

On its own, the appeal of living in a society where incomes are more evenly distributed is
understandable, and potentially desirable to many Americans. However, doing so by raising
taxes on high earners, as the House bill proposes, comes with serious economic costs.
Namely, it reduces incentives to work, save, and invest, negatively impacting the broader
economy, particularly entrepreneurs who are starting and growing the next generation of
businesses, including pass-through businesses such as partnerships and S corporations.

The pass-through sector is large, representing more than half of U.S. private sector
employment.’® These firms “pass through” earnings to owners who report them on
individual income tax returns. The House bill levies several tax increases on pass-through
business income, including:

« Raising the top marginal tax rate on ordinary income to 39.6 percent,
« Adding a 3 percent surcharge on modified adjusted gross income over $5 million,

« Capping the Section 199A pass-through business deduction at $500,000 for joint
filers,

« Applying the 3.8 percent net investment income tax (NIIT) to active pass-through
business income in excess of $500,000 for joint filers, and

o Limiting losses for pass-through businesses.

As a result of these tax increases, the top federal tax rate on pass-through business income,
as well as ordinary income, would reach 46.4 percent—the highest since 1986. Including
state-level income taxes, the combined top marginal tax rate would exceed 50 percent in 41
states.”

17 Andrew B. Lyon, “Insights on Trends in U.S. Cross-Border M&A Transactions After the Tax Cuts and Jobs Act,” Tax Notes International 100:4, (Oct. 26,
2020), https:/ssrn.com/abstract=3735054; and Zachary Mider, “Tax Inversion,” Mar. 2, 2017, https:/www.bloomberg.com/quicktake/tax-inversion.

18 Scott Eastman, “Corporate and Pass-through Business Income and Returns Since 1980," Apr. 23, 2019, https: /www.taxfoundation.org/
pass-through-business-income-since-1980/.

19  William McBride and Alex Durante, “Top Tax Rate on Pass-through Business Income Would Exceed 50 Percent in Most States Under House Dems'’ Plan,”
Tax Foundation, Sept. 17, 2021, https://www.taxfoundation.org/house-democrats-pass-through-business-tax/.
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It may be claimed that the proposed tax increases only impact a small percent of firms, but
economically it is more important to consider the share of business income that is affected.
Our estimates indicate that more than half of pass-through business income would face a
tax increase under these proposals.?®

Pass-through Businesses Would Face Top Tax Rate Exceeding 50 Percent
in Most States under House Ways and Means Proposal
Combined Federal and State Top Marginal Tax Rates by State for Pass-through Firms,

Under House Ways and Means Proposal, 2022
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Source: Tax Foundation calculations, state tax statutes. Lower Higher

—
20 Alex Durante and Erica York, “Claiming 97 Percent of Small Businesses Exempt from Biden Taxes is Misleading,” Tax Foundation, Aug. 20, 2021, https://
www.taxfoundation.org/97-percent Il-busi t-pay-more-income-t: under-biden-tax-plan/.
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Our modeling of the House bill indicates the individual income tax increases would reduce
the size of the economy by about 0.3 percent in the long run, shrink the capital stock by

0.6 percent, cut wages by 0.1 percent, and cost more than 140,000 jobs.?* Most of the
economic impact results from the five major tax increases on pass-through businesses listed
above.

Impact of Selected Individual Income Tax Provisions from the Ways and Means
Package

Increase Income Tax Rate Apply a 3 Percent Other Pass-through
to 39.6 Percent and Apply  Surcharge to Modified Business Provisions
to More Income Adjusted Gross Income (Combined)

oAU D PR -0.1% Less than -0.05% -0.1%
Long-Run Gross National -0.1% Less than -0.05% -0.1%
Capital Stock -0.1% Less than -0.05% -0.4%
Wage Rate Less than -0.05% Less than -0.05% -0.1%
Full-Time Equivalent Jobs -64,000 -32,000 -24,000
{onyentional Revenue (10- $157 billion $131 billion $396 billion

Source: Tax Foundation General Equilibrium Model, September 2021.

The bill also raises the top long-term federal capital gains and qualified dividends tax

rate 8 percentage points to 31.8 percent inclusive of the 3.8 percent NIIT and 3 percent
surcharge. This would be the highest federal tax rate on capital gains since the 1970s. When
considering state-level policies, the average top marginal combined tax rate on capital gains
and qualified dividends would be about 37 percent.??

Because the capital gains and qualified dividends tax increases reduce the after-tax return
to saving for U.S. residents, U.S. saving would fall, and to some extent be replaced by
foreign saving. As a result, we find that the share of U.S. investment financed by foreign
savers would increase, with the returns to that investment accruing to foreigners rather
than Americans, causing U.S. incomes, as measured by GNP, to decline about 0.1 percent in
the long run.?

There are several studies pointing to the economic costs of raising individual income taxes,
particularly on high earners.?* A study based on postwar tax reforms in the United States
found that reducing marginal tax rates for the top 1 percent of earners leads to increases
in real GDP and declines in unemployment, with a 1 percentage point cut in the tax rate
increasing real GDP by 0.78 percent by the third year after the tax change.?

21 William McBride et. al., “Build Back Better Act: Details & Analysis of the $3.5 Trillion Budget Reconciliation Bill.”

22 Erica York and Alex Muresianu, “Top Combined Capital Gains Tax Rates Would Average Nearly 37 Percent Under House Dems' Plan,” Sept. 14, 2021,
https: /www.taxfoundation.org/house-democrats-capital-gains-tax-rates/.

23 William McBride et. al., “Build Back Better Act: Details & Analysis of the $3.5 Trillion Budget Reconciliation Bill.”

24 William McBride, “"What Is the Evidence on Taxes and Growth,” Tax Foundation, Dec. 18, 2012, https:/www.taxfoundation.org/what-evidence-taxes-
and-growth/; see also Alex Durante, “Reviewing Recent Evidence of the Effect of Taxes on Economic Growth.”

25 Karel Mertens and José Luis Montiel Olea, "Marginal Tax Rates and Income: New Time Series Evidence,” The Quarterly Journal of Economics 133:4
(November 2018), https://academic.oup.com/qje/article-abstract/133/4/1803/4880451?redirectedFrom=Ffulltext.
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In looking at the experience of developed countries over the period 1971 to 2004, OECD
researchers concluded that “a reduction in the top marginal [individual] tax rate is found
to raise productivity in industries with potentially high rates of enterprise creation. Thus,
reducing top marginal tax rates may help to enhance economy-wide productivity in OECD
countries with a large share of such industries. ..."?¢

The Congressional Budget Office (CBO) recently modeled three types of tax increases to
fund a permanent increase in government spending of 10 percent of GDP annually: a flat
labor tax, a flat income tax, and a progressive income tax. The CBO found that a progressive
income tax is the most economically damaging, reducing GDP by 10 percent after 10 years,
and reducing lifetime consumption and hours worked especially for younger households.?”

Finally, it should be noted that after all the tax code changes over the last 40 years, the

tax code remains highly progressive. As a result, according to the latest IRS data for 2018,
the top 1 percent of income earners paid 40.1 percent of federal individual income taxes—
the highest share since 1980—while earning 20.9 percent of income.?® Accounting for all
federal taxes, data from the CBO and Treasury Department confirm that the tax code is
progressive overall. For instance, Treasury finds that the highest earners pay the highest
average effective tax rates when considering all federal taxes—the top 0.01 percent will pay
an average federal ETR of 32.9 percent under current law in 2022.2°

Richest 1 Percent Pay 40 Percent of Federal Income Taxes
Share of Adjusted Gross Income and federal income taxes paid by income group in 2018

40.1%

40%

Share of Total Adjusted Gross Income

Share of Total Income Taxes Paid
30%
sose 1955 21.3% 20.2% 209%

15.6% 15.5%
11.6% 101% 11.2%11.1%
10%
2.9% I
0% |
Bottom 50% 50% to 25% 25% to 10% 10% to 5% 5% to 1% Top 1%

Source: IRS, Statistics of Income, Individual Income Rates and Tax Shares.

26 AsaJohansson, Christopher Heady, Jens Arnold, Bert Brys, Cyrille Schwellnus, & Laura Vartia, “Taxation and Economic Growth.”
27 Congressional Budget Office, “The Economics of Financing a Large and Permanent Increase in Government Spending: Working Paper 2021-
03" Mar. 22, 2021, https:/www.cbo.gov/publication/57021; see also Garrett Watson, “Congressional Budget Office and Tax Foundation
Modeling Show That Some Tax Hikes Are More Damaging Than Others,” Tax Foundation, Mar. 26, 2021, https:/www.taxfoundation.org/
tax-hik ging-than-other: lysis/.
28 Scott Hodge, "Tax Fairness, Economic Growth, and Funding Government Investments,” Testimony Before the Subcommittee on Fiscal Responsibility and
Economic Growth of the Committee on Finance, Apr. 27, 2021, https: /www.taxfoundation.org/tax-fairness-funding-government-investments/.
29 Alex Muresianu, "Yes, the U.S. Tax Code is Progressive,” Sept. 17, 2021, https:/www.taxfoundation.org/us-tax-system-progressive/.
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The Federal Tax System is Progressive Overall
Average Tax Rates for Federal Tax Types by Income Group, 2018
35% 32.9%

Federal Income Tax Federal Corporate Tax Payroll Tax 30.8%

9
30% Estate and Gift Tax Other Federal Taxes

25%

] 22.6%
&
x 20% 18.6%
% 17.6%
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& 15% 14.1%
£
g 10% 6.3%
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0% | —_— — _— — — — —_—
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Bottom 50% to 90% to 95% to 99% to 99.5%to  99.9%to Top
50% 90% 95% 99% 99.5% 99.9% 99.99% 0.01%

Income Percentile

Source: “Present Law and Background on the Taxation of High Income and High Wealth Taxpayers," Joint Committee on Taxation, Table 4.

Point 3: Adding More Complexity to the Tax Code Is Problematic

Another economic downside of the plan is additional complexity and uncertainty. It adds

22 new tax credits and expands several existing ones, at a budgetary cost of more than

$1 trillion over the next 10 years. This approach has several problems, in addition to the
budgetary cost. First, while recognizing that tax cuts are effective incentives, this approach
picks winners and losers through the political process rather than letting the market process
determine the most valuable use of resources. Do we really think lawmakers have taken the
time to do any sort of cost-benefit analysis on these proposals, and will they find time to
effectively monitor and respond to the changing costs and benefits over time?

Second, the approach adds complexity and compliance costs for taxpayers and
administrative burdens for the IRS. Third, many of the policies are temporary, which

creates uncertainty for taxpayers. Fourth, the bewildering array of tax credits and other tax
preferences contributes to a dysfunctional federal budgeting process that generates chronic
deficits.
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By far the largest tax credit in the plan is the extension and modification of the Child

Tax Credit (CTC), which as part of the American Rescue Plan Act (ARPA) was expanded
temporarily for 2021 to include full refundability, an advanced monthly payment, and a
maximum annual benefit of $3,600 per child.?° The plan would extend the ARPA CTC
through 2025 and permanently extend full refundability (allowing the maximum benefit
regardless of income), which would have a budgetary cost of more than $100 billion per year
through 2025, more than double the cost of the current law CTC. That is, more than $200
billion per year will be spent on the CTC, which is about 10 percent of all individual income
tax revenue or more than half of all corporate tax revenue forecast under current law.

Because of this huge budgetary cost, both the expanded CTC and the current law CTC

are temporary, and yet likely to be extended beyond their planned expiration in 2025,

thus obscuring the full budgetary cost over the 10-year budget window. We estimate

that extending the ARPA CTC permanently would cost about $1.6 trillion over the budget
window, far exceeding all of the individual income tax pay-fors specified in the House bill.2*

The refundable aspect of the CTC makes the budgeting and oversight process all the more
arcane and difficult to track for voters, taxpayers, lawmakers, and the IRS. The expanded
CTC s being sold as a tax cut, but it is in fact largely an outlay effect, i.e., spending, due to
refundability.®? The history of refundability with the CTC goes back to its introduction in
2001 when the maximum benefit was $1,000 per child, and it has expanded under every
administration since. During that time, the refundable CTC has been plagued with improper
payments, e.g., the Treasury Department found that nearly one-third of refundable CTC
payments in tax years 2009 through 2011 were made in error.®® Over its entire history

the refundable CTC has contributed to a worsening budgetary outcome of chronic and
escalating deficits.**

In addition to its budgetary impacts, the complicated design and implementation of the
CTC, as well as its temporary nature, creates confusion for taxpayers, especially low-income
earners. For example, a recent survey found that while most parents (88 percent) are aware
of the expanded CTC, households with incomes below $25,000 are least likely to have
heard about the credit.®

30 Erica York, "Unanswered Questions about Upcoming Advance Child Tax Credit Payments,” Tax Foundation, July 7, 2021, https:/www.taxfoundation.org/
advance-child-tax-credit-payments/#:~:text=The%20federal%20child%20tax%20credit,single%20filers%200r%20joint%20filers.

31 Erica York, Garrett Watson, Huaqun Li, "Temporary Policies Complicate the Child Tax Credit's Future,” Tax Foundation, Sept. 3, 2021, https:/www.
taxfoundation.org/child-tax-credit-changes-reform/.

32 For example, the Joint Committee on Taxation estimates that about $84 billion of the approximately $105 billion APRA CTC expansion is an outlay
effect. See Joint Committee on Taxation, "Estimated Revenue Effects of H.R. 1319,” JCX-14-21, Mar. 9, 2021, https:/www.jct.gov/CMSPages/GetFile.
aspx?guid=52961732-5521-49ea-8443-59a539h71b62.

33 Treasury Inspector General for Tax Administration, "Authorities Provided by the Internal Revenue Code Are Not Effectively Used to Address Erroneous
Refundable Credit and Withholding Credit Claims,” Feb. 26, 2020, https:/www.treasury.gov/tigta/auditreports/2020reports/202040008fr.pdf.

34 The last year the federal government ran a budget surplus was 2001.

35 Leah Hamilton, Stephen Roll, Mathieu Despard, Elaine Maag, and Yung Chun, “Employment, Financial and Well-being Effects of the 2021
Expanded Child Tax Credit: Wave 1 Executive Summary,’ Social Policy Institute Research (September 2021), https: /socialpolicyinstitute.wustl.edu/
employment-financial-wellbeing-effects-2021-ctc-report/.
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One thing they probably have not heard about is that the new monthly CTC contains a new
definition of a child. Whereas the current CTC determines eligibility based on where the
child lives for more than six months of the year, eligibility for the new monthly CTC is based
on a five-factor “care” test specific to each month, including “involvement by the taxpayer
in, and financial and other support by the taxpayer for, education or similar activities of the
individual.” For families with multiple caregivers, e.g., split custody arrangements where the
child spends part of the month with one or another parent, a grandparent, aunt, etc., this is a
recipe for confusion, conflict, and administrative uncertainty.*¢

There is another question about how the expanded CTC impacts work incentives.
Economists have long understood the concept of an “income effect” in which the incentive
to work is diminished because of having more income, including government benefits. A
recent literature review indicates that a 10 percent increase in income from government
benefits reduces hours worked by 1.5 to 1.6 percent.*’” Partly out of these concerns, as
well as concerns about budgetary costs, the CTC has historically been designed to phase
in with income, effectively reducing marginal tax rates and increasing incentives to work
for low-income households. The expanded CTC in the House bill eliminates the phase-in
by making the CTC fully refundable, thus leaving only the work disincentive of the income
effect for low-income households. In addition, the CTC phases out for higher income
households, effectively raising marginal tax rates and reducing incentives to work for those
households.®®

Extending the CTC would provide relief for families, but it could be delivered in a less
complex way that ideally would minimize work disincentives. Tax policy should be focused
on how to raise revenue in the least economically harmful manner, and other goals should
be handled as public spending subject to the appropriations process.* Transforming

the CTC into a spending program, delivered through, for instance, the Social Security
Administration, would make the tax code more focused on its primary purpose, and make
the budget process more transparent. This idea has supporters from both sides of the aisle.

The bill would also spend more than $20 billion per year on expansions of the Child and
Dependent Care Tax Credit (CDCTC), Earned Income Tax Credit (EITC), and Premium Tax
Credit, which come with their own compliance and administrative challenges. For example,
the Treasury Department has routinely found that a large share of refundable EITC
payments is made in error—25 percent in tax year 2018 according to a recent report.*°

36 Janet Holtzblatt, "Whose Child Is It Anyway? The Ways & Means Definition Makes It Harder for The IRS To Know,” Tax Policy Center, Sept. 27, 2021,
https: /www.taxpolicycenter.org/taxvox/whose-child-it ns-definitio kes-it-harder-irs-know.

37 Scott Winship, “The Conservative Case Against Child Allowances,” American Enterprise Institute, March 2021, https:/www.aei.org/wp-content/
uploads/2021/03/The-conservative-case-against-child-allowances.pdf?x91208.

38 Erica York, Garrett Watson, Huaqun Li, “Temporary Policies Complicate the Child Tax Credit's Future.”

39 Scott Hodge, "Distribution and Efficiency of Spending in the Tax Code," Hearing Before the U.S. Senate Budget Committee, Mar. 9, 2011, https:/files.
taxfoundation.org/20170327153022/testimony_hodge_senate_budget_committee_2011-03-09.pdf.

40 Treasury Inspector General for Tax Administration, “Authorities Provided by the Internal Revenue Code Are Not Effectively Used to Address Erroneous
Refundable Credit and Withholding Credit Claims.”
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In addition, the bill provides or expands numerous smaller tax credits for specific economic
activities, whether for certain types of clean energy investment, housing construction,

or broadband development, among others. These credits have a mixed track record at
addressing their core concerns. For instance, the Low-Income Housing Tax Credit has
become increasingly ineffective as a means to stimulate affordable housing.** Clean energy
tax credits have been found to primarily benefit the wealthy.*?

Instead of these targeted incentives, lawmakers could address underlying biases against
investment more generally, stimulating new projects in these specific areas in the process.
As an example, by not allowing companies to fully deduct investments in structures, the
tax code discourages new, more energy-efficient construction.*® Expensing for all capital
investment would be a powerful pro-growth policy, while simplifying the tax code and
helping solve many of these specific issues.**

Indeed, the best provision in the bill is postponing the amortization of R&D expenses.*®
Continuing to allow companies to fully deduct the cost of R&D is important for a wide range
of crucial industries and issues, from pharmaceutical development to heavy manufacturing
to green energy. However, the bill would not make full deductibility of R&D permanent,
instead allowing it to expire after 2025 as opposed to after this year. Ideally, expensing

of R&D would be permanent, providing companies with stable, long-term incentives to
invest.*¢

41 Michael D. Eriksen, “The Market Price of Low-Income Housing Tax Credits,” Journal of Urban Economics 66:2 (September 2009), https:/ideas.repec.org/a/
eee/juecon/v66y2009i2p141-149.html; see also Everett Stamm, “An Overview of the Low-Income Housing Tax Credit,” Tax Foundation, Aug. 11, 2020,
https: /www.taxfoundation.org/low-income-housing-tax-credit-lihtc/.

42 David Roberts, “Clean Energy Tax Credits Mostly Go to the Affluent. Is There a Better Way?” Nov. 24, 2015, https: /www.vox.
com/2015/11/24/9792474/energy-tax-credits-inequitable.

43 Alex Muresianu, "How Expensing for Capital Investment Can Accelerate the Transition to a Cleaner Economy,” Tax Foundation, Jan. 12, 2021, https://
www.taxfoundation.org/energy-efficiency-climate-change-tax-policy/.

44 Tax Foundation, "Option 65: Enact Full Expensing for All Capital Investment,” in Options for Reforming America’s Tax Code 2.0 (Washington, D.C.: Tax
Foundation, Apr. 19, 2021), https: /www.taxfoundation.org/tax-reform-options/?option=65; see also Alex Muresianu, “Expensing Is Infrastructure, Too,”
Tax Foundation, June 15, 2021, https:/www.taxfoundation.org/expensing-infrastructure/.

45 Alex Muresianu, Erica York, William McBride, and Garrett Watson, “The Good, the Bad, and the Ugly of the House Ways and Means Plan,” Tax
Foundation, Sept. 20, 2021, https:/www.taxfoundation.org/ways-and-means-plan-the-good-the-bad-and-the-ugly/.

46  Garrett Watson, “Delaying R&D Amortization Costs Less but Generates Little Economic Benefit Compared to Full Cancellation,” Tax Foundation, July 29,
2021, https: /www.taxfoundation.org/r-d-amortization-changes/.



83

TAX FOUNDATION | 14
Conclusion

There are a couple of broad takeaways from this. When you tax something, you get less of
it. This is why governments tax tobacco (and the House bill increases those taxes), because
it reduces tobacco use. That, and it generates tax revenue. The costs of the higher taxes
should be weighed against the benefits, e.g., more tax revenue, improved public health,

etc. Likewise, taxing income will reduce the generation of income. That means a smaller
economy, less prosperity, and less opportunity. The economic costs can exceed the benefits
in terms of tax revenue, and that is what we find with the House bill.

The other takeaway is that the IRS can only do so much, and taxpayers are getting confused.
The tax code is already excessively complex and the IRS is overwhelmed in its ability to
administer and enforce the tax laws. There is a limit beyond which adding more complex
provisions to the tax code no longer benefits taxpayers, the government, or the country as a
whole. Rather than pushing the limit, we should seriously consider simplification.
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1. Should the U.S. Copy Denmark’s Social Welfare Policies?
hitps: | | taxfoundation.org | denmark-social-welfare-policies /.

2. The Anti-Poverty, Targeting, and Labor Supply Effects of the Proposed Child
Tax Credit Expansion
https:/ | bfi.uchicago.edu [ wp-content | uploads 2021/ 10/ BFI—WP—2021-115-

1.pdf.

RESPONSE FROM DR. CLAUSING TO QUESTION FOR THE RECORD SUBMITTED BY
SENATOR LEE

Dr. Clausing:

In your testimony, and in past work, you have each emphasized the im-
portance of addressing income and wealth inequality. Yet, there is a con-
tingent of lawmakers who are openly advocating for either lifting or re-
pealing the $10,000 cap on the SALT deduction. Ironically, the success of
the Build Back Better Act may hinge on whether changes to the cap are
included.

According to the Brookings institution, “the SALT tax deduction is a
handout to the rich.”! Eliminating or raising the cap on this deduction is
a policy change that would not meaningfully benefit middle-class house-
holds—or even upper-middle class households. Repealing the SALT cap
would cost hundreds of billions of dollars in tax revenues and the top 5
percent of households would receive over 80 percent of the benefit.2

e What is your perspective on lifting or repealing the SALT deduction
cap? Would including this change improve inequality or make it worse?

The Administration did not propose changes to the SALT deduction cap. However,
any tax law changes should be evaluated on a holistic basis that considers the ag-
gregate effects of all of the component parts. Although repealing the SALT deduc-
tion cap in insolation would reduce the progressiveness of the tax code between now
and 2025 (the cap expires after 2025), any such repeal could be coupled with other
reforms that make the tax system as a whole more progressive. As one exam pie,
the SALT cap was implemented in the context of a tax law change (the Tax Cuts
and Jobs Act of 2017) that made our overall tax system less progressive. Likewise,
a repeal of the cap could easily occur in the context of a tax law change that makes
our overall tax system more progressive.

RESPONSE FROM MS. HUANG TO QUESTION FOR THE RECORD SUBMITTED BY
SENATOR LEE

Ms. Huang:

In your testimony, and in past work, you have each emphasized the im-
portance of addressing income and wealth inequality. Yet, there is a con-
tingent of lawmakers who are openly advocating for either lifting or re-
pealing the $10,000 cap on the SALT deduction. Ironically, the success of
the Build Back Better Act may hinge on whether changes to the cap are
included.

According to the Brookings institution, “the SALT tax deduction is a
handout to the rich.”! Eliminating or raising the cap on this deduction is
a policy change that would not meaningfully benefit middle-class house-
holds—or even upper-middle class households. Repealing the SALT cap
would cost hundreds of billions of dollars in tax revenues and the top 5
percent of households would receive over 80 percent of the benefit. 2

1https:/ www.brookings.edu | blog | up-front /2020 /09 /04 | the-salt-tax-deduction-is-a-handout-
to-the-rich-it-should-be-eliminated-not-expanded /.

2 https: | |www.cbpp.org [ research | Federal-tax [ repealing-salt-cap-would-be-regressive-and-pro-
posed-offset-would-use-up-needed.

1Christopher Pulliam and Richard Reeves, “The SALT deduction is a handout to the rich. It
should be eliminated not expanded,” Brookings Institution, September 4, 2020, https://
www.brookings.edu [ blog [ up-front /202009 | 04 | the-salt-tax-deduction-is-a-handout-to-the-rich-
it-should-be-eliminated-not-expanded / .

2Chuck Marr, Kathleen Bryant, and Michael Leachman, “Repealing ‘SALT’ Cap Would Be Re-
gressive and Proposed Offset Would Use up Needed Progressive Revenues,” CBPP, December
10, 2019, htips:/ /www.cbpp.org/research [Federal-tax/repealing-salt-cap-would-be-regressive-
and-proposed-offset-would-use-up-needed.
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e What is your perspective on lifting or repealing the SALT deduction
cap? Would including this change improve inequality or make it worse?

Thank you for your question, Senator Lee.

The Brookings estimate and Center on Budget analysis of the direct distribution
and revenue impact of repealing the SALT cap are sound.

In the 2017 tax law, however, capping the SALT deduction was used to help offset
the cost of tax cuts that were, overall, even more tilted to the wealthiest filers than
the benefits of the SALT deduction, so this was not a sound trade.

However, repealing the SALT cap now in the context of a package with a limited
size is likely to mean less robust investments in other policies like the Child Tax
Credit that directly benefit low- and moderate-income families, so that, too would
be an unsound trade. 3

Some proponents of repealing the SALT cap are concerned that the cap constrains
the ability of states to raise progressive revenues and fund State investments with
widely shared benefits. That is a reasonable concern, especially because in 2017,
some supporters of capping the SALT deduction explicitly hoped that it would limit
State revenue collection and investments.

However, the evidence on the SALT deduction’s impact on State budgets is incon-
clusive.* For example, since the 2017 tax law went into effect, New Jersey has
raised income taxes for households with incomes over $1 million, New York has ex-
tended and increased an existing millionaires’ tax, and three states (Connecticut,
New York, and Washington state) have increased real estate transfer taxes on high-
value homes.5 While it impossible to know precisely what states would have done
without the cap in place, this does at least show that states can continue to raise
progressive revenues and invest with the cap in effect.

Further, even if repealing or weakening the SALT cap were to make it somewhat
easier to raise revenues for investments at the State level, that is likely to be a far
less effective and cost-efficient way of delivering economic and budgetary benefits
to states than alternatives proposed in President Biden’s Build Back Better agenda.
For example, the proposed package makes critical investments in infrastructure,
green jobs, community colleges and other areas of deep need.® These investments
would likely be far more effective, per dollar spent, at boosting strong and inclusive
economic growth in states. Along with investments in areas like the CTC and child
and elder care, these would be a far better use of the revenues raised by progressive
tax changes.

RESPONSE FROM DR. EDELBERG TO QUESTION FOR THE RECORD SUBMITTED BY
SENATOR LEE

Dr. Edelberg:

In your testimony, and in past work, you have each emphasized the im-
portance of addressing income and wealth inequality. Yet, there is a con-
tingent of lawmakers who are openly advocating for either lifting or re-
pealing the $10,000 cap on the SALT deduction. Ironically, the success of
the Build Back Better Act may hinge on whether changes to the cap are
included.

According to the Brookings institution, “the SALT tax deduction is a
handout to the rich.” Eliminating or raising the cap on this deduction is
a policy change that would not meaningfully benefit middle-class house-
holds—or even upper-middle class households. Repealing the SALT cap

3Ibid.

4 Congressional Research Service, “Tax Expenditures: Compendium of Background Material on
Individual Provisions,” Senate Committee Print #116-53, December 2020, https://
www.govinfo.gov /content /pkg/CPRT-116SPRT42597 | pdf/ CPRT- 116'SPRT42597pdf

5Wesley Tharpe, “New Jersey Budget Deal Advances Equity With Millionaires’ Tax and
More,” CBPP, October 7, 2020, Attps:/ /www.cbpp.org | blog | new-jersey-budget-deal-advances-eq-
uity-with-millionaires-tax-and-more; Ashlea Ebeling, “New York’s ‘Temporary’ Millionaire Tax
Extended 5 More Years,” Forbes, April 9, 2019, https:/ /www.forbes.com /sites/ashleaebeling |
2019/04 /09 | new-yorks-temporary-millionaire-tax-extended-5-more-years | 2sh=53926abe59bd;
Carmen Reinicke, “New York is raising taxes for millionaires. Will other states follow?”, CNBC,
April 8, 2021, htips:/ /www.cnbe.com/2021/04/08/new-york-is-raising-taxes-for-millionaires-
will-other-states-follow.html; Michael Leachman and Samantha Waxman, “State ‘Mansion Taxes’
on Very Expensive Homes,” CBPP, October 1, 2019, https:/ /www.cbpp.org/research | state-budg-
et-and-tax [ state-mansion-taxes-on-very-expensive-homes.

6 Adam S. Hersch, “‘Build Back Better’ agenda will ensure strong, stable recovery in coming
years,” Economic Policy Institute, September 16, 2021, Elizabeth McNichol, “It’s Time for States
to Invest in Infrastructure,” CBPP, updated March 19, 2019, https:/ /www.cbpp.org/research/
state-budget-and-tax [ its-time-for-states-to-invest-in-infrastructure.
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would cost hundreds of billions of dollars in tax revenues and the top 5
percent of households would receive over 80 percent of the benefit.

e What is your perspective on lifting or repealing the SALT deduction
cap? Would including this change improve inequality or make it worse?

My colleagues at the Brookings Institution, Christopher Pullam and Richard
Reeves,! have examined the state and local tax (SALT) deduction cap and find that
under the current SALT cap, over % of the tax benefit goes to the top quintile of
households by income.2

Those authors point out that the main argument for the SALT deduction “is that
it encourages states to spend more by making it easier for them to tax more.” Many
of the State and local policies that are implicitly subsidized through the SALT de-
duction are progressively structured and aim to support disadvantaged households,
despite the benefits of SALT tax relief disproportionately accruing to those with the
highest incomes. However, repealing the SALT deduction cap is not the optimal pol-
icy approach if the goal is to provide fiscal support to fiscally active State and local
governments. If the cap were raised or fully eliminated, the tax benefit would flow
overwhelmingly to households at the top of the income distribution while providing
little benefit to the after-tax incomes of middle-class households. Moreover, pro-
posals to repeal the SALT cap that also include revenue raising offsets, such as in-
creasing the top marginal income tax rate, risk exhausting a finite source of poten-
tial revenue while failing to address any of our Nation’s critical priorities. A better
approach would provide additional Federal aid directly to states and localities in the
form of grants to better target funding toward key priorities like K-12 education,
infrastructure, and health care.

RESPONSE FROM DR. MCBRIDE TO QUESTION FOR THE RECORD SUBMITTED BY
SENATOR LEE

Dr. McBride:

We know that pro-growth policies, like tax cuts and deregulation benefit
low-income and otherwise disadvantaged Americans by creating strong
labor markets and a healthy economy. Americans experienced these bene-
fits following the 2017 tax cuts. Unemployment was historically low, includ-
ing for women, Black Americans, and Hispanics. In my home state of Utah,
per capita income grew 17 percent in the 3-years before the pandemic and
some of the largest wage gains benefited the lowest income Americans.
This strong pre-COVID economy is a testament to the power of getting the
government out of the way and unleashing American ingenuity.

o Key pieces of the Democrats’ plan are targeted at reversing the very
policy changes that helped support our strong economy. Can you speak
briefly to the successes of the 2017 Tax Cuts and Jobs Act and then de-
scribe how these new tax increases might undermine some of the gains
that Americans experienced?

A central goal of the Tax Cuts and Jobs Act (TCJA) was to reduce the tax burden
on business investment, which it did primarily by reducing the corporate tax rate
as well as tax rates on pass-through business income among other measures. Basic
economic theory and much empirical evidence predicts investment increases when
the after-tax return on investment increases, leading to a larger capital stock, more
productivity, higher wages, more jobs, and faster economic growth.

Indeed, the Congressional Budget Office (CBO) projected that the effects of the
TCJA would “include higher levels of investment, employment, and gross domestic
product (GDP).” By most measures, the actual performance of the economy post-
TCJA exceeded CBO’s forecasts, until the pandemic hit two years later. CBO fore-
casted in June 2017, prior to enactment of the TCJA in December 2017, that busi-
ness investment (i.e., real nonresidential fixed investment) would grow by 4.8 per-
cent from the fourth quarter of 2017 to the fourth quarter of 2019, but it actually
grew 9.4 percent—even exceeding the CBO’s post-TCJA forecast from April 2018 of
a 9.2 percent increase. Employment grew about 3 percent over the two years fol-

1Pulliam, Christopher and Richard Reeves. 2020. “The SALT tax deduction is a handout to
the rich. It should be eliminated not expanded.” Up Front (blog), Brookings Institution, Wash-
ington, DC, September 4, 2020.

2Urban-Brookings Tax Policy Center. 2018. “Table T18-0143: Repeal $10,000 Limit on De-
ductible State and Local Taxes; Baseline: Current Law; Impact on Tax Revenue, Number of
Itemizers, and Individual Alternative Minimum Tax (AMT), 2018-28.” Urban-Brookings Tax
Policy Center, Washington, DC.
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lowing TCJA, roughly tripling CBO’s pre-TCJA forecast and matching CBO’s post-
TCJA forecast. Growth in wages and GDP also exceeded CBO’s pre-TCJA forecast,
although not to the extent forecast post-TCJA.

While there were certainly other non-tax factors in play—e.g., deregulation may
have added to investment and the trade war may have subtracted from invest-
ment—tax reform should not be dismissed as a major factor driving the higher per-
formance of the economy after TCJA. Proposals to unwind major pro-growth ele-
ments of TCJA, by raising tax rates on corporate and individual income, would push
the economy in the other direction, reducing incentives to work, save, and invest,
and leading to fewer jobs, lower wages, and a smaller economy than would other-
wise exist.

RESPONSE FROM DR. CLAUSING TO QUESTIONS FOR THE RECORD SUBMITTED BY
SENATOR WARNOCK

Small Businesses (Dr. Kimberly Clausing)

According to polling done by the Small Business Majority, nearly three-
quarters of small businesses say the current tax system favors big busi-
nesses over small businesses and that their business is harmed when big
corporations use loopholes to avoid taxes. If you’re a small business, such
as those structured as a pass-through business, I am sure it can sometimes
feel like you are swimming upstream.

1. What will it mean for the economy to enact policy that effectively
raises the necessary revenue without raising taxes on small busi-
nesses?

For pass-through businesses, no tax increases will occur if the owners are below
the $400,000 threshold. Indeed, According to Treasury Department analysis, the
President’s Agenda will protect 97 percent of small business owners from income tax
rate increases, while delivering tax cuts to more than 3.9 million entrepreneurs.

2. What benefits will small businesses have through the enacted of pro-
grams such as providing affordable childcare to working families,
funding for workforce training programs, and lower higher education
costs?

The revenue raised from these tax proposals will help pay for investments that
will grow our economy and create jobs, including investments in small business.
These include investments in clean energy, research, technology, childcare, edu-
cation, and workforce training. The Build Back Better Agenda will also increase ac-
cess to contracting opportunities and provide financing and technical assistance pro-
grams for small businesses, including small manufacturers.

RESPONSE FROM MS. HUANG TO QUESTIONS FOR THE RECORD SUBMITTED BY
SENATOR WARNOCK

Child Tax Credit (Ms. Chye-Ching Huang)

In the past, there has been discussions about the economic impact of cor-
porations, but I think more about hard working Georgians, like the mother
I met in Columbus, Georgia. She was laid off recently, but was able to use
the money from the Child Tax Credit to pay for books for her little girl. I
also think of the constituent who just last week sent me a note about how
they’ve been able to use the credit to pay down debt incurred during the
pandemic, afford teaching materials for their children participating in on-
line learning, and told me that this money kept her family in their home
and off the streets.

1. What kind of long term benefits to the economy will we see from re-
ducing child poverty by implementing tax cuts, like the Child Tax
Credit, that supports working families?

2. What benefits have we seen by having the Child Tax Credit paid
monthly in advance to eligible taxpayers, instead of requiring Ameri-
cans to file their taxes to receive the benefit?

Thank you for your question, Senator Reverend Warnock.
The experiences of these Georgian families are not unusual, which is why the
CTC is so important for families and communities across the country.
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Monthly distribution of the Child Tax Credit has made it easier for families to
pay for recurring expenses throughout the year.! Research shows that parents with
low incomes have, like your constituents, spent their monthly CTC on basic needs
like food, rent, utilities, clothing, or school supplies—and shortly after the first
monthly check was distributed, food insecurity and financial hardship fell dramati-
cally among households with children.2

The monthly CTC has not only helped families make ends meet in the short-term,
but a large body of research suggests that it is a true investment: it will also have
positive effects on the life trajectories of children in the long run, and for the econ-
omy as a whole.

Investments in families with low incomes have been shown to improve infant and
child health, improve children’s academic performance in schools, increase the likeli-
hood that children attend college, and boost earnings once children ultimately reach
adulthood.3

These long-term benefits for children and families can also mean broadly shared
benefits for communities and the larger economy. They mean that children are more
likely to be healthier as adults, attend college and have higher adult earnings.
Boosting the health and earnings of the next generation also in turn reduces spend-
ing on health care costs and other macroeconomic costs associated with high child
poverty rates over time.4

Further, novel research suggests that investments in children from low- and mod-
erate-income families can help more children develop and apply their talents for in-
novation. If equally talented girls, children of color, and children from low- and mid-
dle-income families grew up to be inventors at the same rate as white boys from
rich families, there would be four times as many inventors in America as there are
today.5 The research suggests that a key reason why this potential is being lost is
simply because many families lack basic financial resources. Sound investments in
these families can ensure more children are able to be a part of the next generation
of innovators who may generate new breakthroughs and businesses with widely
shared benefits.

RESPONSE FROM DR. EDELBERG TO QUESTIONS FOR THE RECORD SUBMITTED BY
SENATOR WARNOCK

RACIAL WEALTH GAP

In 2019, the median net worth for all American families was about
$121,000 while the median net worth of Black families was about $24,000.

1. What can a strong social insurance system, like those in the Build
Back Better plan, do to address historical inequities in our economy?

2. What do you believe their long-term effect will have on our economy?

Improvements in the social insurance system can help to address historical in-
equities in household resources, including wealth, which act to cushion families
against financial setbacks, enable individuals to take risks, and provide people with

1Chuck Marr, “The Expanded Child Tax Credit Must Be Permanent and Monthly,” CBPP,
April 15, 2021, htips:/ /www.cbpp.org/blog/the-expanded-child-tax-credit-must-be-permanent-
and-monthly.

2 Claire Zippel, “After Child Tax Credit Payments Begin, Many More Families Have Enough
to Eat,” CBPP, August 30, 2021, hAttps://www.cbpp.org/blog/after-child-tax-credit-payments-
begin-many-more-families-have-enough-to-eat; Daniel J. Perez-Lopez, “Economic Hardship De-
clined in Households With Children as Child Tax Credit Payments Arrived,” U.S. Census Bu-
reau, August 11, 2021, Attps:/ /www.census.gov /library / stories /2021 /08 | economic-hardship-de-
clined-in-households-with-children-as-child-tax-credit-payments-arrived.html.

3 Arloc Sherman and Tazra Mitchell, “Economic Security Programs Help Low-Income Children
Succeed Over Long Term, Many Studies Find,” CBPP, July 17, 2017, https:/ /www.cbpp.org/re-
search [ poverty-and-inequality | economic-security-programs-help-low-income-children-succeed-
over.

4Arloc Sherman, Ali Safawi, Zoe Neuberger, and Will Fischer, “Recovery Proposals Adopt
Proven Approaches to Reducing Poverty, Increasing Social Mobility,” CBPP, August 5, 2021,
https: | |www.cbpp.org [ research [ poverty-and-inequality | recovery-proposals-adopt-proven-ap-
proaches-to-reducing-poverty.

5 Alex Bell et al., “Who Becomes an Inventor in America? The Importance of Exposure to Inno-
vation,” Quarterly Journal of Economics, Vol. 134, Iss. 2, May 2019, https://
opportunityinsights.org | paper [ losteinsteins /. Also see: Wesley Tharpe, Michael Leachman, and
Matt Saenz, “Tapping More People’s Capacity to Innovate Can Help States Thrive,” CBPP, De-
cember 9, 2020, Atips:/ /www.cbpp.org/research | state-budget-and-tax | tapping-more-peoples-ca-
pacity-to-innovate-can-help-states-thrive.
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access to better neighborhoods. The racial wealth gap is the product of exclusionary
and discriminatory practices dating back to the foundation of this country. As a re-
sult, the median Black household was left far more vulnerable to the devastating
economic effects of the COVID-19 pandemic.

Piling onto an already precarious situation for Black Americans, Black workers
and Black owned businesses were disproportionately likely to be in the industries
hardest hit by the pandemic [1]. As the economy recovers, a hot labor market will
begin to close the racial and ethnic unemployment gap, but will not be enough to
eliminate it [2]. Moreover, closing the unemployment gap does not close the racial
wealth gap [1]. In fact, the racial wealth gap is observable even among households
with similar incomes and at all levels of income, except for the bottom quintile in
which median net worth is universally zero [3].

A stronger social insurance system can alleviate the harsh impact of recessions
by bolstering household savings, reducing poverty and food insecurity, and guaran-
teeing access to preschool programs. Black households have less in emergency sav-
ings than white households, with $1,500 in liquid assets in 2019 as compared to
$8,100 among white households [4]. Such disparities in financial resources would be
mitigated by making the full refundability of the Child Tax Credit (CTC) permanent
[5]. Notably, the expansions to the CTC in 2021 will help cut child poverty by more
45 percent among all households, and more than 52 percent among Black house-
holds [6]. In addition, an improvement in access to childcare would lower the cost
of working for parents of young children and, particularly, increase labor force par-
ticipation among women [7]. An improved social insurance system would do more
to curb the severity of economic crises and hasten recoveries, though it does not fun-
damentally address the racial wealth gap.

As articulated in The Hamilton Project blog on this subject, as published in De-
cember 2020:

“Indeed, closing the Black-white wealth gap will require that the deep and
systemic economic disparities brought about by centuries of discriminatory
policies are addressed through significant structural changes across a range
of policy areas. As discussed in a previous Hamilton Project analysis, these
policies range from redlining and the denial of financial services to minority
communities, to the Jim Crow Era’s “Black Codes” strictly limiting opportu-
nities in many southern states—all of which contributed to the dispropor-
tionate accumulation of wealth held by white households while exacerbating
the economic fragility of many Black households. Overcoming the effects of
these policies will necessitate substantive and systemic changes in edu-
cation, small business, healthcare, broadband access, tax reform, and broad-
er place-based policies.

The COVID-19 pandemic underscores the importance of the Black-White
wealth gap and its impact on the ability of households to weather the eco-
nomic shocks caused by recessions. By expanding policymakers’ focus not
only on strengthening the safety net and income supports, but also on the
inclusion of systemic and structural public policy changes across a range of
areas to close the Black-White wealth gap, disparities in the ability of Black
and White households to weather the next economic storm will be greatly
reduced” [2].

References

1. McIntosh, Kriston, Emily Moss, Wendy Edelberg, Kristen E. Broady.
2020. “The Black-White Wealth Gap Left Black Households More Vulner-
able.” The Hamilton Project, Washington, DC.

2. Aaronson, Stephanie, Mitchell Barnes, Wendy Edelberg. 2021. “A Hot
Labor Market Won’t Eliminate Racial and Ethnic Unemployment Gaps.”
The Hamilton Project, Washington, DC.

3. McIntosh, Kriston, Emily Moss, Ryan Nunn, Jay Shambaugh. 2020. “Ex-
amining the Black-White Wealth Gap.” The Hamilton Project, Washington,
DC.

4. Bhutta, Neil, Andrew C. Chang, Lisa dJ. Dettling, and Joanne W. Hsu.
2020. “Disparities in Wealth by Race and Ethnicity in the 2019 Survey of
Consumer Finances”. Board of Governors of the Federal Reserve System,
Washington, DC.

5. Jabbari, Jason, Leah Hamilton, Stephen Roll, Michal Grinstein-Weiss.
2021. “The New Child Tax Credit Does More Than Just Cut Poverty”.” The
Brookings Institution, Washington, DC.



90

6. Center on Poverty and Social Policy at Columbia University. 2021. “A
Poverty Reduction Analysis of the American Family Act.” Center on Poverty
and Social Policy at Columbia University, New York, New York.

7. Betsey Stephenson. 2021. “Women, Work and Families: Recovering from
the Pandemic-Induced Recession.” The Hamilton Project, Washington, DC.

O



		Superintendent of Documents
	2023-07-10T16:10:35-0400
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




