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Tax Reform Fantasy

By Martin A. Sullivan — martysullivan@comcast.net

President Obama has proposed the immediate
write-off of all purchases of capital equipment. The
co-chairs of his deficit reduction commission have
proposed slower write-offs of purchases of capital
equipment. It is a sign of the times that a proposal
for more accelerated depreciation is rejected by
Republicans, while a proposal that includes less
accelerated depreciation is getting more favorable
reviews from conservatives than liberals.

Confusion reigns. Consensus is elusive. Republi-
cans have a mandate, but they are not sure what it
is. They need an extra two weeks to figure out their
strategy before a meeting at the White House —
now scheduled for November 30 — to decide the
fate of the expiring Bush tax cuts (The Washington
Post, Nov. 16, 2010).

In the post-election vacuum, the president’s defi-
cit reduction commission has taken center stage.
The proposals from its co-chairs were predictable —
as were the reactions from the right and the left. But
that’s fine. We didn’t need originality. We just
needed a strong statement of the obvious.

Thanks to Erskine Bowles’ and Alan Simpson’s
draft, our sorry state of fiscal affairs is starting to
sink in with the public and with some head-in-the-
sand legislators who should know better. They are
learning that they may have to swallow not one, but
all of the following: a higher gas tax; higher Social
Security taxes; cuts in Social Security benefits; limits
on Medicare and Medicaid; limits on the mortgage
interest deduction; limits on the deduction for
charitable contributions; taxes on employer-
provided healthcare; cuts in defense spending; and
a downsizing of, and pay cut for, the federal civilian
workforce. One month ago you could not mention
any of these in public without being belittled as
politically naïve. (For the draft proposal, see Doc
2010-24196 or 2010 TNT 218-35.)

After a massive dose of fiscal education, the
commission’s second most valuable contribution
was political cover. Prominent Republicans may
now utter the previously unspeakable: Republican
opposition to tax increases is not absolute. ‘‘If all I
can get is 90 percent spending cuts and 10 percent

revenue . . . I’ll go for that,’’ commented Sen. Tom
Coburn, R-Okla., in the November 12 Wall Street
Journal. ‘‘It is hard to share the view that no tax
increase of any sort can figure in a fiscal solution,’’
wrote Glenn Hubbard, chair of the Council of
Economic Advisers under President George W.
Bush, in the November 15 New York Times.

Still, you have to wonder if the commission has
laid a solid foundation for fiscal sustainability. For
example, the commissioners know that eliminating
the need for another big bailout of the financial
sector is critical for long-term fiscal stability. Look at
Ireland. It is on the brink of collapse because of its
banks. Without meaningful financial reform, the
United States risks the same catastrophe.

In a speech to Parliament, the U.K.’s chancellor of
the Exchequer, George Osborne, said the British
government will require financial services firms to
pay the ‘‘maximum sustainable’’ amount of tax.
There’s nothing like that from the co-chairs. Under-
standably, they are already overwhelmed with con-
ventional budget issues. On top of that, they want
to avoid the wrath of Wall Street. But they have not
even mentioned the need for tougher bank regula-
tion or even a bank tax as part of a plan to preserve
the soundness of government finances. By neglect-
ing that critical point, the president’s deficit com-
mission is perpetuating the fallacy that bank
regulation and federal finance are separate issues.

The commissioners also are well aware that the
most immediate significant fiscal issue before us is
extension of the Bush tax cuts beyond 2010. Under-
standably, they would like to avoid taking sides in
this contentious partisan battle. But the commis-
sion’s role is not to sidestep tough issues, but to tell
it like it is. If you think about it, none of its program
makes economic or political sense without being
explicit on the fate of the Bush tax cuts. Are we
supposed to permanently extend the tax cuts —
initially justified in a time of government surpluses
— and then begin on the path to austerity? What if
we went to the other extreme and, as recommended
by budget hawks like Alan Greenspan and David
Stockman, permanently repealed those tax cuts for
everybody? There’s a $4 trillion difference between
those two points of view. It seems like an appropri-
ate topic for discussion by a deficit commission.

The most difficult thing to understand about the
commission is its love affair with tax reform. Under
one proposal, it would cut $1.1 trillion in tax
expenditures, but only $80 billion of that would be
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for deficit reduction. So less than 10 percent of the
revenue for base broadening would be used to
achieve the goal that is the sole purpose of the
commission’s existence. Of course, you will not find
bigger supporters of broadening the base and low-
ering the rates than the readers and staff of this
publication. We welcome the effort. But, really, what
does tax reform have to do with deficit reduction?

Tax reform is hard. Deficit reduction
is hard. Why do people think that
doing both simultaneously will make
everything easier?

Tax reform is one of the most arduous tasks
Congress could ever undertake. So is massive defi-
cit reduction. What is it that makes people think
that doing both simultaneously will make every-
thing easier? On top of all that, consider the fact that
this is not 1986 or even 1996. The 112th Congress is
widely expected to be one of the most dysfunctional
in history.

There are a few half-baked theories about why
tax reform and deficit reduction should be joined.
According to one view, often voiced by Senate
Finance Committee member Ron Wyden, D-Ore., in
support of his tax reform plan, we should
strengthen the tax system to improve economic
growth, and economic growth in turn will reduce
the pain of deficit reduction. Another argument is
that by adding tax reform to deficit reduction,
politicians have more bargaining chips to make
deals, and ultimately tax reform can sweeten the
bitter pill of deficit reduction. Yet another is simpler
still. While we are doing a major overhaul of our
finances, we might as well get cracking on revenue
reform. It’s like your mechanic saying, ‘‘While we
are overhauling your engine, we might as well go
ahead and replace your transmission.’’

Properly marketed, each of these approaches
might have some ephemeral appeal. But the argu-
ments are paper-thin, and wholesale cleanup of our
fiscal mess will be a long and drawn-out process.
Nobody is going to pull a fast one. Sure, folks
would welcome lower rates and a simpler code.
That makes deficit reduction seem downright pleas-
ant. These aspects of tax reform are getting all the
attention now. But it won’t stay that way for long —
especially once the influence industry gets its ma-
chinery in full gear. Congress will come to realize
that tax reform will make its job more difficult, not
less.

The only thing working in favor of a base-
broadening tax reform is the threat of a value added
tax. A VAT would be fine with a lot of business
groups because it could be used to pay for a

permanent and large corporate rate cut — without
any of those nasty base-broadening reforms. But it
isn’t business that controls the balance of power. At
the moment, the Tea Party is calling the shots, and
its followers would never willingly allow the
United States to adopt the tax that makes the
European welfare state possible. So for now, Repub-
licans will let the conversation about killing tax
breaks continue. Don’t expect that to last.
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