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What this report finds: Progressive tax increases should
be a top policy priority. If the economy returns to and stays
at full employment, they can finance current federal
commitments to social insurance and public investments as
well as future commitments that could stop the rise in
income inequality that has stymied living standards growth
for the vast majority of Americans over the last generation.
Finally, even if enacted right away, progressive tax
increases would provide only a minimal drag on economic
recovery, and if combined with near-term public
investments would allow fiscal stimulus to lock in full
employment.

Why it matters: Deficit hawks insist that policymakers plan
now for closing projected long-run deficits that could
emerge when the economy reaches full employment. Full
employment hawks insist that closing deficits too rapidly in
the short run could put excessive drag on economic
recovery. Progressive revenue increases are the only
policy change that threads this needle. They provide long-
run financing for projected deficits, but impose only
minimal short-run fiscal drag. All other deficit-reduction
measures would do clear economic damage if imposed in
the short run.

What we can do about it: There are a menu of progressive
tax policies we can choose from to take care of today’s
challenges and commitments and move us toward a more
equal economy, from raising top tax rates to closing
loopholes such as the provision allowing heirs to avoid
paying capital gains taxes on inherited wealth.

Introduction and key
findings
Since the start of the Great Recession, discussions among
economists regarding the nation’s fiscal policy stance have
become more pragmatic and sensible. At the same time,
too many policymakers have remained stuck in destructive
orthodoxy, preaching that policies that increase federal
budget deficits are bad always and everywhere, and that
only spending cuts constitute a sustainable strategy for
reducing deficits.
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What has become clear over the past decade is that closing budget deficits is not always
the optimal fiscal policy in the short term (one to two years) or the medium term. Instead,
the federal budget balance should simply be seen as a tool with which to boost living
standards. Sometimes policy needs to move the budget toward a deficit to achieve this; at
other times, the budget needs to be moved closer to a balance or surplus.

This paper highlights the key policy challenges facing the U.S. economy and fiscal policy
over the coming years and decades. It finds that a key plank in any sensible platform to
address these challenges is a commitment to progressive tax increases, and it provides a
menu of progressive tax policies that would broaden the tax base and raise top tax rates.
Some specific findings include:

The most immediate fiscal policy challenge is to avoid crippling a still-incomplete
recovery from the Great Recession. This means minimizing fiscal drag and avoiding
unnecessary austerity measures (particularly on spending) in the short and even
medium term.

If the economy returns to and stays at full employment:

the clearest long-term fiscal challenge is simply paying for commitments the
federal government has made to financing health care.

cutting non-health spending to maintain fiscal sustainability in the face of rising
health care costs will not boost living standards for the vast majority. American
commitments to social insurance (Social Security, Medicare, Medicaid), income
support (unemployment insurance, food stamps) and public investment are
extraordinarily valuable to American living standards yet quite modest by
international standards.

If the economy returns to and stays at full employment in the long run, then expanded
federal spending commitments are likely necessary to stop the rise in income
inequality that has characterized the last generation of American life.

Progressive revenue increases help meet all three of these challenges:

They impose less fiscal drag than any other deficit-reducing measures.

They could provide financing for current spending commitments in the long term.

They provide financing for new commitments and would likely slow the rise of
income inequality.

Recent research strongly indicates that higher top marginal tax rates could well
provide a powerful check against rising income inequality, through the
bargaining channel.

The key fiscal policy challenges:
locking in full employment, paying for
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health care, and stopping the rise in
inequality
The key fiscal policy challenge is too often presented as reducing the federal budget
deficit, period. Defining it this way in the present economic environment, however, is
simply bad economic analysis. Instead, the most pressing economic task should be
viewed as finally securing a durable return to genuine full employment. This means the
first fiscal challenge is precisely to avoid too-rapid policy moves toward smaller budget
deficits.

However, if a return to full employment is attained and the economy manages to stay
anchored there in decades to come, then long-run trends do indicate that more revenue
will be needed to honor existing federal commitments to provide social insurance, income
supports, and public investments. This means that the second fiscal challenge is finding
long-run revenue sources to cover existing federal spending commitments. Crucially, all
projected increases in long-run federal spending can be accounted for by rising health
care costs. As we argue later in this paper, this fact argues strongly for closing long-run
projected fiscal gaps with increased revenue rather than spending cuts.

Finally, besides the effects of the Great Recession, the greatest damage to low- and
moderate-income Americans’ living standards over the past generation has been done by
the large rise in inequality. Fiscal policy is extremely well-targeted to address this. Hence,
the final fiscal challenge is using taxes and transfers to ensure that future increases in
overall economic growth translate more seamlessly into growth of living standards for the
vast majority.

Below, we will flesh out these challenges and then explain why each is well-addressed by
finding new, progressive revenue sources for the federal budget.

Locking In full employment
At the moment, the U.S. budget deficit is relatively low in historical terms. It is projected to
be less than 3 percent of GDP for the next three years, a level consistent with a stable
debt-to-GDP ratio. The Congressional Budget Office (CBO 2016a) projects it to rise to 4.9
percent of GDP by 2026, a level that would start moving the debt-to-GDP ratio upward. It
is this projected upward movement of the debt-to-GDP ratio even at a time of projected
full employment that has revived calls to begin policy efforts to close budget deficits, a
push that had been (correctly) put on the back-burner during the Great Recession and
subsequent slow recovery. However, a close look at the CBO (2016a) projections show
that all of the projected rise in budget deficits between 2016 and 2026 are accounted for
by a projected increase in interest rates. That is, there are no tax cuts, no new spending
programs, and no explosion in the costs of current spending programs that drive these
larger projected budget deficits. Instead, the projection is driven by an assumption that the
U.S. economy will quickly converge back to full employment and this convergence will
drive upward pressure on long-term interest rates.
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Figure A Banking on full economic recovery arriving in next two years
has been a bad strategy
CBO projections of output gap between 2008 – 2013

Note: CBO's various projections for when full economic recovery will be achieved are illustrated by where the line for
each projected GDP trend (identified by the month and year the projection was made) intersects the horizontal axis.

Source: Authors' analysis of Congressional Budget Office data (2008; 2009; 2010; 2011; 2012; 2013a)

But this projected near-term return to full employment has been a recurring feature of
CBO forecasts for years now, and has yet to happen (see Figure A). It is certainly true that
the U.S. economy is closer to full employment today than it has been in years, but the fact
that full employment remains relatively far away is demonstrated by the complete failure of
long-term interest rates to rise. Given the huge benefits to restoring the economy to full
employment, all levers of macroeconomic policy—including fiscal policy—should be
oriented to spurring demand growth and finally cementing the long-awaited recovery.

Another development presents yet another reason to avoid a hair-trigger action on deficit
reduction: a pronounced decline in the growth rate of health care costs (Furman and
Fiedler 2015). Because the increase in health care costs is the primary driver of projected
budget deficits (and by a long shot), this slowdown is incredibly important. For example,
the latest CBO Budget Outlook (CBO 2016a) indicates that Medicare costs in 2017 will be
$143 billion less than what these costs were projected to be in 2017 in CBO’s 2007 report.
This is one year’s cost. Over the entire 2007–2017 period, cumulative savings because of
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Figure B Rapid fall in health care cost growth provides large budget
cushion
Medicare spending as a percent of GDP, 2007 projection vs. actual, 2006–2017

Source: Author's analysis ofCongressional Budget Office data (2007; 2016a)
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Projection Actual

2006 2.70% 2.72%

2007 2.96% 3.01%

2008 3.05% 3.10%

2009 3.31% 3.47%

2010 3.39% 3.48%

2011 3.59% 3.61%

2012 3.49% 3.41%

2013 3.73% 3.51%

2014 3.84% 3.45%
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Medicare’s cost slowdown has been a staggering $399 billion (Figure B shows the
changing projections of Medicare costs as a percentage of GDP).

It is hard to attribute this slowdown purely to policy, so there is always some concern that
it may prove transitory. But the savings are undeniable; and the introduction of the
Affordable Care Act (ACA) and its numerous cost-control measures provides further
insurance that downward policy puts pressure on health care costs. To put it more plainly,
the combination of the still-slack economy and the very rapid reduction in health care cost
growth combine to give policymakers a long window of time before significant policy-
driven deficit reduction is needed.

Paying for health care
The data in the last section indicate that our current federal spending trajectory does not
require any near-term (and maybe not even any medium-term) new revenue sources.
However, if the economy does finally get to full employment and stays there for an
extended period of time, then most projections show that a “fiscal gap” will require some
combination of revenue increases or spending cuts to close.

It is important to note, however, that almost the entire fiscal gap can be explained by the
excess cost growth of federal health spending (excess cost growth is the difference
between health care cost growth and overall economic growth rates. While federal health
costs have grown significantly slower than equivalent private-sector insurance costs in
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recent decades, both sets of health costs are projected to grow significantly faster than
overall economic growth, as explained below.) In the 2016 edition of the CBO Long-Term
Budget Outlook (CBO 2016b), all noninterest spending by the federal government rises by
2.7 percent of GDP over the next 30 years. But the combined cost of federal health
programs rises by 3.3 percent of GDP over this time.1

Since the rest of the federal budget looks to be on a sustainable path over the long run,
the question of how best to close the nation’s “fiscal gap” (if the economy settles into full
employment in the long run) really boils down to whether federal health spending is a
good deal for American households, and whether living standards would be raised by
cutting this spending to keep taxes from rising, or whether they would be raised by raising
taxes to pay for health care costs.

If federal spending on health programs was cut, this would obviously not lead to a
healthier population that no longer needed medical care. Instead, it would simply shift the
costs for health spending off of the federal budget and onto the budgets of American
households. A crucial question that arises is whether this shift of costs from federal to
household budgets would change the overall burden of paying for health care. The
evidence is clear that this shift would lead over time to a significantly higher health care
burden for most American families, as epitomized most clearly by Medicare.

Medicare provides health insurance coverage to essentially all Americans over the age of
65. Importantly, while Medicare per capita costs have been forecast to grow significantly
faster than overall economic growth and put upward pressure on federal spending, they
have grown significantly slower than equivalent private-sector insurance costs in recent
decades.2 By 2012, the cumulative difference was well over 40 percent. One way to see
the importance of this is to realize that if private insurance costs had followed the
trajectory of Medicare costs since 1970, a family health insurance policy that today costs
employees and employers roughly $15,000 would cost just $10,000, leaving room for
employees to have substantially higher cash wages. In short, cutting Medicare from
federal spending on Medicare simply offloads costs currently managed by the federal
government onto households. And the federal government has demonstrated a much
greater ability to control these costs.

Finally, it’s important to note, if the huge reduction in the growth of health care costs that
has characterized the last decade is sustained, then the increased revenue needed to
honor existing federal spending commitments is largely a one-time increase in revenue
levels, not an ongoing ratchet over time. In the years before 2010, long-run deficit
projections seemed to show ever-spiraling increases in federal spending that would have
required ever-higher rates of taxation to meet without cuts. This upward spiral was often
attributed (at least in part) to demographics, as federal retirement programs (Social
Security and Medicare, lumped together) were identified as key drivers of spending
growth. However, the purely demographic effect on spending is largely just a one-time
shift in spending levels reflecting the baby boom generation retiring over the next 20
years. After this one-time absorption of baby boomers, there was perceived to be little
upward pressure on spending stemming from demographics.
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Figure C Long-run spending projection dominated by health cost
growth assumptions, not demography
Social Security and Medicare cost projections, 2007 and 2015

Source: Congressional Budget Office Budget and Economic Outlooks from 2007 and 2015

2007
Social

Security

2015
Social

Security 2007
Medicare

2015
Medicare

2015 4.6 4.9 3.2 3.0
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2018 5.0 5.0 3.5 2.8
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2023 5.5 5.5 4.3 3.4

2024 5.6 5.6 4.4 3.3

2025 5.7 5.7 4.6 3.6

2026 5.8 5.8 4.8 3.7

2027 5.9 5.9 5.0 3.8

2028 6.0 5.9 5.2 3.9

2029 6.0 6.0 5.4 4.0

2030 6.1 6.1 5.6 4.2

2031 6.1 6.1 5.7 4.3

2032 6.2 6.2 5.9 4.4

2033 6.2 6.2 6.1 4.5

2034 6.2 6.2 6.3 4.6

2035 6.3 6.3 6.5 4.7

2036 6.3 6.3 6.7 4.7

2037 6.3 6.3 6.8 4.8

2038 6.3 6.2 7.0 4.9

2039 6.3 6.2 7.2 5.0

2040 6.3 6.2 7.3 5.1

2041 6.3 6.1 7.5 5.2

2042 6.2 6.1 7.6 5.3

2043 6.2 6.1 7.8 5.4

2044 6.2 6.0 8.0 5.4

2045 6.2 6.0 8.1 5.5

2046 6.1 6.0 8.3 5.6

2047 6.2 6.0 8.4 5.7

2048 6.1 6.0 8.6 5.7

2049 6.1 5.9 8.7 5.8

2050 6.1 5.9 8.9 5.9

2051 6.1 5.9 9.0 6.0

2052 6.1 5.9 9.2 6.0

2053 6.1 5.9 9.4 6.1

2054 6.1 5.9 9.5 6.2

2055 6.1 5.9 9.7 6.3

2056 6.1 6.0 9.8 6.3

2057 6.1 6.0 10.0 6.4

2058 6.1 6.0 10.2 6.5

2059 6.2 6.0 10.4 6.6

2060 6.2 6.1 10.6 6.7

2061 6.2 6.1 10.8 6.8

2062 6.2 6.1 10.9 6.9

2063 6.2 6.1 11.1 7.0

2064 6.2 6.1 11.3 7.1

2065 6.2 6.1 11.5 7.2

2066 6.2 6.1 11.7 7.3

2067 6.2 6.2 11.9 7.4

2068 6.3 6.2 12.1 7.5

2069 6.3 6.2 12.3 7.5

2070 6.3 6.2 12.5 7.7

2071 6.3 6.2 12.6 7.8

2072 6.3 6.2 12.8 7.9

2073 6.3 6.3 13.0 8.0

2074 6.4 6.3 13.2 8.1

2075 6.3 6.3 13.4 8.2

2076 6.3 6.3 13.6 8.3

2077 6.3 6.3 13.8 8.4

2078 6.4 6.3 14.0 8.5

2079 6.4 6.3 14.2 8.6

2080 6.4 6.3 14.4 8.7

2081 6.4 6.3 14.6 8.8

2082 6.4 6.3 14.8 8.9

2007 Medicare
2015 Medicare
2007 Social Security
2015 Social Security

2020 2040 2060 2080
0

5

10

15

20

Effect of
slowing
health
care
cost
growth

This can be seen most clearly by disentangling trends in Social Security from trends in
Medicare. Social Security spending is essentially driven entirely by demographics—people
become eligible for it by reaching retirement age. Medicare spending trends, conversely,
are driven by both demographics (people reaching the age of eligibility) and by the rising
per capita cost of health care. The CBO’s 2007 long-run budget projections exhibit entirely
different trajectories. Social Security spending undertakes a level shift between 2015 and
2030 and then largely stays constant (as a share of gross domestic product). Medicare, on
the other hand, sees its cost continually spiral upward. And the cause of this upward spiral
is entirely the excess cost of health care.

By 2016, the rapid deceleration of health care spending has led the trajectory of Medicare
spending to converge to Social Security, as shown in Figure C. In short, a decade ago,
relying only on new revenues to ensure long-run fiscal sustainability would have required
a rapid upwards ratchet in taxation to cover health spending. This is no longer true.

What about nonhealth federal spending?

So far, we have documented that essentially all of the rise in projected federal spending
over the next 30 years can be accounted for by rising health care spending, and that much
evidence suggests that having the federal government manage these health care costs
instead of households is likely to boost living standards. This raises a related question of
whether or not current federal spending commitments besides health care are valuable
enough to be preserved and financed with new revenue rather than be cut back (possibly
to make way for more health spending)?

7



There is plenty of reason to think the answer to this is yes. The social insurance, income
support, and public investment functions of the federal budget are, by and large, run
efficiently and provide huge value to American families. There is no compelling economic
reason to think they should be substantially scaled back.

Social insurance

The American commitment to social insurance is quite thin compared with the
commitment of our international peers, and a large body of research argues strongly that
social insurance programs are not a drag on economic growth.3 But they are supremely
valuable to those who receive them. For example, in 2014 61.1 percent of “aged
households” in the United States relied on Social Security for more than half of their
income, and 33.4 percent relied on it for more than 90 percent of their income.4 The
insurance products provided by Social Security (disability insurance, survivors’ insurance,
and fully inflation-adjusted annuities) are just not offered by private markets, and yet are
extraordinarily valuable. The introduction and expansion of Social Security led to rapid and
significant reductions in elderly poverty. This seems like an achievement to be at least
sustained (if not expanded upon).

Similarly, unemployment insurance (UI) in the United States is extremely stingy by
advanced country standards, yet the benefits of UI are large. For one, it acts as an
important macroeconomic automatic stabilizer. For another, it allows liquidity-constrained
households to maintain consumption during periods of joblessness, which both supports
economy-wide spending but also improves matching in the labor market, by allowing
potential workers to wait a bit and search for a job that is a good fit, rather than being
forced by desperation into taking the first available job.

Income support and safety net spending

The income support portion of the federal budget is similarly thin by international
standards. Figure D shows the difference in poverty rates pre- and post-taxes and
transfers for a range of countries. The larger this difference, the more a country’s tax and
transfer system aids in reducing poverty. It is apparent that the United States makes a
smaller policy effort to reduce poverty through the tax and transfer system than essentially
any other advanced nation.

Yet despite this poor relative effort, the programs that do exist have been the only reliable
economic tool lowering poverty rates in the United States over the past generation, as
rising inequality has kept the benefits of economic growth from decreasing market-based
poverty (poverty as measured by the incomes households bring in before government
taxes and transfers such as Social Security). For example, market-based poverty actually
rose between 1967 and 2007, but increased transfers reduced the overall poverty rate (as
measured by the supplemental poverty measure, or SPM), from 19.3 to 14.3 percent (Fox et
al. 2014).

Further, recent research provides evidence that much of what is classified as income
support in the federal budget actually generates high investment returns as well. One
study finds large improvements in the health of adults who had access to food stamps
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Figure D Income support and safety net spending in United States
lags peers
Extent to which taxes and transfer programs reduce the relative poverty rate, selected
OECD countries, late 2000s

Note: This figure plots the differences between each country's pre– and post–tax and transfer relative poverty rate,
where relative poverty is the share of individuals with income below half of household-size-adjusted median income.

Source: Authors' analysis of Organization for Economic Cooperation and Development Stat Extracts (data group la-
beled "late 2000s")
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when they were children (Hoynes, Schanzenbach, and Almond 2014). Another shows that
childhood access to Medicaid also leads to improved adult outcomes (Brown, Kowalski,
and Lurie 2015). Finally, even straight transfers of cash to poor households with children
are found to improve school performance and academic achievement (Duncan, Ziol-Guest,
and Kalil 2008).
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Figure E More public capital leads to faster productivity growth
Average growth rate of public capital stock and productivity, 1953–2007

Note: Public capital excludes defense capital stock. Productivity measures, which cover the nonfarm business sector,
are in five-year averages.

Source: Author's analysis of Bureau of Economic Analysis Fixed-Assets Accounts (Table 7.6A and 7.6B) and Bureau of
Labor Statistics Labor Productivity and Costs in refs public data series

Year

Public,
non-defense

capital
stock Productivity

1953 3.684% 3.360%

1954 3.880% 3.076%

1955 4.013% 2.586%

1956 4.134% 1.900%

1957 4.283% 2.055%

1958 4.506% 2.044%

1959 4.574% 2.428%

1960 4.589% 1.814%

1961 4.685% 2.582%

1962 4.768% 2.975%

1963 4.831% 3.230%

1964 4.958% 3.048%

1965 5.143% 3.432%

1966 5.273% 3.526%

1967 5.335% 2.969%

1968 5.282% 2.950%

1969 5.050% 2.398%

1970 4.666% 2.078%

1971 4.205% 2.163%

1972 3.738% 2.478%

1973 3.307% 2.424%

1974 2.996% 2.068%

1975 2.782% 2.320%

1976 2.606% 2.189%

1977 2.426% 1.837%

1978 2.332% 1.471%

1979 2.268% 1.712%

1980 2.226% 1.109%

1981 2.141% 0.723%

1982 2.050% 0.198%

1983 1.901% 0.815%

1984 1.808% 1.298%

1985 1.785% 1.677%

1986 1.864% 2.012%

1987 2.014% 2.284%

1988 2.158% 1.734%

1989 2.246% 1.484%

1990 2.326% 1.525%

1991 2.375% 1.217%

1992 2.408% 1.958%

1993 2.400% 1.739%

1994 2.339% 1.791%

1995 2.269% 1.506%

1996 2.254% 1.714%

1997 2.229% 1.221%

1998 2.264% 1.697%

1999 2.379% 2.156%

2000 2.449% 2.753%

2001 2.473% 2.822%

2002 2.544% 3.427%

2003 2.577% 3.576%

2004 2.509% 3.442%
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2006 2.305% 2.685%

2007 2.182% 2.081%
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Public investment

Finally, it is worth noting that the current level of public investment provided for by the
federal budget is likely already too low. Figure E shows trends in public investment and
productivity growth over the past 50 years. The relationship in the chart is confirmed by
dozens of academic studies: public investment boosts private productivity growth and
carries quite high rates of return. Given that recent years have seen a sharp deceleration
in productivity growth, it seems clear that maintaining the current level of federal
commitment to public investment should be the minimum we do.5

Stopping (or reversing) the rise in inequality
Finally, besides the effects of the Great Recession, the single-most destructive trend for
low- and moderate-income Americans’ living standards in the past generation has been
the rise in inequality. Bivens (2016) shows that for the bottom 90 percent, this rise in
inequality has put more downward pressure on household income growth since 1979 than
the slowdown in overall economic growth that occurred during this time. Figure F shows
actual income growth for the middle 60 percent of American households and what this
growth could have been had their incomes risen in line with overall average income (i.e.,
had no increase in inequality taken place). The difference between these lines can be
thought of as an inequality tax that has lowered incomes for the vast majority. By the time
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Figure F The U.S. middle class has faced a huge “inequality tax” in
recent decades
Household income of the broad middle class, actual and projected, assuming it grew at
overall average rate, 1979–2013

Note: Data show average income of households in the 20th–80th percentile.

Source: EPI analysis of Congressional Budget Office data. Reproduced from Figure I in Raising America’s Pay: Why
It’s Our Central Economic Policy Challenge.

Year Actual
Projected

1979
$

61,550
$ 61,550

1980
$

59,506
$ 59,527
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$

59,157
$ 59,317

1982
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58,082
$ 59,213

1983
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57,173
$ 59,520
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$
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$

60,492
$ 63,780

1986
$

62,343
$ 68,523

1987
$

61,433
$ 66,324
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$

62,300
$ 69,100

1989
$

63,164
$ 69,648

1990
$

63,402
$ 69,136

1991
$

62,430
$ 67,433

1992
$

62,824
$ 69,370

1993
$

63,483
$ 69,654

1994
$

64,001
$ 70,576

1995
$

66,000
$ 73,309

1996
$

66,706
$ 75,677

1997
$

67,795
$ 78,567

1998
$

70,031
$ 82,290

1999
$

71,814
$ 85,759

2000
$

71,697
$ 86,986

2001
$

71,770
$ 82,500

2002
$

70,123
$ 79,095

2003
$

70,210
$ 80,289

2004
$

72,569
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the Great Recession hit, this inequality tax was suppressing middle-class incomes by
nearly a quarter, or roughly $18,000 per year.

Fiscal policy is the most direct policy lever that can be used to lean against this rising tide
of inequality and redistribute income from those who have seen the biggest gains in
market-based income to those who have seen market-based incomes stagnate. This fiscal
policy effort should include changes on both the spending and the revenue side of the
budget to push back against inequality.

On the spending side, there are clearly ways that the United States could deepen and
modernize its social insurance and income support programs to move us closer to
international norms. As noted earlier, our attempts to fight poverty with taxes and transfers
have constituted the only progress made on this front in the past generation of economic
life, yet these efforts remain paltry in international comparisons. Key low-hanging fruit for
making progress on these scores include modernizing the unemployment insurance
system and extending the earned income tax credit to childless adults.

Further, public investment in rebuilding core infrastructure has been shown in much
research to provide large economic benefits. But public investment need not be restricted
to just this “core” infrastructure (streets, bridges, and sewers)—much additional evidence
shows that investments in education, clean energy, and early child care and development
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Table 1 Plenty of revenue available at the top
Static revenue available by taxing at 1979 rates, by percentiles (in billions of 2013 dollars)

1989 2000 2007 2013

Top 1 percent $60.9 $49.3 $167.5 $22.6

Top 5 percent 76.0 38.5 196.7 37.0

Top 10 percent 82.9 36.5 229.2 64.1

Source: Congressional Budget Office (2016c). The Distribution of Household Income and Federal Taxes, 2013.

would similarly yield large social returns. Importantly, these returns are likely to be more
broadly distributed than returns from private investment.6

In short, expanding federal commitments to social insurance, income support, and public
investment seems like a wise and decent response to the very large increase in income
inequality that has occurred over the past generation. Such an expansion would require an
increase in revenues, and to maximize the extent that such a new policy package would
lean against inequality, it makes sense to finance much of this with progressive revenue
sources.

Taxes were made less progressive over much of
the last generation
If there was any economic policy benefit stemming from the rise in income inequality over
the past generation, it should have been rising tax revenues resulting from a progressive
tax system. Unfortunately, policymakers have too often squandered this potential benefit
by cutting taxes—including often large tax cuts for high-income households.

Table 1 shows the static revenue attainable (in billions of 2013 dollars) from returning
federal tax levels for the top 1, 5, and 10 percent simply to the rates they paid in 1979. In
2013, taxing the top 1 percent as they were taxed in 1979 would have brought in $22.6
billion, for the top 5 percent the revenue possible would be $37.0 billion, and for the top 10
percent it would be $64.1 billion. This roughly $64 billion would close about a quarter of
“fiscal gap” in the last year (see CBO 2016a). Further, top tax rates certainly do not have to
be capped at 1979 levels. As we will detail later, there is evidence that the revenue-
maximizing top income tax rate may be as high as 83 percent. Further, besides just raising
rates, a number of base-broadening measures with progressive incidence could also be
enacted.

The table also shows the extent to which Republican administrations have rolled back
progressive taxation while Democratic administrations have raised taxes on higher-income
households. In general, households in the top income groups saw their tax rates fall during
the administration of Ronald Reagan, rise during the administration of Bill Clinton, fall again
during the George W. Bush administration, and eventually tick back up significantly in the
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Table 2 Tax cuts since 1979 reduce progressivity and revenue
Effective tax rates by type, 1979 vs. 2013

Average Individual Income
Tax Rate

Average Payroll
Tax Rate

Average Corporate
Income Tax Rate

Year 1979 2013 1979 2013 1979 2013

Lowest quintile 0.0 -7.2 4.9 8.0 1.3 0.8

Second quintile 4.0 -1.2 7.6 7.8 1.7 0.8

Middle quintile 7.4 2.6 8.5 8.3 2.0 0.9

Fourth quintile 10.1 6.1 8.5 9.0 2.2 1.2

Highest quintile 15.9 15.5 5.5 6.7 5.1 3.7

All quintiles 11.0 9.2 6.8 7.7 3.4 2.5

81st to 90th
percentiles

12.3 9.2 7.9 9.4 2.6 1.5

91st to 95th
percentiles

14.1 11.6 7.1 8.9 3.1 1.9

96th to 99th
percentiles

16.8 16.1 4.4 6.8 5.3 3.0

Top 1 percent 22.6 23.6 1.0 2.4 11.1 7.7

Source: Congressional Budget Office (2016c). The Distribution of Household Income and Federal Taxes, 2013

second term of Barack Obama, following tax changes in 2013 stemming from the so-called
“fiscal cliff” deal, the American Taxpayer Relief Act of 2012 (ATRA). It should be noted,
however, that income tax rates for the bottom 80 percent of households have fallen
steadily over time across all administrations.

To see what is behind the loss of tax progressivity, Table 2 focuses on the differences in
the average effective tax rates (individual, payroll, and corporate) faced by income groups
in 1979 and 2013. In particular, the highly progressive corporate income tax (since 75
percent of its incidence is assigned to owners of capital) has significantly eroded as a
revenue source. The top 1 percent faced effective corporate rates of 11.1 percent in 1979,
now they face an effective rate of only 7.7 percent. Likewise, increasing average payroll tax
rates have less effect on the top 1 percent due to income over $118,500 being exempt
from the Social Security portion of the payroll tax (the largest portion).

The loss of federal tax progressivity is magnified because federal taxes are just one
component of total taxes—and they have always been by far the most progressive
component of overall taxes. As Figure G shows, federal taxes constitute about two-thirds
of total tax collections, while state and local taxes make up one third. This makes federal
taxes crucial, because state and local taxes are overwhelmingly regressive and mitigate a
significant amount of the tax progressivity of federal taxes.
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Figure G State and local taxes make up one-third of total tax
collections
State/local and federals hare of total tax receipts, 1945–2015

Source: Bureau of Economic Analysis (U.S. Department of Commerce). National Income and Product Accounts. Vari-
ous years. National Income and Product Accounts Tables. Tables 3.2 and 3.3
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1950 74.4% 25.6%

1951 77.4% 22.6%

1952 76.6% 23.4%

1953 76.1% 23.9%
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1956 73.3% 26.7%
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1962 70.2% 29.8%
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2000 69.0% 31.0%
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Just how much state and local taxes dilute the progressivity of the tax system can be seen
in Figures H, adapted from Citizens for Tax Justice (CTJ 2016). This figure shows that once
state and local taxes are accounted for the overall effective tax rates on the bottom 20
percent are in fact quite high—19.3 percent. Further, while the tax system is progressive
overall, it flattens out considerably near the top. The fourth quintile (taxpayers in the 61st to
80th percentiles) pay effective tax rates of 30.6 percent, while the top 1 percent faces an
only slightly higher effective rate of 33.7 percent.

The Institute on Taxation and Economic Policy (ITEP 2015) also notes that some states’ tax
systems are particularly regressive. For instance, in Washington, which has no income tax,
the bottom 20 percent pay an effective rate of 16.8 percent while the top 1 percent pay 2.4
percent; in Florida, which also has no income tax, the bottom 20 percent pay an effective
rate of 12.9 percent while the top 1 percent pay only 1.9 percent. When one-third of the
average individual’s tax bill is this starkly regressive, the final two-thirds, federal taxation,
are vital to ensuring the overall progressivity of the entire tax system.

Can raising top tax rates stop even pre-tax inequality from rising?

The most important and well-established channel through which higher tax rates on high-
income households can combat inequality is by making more public spending possible.
Whether it’s preserving current federal spending commitments or creating new
commitments, federal non-defense spending is extremely progressive in incidence, so
anything that allows it to be expanded will be a progressive win.
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Figure H Progressivity of the overall tax system flattens near the top
Total federal, state, and local effective tax rates in 2016, by income percentile

Note: Figure is adapted from CTJ report (http://ctj.org/ctjreports/taxday2016.pdf ).

Source: Institute on Taxation and Economic Policy (ITEP) Tax Model, April 2016, and Citizens for Tax Justice (CTJ),
April 2016
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But the beneficial inequality-fighting effects of higher top tax rates may be even larger
than this. Thomas Piketty, Emmanuel Saez, and Stefanie Stantcheva (2014) build a
framework for and find evidence suggesting that high marginal income tax rates may be a
crucial economic tool for shifting economic leverage and bargaining power toward low-
and middle-wage workers. Essentially, if higher marginal tax rates reduce the incentive for
well-placed economic actors (think CEOs) to claim as much of an enterprise’s income as
possible, it may leave more money on the table for raises for rank and file workers. To
believe this channel is important, one has to think that bargaining power matters for wage
determination, but, a host of economic evidence indicates exactly this.

Piketty, Saez, and Stantcheva (2014) find that the empirical evidence is indeed consistent
with these compensation bargaining effects, both within the United States over time and
across a range of advanced countries. Figure I, taken from Piketty, Saez, and Stantcheva,
shows visually how this zero-sum transfer seems likely at play across countries. Relative to
the top 1 percent, income growth for the bottom 99 percent slowed most where top
income tax rates were cut the most.

In this international evidence, Piketty, Saez, and Stantcheva also look at the link between
top tax rates and economic growth. They find (as many others have before them) no
significant relationship between the two; higher tax rates (again) just do not kill the golden
goose of economic growth.

While the evidence from the macro level is suggestive, Piketty, Saez, and Stantcheva
(2014) also consider micro-level evidence drawn from CEO pay. They check the extent to
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Figure I As top marginal income tax rates fell, inequality rose
Top 1% share and top tax rates 1960–2009

Source: Piketty, Saez, and Stantcheva (2014)
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which CEO pay responds to top tax rates, and the extent to which such a response comes
through the compensation bargaining channel instead of productive effort (i.e., the extent
to which CEOs secure pay increases through their bargaining power rather than by
becoming more productive top managers) . They find evidence “that CEOs are rewarded
for luck and that the prevalence of pay for luck is reduced by top tax rates.” They also find
evidence that CEOs are more rewarded for luck than the average worker, and that
workers’ pay for luck is not sensitive to the fall in top tax rates—consistent with a CEO
zero-sum compensation bargaining explanation and inconsistent with productivity
explanations. They also find international evidence suggesting that CEO compensation is
more in line with rent-seeking. This is consistent with evidence from Bivens and Mishel
(2013) who also found that the pay of CEOs and financial professionals is indicative of rent
seeking.

That the rise of top incomes seems consistent with zero-sum redistribution rather than net
income generation is critical to income tax policy. Rather than being worried about choking
off growth—and modest growth at that—policymakers should be more concerned that
growing top incomes are coming at the expense of the vast majority. Piketty, Saez, and
Stantcheva (2014), using estimates consistent with their evidence, find that the optimal top
income tax rate when taking into account compensation-bargaining and rent-seeking is 83
percent. The intuition for why such a high tax rate is optimal is exactly that though high top
income tax rates could modestly slow growth, these rates are a critical tool holding back
CEOs and other top earners from engaging in rent seeking bargaining at the expense of
the rest of us. While a top rate of 83 percent is certainly currently politically unlikely,
concerns about rampant income inequality should mean that at the very least there is little
to be lost from experimenting with continuing to raise top marginal income tax rates.
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Meeting all three fiscal challenges
with one policy tool: progressive
taxation
There is one policy lever that threads the needle in regard to meeting all the concerns
noted above: making sure that fiscal policy does not drag on recovery, ensuring long-run
fiscal sustainability, and pushing back against the rise of inequality. This lever is
progressive taxation, and in particular progressive taxation that obtains a larger
contribution from the very top of the income distribution.

There is a wide literature now on which fiscal policies provide the most stimulus or drag.7

This literature highlights that progressive tax increases provide less fiscal drag than any
other deficit-reducing policy. This means that if policymakers are determined to start deficit
reduction sooner rather than later, it makes by far the most sense to begin this deficit
reduction with progressive tax increases, as these will impose the least drag on continuing
recovery.

The rise in inequality over the past generation argues strongly that the burden of financing
current federal spending commitments in the long run should be largely borne by that
relatively small group of households that have disproportionately benefited from economic
growth in recent decades. Further, a deeper and more modern system of social insurance
and income supports are needed if policymakers want to guarantee going forward that
living standards for the vast majority will keep pace (at least roughly) with overall economic
growth.

Because spending can be targeted at low- and middle-income households, it is often
thought to be the more powerful tool in the fiscal policy kit to raise living standards. But
new research shows that more progressive taxes—and particularly higher top marginal
rates—can also be powerful dampers on the rise in market-based inequality. In essence,
by directing more pre-tax income to the vast majority, higher top marginal rates carry the
promise of reducing how much redistributive spending is needed to keep low- and middle-
income households’ incomes in line with overall growth.

The ability of progressive tax increases (particularly if they are used to finance transfers to
low- or moderate-income households) to directly lean against rising market-based
inequality is obvious. However, these increases may not just lean against the rise in
market-based inequality, they may help contain this market-based rise directly. A relatively
new set of literature highlights the fact that incomes in the U.S. economy are not
distributed in competitive markets based simply on individuals’ marginal productivity.
Instead, income distribution is largely a function of bargaining power. Well-placed
economic actors (think corporate CEOs) balance the benefits of bargaining hard against
their employees and shareholders for every last dime in compensation they receive
against the costs of this strategy (public outrage over the scale of compensation and
tactics used to achieve it). Higher marginal tax rates tilt this calculus away from hard
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bargaining and may make the “outrage constraint” more binding. In this way, higher
marginal tax rates may actually compress the pre-tax distribution of income.

Some policy guidance for raising
revenue progressively
This final section ends with broad guidelines about how policymakers should approach
the problem of boosting revenue collected from progressive sources. Too often the issue
of progressive tax increases is framed simply as raising the top marginal income tax rate.
The United States certainly has a top rate today that sits below the revenue-maximizing
rate, so some increase in this should be part of the progressive revenue equation. But
there are numerous other policy options that can raise revenue progressively. Most of
these can be split into two broad categories: traditional tax reform on earned income that
seeks to both raise rates and broaden the tax base and tax reform aimed at narrowing the
gap in tax rates faced by earned income and income derived from wealth.

In the rest of this section, while not endorsing any exact parameter value, it is nevertheless
convenient to reproduce a table (Table 3 below) of EPI Policy Center’s analysis of the
Congressional Progressive Caucus budget for fiscal year 2017. This gives a general idea of
the amount of revenues available through enacting various progressive policy options.

Raise rates and broaden the base on earned
income
Broadening the tax base and raising top tax rates should be seen as complements, not
substitutes (Fieldhouse 2013). This stands in contrast to the adage, adopted following the
passage of the bipartisan Tax Reform Act of 1986, that tax reform should broaden the base
and lower the rates. After all, if the main problem to be solved in tax reform today is
insufficient revenue, it seems odd indeed to think lower rates should be a clear priority.

The driving force behind this complementary interaction between base-broadening and
rate increases is tax avoidance. When the income tax base is riddled with loopholes, those
at the top can easily pay an accountant to ensure that their income appears in lower-taxed
forms. In such a scenario, increases in top tax rates will be easily dodged as those at the
top shift the form or timing of their income. The prototypical example here is the carried
interest loophole, through which the income of investment managers is considered capital
income, and hence taxed at the 23.8 percent rate charged to capital gains rather than the
full top income tax rate on earned income of 43.4 percent. If the top individual federal
income tax rate on earned income were increased to 80 percent tomorrow, hedge fund
managers would not pay a penny more, and we would likely see even more income start
being attributed to capital. In contrast, the loophole itself could safely be ignored if the
rates on capital and labor income were equalized.
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Table 3Revenue projections taken from CPC FY2017 budget alternative (billions of dollars)

Total

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2017–2021 2017–2026 2016–2026

Additional revenue policy adjustments (impact on primary budget deficit, billions of dollars)

Immediately
revert to 36% and
39.6% rates for
those above
$250k/$200k.
Leave in place
other Bush tax
cuts permanently.
Enact Fairness in
Taxation Act, and
tax rate
equalization

54 137 143 150 158 165 173 182 191 200 642 1,553 1,553

Repeal the
step-up basis for
capital gains at
death

62 66 70 74 79 84 89 95 100 107 351 825 825

Cap the value of
itemized
deductions at 28%

31 50 55 60 64 68 73 77 82 86 260 646 646

End exclusion of
foreign-earned
income

7 7 7 8 8 8 9 9 10 10 36 83 83

Subject all
pass-through
entities to the
self-employment
tax and the 3.8%
ACA Medicare tax

17 23 25 26 27 28 29 31 32 34 118 272 272

End deferral and
reform foreign tax
credit

71 75 79 82 87 91 95 100 105 110 393 895 895

Minor corporate
tax releases

12 13 14 14 16 16 17 18 19 21 69 161 161

Limit deductibility
of executive
bonus pay

4 5 5 5 4 4 4 4 3 3 24 42 42

Reduce the
deductibility of
corporate meals
and entertainment
(25%)

5 7 7 7 7 7 8 8 8 8 33 71 71

Increase the
excise tax on
cigarettes by 50
cents per pack

3 4 4 4 4 4 4 4 4 4 17 35 35

Eliminate fossil
fuel preferences
(EPWA)

12 13 13 13 14 14 14 15 15 15 65 139 139

Carbon and gas
tax

86 125 139 151 165 178 186 195 201 209 667 1636 1636
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Table 3 (cont.) Total

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2017–2021 2017–2026 2016–2026

Financial
transactions tax

62 85 87 90 93 95 98 101 105 108 417 924 924

Excise tax on
systemically
important
financial
institutions

6 11 11 11 11 12 12 12 13 13 50 111 111

Progressive
estate tax reform

3 14 18 23 25 26 28 30 32 34 82 231 231

* Supplemental spending includes disaster and emergency.

Note: Numbers may not add due to rounding.

Source: Blair (2016)

Jon Gruber and Emmanuel Saez (2002) find that the taxable income of high-income
households after deductions is much more responsive to changes in tax rates than their
taxable income before deductions. This means that the increase in tax revenue following
rate increases is constrained by high-income households’ ability to exploit loopholes.
Peter Diamond and Saez (2011) use these estimates to show how revenue-maximizing top
income tax rates vary depending on how broad the tax base is. They estimate that the
optimal top tax rate using the current taxable income base is 54 percent. However,
eliminating deductions allows for a broader base and less ability to shift income to tax-
favored forms, and they find the optimal top tax rate with a broader income base with no
deductions would be 80 percent.

Therefore, the elimination of some deductions, exclusions, and other various loopholes
increases the revenue-maximizing top rate. Throwing away this potential benefit by cutting
rates seems odd in an economy that will likely need more revenue in the future. Further,
base-broadening can, by itself, add to the tax code’s progressivity. Various deductions,
exclusions, and loopholes in the tax code are overwhelmingly regressive and their
elimination would allow increased top tax rates to translate into even higher effective rates
on top incomes.

A key example is the numerous deductions in the tax code, for items such as mortgage
interest payments, state and local income taxes, and charitable contributions. A deduction,
by its nature, benefits those who have the highest marginal tax rate, meaning that their
value is slanted toward higher-income households. These deductions as well as some
other features of the tax code (tax exclusions for the value of employer-provided health
benefits, for example) are often labeled “tax expenditures.”

It is occasionally claimed that these tax expenditures are not hugely important for the very
rich (say the top 1 percent), but are instead really important to the entire top fifth of the
income distribution. However, for some deductions such as the deduction for state and
local taxes and the deduction for charitable contributions, this is an incorrect perception.
According to the CBO (2013b), 80 percent of the benefit of the deduction for state and
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local taxes goes to the top 20 percent, with 30 percent of the benefit going to the top 1
percent alone. Likewise, 84 percent of the benefit of the deduction for charitable interest
goes to the top 20 percent, with 38 percent of the benefit going to the top 1 percent. For
some other deductions and exclusions, while it may not be the very top of the income
distribution that benefits the most, the stark regressivity up until that point should not be
ignored. While “only” 14 percent of the benefit for the exclusion of net pension
contributions and earnings goes to the top 1 percent, this is almost as much as for the
bottom 60 percent (which receives 16 percent of the benefits). Similarly, while only 15
percent of the benefit of the mortgage interest deduction goes to the top 1 percent, only 8
percent of its benefit goes to the bottom 60 percent.

One obvious policy response to the issue of deductions is to cap the tax benefits of a
deduction at 28 percent. This is a policy that would essentially only affect taxpayers at the
$250,000 threshold and above. Capping the value of deductions at 28 percent would
raise $646 billion over 10 years, making it strongly progressive and effective as a revenue-
raiser.

Idiosyncratic objections to such a policy are often shortsighted. For example, scaling back
the deduction for charitable giving is often greeted with staunch opposition from nonprofit
groups and charities. But a package of reforms that did this and also increased estate
taxes would almost surely offset any effect of eliminating the charitable deduction in terms
of total money flowing to the nonprofit sector.

Taxing capital and wealth
The most egregiously regressive tax expenditure is the preferential rate on capital gains
and dividends. According to CBO (2013b), the bottom 40 percent get effectively nothing
from this expenditure. The next 40 percent get only 7 percent of its benefits, and the top
20 percent claim 93 percent of the benefit. The top 1 percent get fully 68 percent of the
benefits.

Besides base-broadening, addressing this tax expenditure would also be an important
step forward in reducing the gap in tax rates faced by income earned from labor versus
income accrued from wealth-holding. Raising tax rates faced by capital income is a key
part of bolstering the progressivity of the tax code. According to the CBO (2016c), the top 1
percent of households earn 54 percent of total capital income; the bottom 90 percent of
households earn just 22 percent.

However, there is a loophole for capital income that makes simply taxing unearned income
at the same rate as earned income not enough—the step-up basis for capital gains at
death. The step-up basis allows for capital gains held until death to go untaxed. In the
absence of closing this loophole, higher rates of capital taxation will still be avoided.
Repealing the step-up basis of capital gains at death would raise $825 billion over 10
years.

There are many ways to increase the effective tax rates on capital and wealth, some less
obvious than others. For instance, the corporate income tax is widely viewed as falling on
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capital. The details of corporate income taxation are described in full in the following text
box.

Other options for taxing wealth include a financial transactions tax—a small tax on the sale
of stocks, bonds, derivatives, and other investments. A financial transactions tax (FTT)
would be highly progressive, its incidence falling proportional to the distribution of wealth
in the economy. And it would be an efficient way to raise between $110 and $403 billion
per year in gross revenues (Bivens and Blair 2016a). There are also other options for
raising revenues from the financial sector. Taxes could be placed on the size, leverage, or
other possible measures of the riskiness that banks pose to the economy. One such
option, an excise tax on systemically important financial institutions, could raise $111 billion
over 10 years.

Larger and more robust taxation of inherited wealth is also a necessary component of a
progressive tax system. An increased and broader estate or inheritance tax mitigates the
effects of inherited wealth on inequality. Senator Sanders’ Responsible Estate Tax Act of
2010 would raise $231 billion over 10 years.

Another key issue in taxing wealth is ending the loophole that allows heirs to avoid paying
capital gains taxes on inherited wealth. Take the example of somebody who bought
Amazon stock in 1997 at $1.50 per share. They then pass this stock onto their heirs in 2016
when the stock is trading at over $800 per share. These heirs would face no taxation on
the capital gain. Ending this “step-up” basis would not only raise money directly, it also
increases the revenue-maximizing rates on capital gains by foreclosing avoidance
schemes.

Using the corporate tax code to tax wealth

The corporate income tax stands as the clearest indicator of the erosion of progressive
taxation. The corporate income tax in general is progressive because most analysts agree
that its burden (or “incidence”) largely falls on capital. For instance, the CBO assigns 75
percent of the incidence of the corporate income tax to capital and only 25 percent to
labor. And as we have detailed, the distribution of capital is steeply skewed.

However, as Figure J shows, the corporate income tax has eroded substantially since the
1950s. Despite corporate profits accounting for 8.5 percent of GDP the corporate income
tax only brings in 1.9 percent of GDP.

The top corporate income tax rate was slashed from 52 percent in the 1950s to 34 percent
by the end of the 1980s, driving the initial steep decline. Since then, the amount of
revenue brought in by the corporate income tax has largely followed the business cycle.
But, recent high profits as a percentage of GDP have hardly translated to higher revenues.
This recent trend is largely driven by tax avoidance, both corporate income tax avoidance
by multinational corporations and tax avoidance facilitated by the reclassification of
corporate income.
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Figure J Corporate profits are way up, corporate taxes are way down
After-tax corporate profits versus corporate tax revenue, as a share of GDP, 1952–2015

Source: ATF and EPI analysis of BEA (2016) and OMB (2016)

Fiscal
year

Corporate
income

tax
revenue

After-tax
corporate

profits

1952 5.9% 5.5%

1953 5.6% 5.1%

1954 5.4% 5.6%

1955 4.4% 6.6%

1956 4.8% 6.2%

1957 4.6% 5.8%

1958 4.2% 5.2%

1959 3.4% 6.1%

1960 4.0% 5.9%

1961 3.8% 5.9%

1962 3.5% 6.6%

1963 3.5% 6.9%

1964 3.5% 7.2%

1965 3.6% 7.8%

1966 3.8% 7.6%

1967 4.1% 7.1%

1968 3.2% 6.6%

1969 3.7% 5.7%

1970 3.1% 4.8%

1971 2.4% 5.4%

1972 2.6% 5.8%

1973 2.7% 5.8%

1974 2.6% 4.7%

1975 2.5% 5.2%

1976 2.3% 5.8%

1977 2.7% 6.3%

1978 2.6% 6.5%

1979 2.6% 6.0%

1980 2.3% 4.8%

1981 1.9% 5.1%

1982 1.5% 4.9%

1983 1.0% 5.5%

1984 1.4% 5.9%

1985 1.4% 5.9%

1986 1.4% 4.7%

1987 1.8% 4.8%

1988 1.8% 5.2%

1989 1.9% 4.7%

1990 1.6% 4.5%

1991 1.6% 5.1%

1992 1.6% 5.0%

1993 1.7% 5.1%

1994 2.0% 5.9%

1995 2.1% 6.3%

1996 2.2% 6.8%

1997 2.1% 7.2%

1998 2.1% 6.1%

1999 1.9% 5.9%

2000 2.0% 5.0%

2001 1.4% 5.2%

2002 1.4% 6.5%

2003 1.2% 7.1%

2004 1.6% 8.0%

2005 2.2% 8.1%

2006 2.6% 8.5%

2007 2.6% 7.5%

2008 2.1% 6.6%

2009 1.0% 7.8%

2010 1.3% 9.2%

2011 1.2% 9.3%

2012 1.5% 9.6%

2013 1.6% 9.4%

2014 1.9% 9.3%

2015 1.9% 8.5%
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Through a loophole known as deferral, large multinational corporations are able to
indefinitely put off paying the full 35 percent tax rate on profits that they book offshore.
And these ostensibly offshore profits are hardly earned abroad; they are largely profits
that have been shifted abroad through creative accounting maneuvers. Kimberly A.
Clausing (2016a) estimates that the United States currently loses over $100 billion a year in
revenue due to income-shifting by multinational corporations. Closing the deferral
loophole and ending the active financing exception that also facilitates this income
shifting—as well as instituting strong anti-inversion proposals to ensure that U.S.
companies do not simply relabel themselves as “foreign” following closure of the
loophole—could raise about $1 trillion over 10 years.

Offshore tax avoidance isn’t the only type of corporate tax avoidance, and the U.S.
Treasury is likely losing about as much money per year here at home with the rise of pass-
through corporations. As laid out in Cooper et al. (2015), while the capital income of a
standard c-corporation faces a total (corporate income level plus taxes on dividends)
average tax rate of 31.6 percent, that capital can escape much of this taxation by
reclassifying as either an s-corporation, and thereby face an average tax rate of 25
percent, or as the particularly lucrative form of a partnership, thereby facing an average
tax rate of only 15.9 percent. They find that the rise of pass-through businesses accounts
for 41 percent of the increase in top 1 percent income share. The Tax Policy Center (2016)
estimates that 69.8 percent of partnership and s-corporation income goes to the top 1
percent and 33.5 percent of partnership and s-corporation income goes to the top 0.1
percent.
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Low tax rates can be attained through pass-through business in a number of ways. For
instance, the income of investment managers tends to be classified as partnership income,
underscoring the importance of raising top income tax rates and equalizing the treatment
of capital and labor income. But, what makes partnerships particularly lucrative for tax
avoidance is their opaqueness. Cooper et al. (2015) find that when they collapse all
circular partnerships (those for which partnership income cannot be uniquely linked to a
nonpartnership owner) into one, this implies a tax rate of 8.8 percent. Clausing (2016b)
proposes levying a small tax on interpartnership dividends in order to minimize the tax
opportunities afforded by partnership opaqueness. Cooper et al. find that if pass-through
activity had remained at 1980s levels, tax revenue in 2011 would have been approximately
$100 billion higher.

Executive bonus pay is another corporate policy response to tax policy, as certain types
and amounts of executive bonus pay are deducted under the corporate income tax. While
curbing corporate deductions for stock options and limiting the deductibility of executive
bonus pay would bring in only $74 billion over 10 years, clamping down on the explosion
of CEO pay nevertheless serves a useful role for social norms.

We should at least track flows of wealth

Outside of taxation, policies to facilitate wealth tracking are necessary to ensure that those
at the top actually pay their taxes instead of simply hiding them in tax havens abroad. Tax
havens pose a problem not just because of legal corporate tax avoidance, but also illegal
income tax evasion. Gabriel Zucman (2014) estimates that about 8 percent of the global
financial wealth of households is held in tax havens or about $7.6 trillion at the end of
2013. Zucman notes that his method “probably delivers a lower bound,” as it is based only
on financial assets and makes note of two other estimates: the Boston Consulting Group
(2014) estimates an $8.9 trillion figure, and James Henry (2012) estimates a $32 trillion
figure. Based on Zucman’s estimates, $1.2 trillion of U.S. wealth is held in tax havens. This
amounts to $36 billion in lost tax revenue in 2013. Zucman proposes a world financial
registry to ensure collection of both corporate and individual income taxes “to check that
taxpayers duly report their assets and income, independently of what information offshore
bankers are willing to provide.”

Lots of money could be raised with smart and
progressive strategies to boost revenue
Contrary to some very loose analysis, the richest Americans are not tapped out, and
efforts to boost tax progressivity have not been maximized. For some simple reference,
the CPC budget referenced earlier raises $1.6 trillion over the next 10 years just through
three steps: ending the “step-up basis” for inherited wealth, equalizing capital and labor
income tax rates, and boosting top tax rates for those with incomes over $1 million as
described in Rep. Schakowsky’s Enact Fairness in Taxation Act. A well-designed financial
transactions tax could potentially raise even more than this.
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Appendix: Research shows that we can
clearly afford more-progressive taxes
The cornerstone of supply-side or “trickle-down” economics is the belief that regressive
tax cuts will cause an explosion of growth large enough to eventually raise the incomes of
all Americans. The most famous theoretical illustration of supply-side economics is the
concept known as the “Laffer curve.” The Laffer curve is an upside-down U-shaped curve
intended to describe the tax revenue that can be obtained from different tax rates. Low tax
rates cannot bring in much revenue by virtue of their small size, while a tax rate of 100
percent is also unlikely to result in much tax revenue since there is little incentive to earn
any income when 100 percent will be taxed away. Following this reasoning, the Laffer
curve must have a peak somewhere in between rates of 0 and 100 percent. Thus, the
theoretical foundation of the Laffer curve is that as tax rates increase, eventually enough
economic activity will be displaced that total revenue collections will actually start to fall;
the government is then said to be on the “wrong side” of the Laffer curve.

The most extreme position of supply-side economics is just this; it holds that current rates
are on the wrong side of the Laffer curve, so cutting taxes could unleash enough
economic growth to actually increase tax revenues. Such extreme predictions were
always theoretical constructs that never bore out in the data, but at this point it should be
absolutely clear that this version of supply-side economics does not even pass the laugh
test. The Bush administration enacted tax cuts but is not remembered for unleashing such
spectacular rates of economic growth that deficits actually decreased.8 In 2012, Kansas
Governor Sam Brownback framed his tax cuts as “a shot of adrenaline into the heart of the
Kansas economy” and a “real, live experiment” for supply-side economics. The promised
growth never materialized. Instead, the state coffers were drained, with revenues
consistently under projections. Rather than reverse his failed experiment, the response
from Governor Brownback was to double down. Necessary public investments such as
education spending were cut and regressive tax hikes were used to cover any remaining
difference. The experiment has culminated with Kansas Republicans themselves losing
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patience and ousting more than a dozen Brownback-aligned incumbents in this year’s
primary elections.

Tax cuts and growth: Even in theory much less than meets
the eye

Extreme positions aside, income tax rates can theoretically have an effect on growth
through multiple channels. When considering all of the channels, the final effect of income
tax rates on growth turns out to be theoretically ambiguous, so that empirical estimates
are particularly important, and substantially contingent on the details of any proposed tax
cut.

In the long run, taxes can affect growth through changing the labor supply decisions and
the savings, or capital accumulation decisions of individuals. A larger supply of labor
boosts the amount of goods or services the economy can produce in a year by increasing
the number of workers creating those goods and services. When the economy is at full
employment, increased savings will increase the capital stock—the machines and tools
available for workers to create goods and services. This capital deepening will then boost
productivity—how much of a good or service can be made by the average worker in the
economy in a given amount of time—likewise boosting economic growth.

That tax cuts could theoretically boost labor supply is indeed true. Rate cuts will raise the
after-tax return to working thereby making working an additional hour more attractive than
an additional hour of leisure—this is known as the substitution effect. However, there is
also an offsetting income effect. Higher after-tax returns mean that individuals take home
more money for a given amount of hours worked, all else equal acting as a disincentive
towards more work. Intuitively, workers are able to reach their current level of after-tax
income even while working fewer hours, and so they may simply work fewer hours. The
cumulative response of a worker to both of these effects is ambiguous, and hence
empirical estimates of the labor supply elasticity are needed to tease out which of these
effects is larger.

Substitution and income effects also drive the response to changes in the after-tax return
to capital. Tax cuts lead to a higher after-tax rate of return to capital, making saving more
attractive than spending—the substitution effect. At the same time, higher after-tax rates of
return mean that an individual can attain the same level of future consumption with fewer
savings, reducing savings—the income effect. Again, the combined effect is unclear, and
empirical estimates of the savings elasticity must be teased out from the data. Changes to
the corporate income tax would also affect behavior through the savings channel, as most
economists view the incidence of the corporate income tax as falling largely on capital
(Bivens and Blair 2016b).
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Even in theory, tax cuts only boost growth if paired with
spending cuts

There is, however, one further theoretical complication to the growth effects of tax
cuts—the devil is in the details of any such proposal. When the economy is running at full
employment, it matters substantially how tax cuts are paid for. Cutting federal spending is
generally remarkably regressive. However, assuming federal spending is cut to finance tax
cuts is indispensable to any argument that tax cuts will boost growth in the long run.9

If federal spending is not cut, tax cuts will be financed by increased government deficits.
However, in a full employment economy, increased deficits would push up interest rates,
thereby crowding out private investment. Crowding out this productive private investment
will decrease growth rates, likely reversing any positive growth effects of the tax cut.

However, if federal spending is cut so that tax cuts do not increase deficits, it matters
which federal spending is cut. Federal spending aimed at various market failures,
investments that the private sector will not make ranging from infrastructure to health care
to education, is productive in its own right. Cuts to such productive public investments will
reduce growth, thereby weakening, canceling out, or completely reversing any positive
growth effects that could stem from a decrease in marginal tax rates.

How big a real-world growth payoff from cutting taxes?
Not much at all

With such large ambiguities existing at the theoretical level, empirical estimates are
particularly important in the debate over whether tax cuts boost economic growth. For a
first example, consider a cut to the corporate income tax rate.

Bivens and Blair (2016b) discuss the evidence surrounding calls to cut the corporate
income tax rate. Most analysts assign the incidence of the corporate income tax largely to
capital, thereby making it a progressive tax that mostly affects the return to capital. This
means that cuts to the corporate income tax could raise after tax returns to capital,
possibly having the effect of boosting the capital stock through either increased domestic
savings or capital inflows from abroad. While it is theoretically possible for such effects to
occur, calls to cut the corporate income tax rate appear to vastly overestimate the
expected growth effects—much like the supply-side calls to slash progressive income tax
rates we are now considering. Jane G. Gravelle (2014) finds that a 10 percentage-point cut
in the corporate tax rate would boost output and wages by only 0.18 percent.

The effects of tax cuts on growth are notoriously tricky to pin down and the estimates are
therefore fairly uncertain. As noted by Chye-Ching Huang and Nathaniel Frentz (2014),
empirical work on taxes and economic growth is difficult in particular due to the
endogenous nature of tax cuts. For example, when the economy dips into recession,
politicians are more likely to institute tax cuts, making it hard to disentangle the effects of a
tax cut from effects that simply stem from the recession and any subsequent recovery.
However, the evidence that has been collected does not look good for anyone expecting
large growth effects. As William G. Gale and Andrew A. Samwick (2014) note in their
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detailed review of the literature, the empirical evidence is not convincing that tax cuts will
promote growth. It’s also worth pointing out that Gale and Samwick note the particular role
played by deficits on their results.

Because of the inherent difficulties in pinning down the effect of tax cuts on economic
growth, Gale and Samwick note that some economists have turned to simulation analyses
to estimate the impact of tax cuts on growth. Such analyses allow researchers to hold
many factors constant, but they also rely on assumptions about the economy which may or
may not be correct and may or may not be consistent with empirical evidence. Economic
forecasters such as the Joint Committee on Taxation (JCT) and the CBO use these types of
studies to project the effects of tax changes, where these models are usually referred to
as dynamic scoring.

The unreliability of “dynamic scoring” in practice

Gravelle (2014) lays out the specific assumptions on modeling and behavioral responses
involved in dynamic scoring, as well as reviewing the evidence on relevant empirical
estimates for supply-side responses in labor supply and savings or investment.

As Gravelle (2014) notes, a large body of evidence suggests that labor supply (the number
of hours workers are willing and able to work) responds little to increases in wages, with
evidence suggesting that this is due to small elasticities of both income and substitution.
The CBO’s review of the research on labor supply elasticities concluded that the overall
substitution elasticity for men was between 0.1 and 0.3 and the income elasticity for men
was between 0.0 and -0.1. These estimates may even overstate men’s labor supply
elasticities. Michael P. Keane’s review (2011) found an average substitution elasticity of 0.31
and a median of 0.13 with a mean income elasticity of -0.15 and median of -0.12 for a mean
labor supply elasticity of 0.06 and a median of 0.03 for men. The bulk of the evidence
suggests that men’s labor supply responses are particularly inelastic. Married women, who
have historically had much larger labor supply responses but have lately begun to respond
more like men (Gravelle 2014), were estimated by the CBO to have substitution elasticities
of 0.2 to 0.4 with similar income elasticities as men. The CBO concluded from this that the
workforce as a whole likely has a substitution elasticity of 0.1 to 0.3 with an income
elasticity between 0.0 and -0.1.

The response of savings to reductions in the tax rate on capital appears much more
uncertain but is also likely to be small. Gravelle (2014) points out that the evidence on
savings elasticities generally shows small, possibly negative savings responses. However,
she also notes that a growing interest in intertemporal theoretical models led researchers
to be more interested in intertemporal elasticities of substitution, which drive savings
responses due to shifting of consumption to the future, rather than savings elasticities.
Here it is worth noting that these types of intertemporal models cannot include permanent
government deficits, and so must include some other assumption (like government
spending reductions) that offsets the increased deficit stemming from a tax cut.

A recent meta-analysis of intertemporal elasticity of substitution estimates (Havranek,
Horvath, Irsova, and Rusnak 2014) found an average elasticity of 0.5 for the world and 0.6
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for the United States. However, another study by one of the co-authors of the analysis
corrects for publication bias (publication bias occurs in many fields when theory expects a
positive elasticity and therefore when an estimate turns out negative for a researcher, such
a paper is unlikely to eventually be published for a variety of reasons, and likely affects
some of our earlier described elasticity estimates as well) and finds the estimate for the
macro aggregate studies is zero (Havranek 2015). This result is similar to the pioneering
study on these elasticities by Robert Hall (1988) who found an extremely small elasticity
that could be zero, was statistically insignificant, and no more than 0.2. Gravelle (2014) also
notes that “intertemporal models are far less transparent, and modelers appear in some
cases to make little attempt to connect the elasticities associated with labor supply to the
ones found in empirical evidence.”

Gravelle (2014) additionally uses labor supply elasticities of 0.1 and 0.2 (consistent with the
elasticities used by JCT and CBO) along with savings elasticities of 0.0 and 0.4 (the former
consistent with the central tendency of that literature and the latter closer to the larger
positive estimates in that literature) to show that a marginal labor income tax cut of 20
percent (starting from a 25 percent tax rate—so a 5 percentage-point cut) increases output
in the long run by between 0.7 and 1.3 percent, yielding revenue offsets from 4.4 to 8.9
percent.10 By plugging in the relevant empirical estimates into one of these models,
Gravelle (2014) signals that tax cuts would likely have only a quite modest effect on
economic growth—far from the predictions of supply side economists. Likewise, a similar
cut to capital income taxes in the model, while more complicated, also yields modest
results. Long run output is increased by between 0 and 0.8 percent and the revenue offset
is between 0 and 15.2 percent.

It is unsurprising then that most empirical estimates show that today’s U.S. tax rates are
nowhere close to the wrong side of the Laffer curve. Diamond and Saez (2011) recently
estimated that the revenue maximizing top marginal income tax rate is 73 percent.
Likewise, Dan Fullerton in The New Palgrave Dictionary of Economics’ (2008) review of
the literature puts the midrange estimate for the elasticity of taxable income with respect
to after-tax share at 0.4—amounting to a revenue peak of around 70 percent.

The bulk of the evidence points toward tax cuts having only modest effects on growth,
and the bulk of any growth effect runs not through the efficiency gains from rate
reductions, but through their impact on the budget deficit and interest rates. With that said,
why should the vast majority of Americans care if tax cuts do modestly boost overall
economic growth? We have noted before that rising inequality has placed a large wedge
between growth rates of typical households’ living standards and economy-wide growth. A
tax cut must be paired with spending cuts to boost savings or labor supply. Since the
distributional impacts of cutting government spending are overwhelmingly regressive, it is
natural to ask who exactly will gain from the boosts in labor supply and savings. As we
documented previously, income inequality has widened immensely and the incomes of the
vast majority have been stagnant for decades. Income tax cuts that are regressive (that cut
taxes for high-income households), however, are aimed at boosting the labor supply (and
hence incomes) of the rich. After decades of wage stagnation that were coupled with
numerous tax cuts aimed at the rich that were purported to eventually “trickle down,” it
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Figure K Boosting productivity is necessary but not sufficient for
broadly shared growth
Disconnect between productivity and a typical worker’s compensation, 1948–2015

Note: Data are for average hourly compensation of production/nonsupervisory workers in the private sector and net
productivity of the total economy. "Net productivity" is the growth of output of goods and services minus depreciation
per hour worked.

Source: EPI analysis of data from the BEA and BLS (see technical appendix of Understanding the Historic Divergence
Between Productivity and a Typical Worker's Pay for more detailed information)

Year
Hourly

compensation
Net

productivity

1948 0.00% 0.00%

1949 6.25% 1.55%

1950 10.48% 9.33%

1951 11.75% 12.35%

1952 15.04% 15.63%

1953 20.84% 19.55%

1954 23.52% 21.56%

1955 28.74% 26.46%

1956 33.94% 26.66%

1957 37.14% 30.09%

1958 38.16% 32.78%

1959 42.55% 37.64%

1960 45.49% 40.05%

1961 47.99% 44.36%

1962 52.47% 49.79%

1963 55.02% 55.01%

1964 58.50% 59.99%

1965 62.46% 64.94%

1966 64.89% 70.00%

1967 66.89% 72.05%

1968 70.73% 77.16%

1969 74.66% 77.88%

1970 76.59% 80.37%

1971 82.01% 87.10%

1972 91.24% 92.05%

1973 91.29% 96.75%

1974 86.96% 93.66%

1975 86.84% 97.92%

1976 89.66% 103.44%

1977 93.13% 105.79%

1978 95.96% 107.79%

1979 93.43% 108.14%

1980 88.56% 106.57%

1981 87.59% 111.02%

1982 87.76% 107.88%

1983 88.35% 114.13%

1984 86.94% 119.73%

1985 86.31% 123.43%

1986 87.32% 127.99%

1987 84.59% 129.12%

1988 83.85% 131.78%

1989 83.70% 133.65%

1990 82.22% 136.98%

1991 81.87% 138.89%

1992 83.04% 147.56%

1993 83.38% 148.37%

1994 83.82% 150.75%

1995 82.70% 150.86%

1996 82.79% 156.92%

1997 84.80% 160.50%

1998 89.17% 165.71%

1999 91.92% 172.08%

2000 92.90% 178.50%

2001 95.56% 182.84%

2002 99.38% 190.72%

2003 101.63% 200.17%

2004 100.84% 208.21%

2005 100.05% 213.58%

2006 100.21% 215.48%

2007 101.70% 217.70%

2008 101.71% 218.24%

2009 109.69% 224.75%

2010 111.53% 234.28%

2011 109.06% 234.67%

2012 107.27% 236.51%

2013 108.32% 237.57%

2014 109.13% 239.30%

2015 112.53% 241.08%

should be clear that the vast majority of Americans are unlikely to gain from shifting the
burden of taxes away from high-income taxpayers.

Some might argue that tax cuts that increase the after-tax return to capital and encourage
more saving may be better suited to reaching the vast majority (i.e., cuts to taxes on
capital). We argue that this is unlikely to be the case. In a full employment economy, such
tax cuts should reach the vast majority by boosting savings and thereby boosting
productivity via capital deepening. But as we show in Figure K, even if productivity is
boosted by a tax cut aimed at capital, there has been an increasing divergence between
average productivity and the earnings of the typical American worker, driven by increasing
income inequality. Even boosting productivity, therefore, seems unlikely to “trickle down,”
while cuts to capital taxation will only widen inequality.

Endnotes
1. It’s true that spending on Social Security is set to rise by roughly a point and half of total GDP over

this time, but projected declines in other portions of the budget largely offset this.
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2. Both Bivens (2012) and the Kaiser Family Foundation (2014) have used data from the Center for
Medicare and Medicaid Services to document this Medicare cost advantage.

3. Lindert (2004) provides the most comprehensive array of this evidence.

4. See Social Security Administration (SSA 2014) for these figures, which pertain to older-than-65
households

5. See DeLong (2016) for a presentation of recent trends and potential diagnoses for the productivity
slowdown.

6. Bivens (2012) presents evidence on the potential productivity gains of non-core public
investments.

7. See Council of Economic Advisors (2014) for a thorough round-up of these estimates.

8. In fact, the recovery and expansion under the Bush administration was the weakest on record (see
Bivens and Irons 2008).

9. Here we are putting aside what is usually referred to as tax reform—broadening the base and
lowering the rates. Tax reform, by nature of closing loopholes, could have positive effects on
growth through allocating labor and capital more efficiently. However, as Gravelle and Marples
(2015) note, the regressive form that tax deductions take means that tax reform that closes such
deductions would increase the marginal effective tax rates on income even as it offsets this
increase with lowered statutory rates. This makes tax reform a particularly complicated issue
where, depending on the loopholes closed and the tax rates chosen, reform could have varying
effects on both economic growth and the distribution of income. It is therefore not well suited for a
discussion focusing on the effect of tax cuts alone on growth.

10. To be clear—such a cut does not increase the growth rate by 0.7 to 1.3 percent. Instead this is the
cumulative boost to output over a long period (say 10 years)—meaning that the implied effect on
the growth rate is to boost it by 0.07 to 0.13 per year. One way to frame this is to say if we cut taxes
today, we would have a level of income in June 2026 that we otherwise would have only achieved
in September 2026 without the tax cuts.

References
Bivens, Josh. 2012. More Extraordinary Returns: Public Investments outside of “Core” Infrastructure.
Economic Policy Institute Briefing Paper #348.

Bivens, Josh, and Hunter Blair. 2016a. A Financial Transaction Tax Would Help Ensure Wall Street
Works for Main Street. Economic Policy Institute Report.

Bivens, Josh, and Hunter Blair. Forthcoming, 2016b. Competitive Gibberish: The Flawed Evidence
and Logic behind Claims that We’re Overtaxing Corporations. Economic Policy Institute.

Bivens, Josh, and John Irons. 2008. A Feeble Recovery: The Fundamental Economic Weakness of
the 2001–2007 Expansion. Economic Policy Institute Briefing Paper #214.

Bivens, Josh, and Lawrence Mishel. 2013. The Pay of Corporate Executives and Financial
Professionals as Evidence of Rents in Top 1 Percent Incomes. Journal of Economic Perspectives, vol.
27, 57–78.

31

http://www.epi.org/publication/bp348-public-investments-outside-core-infrastructure/
https://www.ssa.gov/policy/docs/chartbooks/income_aged/2014/iac14.pdf
http://www.bradford-delong.com/2016/09/slow-growth-in-productivity-what-do-we-know-about-why-and-what-is-to-be-donelong.html
http://www.epi.org/publication/bp348-public-investments-outside-core-infrastructure/
https://www.whitehouse.gov/sites/default/files/docs/cea_arra_report.pdf
https://www.epi.org/publication/a-financial-transaction-tax-would-help-ensure-wall-street-works-for-main-street/
https://www.epi.org/publication/a-financial-transaction-tax-would-help-ensure-wall-street-works-for-main-street/
http://www.epi.org/publication/pay-corporate-executives-financial-professionals/
http://www.epi.org/publication/pay-corporate-executives-financial-professionals/


Blair, Hunter. 2016. The People’s Budget: Analysis of the Congressional Progressive Caucus Budget
for Fiscal Year 2017. Economic Policy Institute Policy Center.

The Boston Consulting Group. 2014. “Global Wealth Report 2014: Riding a Wave of Growth.”

Brown, D., A. E. Kowalski, and I. Z. Lurie. 2015. Medicaid as an Investment in Children: What Is the
Long-Term Impact on Tax Receipts? National Bureau of Economic Research Working Paper No.
20835.

Bureau of Economic Analysis (BEA). 2016. “Corporate Profits after Tax (without IVA and CCAdj)
[CP]/Gross Domestic Product [GDP].” Retrieved from FRED, Federal Reserve Bank of St. Louis.

Bureau of Economic Analysis (U.S. Department of Commerce). Fixed Asset Tables [online data
tables]. Various years.

Bureau of Economic Analysis (U.S. Department of Commerce). National Income and Product
Accounts. Various years. National Income and Product Accounts Tables.

Bureau of Labor Statistics (U.S. Department of Labor). Consumer Price Indexes Program. Various
years. All Urban Consumers: Chained Consumer Price Index (CPI).

Bureau of Labor Statistics (U.S. Department of Labor). Labor Productivity and Costs Program. Various
years. Major Sector Productivity and Costs and Industry Productivity and Costs.

Citizens for Tax Justice (CTJ). 2016. Who Pays Taxes in America in 2016?

Clausing, Kimberly A. 2016a. The Effect of Profit Shifting on the Corporate Tax Base in the United
States and Beyond. Reed College Department of Economics.

Clausing, Kimberly A. 2016b. Strengthening the Indispensable U.S. Corporate Tax. Washington
Center for Equitable Growth.

Clemente, Frank, Hunter Blair, and Nick Trokel. 2016. Corporate Tax Chartbook: How Corporations
Rig the Rules to Dodge the Taxes They Owe. Americans for Tax Fairness and Economic Policy
Institute.

Congressional Budget Office. 2007. The Budget and Economic Outlook: Fiscal Years 2008 to 2017.

Congressional Budget Office. 2008. The Budget and Economic Outlook: Fiscal Years 2008 to 2018.

Congressional Budget Office. 2009. The Budget and Economic Outlook: Fiscal Years 2009 to 2019.

Congressional Budget Office. 2010. The Budget and Economic Outlook: Fiscal Years 2010 to 2020.

Congressional Budget Office. 2011. The Budget and Economic Outlook: Fiscal Years 2011 to 2021.

Congressional Budget Office. 2012. The Budget and Economic Outlook: Fiscal Years 2012 to 2022.

Congressional Budget Office. 2013a. The Budget and Economic Outlook: Fiscal Years 2013 to 2023.

Congressional Budget Office. 2013b. The Distribution of Major Tax Expenditures in the Individual
Income Tax System.

Congressional Budget Office. 2015. The Budget and Economic Outlook: Fiscal Years 2015 to 2025.

Congressional Budget Office. 2016a. The Budget and Economic Outlook: Fiscal Years 2016 to 2026.

32

https://www.epi.org/publication/cpc-budget-fy2017/
https://www.epi.org/publication/cpc-budget-fy2017/
https://research.stlouisfed.org/fred2/graph/?g=1Pik
https://research.stlouisfed.org/fred2/graph/?g=1Pik
http://www.bea.gov/iTable/index_FA.cfm
http://www.bea.gov/iTable/index_FA.cfm
http://www.bea.gov/iTable/index_FA.cfm
http://bea.gov/iTable/iTable.cfm?ReqID=9&step=1#reqid=9&step=1&isuri=1
http://bea.gov/iTable/iTable.cfm?ReqID=9&step=1#reqid=9&step=1&isuri=1
http://bls.gov/cpi/
http://www.bls.gov/lpc/#data
http://ctj.org/ctjreports/taxday2016.pdf
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2685442
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2685442
http://cdn.equitablegrowth.org/wp-content/uploads/2016/09/12110047/091216-corporate-tax.pdf
https://www.epi.org/publication/corporate-tax-chartbook-how-corporations-rig-the-rules-to-dodge-the-taxes-they-owe/
https://www.epi.org/publication/corporate-tax-chartbook-how-corporations-rig-the-rules-to-dodge-the-taxes-they-owe/
https://www.cbo.gov/publication/18291
https://www.cbo.gov/publication/41661
https://www.cbo.gov/publication/41753%27
https://www.cbo.gov/publication/41880
https://www.cbo.gov/publication/21999
https://www.cbo.gov/publication/42905
https://www.cbo.gov/publication/43907
https://www.cbo.gov/publication/43768
https://www.cbo.gov/publication/43768
https://www.cbo.gov/publication/49892
https://www.cbo.gov/publication/51129


Congressional Budget Office. 2016b. The 2016 Long-Term Budget Outlook.

Congressional Budget Office. 2016c. The Distribution of Household Income and Federal Taxes,
2013.

Cooper, Michael, John McClelland, James Pearce, Richard Prisinzano, Joseph Sullivan, Danny Yagan,
Owen Zidar, and Eric Zwick. 2015. Business in the United States: Who Owns It and How Much Tax
Do They Pay? National Bureau of Economic Research Working Paper No. 21651.

Council of Economic Advisers. 2014. The Economic Impact of the American Recovery and
Reinvestment Act Five Years Later.

DeLong, Brad. 2016. Slow Growth in Productivity: What Do We Know about “Why?” and “What Is To
Be Done?”

Diamond, Peter, and Emmanuel Saez. 2011. “The Case for a Progressive Tax: From Basic Research to
Policy Recommendations.” Journal of Economic Perspectives, vol. 25, no. 4, 165-190.

Duncan, Greg, Kathleen M. Ziol-Guest, and Ariel Kalil. 2008. “Early Childhood Poverty and Adult
Attainment, Behavior and Health.” Conference paper.

Economic Policy Institute. 2012. “Extent to Which Taxes and Transfer Programs Reduce the Relative
Poverty Rate, Selected OECD Countries, Late 2000s.” The State of Working America.

Fieldhouse, Andrew. 2013. Broadening the Tax Base and Raising Top Rates Are Complements, Not
Substitutes: 1986-style Tax Reform Is a Flawed Template. Economic Policy Institute and The Century
Foundation.

Fox, Liana, Irwin Garfinkel, Neeraj Kaushal, Jane Waldfogel, and Christopher Wimer. 2014. Waging
War on Poverty: Historical Trends in Poverty Using the Supplemental Poverty Measure. National
Bureau of Economic Research Working Paper # 19789.

Fullerton, Don. “Laffer Curve.” In The New Palgrave Dictionary of Economics. 2nd ed. 2008. Steven
N. Durlauf and Lawrence E. Blume, eds.. Palgrave Macmillan. The New Palgrave Dictionary of
Economics Online. Palgrave Macmillan.

Furman, Jason, and Matt Fiedler. 2015. “New Data Show Slow Health Care Cost Growth Is
Continuing.” The White House website, September 22.

Gale, William G., and Andrew A. Samwick. 2014. Effects of Income Tax Changes on Economic
Growth. The Brookings Institution.

Gravelle, Jane G. 2014. Dynamic Scoring for Tax Legislation: A Review of Models. Congressional
Research Service.

Gravelle, Jane G., and Donald J. Marples. 2015. The Effect of Base-Broadening Measures on Labor
Supply and Investment: Considerations for Tax Reform. Congressional Research Service.

Gruber, Jon, and Emmanuel Saez. 2002. “The Elasticity of Taxable Income: Evidence and
Implications.” Journal of Public Economics, vol. 84, 1–32.

Hall, Robert E. 1988. “Intertemporal Substitution in Consumption.” Journal of Political Economy, vol.
96, no. 2, 339–357.

33

https://www.cbo.gov/publication/51580
https://www.cbo.gov/publication/51361
https://www.cbo.gov/publication/51361
http://www.ericzwick.com/pships/pships.pdf
http://www.ericzwick.com/pships/pships.pdf
https://www.whitehouse.gov/sites/default/files/docs/cea_arra_report.pdf
https://www.whitehouse.gov/sites/default/files/docs/cea_arra_report.pdf
http://www.bradford-delong.com/2016/09/slow-growth-in-productivity-what-do-we-know-about-why-and-what-is-to-be-donelong.html
http://www.bradford-delong.com/2016/09/slow-growth-in-productivity-what-do-we-know-about-why-and-what-is-to-be-donelong.html
https://www.aeaweb.org/articles?id=10.1257/jep.25.4.165
https://www.aeaweb.org/articles?id=10.1257/jep.25.4.165
http://www.ipr.northwestern.edu/events/other-events/docs/conf08-attainment/papers/duncan.pdf
http://www.ipr.northwestern.edu/events/other-events/docs/conf08-attainment/papers/duncan.pdf
http://stateofworkingamerica.org/chart/swa-poverty-figure-7z-effect-taxes-transfer/
http://stateofworkingamerica.org/chart/swa-poverty-figure-7z-effect-taxes-transfer/
https://www.epi.org/publication/ib361-broadening-the-tax-base-and-raising-top-rates/
https://www.epi.org/publication/ib361-broadening-the-tax-base-and-raising-top-rates/
http://www.dictionaryofeconomics.com/article?id=pde2008_L000015
https://www.whitehouse.gov/blog/2015/09/22/new-data-show-slow-health-care-cost-growth-continuing
https://www.whitehouse.gov/blog/2015/09/22/new-data-show-slow-health-care-cost-growth-continuing
https://www.brookings.edu/wp-content/uploads/2016/06/09_Effects_Income_Tax_Changes_Economic_Growth_Gale_Samwick.pdf
https://www.brookings.edu/wp-content/uploads/2016/06/09_Effects_Income_Tax_Changes_Economic_Growth_Gale_Samwick.pdf
http://graphics8.nytimes.com/packages/pdf/business/20140204_dynamic_scoring_report.pdf
https://www.fas.org/sgp/crs/misc/R44242.pdf
https://www.fas.org/sgp/crs/misc/R44242.pdf


Havranek, Tomas C. 2015. “Measuring Intertemporal Substitution: The Importance of Method
Choices and Selective Reporting.” Journal of the European Economic Association, vol. 13, no. 6,
1180–1204.

Havranek, Tomas C., Roman Horvath, Zuzana Irsova, and Marek Rusnak. 2013. Cross-Country
Heterogeneity in Intertemporal Substitution. Institute of Economic Studies, Charles University in
Prague.

Henry, James S. 2012. The Price of Offshore Revisited: New Estimates for “Missing” Global Private
Wealth, Income, Inequality, and Lost Taxes. Tax Justice Network.

Hoynes, Hilary, Diane Schanzenbach, and Douglas Almond. 2014. Long Run Impacts of Childhood
Access to the Safety Net. Working Paper.

Huang, Chye-Ching, and Nathaniel Frentz. 2014. What Really is the Evidence on Taxes and Growth?
Center on Budget and Policy Priorities.

Institute on Taxation and Economic Policy (ITEP). 2015. Who Pays? A Distributional Analysis of the
Tax Systems in All 50 States, 5th ed.

Kaiser Family Foundation. 2014. Per Enrollee Growth in Medicare Spending and Private Health
Insurance Premiums (for Common Benefits), 1970–2012.

Keane, Michael P. 2011. “Labor Supply and Taxes: A Survey.” Journal of Economic Literature, vol. 6,
no. 4, 961–1075.

Lindert, Peter. 2004. Growing Public: Social Spending and Economic Growth since the Eighteenth
Century. Cambridge, UK: Cambridge University Press.

Office of Management and Budget (OMB). 2016. “Historical Budget Tables, Table 2.3: Receipts by
Source as Percentages of GDP.”

Piketty, Thomas, Emmanuel Saez, and Stefanie Stantcheva. 2014. “Optimal Taxation of Top Labor
Incomes: A Tale of Three Elasticities.” American Economic Journal: Economic Policy. vol. 6, no. 1,
230–271.

Social Security Administration (SSA). 2014. Income of the Aged Chartbook, 2014.

The Tax Policy Center. 2016. Sources of Flow-Through Business Income by Expanded Cash Income
Percentile; Current Law, 2016. T16-0184.

Zucman, Gabriel. 2014. “Taxing across Borders: Tracking Personal Wealth and Corporate Profits.”
Journal of Economic Perspectives, vol. 28, no.4.

34

http://www.taxjustice.net/cms/upload/pdf/Price_of_Offshore_Revisited_120722.pdf
http://www.taxjustice.net/cms/upload/pdf/Price_of_Offshore_Revisited_120722.pdf
https://gspp.berkeley.edu/assets/uploads/research/pdf/Hoynes-Schanzenbach-Almond-4-14.pdf
https://gspp.berkeley.edu/assets/uploads/research/pdf/Hoynes-Schanzenbach-Almond-4-14.pdf
http://www.cbpp.org/research/what-really-is-the-evidence-on-taxes-and-growth
http://www.itep.org/pdf/whopaysreport.pdf
http://www.itep.org/pdf/whopaysreport.pdf
http://kff.org/health-costs/slide/per-enrollee-growth-in-medicare-spending-and-private-health-insurance-premiums-for-common-benefits-1970-2012/
http://kff.org/health-costs/slide/per-enrollee-growth-in-medicare-spending-and-private-health-insurance-premiums-for-common-benefits-1970-2012/
https://www.whitehouse.gov/omb/budget/Historicals
https://www.whitehouse.gov/omb/budget/Historicals
https://www.aeaweb.org/articles?id=10.1257/pol.6.1.230
https://www.aeaweb.org/articles?id=10.1257/pol.6.1.230
https://www.ssa.gov/policy/docs/chartbooks/income_aged/2014/iac14.pdf
http://www.taxpolicycenter.org/model-estimates/distribution-business-income-august-2016/t16-0184-sources-flow-through-business
http://www.taxpolicycenter.org/model-estimates/distribution-business-income-august-2016/t16-0184-sources-flow-through-business
http://gabriel-zucman.eu/files/Zucman2014JEP.pdf

	Financing recovery and fairness by going where the money is: Progressive revenue increases are key to meeting nation’s fiscal challenges
	Sections
	Introduction and key findings
	The key fiscal policy challenges: locking in full employment, paying for health care, and stopping the rise in inequality
	Locking In full employment
	Banking on full economic recovery arriving in next two years has been a bad strategy: CBO projections of output gap between 2008 – 2013

	Paying for health care
	Rapid fall in health care cost growth provides large budget cushion: Medicare spending as a percent of GDP, 2007 projection vs. actual, 2006–2017
	What about nonhealth federal spending?
	Long-run spending projection dominated by health cost growth assumptions, not demography: Social Security and Medicare cost projections, 2007 and 2015
	Income support and safety net spending in United States lags peers: Extent to which taxes and transfer programs reduce the relative poverty rate, selected OECD countries, late 2000s

	Stopping (or reversing) the rise in inequality
	More public capital leads to faster productivity growth: Average growth rate of public capital stock and productivity, 1953–2007
	The U.S. middle class has faced a huge “inequality tax” in recent decades: Household income of the broad middle class, actual and projected, assuming it grew at overall average rate, 1979–2013

	Taxes were made less progressive over much of the last generation
	Plenty of revenue available at the top : Static revenue available by taxing at 1979 rates, by percentiles (in billions of 2013 dollars)
	Tax cuts since 1979 reduce progressivity and revenue: Effective tax rates by type, 1979 vs. 2013
	State and local taxes make up one-third of total tax collections: State/local and federals hare of total tax receipts, 1945–2015
	Progressivity of the overall tax system flattens near the top: Total federal, state, and local effective tax rates in 2016, by income percentile
	As top marginal income tax rates fell, inequality rose: Top 1% share and top tax rates 1960–2009


	Meeting all three fiscal challenges with one policy tool: progressive taxation
	Some policy guidance for raising revenue progressively
	Raise rates and broaden the base on earned income
	Revenue projections taken from CPC FY2017 budget alternative (billions of dollars)

	Taxing capital and wealth
	Using the corporate tax code to tax wealth
	Corporate profits are way up, corporate taxes are way down: After-tax corporate profits versus corporate tax revenue, as a share of GDP, 1952–2015
	We should at least track flows of wealth

	Lots of money could be raised with smart and progressive strategies to boost revenue

	About the authors
	Appendix: Research shows that we can clearly afford more-progressive taxes
	Tax cuts and growth: Even in theory much less than meets the eye
	Even in theory, tax cuts only boost growth if paired with spending cuts
	How big a real-world growth payoff from cutting taxes? Not much at all
	The unreliability of “dynamic scoring” in practice

	Endnotes
	Boosting productivity is necessary but not sufficient for broadly shared growth: Disconnect between productivity and a typical worker’s compensation, 1948–2015

	References


