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As part of the deal to raise the debt ceiling, Congress has appointed a “super committee” of six
Democrats and six Republicans to come up with a 10-year plan by Thanksgiving that will reduce
the deficit by $1.2-1.5 trillion." If the committee doesn’t agree on a plan with at least $1.2 trillion
in deficit reduction, automatic cuts will be triggered. The committee is set to begin deliberations
in September. Committee members can consider anything in their deficit reduction plan: Besides
spending cuts, they can propose the restructuring of existing programs (such as Medicare and
Social Security) and changes that would bring in more revenue.

We have two urgent messages for members of that committee: First, Medicaid must not be cut.
Second, at least half of their plan’s deficit reduction must come from steps to increase revenue.
This piece takes a closer look at why increasing revenue has to be a substantial part of the deficit
reduction equation.

Why We Can’t Reduce the Deficit with Spending Cuts Alone

To reduce the deficit, the government needs to reduce spending, bring in more revenue, or both.
There are several reasons why reducing the deficit through spending cuts alone would be bad
policy that would hurt individual Americans as well as the larger economy.

m Focusing on spending cuts alone would undermine essential government
programs.
The super committee’s work represents the second phase of deficit reduction that was part
of the debt ceiling deal. The first phase, which has already been approved, calls for nearly $1
trillion in spending cuts over 10 years, starting in 2013. These are significant cuts and will
have serious consequences for many of the programs affected.

Now, the super committee must seek another $1.2-$1.5 trillion in deficit reduction. If the
super committee’s plan consists entirely of spending cuts, we could be facing a walloping $2.5
trillion in cuts to federal programs. Cuts at that level would necessarily hit a wide range of
important government programs, severely limiting their ability to be effective. That includes
programs that are critical to the nation’s economic strength and well-being, such as those that
protect public health, fund medical research, keep our food and drug supply safe, and sustain
our infrastructure. It would hurt child education, nutrition, and health programs—Iikely
including Medicaid and CHIP—that help secure a brighter future for our children and our
country. It would hurt programs that help us keep our fundamental commitment to the poor
and the elderly.?
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m It would reduce economic growth and eliminate jobs at a time we
can’t afford it.
Cutting government spending while the economy is weak will weaken it further,
costing jobs and threatening our recovery. After the stock market crash of 1929,
federal budget cuts deepened the depression and threw millions of Americans out
of work; since then, policy makers have generally recognized the contribution that
federal programs make to stimulating the economy. For example, every federal
Medicaid dollar that flows into states not only helps fund health care for state
residents, but also stimulates business activity and generates jobs—and not just the
obvious jobs of doctors, nurses, hospital workers, and so on.® The overall economic
impact of this federal funding is actually larger than the amount of the dollars flowing
into a state. The money flowing into a state generates economic activity through
successive rounds of spending that drive economic growth in what’s called an
“economic multiplier effect.” With cuts in federal Medicaid spending, that multiplier
effect would be lost, placing jobs at risk and slowing business activity in every state.*

m The burden of spending cuts would fall disproportionately on low-
income and middle-class families.
It is lower-income and middle-class families who depend the most on public programs
for things like health and long-term care, education, and unemployment insurance to
help in tough economic times.> A deficit reduction plan that consists only of spending
cuts, without asking the wealthiest among us to pay more, is fundamentally unfair. It
places the entire burden for deficit reduction on those who have already been hardest
hit during this recession.

Increasing revenue must be part of deficit reduction—and
there’s room to do that

Increasing revenue can include things like getting rid of corporate tax loopholes and
deductions and asking the wealthiest among us to pay their share.

m It could mean reforming our corporate tax code to make it simpler
and increase revenue.
Tax provisions that let corporations avoid or substantially reduce federal income taxes
cost the government billions. Corporate interest groups complain that the United
States has one of the highest corporate tax rates in the world at 35 percent, but few
corporations actually pay that rate.® From 2000 to 2005, on average, corporations
in the U.S. paid 13.4 percent of their profits in taxes.” Corporations use tax write-
offs, overseas subsidiaries, and other ways of lowering reported income in order to
significantly reduce their taxes. Today, corporate taxes are extremely low by historical
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U.S. standards.® Additionally, in the United States, both corporate tax rates paid and
corporate tax receipts measured as a percent of the economy are quite low compared
to other developed countries.’

For example, this year, GE made news for not paying any federal taxes in the U.S.,
despite worldwide profits of $14.2 billion." In fact, over the 2008 to 2010 period, GE
didn’t just avoid taxes—the company actually received $4.7 billion in tax benefits on
$7.7 billion in pretax U.S. profits." But GE isn’t alone. Other large corporations also
pay very little in taxes, with many getting tax benefits.'

Tax provisions that let corporations avoid taxes are inefficient and cost the United
States a lot of money. In a 2007 report, the Treasury Department estimated that
“corporate tax preferences” will cost the government more than $1.2 trillion in lost
revenue over 10 years."

It could mean asking the wealthiest to pay more in taxes

In recent years, there has been a dramatic rise in income inequality in the United States.™
At the same time, the Bush era tax cuts reduced the top marginal federal income tax rate
to 35 percent, which is quite low by historic standards. (That rate only applies to the
portion of a person’s annual income that exceeds $373,650.) In the 70 years between
1932 and 2002, when the Bush tax cuts were passed, the top marginal tax rate averaged
66.8 percent and was greater than the current 35 percent for all but five of those years. '
The effective income tax rate—the actual percent of income paid in taxes—of the most
affluent has fallen as well. In 2008, the top 400 taxpayers in the United States, with the
highest adjusted gross incomes, had an effective tax rate of just 18 percent.'

The Bush tax cuts have cost the federal government a considerable amount in lost
revenue: almost $2.5 trillion from 2001 to 2010.'7 And it gets worse. If these cuts are
not allowed to expire, their revenue-reducing impact is projected to grow larger in
the years ahead.' A balanced approach to deficit reduction would include asking the
wealthiest to pay more, rather than placing the greatest burden on low-income and
middle-class Americans by cutting critical programs they rely on.

A balanced approach makes sense

Claims that low corporate taxes lead to more hiring and that low taxes on the most
affluent stimulate the economy don’t hold up. Lower tax rates don’t lead companies
to hire new people. Businesses invest in hiring and increasing production when

there is demand for their goods and services, not because their taxes are low." High
unemployment, low consumer confidence, and cutbacks in household spending are
stifling demand, and that keeps businesses from hiring. ?° Similarly, lower taxes for
the wealthiest are a poor way to stimulate the economy:?' With lower taxes, wealthier
families tend to save more, not spend more.*?
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Using the broadest measure of tax rates, which is total federal revenues divided by the
gross domestic product, taxes are at their lowest level in 60 years.”® Assertions that
there is not room to increase revenue are unfounded.

m The public wants a balanced approach to deficit reduction
A balanced approach to deficit reduction—not one based solely on spending cuts—is
also what the public wants. Poll results show that a majority of Americans want an
approach to deficit reduction that combines spending cuts with increased revenue
from businesses and higher-income Americans.?

Why at least 50 percent from revenue is a reasonable target
for the super committee

If 50 percent of the super committee’s deficit reduction comes from increasing revenue,
that would make the ratio of spending cuts to revenue increases for the total deficit
reduction package roughly 2:1—the total package being the nearly $1 trillion in cuts
already passed and the $1.5 target for the super committee.

There is a precedent for asking that at least 50 percent of the super committee’s deficit
reduction come from revenue. A 2:1 ratio of cuts to revenue was the ratio proposed by
President Obama in his April deficit reduction framework, it mirrors the Bowles-Simpson
plan that came out of the President’s Fiscal Commission, and it is the ratio contained in
the proposal developed by the Senate’s bipartisan “Gang of Six” in July.

Conclusion

Long-term deficit reduction is important. How we get there is important, too. How we
get there says a lot about the kind of country we are and what kind of economic growth
and opportunities we will have in the future. Focusing on cuts alone will short-change our
future opportunities, continue to pinch the middle class, and hurt the most vulnerable
among us. A balanced approach that brings in significant revenue makes sense, protects
critical programs, and is what the public wants. In conversations with decision-makers, let
them know that you feel the super committee should take such a balanced approach to
deficit reduction.
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