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Introduction and Summary

“[John McCain] campaigned on being very good on taxes in this election cycle... that he will continue
to make [the Bush tax cuts] permanent, that he will veto any tax increase, period, that he wants to
cut the corporate rate from 35 percent to 25 percent, that he wants to have full expensing, that he
wants to abolish the AMT .... In addition to being the Americans for Tax Reform’s entire agenda, that
is a very pro-growth set of policies he has put forward, and he articulates why they are important.”

—Grover Norquist, President, Americans for Tax Reform, February 27, 2008’

n 2001 and 2003, Sen. John McCain (R-AZ) opposed the Bush tax cuts, arguing

that they came “at the expense of lower- and middle-income Americans” and were

too costly in a time of war.? As a presidential candidate, however, McCain not only
embraces the Bush tax cuts but also proposes massive additional tax cuts that are even
more tilted against the middle class.

To assess the McCain tax proposals, we begin by defining five key characteristics of the
Bush tax cuts: they cost an enormous sum, skew benefits to the wealthy, favor capital
over work, protect tax shelters, and increase federal budget deficits. We then assess the
McCain proposals against these five benchmarks. Finally, we compare both the Bush and
McCain plans with the conservative tax agenda known as “Five Easy Pieces” advanced
by Grover Norquist’s Americans for Tax Reform and other conservative tax groups.

Our analysis suggests that the McCain plan shares five key characteristics of Bush
policies. First, it is enormously expensive, costing more than $2 trillion over the next
decade and essentially doubling the Bush tax cuts. Second, the McCain plan would pre-
dominantly benefit the most fortunate taxpayers, offering two new massive tax cuts for
corporations and delivering 58 percent of its benefits to the top 1 percent of taxpayers.
The Bush tax cuts provide 31 percent of their benefits to the top 1 percent of taxpayers.

Third, the McCain tax plan continues the shift of the tax burden from investment
income onto earned income. Fourth, the plan not only fails to address current tax shel-
ter problems in the tax code but in fact will lead to increased sheltering. Fifth, McCain
cannot pay for his tax cuts without massive reductions in Social Security, Medicare, or
other key programs that benefit the vast majority of Americans.

In the final analysis, we conclude that the McCain tax plan is essentially a continua-
tion of the agenda articulated by Norquist and others to achieve piecemeal but radical
changes to the U.S. tax code under the heading of “Five Easy Pieces.” These changes
require huge spending cuts, shift the tax burden away from capital and onto labor, and
come “at the expense of lower- and middle-income Americans.”
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The Bush Record

uge tax cuts were a centerpiece of George Bush’s platform as a presidential

candidate in 2000 and the top priority of his first years in office. In fact, his

largest legislative accomplishments were two of the largest tax cuts in history.
His tax policies have had five key characteristics:

* Enormous size. Itom 2001 to 2010, President Bush’s tax cuts, together with exten-
sion of relief from the Alternative Minimum Tax that the president and Congress
support, will cost approximately $2 trillion.?

= Highly tilted in favor of the most well off. Making the Bush tax cuts perma-
nent over the next decade would deliver 74 percent of its relief to the top 20 percent
of taxpayers and 31 percent of the relief to the top 1 percent.*

= Favoring capital over work. By cutting the estate, capital gains, and dividend
taxes, Bush shifted the tax burden from income derived from wealth onto income
from work. The result has been to make the tax code less progressive.’

= Protecting tax shelters. Bush has not supported efforts to end tax incentives for
U.S. multinational corporations to invest overseas, rather than in the United States.
He abandoned an international effort to crack down on foreign tax havens.®

* Increasing the budget deficit. Because Bush did not obtain spending cuts or tax
increases from Congress to offset the cost of his tax cuts, the full cost of the tax cuts
has contributed to higher budget deficits.” The single largest contributor to the increase
in projected long-term deficits, amounting to about half the total, is Bush’s tax cuts.?
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The McCain Plan: More of the Same

ike George Bush, Sen. McCain is also campaigning for the White House on a

promise of large tax cuts. In the following pages, we assess the cost of these tax

cuts, their distributional consequences, the approach to taxing investments and
earned income, and the impact on tax shelters and the federal budget deficit.

We rely primarily on the definitive descriptions of McCain’s agenda on his website:
his “Tax Cut Plan,” his “Economic Stimulus Plan,”'” and his position paper on “Gov-

ernment Spending, Lower Taxes and Economic Prosperity.”!'! We have also reviewed

McCain’s economic speeches."
The key provisions of McCain’s tax agenda are:

= Extend Bush’s 2001 and 2003 tax cuts. On his website, McCain says he will “keep
tax rates low” as well as “fight Democrats’ crippling plans for a tax increase in 2011,”
and “keep the current rates on dividends and capital gains.” McCain has also recently
supported permanent, deep reductions in the estate tax, but not a full repeal."

= Cut the corporate tax rate. McCain says he will “cut the corporate tax rate from
35 percent to 25 percent.” He argues that lower taxes will make U.S. corporations
more competitive.

= Allow expensing of corporate investments. McCain proposes to “allow first-
year deduction, or expensing, of equipment and technology investments.” Under
current law, corporations must generally deduct the cost of an investment over that
investment’s useful lifetime, a tax and accounting practice known as depreciation.
McCain’s proposal will allow corporations to depreciate the entire cost of invest-
ments in the first year of the purchase, a practice known as expensing. This would
create extra incentives for business investment by letting corporations claim these tax
breaks immediately. (McCain has also made a more modest proposal for changing the
research and experimentation tax credit.)

= Repeal the Alternative Minimum Tax. McCain promises to “permanently
repeal the Alternative Minimum Tax.” The AMT is a parallel system for calculating
tax liability, with fewer deductions and lower rates, created several decades ago as
a backstop to the regular income tax to prevent excessive use of tax shelters. Mil-
lions of taxpayers must calculate their tax bills under both the AMT and the regular
income tax and pay the higher amount. The AMT is affecting a large and grow-
ing number of middle-class taxpayers due to inflation and the Bush tax cuts, which
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cut regular income taxes. Since 2001,
Congress has passed repeated tempo-
rary “patches” that exempt millions of
middle-class families from the AMT,
while continuing to apply the AMT to
many high-income taxpayers.

We estimate the impact of the McCain
tax cuts based on publicly available data
from the Congressional Budget Office,
the Joint Committee on Taxation, the
U.S. Department of the Treasury, and
the Urban Institute-Brookings Insti-
tution Tax Policy Center. McCain’s
proposals are compared with the exten-
sion of current policies, which means
the cost and distributional consequences
of extending the Bush tax cuts and the
most recently enacted AMT “patch” are
excluded from our analysis (in budget
terminology, they are “put in the base-
line”). If we were to include these costs
in our estimates, as some respected ana-
lysts do, the costs of McCain’s tax cuts
would be much higher."*

Because Senator McCain has described
his tax policies as an economic stimu-
lus plan, we assume that these policies
would be implemented immediately

in 2009." It is difficult to believe that
McCain would phase in measures, such
as expensing, where the fact of phasing
in the change would delay investments
and depress economic output.

The McCain Tax Plan Is as
Expensive as the Bush Tax Cuts

McCain’s three major new tax cuts—
cutting corporate tax rates, expensing
for corporate investment, and repealing
the AMT—would cost the federal gov-

ernment more than $2 trillion in tax

.org

revenue over 10 years (see table below).
They will approximately double the cost
of the Bush tax cuts.

Our estimates are by nature prelimi-
nary, and as explained below, they are

by design conservative. We look forward
to estimates from others. The Center for
American Progress Action IF'und will soon
publish a paper by Reuven Avi-Yonah

of the University of Michigan analyz-
ing McCain’s corporate tax proposals in
greater detail. From Avi-Yonah’s analysis
and our own estimates, we conclude that:

= Cutting the corporate rate to
25 percent would cost approximately
$995 billion between 2009 and 2018.
CBO projects that corporate tax rev-
enue will total $3.48 trillion over that
decade.'® Because virtually all cor-
porate income is taxed at 34 percent
or 35 percent, McCain’s tax cut will
result in a nearly 30 percent loss of
corporate tax revenue, or approxi-
mately $995 billion over 10 years.
McCain’s advisors also estimate the
cost of the rate reduction at approxi-
mately $100 billion a year."’

* Allowing the immediate expens-

ing of corporate investment in
equipment and technology would

DOUBLING THE BUSH TAX CUTS

McCain Tax Proposals Cost Over $2 Trillion

COST IN BILLIONS,
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PROPOSAL 2009-2018
Cutting the corporate tax rate $995
Allowing immediate expensing of corporate investment $745
Eliminating the Alternative Minimum Tax $430
TOTAL $2,170
Memo: Bush tax cuts, 2001-2010 $2,110

Note: Authors’ analysis based on Congressional Budget Office and Tax Policy Center. Does not
include extension of Bush tax cuts and AMT relief.
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cost approximately $745 billion over
10 years. Len Burman, the director

of the Tax Policy Center, estimates
that McGain’s two corporate tax cuts
together cut corporate revenues by

50 percent in 2018, an estimate that
Burman describes as “probably ...
conservative.”'® While following Bur-
man’s approach to reach the $745
billion figure, we agree it is conser-
vative. The U.S. Department of the
Treasury outlined a partial expensing
proposal—one that would let corpora-
tions write off’ only 35 percent of their
investments immediately—that cost
$1.3 trillion over 10 years."” Avi-Yonah
of the University of Michigan con-
cludes that in light of the tax shelter
opportunities McCain’s corporate tax
cuts create, these proposals are appro-
priately benchmarked against the last
period of heavy sheltering, when cor-
porate revenues were lower than today
by 75 percent, not just 50 percent.?

* The AMT repeal would cost approxi-
mately $430 billion over 10 years.
The Tax Policy Center estimates that
repealing the AMT entirely would
cost $1.9 billion, assuming the Bush
tax cuts are extended.”’ To compare
McCain’s proposal with current poli-
cies, we subtract the $1.4 trillion cost
of continuing the current AMT patch,
leaving the cost of McCain’s proposal
at $430 billion.”

We believe these numbers probably
understate the cost to the federal bud-
get of McCain’s tax cuts. For instance,
McCain’s tax cuts clearly will increase the
deficit, yet our analysis does not include
the resulting interest payments on the
higher national debt. These costs could
run in the hundreds of billions of dollars.

.org

The McCain Plan Is Even
More Regressive than
the Bush Tax Cuts

The McCain plan to cut corporate taxes
and eliminate the AMT is very regres-
sive as well as very expensive. The plan
delivers the vast majority of its benefits to
high-income taxpayers and very little to
tens of millions of middle-class families.

Cutting corporate taxes ultimately
reduces taxes for individuals, but the indi-
viduals who benefit are overwhelmingly
high income. The reasons: holders of
capital benefit from cuts in the corporate
rate,” and wealth in the United States

is distributed unequally—much more
unequally than income.

Eliminating the AMT is very regressive
because the existing patch shields most
middle-class families. While McCain
claims that repealing the AMT will help
25 million families, the vast majority of
these families would be protected by an
extension of the patch legislation that
Congress has passed every year. Thanks
to the temporary relief, only 2 percent of
AMT taxpayers earn less than $100,000
a year.”* The taxpayers remaining under
the AMT despite the patch are very high
income. With the patch, almost half of
AMT revenue comes from families mak-
ing more than $500,000 a year,* and it
is these taxpayers who are the chief ben-
eficiaries of a complete repeal, rather
than a patch.

The McCain tax cuts together are even
more regressive than the Bush tax cuts
(see table, page 6). The bottom 60 per-
cent of taxpayers get only 4 percent of
the benefit, while the bottom 80 percent
get only 9 percent.
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This analysis likely understates the true
regressive nature of both the Bush and
McCain tax cuts because it does not
include the costs to families of the budget
cuts that will ultimately be needed to pay
for the tax cuts.”® What is more strik-

ing still is that McCain would achieve
these results at a time when wealthiest
Americans are earning a larger share of
national income than ever before. While
the share of income accruing to the
wealthiest 1 percent of Americans has
been rising for three decades, the increase
since 2001 is especially steep.

In 2001, the top 10 percent of Ameri-
cans earned 44.8 percent of all U.S.
income. By 2006, their share had risen
to 49.7 percent—the largest share at
any point since data collection began in
1917. Over the same period, the share
of income going to the top 1 percent
rose to 22.9 percent from 18.2 percent.
That share 1s slightly topped by the share
in only one year—1928.% Fully offset-
ting the growth in income inequality
since 1979 would require shifting nearly
$884 billion from the top 1 percent of
households and giving $7,000 to each
household in the bottom 80 percent.”

Some argue that it is fair to give the high-
est-income taxpayers the biggest tax cuts
because they pay the most in taxes. In
fact, the wealthiest Americans do not pay

DISTRIBUTION ANALYSIS

.org

an especially large share of their income
in federal taxes. The top | percent of
households earns 22.9 percent of income,
pay 29.5 percent of federal individual
income taxes, and pay 20.1 percent of all
federal taxes.” Yet this top 1 percent will

receive 63 percent of the McCain tax cut.

The McCain Plan Shifts the
Tax Burden onto Labor

Like President Bush’s tax cuts, Sen.
McCain’s tax cuts deliver most of

their rate reductions to capital held by
the wealthy, not labor. President Bush
changed only one ordinary income

rate by 5 points, providing $300 in tax
breaks to most taxpayers. Other ordinary
income rate reductions were smaller; the
15 percent marginal income tax rate for
the largest number of taxpayers, and for
the median taxpayer,*” did not change at
all. Nor did the combined payroll tax of
15.2 percent, which economists generally
believe is borne by the worker.

In contrast, President Bush reduced tax
rates on capital held by the wealthiest

1 percent of Americans by anywhere from
5 points (for capital gains) to 24.6 points
(for dividends) to 55 points (for estates). The
capital gains reduction and dividend reduc-
tion alone provided $35,000 on average to
each taxpayer earning over $1 million.”!

McCain Tax Plan More Regressive than Bush Administration

BREAKDOWN BY INCOME

MARCH 2008

BoftO{n Sec'on_d TI_)irc_I Foyrt_h T?p' Top 1%
Quintile Quintile Quintile Quintile Quintile
Corporate Reductions 1% 1% 3% 6% 88% 59%
Alternative Minimum Tax Repeal 0% 0% 0% 0% 99% 57%
TOTAL 1% 1% 2% 5% 90% 58%
Memo: Extension of Bush policies 0% 4% 8% 14% 74% 31%

Notes: Authors’ analysis based on data from the Congressional Budget Office, Tax Policy Center, and the Center on Budget and Policy Priorities.
Follows CBO, U.S. Treasury, and TPC in assuming that corporate income taxes are paid by the owners of capital in proportion to their income from
interest, dividends, capital gains, and rents. Distribution of this capital income is based on 2005 CBO data. AMT figures show the additional benefit
of full repeal compared to the continuation of the current patch, based on TPC tables for 2007. Bush figures show extension of Bush tax cuts and
AMT relief from CBPP.
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As the chart below demonstrates, the
effective marginal tax rate—the rate on
the next dollar earned—is now more than
twice as high for labor income as for capi-
tal income. Bush’s policies have increased
the gap between the two rates. McCain
would extend Bush policies by locking in
the capital gains and dividend cuts, pre-
serving a double-digit cut in the estate tax
rate and exempting massive estates alto-
gether, and adding another 10 percentage
point cut, plus expensing, through the
reductions in corporate taxes.”> The bias
against labor would deepen.

The McCain Plan Creates
More Tax Shelters

As noted above, President Bush has
opposed the elimination of numerous
international tax shelters, such as the
deferral of taxes on overseas profits until
those profits are brought back to the
United States. Sen. McCain’s tax plan con-
tains no measures to tackle these shelters.

Moreover, McCain would create a potent
new form of tax shelter through his pro-
posal to provide for immediate expens-
ing of investments in equipment and
technology. As Avi-Yonah explains in his
forthcoming paper, because McCain’s
plan does not end the deductibility of
interest paid by corporations, his expens-
ing proposal will let corporations obtain
negative tax rates—making investments
that are not only tax-free, but that can
also reduce taxes owed on other income.
Corporations need only borrow to pur-
chase equipment or technology, deduct
the interest payments on that loan, and
then immediately expense the entire cost
of the equipment or technology.

This tax shelter will allow corporations,
and individuals using the corporate tax

.org

form, to avoid hundreds of billions of
dollars in taxes. This tax shelter would
also erode the individual income tax
base by giving individuals strong incen-
tives to organize their affairs through
corporations.

While the U.S. corporate tax rate is high
relative to other industrialized countries,
American corporations pay relatively little
in taxes due to the many corporate tax
deductions and credits.”” As the Treasury
Department put it, “the high U.S. corpo-
rate tax rate does not result in higher cor-
porate tax revenue relative to GDP due to
the narrowness of the U.S. corporate tax
base.”* In fact, due to interest deductibil-
ity and accelerated depreciation, the effec-
tive marginal tax rate for corporations’
debt-financed investment is negative. *

McCain is considering, but has not
proposed, a change in the corporate tax
code that would combine the lower rate
with eliminating corporate tax breaks.*
As explained further below, eliminating
these tax breaks in bulk seems highly
unlikely. In any event, McCain’s expens-
ing proposal still opens up dramatic new
opportunities for tax sheltering.

WAR ON WORK

Taxes on Labor Are Twice the Taxes
on Capital

Federal Effective Marginal Tax Rate

30.5%

14.0%

Labor

Capital

Source: Congressional Budget Office (2008 data).
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McCain Cannot Pay for His
Plan without Draconian
Spending Cuts

McCain has supported a Balanced Bud-
get Amendment to the Constitution.” He
also says he would balance the budget by
the end of his first term in office.” Yet a
recent Reuters analysis notes that “McCa-
in’s promises to reduce wasteful spending
if elected president in November would
not begin to cover the costs of his pro-
posed tax cuts, analysts say.”* The Wall
Street Journal reports that, “[b]ehind the
scenes, his campaign is searching for ways
to pay for Sen. McCain’s tax proposals. *

The three sets of measures identified by
McCain as potential revenue sources*'
are highly unlikely to become law. And
even if they did become law, they would
pay for only about 40 percent of McCa-
in’s proposals. First, eliminating abso-
lutely all earmarks, without funding any
of the projects elsewhere, would yield
only $18 billion, according to Taxpay-
ers for Common Sense. *? Second, elimi-
nating and deeply cutting every pro-
gram on a White House list of targeted
programs—a list presented every year
and never enacted in close to complete
form—would yield §18 billion more
(including heavy cuts in after-school pro-
grams, student aid, public broadcasting,
and job training).*” Third, the corporate
tax breaks that McCain is considering
eliminating would yield only another $45
billion, according to the Wall Street jour-
nal.* And these tax breaks include widely
supported measures, such as the low-
income housing tax credit.

Even in the highly unlikely event that
McCain succeeded in obtaining all the
savings that he is said to be considering,
he would need to make up more than

.org

$100 billion per year in revenue. These
funds would have to come from unprec-
edented cuts in Social Security or discre-
tionary spending. Specifically, McCain
has two potential approaches to paying
for his program. He could:

= Massively cut education, energy,
and law enforcement. In 2008, the
federal government will spend $392
billion on non-security discretion-
ary domestic programs.* McCain
could pay for his tax cuts by cutting
all of these programs by more than
one-fourth, including Title I educa-
tion funding, Head Start, the national
parks, and the FBI, among other pro-
grams. Alternatively, he could com-
pletely eliminate discretionary fund-
ing at the Departments of Education,
Energy, and Justice.

* Massively cut Social Security and
Medicare. McCain’s position paper
promises to “save the future of Social
Security ... without raising taxes” and

“[address] benefit promises that cannot
be kept,” while “reduc([ing] the growth
of Medicare spending.” Campaign
advisors have been even more explicit
about the need to “keep Social Secu-
rity solvent by reducing the growth

in benefits.”*®

Although cuts in Social
Security are typically presented as
ways to restore the program’s solvency,
such cuts could also be used, in effect,

to pay for tax breaks.

Requiring massive cuts in education
spending, Social Security, Head Start,
worker safety programs or national parks
funding may not be electorally appealing
But it is consistent with the goal, attributed
to Grover Norquist, “to cut government in
half in 25 years, to get it down to the size
where we can drown it in the bathtub.”*’
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Bush, McCain, and the “Five Easy Pieces”

t first glance, it is hard to understand why a man who hopes to win a national
election would propose massive tax cuts that do so much for so few and so little
for so many in the middle class.

The McCain plan, however, makes sense as a means to advance Norquist’s “five easy
pieces” plan to transform the tax code. In a December 2002 article in an Ameri-

can Enterprise Institute publication, Norquist, a long-time supporter of a “flat tax,”
explained this “stealth approach to tax reform:”*

“There are two routes to a single-rate tax. For one, the President or a Congres-
sional leader could draft a flat income or sales tax and present the entire package
to the country for approval. The second route is what tax reformer Ernie Chris-
tian calls “The five easy pieces.” If we eliminate the estate tax, stop taxing capital
gains, end the Alternative Minimum Tax, make all savings tax free, let businesses
write off investments in a single year rather than forcing them to depreciate
expenditures over a long period, and then charge everyone the same rate, we will

have a flat tax, Christian says.”*

The Bush tax cuts were consistent with this blueprint for incremental steps toward radi-
cal change. As Ernest Christian put it, “Unbeknownst to many of the loudest advocates
for radical change in our archaic tax code... the Bush administration seems to be qui-
etly and efficiently putting in place the real substance of tax reform.”" The Washington
Post, New Republic, and National Journal have also noted the similarities between Chris-
tian’s “five easy pieces” and the Bush agenda.”!

McCain economic advisors Kevin Hassett and Jack Kemp have supported similar ideas.
During the 2000 presidential race, for example, Hassett explained that Sen. McCain
“believes the tax on capital should be zero and his ultimate goal is a consumption-based
flat tax, which, polls consistently show, most of the nation favors. Senator McCain’s tax
plan offers prudent and purposeful first steps toward tax reform.”>?

The notion of “prudent and purposeful first steps” toward a “flat tax” precisely antici-
pates the “five easy pieces” approach elaborated by Norquist and Christian. And in 2002,
Kemp endorsed “five incremental amendments to the current tax code that would begin
the reformation process and simultaneously give the economy an immediate boost.””?
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The table below lists the easy pieces as
defined by Norquist. (As the table shows,
he named six pieces, not five; Christian
and Kemp have slightly different lists.)
This table shows that while Bush achieved
partial progress on most of the easy pieces
agenda, McCain would complete action
on two more items, and partially complete
action on five of the six proposals.

The proponents of “five easy pieces”
often present it as progress toward a flat
consumption tax, which some economists
believe would improve U.S. economic
growth. But, as William Gale of the
Brookings Institution and Peter Orszag
(now Congressional Budget Office direc-
tor) noted in a 2004 article in Zax Notes,
this approach does not actually move the
nation toward a consumption tax.’* First,
a responsible consumption tax would
either need to raise as much revenue as
the current tax code or propose methods
to compensate for revenue reductions.
“Five Easy Pieces” does neither.

FIVE EASY PIECES
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Even more fundamentally, the versions of
consumption taxes supported by econo-
mists generally impose a one-time levy
on savings that have already been taxed
when earned. Taxing this money again
when spent is a way of raising revenue
that generates most of the economic gain
from a shift to a consumption tax because
it minimizes the distortion of behavior.”

But the Bush-McCain approach does the
exact opposite: It provides windfall tax
gains for holders of wealth. First, corpo-
rations would get tax rate reductions for
investment they have already made—a
provision that costs substantial money but
does not create any beneficial incentives.
Second, unlike a true consumption tax,
individuals would not have to pay taxes
on consumption they financed out of
existing wealth.

Instead, the combined Bush-McCain
approach simply lowers the tax on
wealth by eliminating the estate tax and

Grover Norquist’s Benchmarks for Conservative Tax Reform Compared to the Bush
Record and McCain Proposals

GROVER NORQUIST'’S PIECES BUSH RECORD MCCAIN PROPOSAL EXPLANATION

Signed by Bush but expires in 2010.
Eliminate the estate tax Yes in Part Yes in Part McCain would make deep cuts

permanent.
Stop taxing caital qains/end Individual rate cut signed by Bush but

" p 9, prtalg . Yes in Part Yes in Part expires in 2010. McCain would make

double tax” on corporate income

permanent and cut corporate rate.
End the Alternative Minimum Tax No Yes McCain would permanently repeal.
Make all savings tax free No No Sought by Bush but rejected by Congress.
Let businesses write off . Accelerated depreciation signed by Bush;
. . . Yes in Part Yes . .
investments in a single year full expensing sought by McCain.
Charge everyone the same rate Yes in Part Yes in Part FIatter 1S DG 177 IR0

McCain would make permanent.

10
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cutting capital gains, dividends, and cor-
porate taxes. The net effect is to leave
wage taxes to do all of the work. And
while this approach does reduce wage
taxes for some individuals, it overwhelm-
ingly focuses those tax reductions (such
as eliminating the AMT) on the wealthi-
est Americans.

Each step of “Five Easy Picces” is a step
away from the longtime principles of pro-
gressive taxation of all forms of income
and into a regressive wage tax. As Gale
and Orszag noted in 2004, “The bottom
line is that the five easy pieces are really
just five, large, regressive tax cuts.” And,
in the end, their net effect is “a wage tax
that is imposed only on low- and middle-
income households.”

MARCH 2008
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