April 29, 2012

Andrew Malcolm fills us in on the folks who will be the talking heads this morning. 
Because the Obama administration is not interested in taking yet another victory lap over the SEALs killing Osama bin Laden almost a year ago, the president's counter-terrorism adviser, John Brennan, will get up early to be on several Sunday morning shows to recount how dramatic the incident was for those folks watching it unfold from the safety of the White House basement.
You remember Brennan as the one rushed out to the White House briefing room the next day to provide the hungry media with their cherished tick-tock account of the commandos' penetration into Pakistan and the slaying of the instigator of 9/11. 
Unfortunately, so eager was the administration to tell its story quickly, that Brennan's premature enunciation of the event contained numerous details later adjusted or contradicted, detracting from the anticipated accolades.
By now, however, most of the raid confusion is cleared. And everyone knows that the successful killing was mainly the result of Obama's brave decision, although the SEALs, the stealth helicopter pilots and the Air Force electronic cloaking crews probably helped a little.
Oh, look, it's an election year!
Anyway, Brennan will tell his boss' tale on Fox News Sunday, CNN's State of the Union and ABC's This Week. Perhaps he'll also be asked about the TSA's effectiveness in fighting terror and causing ridiculous patdowns. ...
 

 

Noemie Emery says the Dems are running from the Healthcare bill like it carried the plague.  
Two years and one month after it passed -- and two years and three months after it might have proved useful -- Democrats are regretting the passage of the Patient Protection and Affordable Care Act. Now that we know it is nothing if not unaffordable, the act is itself the main danger from which they seek political protection and shelter.
Why now? Perhaps to get a jump on things before the act is ruled unconstitutional, or before it causes even more Democrats to lose in November, or before President Romney repeals it in 2013. "I think that the manner in which the issue was dealt with ... cost Obama a lot of credibility as a leader," said Sen. James Webb, D-Va. Webb, who voted for passage and is retiring after one term, added that if Obama had gone for a small, simple measure, he could have won some Republican votes. 
Rep. Brad Miller, D-N.C., who is also retiring, remarked that "[w]e would all have been better off if we had dealt first with the financial system" and said Democrats wasted time and political capital creating problems that dragged the economy down.
Rep. Dennis Cardoza, D-Calif., who is also retiring, said the bill should have been done in "digestible pieces," and they should have 'figure[d] how they were going to pay for the bill, and then figure[d] out what they could afford."
Rep. Barney Frank, D-Mass., of all people, says the Democrats should have stopped after Scott Brown won his election. ...
 

 

David Harsanyi outlines the latest Obamacare fraud. 

If the Obama administration expended as much creative energy saving taxpayers money as it does obscuring the costs of Obamacare, we'd probably have a program worth saving.
But from day one, the health care law has been larded with double-counting gimmickry to conceal its $1 trillion price tag. It started by measuring eight years of services against 10 years of taxes, and it has continued with an avalanche of waivers that shield friends of the White House from the cost of the very law they helped pass.
We now have another unsavory example of how government-controlled health means politicized health care.
If the law had been followed as written, Obamacare should have slashed the popular market-oriented Medicare Advantage program this year. The cuts are needed to divert funding to a Medicaid expansion that will provide coverage to millions of uninsured -- the central case for the creation of Obamacare.
It's no surprise that Medicare's most market-focused program pushes down premiums and enrollment up. So rather than allow millions of enrollees in vital swing states, such as Florida, to experience a major benefit cut right before an election, the administration founded an $8.3 billion pilot program. This year, for example, the program offsets about 70 percent of the cuts in Advantage. The cost will be paid from the Medicare trust fund (which had a $288.3 billion shortfall this year). The consequences will be put off, conveniently, until after the election. ...
 

 

Steven Hayward takes a shot at explaining the education bubble. 
I haven’t had much to say here about the higher education bubble, a favorite topic of Glenn Reynolds over on Instapundit.  But with total student loan debt topping $1 trillion (higher than total credit card debt I believe), this is looking like the next major financial disaster.  Among other things, student debt is not dischargeable in bankruptcy, so many debt-happy students are coming out of college with the equivalent of a mortgage before they get a job.  The consequences of this are easy to see; among other things, it will slow the long-term prospects for the housing market, as millions of young graduates will have to put off home ownership because they won’t be able to qualify for home loans.  Meanwhile, Obama, and the New York Times, say: Let’s do more of this!  (The headline for the New York Times editorial seems written deliberately to make satire more difficult: “Subsidize Students, Not Tax Cuts.”  I mean really, do they have to make my job this easy?)
Student loans, among other factors, have contributed significantly to the outsized increase in college costs, which have risen faster than housing prices during the bubble, or health care costs.  Here’s how I explain it in common sense terms.  When I attended college in the late 1970s, tuition and room and board were a little less than $6,000 a year.  Round up slightly and you have a four-year cost of about $25,000.  If you went to a state university, your price tag was about half of that, and student loans might be, say, $10,000.  That $25,000 cost was in the ballpark for first-year starting professional salaries for a new college graduate in 1980, when I took my diploma; most banks and other businesses I interviewed with in those days had jobs starting around the $18 – $24K range.  In other words, your first year starting professional wage was about equivalent to the total cost of your BA.
Today, a good private college costs between $40 and $50K a year; many state universities will run you over $20K a year.  Total cost for four year now: $150K or more. ...
 

Jonathan Tobin has more on the bad day the administration had last week at the Supreme Court. 
Solicitor General Donald B. Verrilli Jr. may have been outclassed when he went up against Paul D. Clement arguing the case to uphold the constitutionality of ObamaCare before the Supreme Court of the United States. But today, when the pair once again matched up in the same forum when the high court met to hear arguments about the state of Arizona’s controversial immigration law, it appears that the result was much the same. As the New York Times reports, even the liberal justices inclined to be on the same side of the administration, which wants the law struck down, gave the impression that they thought the solicitor general was something of a flop.
While Verrilli’s second humiliation — even Justice Sonia Sotomayor was so unimpressed with his presentation that she felt the need to tell him,  “You can see it’s not selling very well” — was noteworthy, even more important was the fact that it appeared that the key provision of the Arizona law would not only be upheld but that most of the justices — even the liberals — seemed to agree that there was nothing unreasonable about it. Given the opprobrium that the mainstream media has heaped on Arizona and the way that most of the chattering classes had spoken of the law and its supporters as racists, the reaction of the court must be a shock to the administration and to its liberal supporters. ...
 

Peter Ferrara has a good piece on how the poor are always the first hurt by the economic fallacies of the left progressives. 
Persistent economic fallacies hurt working people and the poor the most.  They are the ones most in need of the new jobs and higher wages that capital investment and economic growth produce.  And they suffer the most from unemployment and declining wages and incomes when the economy falters.  Self-styled Progressives are the source of the economic fallacies that are hurting working people and the poor today.
One common fallacy popular among self-proclaimed Progressives is to reply to the point that America now has the highest corporate tax rate in the industrialized world at nearly 40% with the counter that the average effective corporate tax rate is only around 25%.  But it is the marginal tax rate on the next dollar earned, not the average rate, that influences new investment, business expansion, and hiring.
Pro-growth tax reform would involve reducing that top rate in return for closing many of the loopholes that make the average rate so much lower.  The average rate would rise as a result.  But the lower marginal rate would increase incentives for more capital investment, business expansion and job creation.
Another fallacy among Progressives is to argue that America has enjoyed historically low taxes under President Obama with federal revenues around 15% of GDP compared to the long-term, postwar average of 18.3%.  But that is due to the persistent weakness of the economy under Obama, which lowers federal revenues as a percent of  GDP, as bankrupt businesses and unemployed workers pay little or nothing in taxes.
Again, what influences the capital investment, business start ups, and business expansion that creates jobs and bids up wages for working people and the poor are the marginal tax rates, not taxes as a percent of GDP.  Obama has persistently focused on raising those marginal tax rates across the board, the exact opposite of what Reagan did with so much success, which is a main reason Obama is getting the opposite results of Reagan.  Obama has recently taken to citing Reagan for the opposite of what he believed and implemented as President, in claiming his support for the so-called Buffett Rule.  But the real economy will not be fooled, and working people and the poor will not benefit from dishonest rhetoric. ...
 

WSJ OpEd on what we can learn from tax policies of different states.  
Barack Obama is asking Americans to gamble that the U.S. economy can be taxed into prosperity. That's the message of his campaign for the Buffett Rule, which raises income-tax rates on millionaires to a minimum of 30%, and for the expiration of the Bush tax cuts. He wants to raise the highest income tax rate by 20%, double the rate on capital gains, add a new 3.8% tax on all capital earnings, and nearly triple the dividend tax rate.
All this will enhance "economic efficiency," insists a White House economic report. As for those who disagree, says President Obama, they're just pushing "the same version of trickle-down economics tried for much of the last century. . . . But prosperity sure didn't trickle down." 
Mr. Obama needs a refresher course on the 1920s, 1960s, 1980s and even the 1990s, when government spending and taxes fell and employment and incomes grew rapidly.
But if the president wants to see fresher evidence of how taxes matter, he can look to what's happening in the 50 states. In our new report "Rich States, Poor States," prepared for the American Legislative Exchange Council, we compare the economic performance of states with no income tax to that of states with high rates. It's like comparing Hong Kong with Greece or King Kong with fleas. 
Every year for the past 40, the states without income taxes had faster output growth (measured on a decadal basis) than the states with the highest income taxes. In 1980, for example, there were 10 zero-income-tax states. Over the decade leading up to 1980, those states grew 32.3 percentage points faster than the 10 states with the highest tax rates. Job growth was also much higher in the zero-tax states. The states with the nine highest income tax rates had no net job growth at all, and seven of those nine managed to lose jobs. ...
 







 

 

Investors.com
Sunday shows: Boehner, Brennan, Cato, Gillespie
by Andrew Malcolm 
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Because the Obama administration is not interested in taking yet another victory lap over the SEALs killing Osama bin Laden almost a year ago, the president's counter-terrorism adviser, John Brennan, will get up early to be on several Sunday morning shows to recount how dramatic the incident was for those folks watching it unfold from the safety of the White House basement.

You remember Brennan as the one rushed out to the White House briefing room the next day to provide the hungry media with their cherished tick-tock account of the commandos' penetration into Pakistan and the slaying of the instigator of 9/11. 

Unfortunately, so eager was the administration to tell its story quickly, that Brennan's premature enunciation of the event contained numerous details later adjusted or contradicted, detracting from the anticipated accolades.

By now, however, most of the raid confusion is cleared. And everyone knows that the successful killing was mainly the result of Obama's brave decision, although the SEALs, the stealth helicopter pilots and the Air Force electronic cloaking crews probably helped a little.

Oh, look, it's an election year!

Anyway, Brennan will tell his boss' tale on Fox News Sunday, CNN's State of the Union and ABC's This Week. Perhaps he'll also be asked about the TSA's effectiveness in fighting terror and causing ridiculous patdowns.

Additionally, CNN will have an exclusive taped chat with House Speaker John Boehner in which he reveals that Mitt Romney has many good men and women to choose a running mate from but Boehner has no favorite. Another guest with Candy Crowley is Virginia Gov. Bob McDonnell, one of those mentioned as a Romney VP possibility, and for some reason Montana Gov. Brian Schweitzer.

Schweitzer is also Al Hunt's guest on Bloomberg's Political Capital, where the Democrat may explain how to not knot his ubiquitous bolo tie.

NBC's Meet the Press is back on the 2012 presidential campaign with Republican veteran and Romney adviser Ed Gillespie and Obama's ex-press secretary Robert Gibbs. Gibbs so accurately predicted the GOP's historic takeover of the House back in 2010 and the resulting under-employment of ex-Speaker Nancy Pelosi that lingers through today.

Face the Nation has a discussion on bin Laden's departure, while featuring a panel on the nation's growing Hispanic vote with two Democrats, California Gov. Jerry Brown, who isn't Hispanic, and Los Angeles Mayor Antonio Villaraigosa, who is. Across from them will be Haley Barbour, the wily, former two-term Mississippi governor and chair of the Republican National Committee, who isn't Hispanic either.

Additionally, ABC's George Stephanopoulos has scheduled a panel to discuss America's economic recovery. Apparently, the former Clinton aide has spotted one.

For real fans of politics, especially of Democrat Lyndon B. Johnson, you should TiVo CBS Sunday Morning. Rita Braver there has an interview with Robert Cato. He's publishing the fourth of his five-volume biography of the 36th president, whom Cato calls "a genius in the use of political power."

Like Harry Truman and Barack Obama, Johnson was another Democrat seeking a second elected term while running an increasingly unpopular foreign war. Unlike Obama but like Truman, Johnson opted not to seek reelection after all, ceding the nomination to his vice president, Hubert Humphrey, who lost to Richard Nixon.

A genius Johnson may have been in Congress, but the turmoil and party strife of his five bloody years in the Oval Office led to Republicans controlling the White House for 20 of the next 24 years. The latest Cato book is titled "The Passage of Power."

Also, in case you're keeping track, no John McCain this Sunday.

Washington Examiner
Two years on, health care bill is like a plague
by Noemie Emery

Two years and one month after it passed -- and two years and three months after it might have proved useful -- Democrats are regretting the passage of the Patient Protection and Affordable Care Act. Now that we know it is nothing if not unaffordable, the act is itself the main danger from which they seek political protection and shelter.
Why now? Perhaps to get a jump on things before the act is ruled unconstitutional, or before it causes even more Democrats to lose in November, or before President Romney repeals it in 2013. "I think that the manner in which the issue was dealt with ... cost Obama a lot of credibility as a leader," said Sen. James Webb, D-Va. Webb, who voted for passage and is retiring after one term, added that if Obama had gone for a small, simple measure, he could have won some Republican votes. 
Rep. Brad Miller, D-N.C., who is also retiring, remarked that "[w]e would all have been better off if we had dealt first with the financial system" and said Democrats wasted time and political capital creating problems that dragged the economy down.
Rep. Dennis Cardoza, D-Calif., who is also retiring, said the bill should have been done in "digestible pieces," and they should have 'figure[d] how they were going to pay for the bill, and then figure[d] out what they could afford."
Rep. Barney Frank, D-Mass., of all people, says the Democrats should have stopped after Scott Brown won his election.
Former Rep. Artur Davis, D-Ala., who lost a gubernatorial primary after voting against it, got it right when he said "the Affordable Care Act is the single least popular piece of major domestic legislation in the past 70 years." 
Two years after passing their dream legislation, Democrats are in a bad place. They lose if the Supreme Court leaves it alone and gives the Republicans their dream of an issue. They lose if the Supreme Court calls it unconstitutional, as that would mean they wasted two years of effort and lost the House in exchange for nothing at all.
How did the Democrats get themselves in this position? Jonathan Alter explains: "Democrats are wondering if it was worth it to lose the House ... and perhaps the White House ... over a bill that may be declared unconstitutional," he said last week in his column. "The answer is yes."
"We need to be clear about the purpose of politics," he explains further. "It is not to win elections. ... Public approval as expressed in elections is the means to change the country, not the means in itself." So the purpose of politics is to change the country in ways voters cannot stomach, while telling terrified congressmen it's their moral duty to stiff their constituents by enacting a bill they abhor.
Alter and friends spent 2009 and 2010 telling doomed members of Congress it was an honor to lay down their jobs for their party. Alter kept his job, so he has lots of time to praise them for courage. Perhaps Democrats should have paid some attention when the Tea Party rose, independents deserted and an unknown Republican in blue Massachusetts won the "Ted Kennedy seat."
The purpose of politics is to build a base of support under your programs that will tend to sustain them. It is not to use a transient majority to force bills down the throat of a howling public, which will subsequently take all possible steps to undo them, having in the interim kicked in all of your teeth. If you doubt this, Gen. Pickett has a charge he would like you to lead.
Human Events
Obamacare's Newest Fraud
by David Harsanyi

 

If the Obama administration expended as much creative energy saving taxpayers money as it does obscuring the costs of Obamacare, we'd probably have a program worth saving.

But from day one, the health care law has been larded with double-counting gimmickry to conceal its $1 trillion price tag. It started by measuring eight years of services against 10 years of taxes, and it has continued with an avalanche of waivers that shield friends of the White House from the cost of the very law they helped pass.

We now have another unsavory example of how government-controlled health means politicized health care.

If the law had been followed as written, Obamacare should have slashed the popular market-oriented Medicare Advantage program this year. The cuts are needed to divert funding to a Medicaid expansion that will provide coverage to millions of uninsured -- the central case for the creation of Obamacare.

It's no surprise that Medicare's most market-focused program pushes down premiums and enrollment up. So rather than allow millions of enrollees in vital swing states, such as Florida, to experience a major benefit cut right before an election, the administration founded an $8.3 billion pilot program. This year, for example, the program offsets about 70 percent of the cuts in Advantage. The cost will be paid from the Medicare trust fund (which had a $288.3 billion shortfall this year). The consequences will be put off, conveniently, until after the election.

A new report by the Government Accountability Office, though, has called on the Obama administration to shut down that program for obvious reasons. There are two problems with this "demonstration program." First: It has absolutely nothing to do with quality or consumers.

Medicare rates Advantage plans on a five-star scale. Most Obamacare bonuses were supposed to be reserved for four or five stars. That's where $145 billion in "savings" will be extracted from over the coming decade. The program, judging by the administration's own reasoning, would not improve quality, because most of the money in the pilot program was paid out to three- and 3 1/2-star plans that it claims do not offer services worthy of those bonuses.

And the GAO is not alone in making this judgment. The nonpartisan Medicare Payment Advisory Commission stated that the entire pilot program "sends the wrong message about what is important to the program and how improved quality can best be achieved." MedPAC Chairman Glenn Hackbarth wrote to Health and Human Services Department officials and said the program "lessens the incentive to achieve the highest level of performance."

Second: It's a taxpayer-financed political slush fund.

In its report, the GAO said the size of the pilot project "dwarfs all other Medicare demonstrations -- both mandatory and discretionary -- conducted since 1995 in its estimated budgetary impact and is larger in size and scope than many of them." If it offers no benefit to quality and it uses more debt financing as "savings," then what reason but politics does it have for existing?

HHS spokeswoman Erin Shields claims that the pilot program's bonuses (which Obamacare would effectively eliminate for savings) help Medicare improve quality, as they "build on the improvements due to star quality ratings to learn how to best incentivize quality while we bring payments down." The most ironic aspect of all is this: There is already just such a program available that does exactly what this pilot program proposes to do; it offers more choices, incentives for saving and lower costs through competition. Best of all, it doesn't cost $8.5 billion to implement. It's called market competition.

Powerline
Thoughts on the Edububble
by  Steven Hayward
 



 

Seven years of student loan interest down the drain!
I haven’t had much to say here about the higher education bubble, a favorite topic of Glenn Reynolds over on Instapundit.  But with total student loan debt topping $1 trillion (higher than total credit card debt I believe), this is looking like the next major financial disaster.  Among other things, student debt is not dischargeable in bankruptcy, so many debt-happy students are coming out of college with the equivalent of a mortgage before they get a job.  The consequences of this are easy to see; among other things, it will slow the long-term prospects for the housing market, as millions of young graduates will have to put off home ownership because they won’t be able to qualify for home loans.  Meanwhile, Obama, and the New York Times, say: Let’s do more of this!  (The headline for the New York Times editorial seems written deliberately to make satire more difficult: “Subsidize Students, Not Tax Cuts.”  I mean really, do they have to make my job this easy?)

Student loans, among other factors, have contributed significantly to the outsized increase in college costs, which have risen faster than housing prices during the bubble, or health care costs.  Here’s how I explain it in common sense terms.  When I attended college in the late 1970s, tuition and room and board were a little less than $6,000 a year.  Round up slightly and you have a four-year cost of about $25,000.  If you went to a state university, your price tag was about half of that, and student loans might be, say, $10,000.  That $25,000 cost was in the ballpark for first-year starting professional salaries for a new college graduate in 1980, when I took my diploma; most banks and other businesses I interviewed with in those days had jobs starting around the $18 – $24K range.  In other words, your first year starting professional wage was about equivalent to the total cost of your BA.

Today, a good private college costs between $40 and $50K a year; many state universities will run you over $20K a year.  Total cost for four year now: $150K or more.  That’s not even close to a starting professional salary, except for the handful of top students who go to Wall Street.  I’ve run this shift by some college administrators and get the same answer: “Well, very few people actually pay those full tuition rates.  Most students get some amount of financial aid, so the real cost is much lower.”  To which I respond: “Determining what college is going to cost you ought not to be like haggling with a used car dealer.”  (Memo to parents by the way: if you have a child admitted to several colleges, you should treat the financial aid offices exactly like used car dealers, and beat the hell out of them for the best deal.  Apologies here to used car dealers; you are actually more scrupulous than college financial aid departments.)

This brings me to the latest bright idea from the higher education geniuses, reported in USA Today: Some colleges are experimenting with variable tuition rates depending on majors: higher tuition for math, science, business, and economics; lower tuition for basketweaving, communications, etc.  On the surface, this makes some sense: English, philosophy, and sociology majors aren’t worth very much, and I kind of like the implicit insult this delivers to the humanities faculty.  On the other hand, is making math, science, and other disciplines more expensive really a good idea when we’re trying to get more students to take up these harder subjects?  If part of the object of college is simply getting the BA degree that we use as a professional filtering mechanism, won’t this encourage more easy majors from students?   And what will the diversity-mongers say when the higher tuition for STEM curricula mean even fewer minorities taking up these fields?

Seems to me a better idea would be to abolish all of those diversity offices, slash the frivolous humanities courses in oppression studies and such, and lower tuition costs across the board.

 

 

 

Commentary
Arizona Immigration Law: Verrilli Strikes Out Again With SCOTUS
by Jonathan S. Tobin
Solicitor General Donald B. Verrilli Jr. may have been outclassed when he went up against Paul D. Clement arguing the case to uphold the constitutionality of ObamaCare before the Supreme Court of the United States. But today, when the pair once again matched up in the same forum when the high court met to hear arguments about the state of Arizona’s controversial immigration law, it appears that the result was much the same. As the New York Times reports, even the liberal justices inclined to be on the same side of the administration, which wants the law struck down, gave the impression that they thought the solicitor general was something of a flop.

While Verrilli’s second humiliation — even Justice Sonia Sotomayor was so unimpressed with his presentation that she felt the need to tell him,  “You can see it’s not selling very well” — was noteworthy, even more important was the fact that it appeared that the key provision of the Arizona law would not only be upheld but that most of the justices — even the liberals — seemed to agree that there was nothing unreasonable about it. Given the opprobrium that the mainstream media has heaped on Arizona and the way that most of the chattering classes had spoken of the law and its supporters as racists, the reaction of the court must be a shock to the administration and to its liberal supporters.

At the heart of the debate is the question of whether Arizona was within its rights when it mandated that law enforcement officials must seek to determine the immigration status of anyone they stop if there is reason to believe the individual is not legally in this country. Though other parts of the law — including provisions that treat illegals working or to failing to register with federal authorities as crimes — might not be upheld, the inability of Verrilli to assert that inquiring about the immigration status of a person already detained was a form of racial profiling was a glaring weakness in the government’s case.

Though the Arizona law was condemned by the president and overruled by a federal appeals court, the justices seemed to agree that states were entitled to pass laws that require local officials to make mandatory inquiries to federal authorities. Moreover, it is clear that such provisions are actually quite common. All of which means the effort to demonize the Arizonans and their effort to, as Clement put it, deal with a crisis not of their own making, was deeply unfair.

What’s more, the arguments also seemed to bring out the strange inconsistency in the administration’s case. While claiming only the federal government had the right to pass laws that deal with immigration, they seemed to extend that unexceptionable principle to demanding that local authorities ignore the situation entirely. As Chief Justice John Roberts said, “It seems to me that the federal government just doesn’t want to know who is here illegally or not.” Even as hardcore a liberal as Justice Stephen Breyer said he would vote in favor of the constitutionality of this point in the law so long as it was proven that the process of checking immigration status would not result in “detention for a significantly longer time” than might happen in any other circumstance.

One needn’t necessarily agree with those who promulgated the law about the impact of illegals to understand that there is nothing wrong with the state trying to determine if someone already in custody is an undocumented alien. If the court rules (as seems likely) to uphold the provision — and does so with a comfortable majority that includes liberals as well as conservatives — then President Obama and a long list of other liberals who have vilified Arizona will owe the state, its governor, legislature and citizens a big apology.

As for Solicitor General Verrilli, he may have made himself the poster child for the Obama administration’s utter incompetence. As the Times notes:

At one point Justice Sotomayor, addressing Mr. Verrilli by his title, said: “General, I’m terribly confused by your answer. O.K.? And I don’t know that you’re focusing in on what I believe my colleagues are trying to get to.”

President Obama’s positions on his health care law and the Arizona immigration law were weak to start with. But with a champion as hapless as Verrilli, the government’s already weak position was made even more vulnerable.

 

 

Forbes
The Laughable Economic Fallacies Embraced By Progressives
by Peter Ferrara

Persistent economic fallacies hurt working people and the poor the most.  They are the ones most in need of the new jobs and higher wages that capital investment and economic growth produce.  And they suffer the most from unemployment and declining wages and incomes when the economy falters.  Self-styled Progressives are the source of the economic fallacies that are hurting working people and the poor today.

One common fallacy popular among self-proclaimed Progressives is to reply to the point that America now has the highest corporate tax rate in the industrialized world at nearly 40% with the counter that the average effective corporate tax rate is only around 25%.  But it is the marginal tax rate on the next dollar earned, not the average rate, that influences new investment, business expansion, and hiring.

Pro-growth tax reform would involve reducing that top rate in return for closing many of the loopholes that make the average rate so much lower.  The average rate would rise as a result.  But the lower marginal rate would increase incentives for more capital investment, business expansion and job creation.

Another fallacy among Progressives is to argue that America has enjoyed historically low taxes under President Obama with federal revenues around 15% of GDP compared to the long-term, postwar average of 18.3%.  But that is due to the persistent weakness of the economy under Obama, which lowers federal revenues as a percent of  GDP, as bankrupt businesses and unemployed workers pay little or nothing in taxes.

Again, what influences the capital investment, business start ups, and business expansion that creates jobs and bids up wages for working people and the poor are the marginal tax rates, not taxes as a percent of GDP.  Obama has persistently focused on raising those marginal tax rates across the board, the exact opposite of what Reagan did with so much success, which is a main reason Obama is getting the opposite results of Reagan.  Obama has recently taken to citing Reagan for the opposite of what he believed and implemented as President, in claiming his support for the so-called Buffett Rule.  But the real economy will not be fooled, and working people and the poor will not benefit from dishonest rhetoric.

When the economy recovers, with more businesses making more profits, and more workers earning more in income, federal revenues as a percent of GDP will rise.  That is how Paul Ryan’s budget is scored by CBO as restoring federal revenues to their long term postwar historical average at 18.3% even while cutting corporate and personal income tax rates sharply.  Cutting those rates as Ryan proposes will lead to stronger recovery sooner because of the incentive effects of those lower rates, an effect not even counted by CBO.

Progressives also purport not to understand the multiple taxation of capital.  Under our tax system the earnings from capital investment are taxed not once, but multiple times.  First, by the corporate income tax, then again by the individual income tax through the tax on dividends, then if you sell the capital investment, through the capital gains tax, then when you die, by the death tax.  When Progressives like Obama complain that the rich are not paying their fair share, they are just looking at the rate on any one of these taxes, and not considering all of the others.

The tax on capital gains is especially egregious because the market price of any capital asset just reflects the present discounted value of the future income stream to be produced by that asset, which will be taxed when it is earned.  Progressives claim that they can’t understand all that math, but it means the capital gains tax itself is inherently a double tax.  It is like taxing an orchard not only by taking some of the apples it produces, but also taking some of the trees in taxes as well.

Moreover, it is worse, because some of the gain taxed is just inflation and not real.  It is like assessing a tax on some imaginary apples as well.  These are all reasons why there should not be any tax on capital gains at all.  It is enough to take some of the apples.  Taking some of the trees as well is just abusive, multiple, overtaxation.  That means not just unfair tax piracy, but the squelching of the capital investment at the root of jobs and rising wages and incomes for working people and the poor.

These are the reasons why fourteen out of thirty OECD countries, plus China, Taiwan, Hong Kong, Singapore, and others, already enjoy zero capital gains taxes.  They can understand it, but America’s “Progressives” cannot.  This is part of the reason why these countries have been booming, while America is stagnating.  “Progressives” seem to think of economic growth and prosperity as just occurring naturally, like trees growing in the forest.  They don’t see the decisions made by investors to put their capital at risk, the decisions by entrepreneurs to start or expand businesses, the decisions by employers to hire new workers, and how incentives affect those decisions.  When “Progressives” hold governing power, their blindness becomes America’s blindness, and the American Dream recedes.

Failure to understand this multiple taxation of capital is why “Progressives” also do not understand that “the rich” actually pay almost all of the federal income taxes, not the middle class.  Even before President Obama was elected, official IRS data showed that in 2007 the top 1% of income earners paid 40.4% of all federal income taxes, almost twice their share of adjusted gross income.  The top 5% paid 60.6% of all federal income taxes, while earning 37.7% of adjusted gross income.  The top 10% paid 71.2% of all income taxes, while earning 48% of adjusted gross income.

By contrast, the bottom 95% of income earners paid 39.4% of all federal income taxes.  That means the top 1% of income earners paid more federal income taxes than the bottom 95% combined!  This is before all the tax rate increases President Obama has already enacted into current law go into effect next year, and the confused “Buffett Rule” he wants to enact on top.  These “Progressive” tax policies are unhinged from reality.  The “rich” already pay more than their fair share.

“Progressives” also suffer from the Keynesian fallacy that what drives economic recovery and growth is government spending, deficits and debt.  At least that notion has a respectable academic pedigree, even though that is actually all phony political posturing by academics playing politics.  While some government spending does help the economy, increased federal spending, deficits and debt are all on net a further drag on the economy, which is why the stimulus did not work, and was actually counterproductive in slowing and delaying recovery.  Borrowing a trillion dollars out of the economy to spend it back in is all a net wash at best.  What drives economic recovery, growth and prosperity is production, not spending, and what drives production is market incentives, not government spending, deficits and debt.

The failure of “Progressives” to understand that is why we have had no real recovery.  It is why we have suffered the longest period of unemployment this high since the Great Depression, with an all time record of long term unemployment for more than 6 months, more Americans in poverty than at any time in the more than 50 years that the Census has been tracking poverty, and declining real wages and incomes.  “Progressivism” is supposed to be about fairness.  But what is fair about any of that?

A final major economic fallacy of many Progressives is that the stratospheric income tax rates of the 1950s, with the top income tax rate at 91%, should be restored, as the economy perked along just fine in that decade.  But in the 1950s all the major economic competitors of the U.S. had been bombed out just a few years before by World War II.  And the exploding young families of the postwar baby boom produced a housing and consumer goods boom.  Yet, even with those enormous advantages the period was plagued by four recessions, November, 1948 to October, 1949, July, 1953 to May, 1954, August, 1957 to April, 1958, and April, 1960 to February, 1961.  Liberals at the time complained that economic growth under Eisenhower was inadequate.

John F. Kennedy came into office calling for cuts in those tax rates to get the economy booming.  He explained,

“It is a paradoxical truth that tax rates are too high today, and tax revenues are too low and the soundest way to raise the revenues in the long run is to cut the tax rates….[A]n economy constrained by high tax rates will never produce enough revenue to balance the budget, just as it will never create enough jobs or enough profits.”

Kennedy’s proposed tax rate cuts were adopted in 1964, cutting the top tax rate from 91% to 70%, as well as reducing the lower rates by similar degrees.  The next year, economic growth soared by 50%, and income tax revenues increased by 41%!  By 1966, unemployment had fallen to its lowest peacetime level in almost 40 years.  U.S. News and World Report exclaimed, “The unusual budget spectacle of sharply rising revenues following the biggest tax cut in history is beginning to astonish even those who pushed hardest for tax cuts in the first place.”  Arthur Okun, the administration’s chief economic advisor, estimated that the tax cuts expanded the economy in just two years by 10% above where it would have been.

Reagan delivered quite similar results first by cutting tax rates by 25% across the board through Kemp-Roth in 1981.  Then in the 1986 Tax Reform Act, he reduced the top tax rate from 70% when he entered office all the way down to 28%, with only one more rate for the middle class at 15%. (The poor were exempted from income taxes under Reagan’s policies).

As a result, the stagflation of the 1970s ended, and by late 1982 the economy took off on a 25-year boom, what Art Laffer and Steve Moore call in their book The End of Prosperity “The greatest period of wealth creation in the history of the planet.”

During the first 7 years alone, the economy grew by almost one-third, the equivalent of adding the entire economy of West Germany, the third largest in the world at the time, to the U.S. economy.  Nearly 20 million new jobs were created during just those 7 years, increasing U.S. civilian employment by almost 20%.

Real per capita disposable income increased by 18% from 1982 to 1989, meaning the American standard of living increased by almost 20%, in just 7 years.  This was reflected in income increases in every income quintile.  The poverty rate declined every year from 1984 to 1989, dropping by one-sixth from its peak.  Yet, despite the dramatic rate cuts, federal revenues doubled during the 1980s.

Similarly, helping to extend the Reagan recovery into the 25-year boom, Congressional Republicans led by then House Speaker Newt Gingrich pushed through a capital gains tax rate cut of nearly 30% in 1997, from 28% down to 20%, expanded IRAs, and other tax cuts on capital.  Despite the 30% capital gains rate cut, capital gains revenues were $84 billion higher for 1997 to 2000 than projected before the rate cut.  This was a bipartisan success because Bill Clinton went along with it.

George W. Bush then cut income tax rates across the board again in 2001, cutting the lowest rate more than the highest rate.  In 2003, Bush cut the capital gains tax rate by 25%, and the income tax rate on corporate dividends by over half.  These tax rate cuts first quickly ended the 2001 recession, despite the contractionary economic impacts of 9/11, and the economy continued to grow for another 73 months.  After the rate cuts were all fully implemented in 2003, the economy created 7.8 million new jobs and the unemployment rate fell from over 6% to 4.4%.  (That unemployment rate will never be seen again in America until the “Progressive” Obama leaves office.)  Real economic growth over the next 3 years doubled from the average for the prior 3 years, to 3.5%.

In response to the rate cuts, business investment spending, which had declined for 9 straight quarters, reversed and increased 6.7% per quarter.  That is where the jobs came from.  Manufacturing output soared to its highest level in 20 years.  The stock market revived, creating almost $7 trillion in new shareholder wealth.  From 2003 to 2007, the S&P 500 almost doubled.  Capital gains tax revenues had doubled by 2005, despite the 25% rate cut!

But the economy still did not perform at its best during the Bush years because monetary policy began to veer off track, with the Bush cheap dollar policy replacing the Reagan strong dollar policy.  That combined with the continuation of Clinton’s affordable housing, subprime mortgage, regulatory excesses produced the financial crisis that ended Reagan’s 25 year boom.  Obama has since prevented any real recovery from that crisis, with his “Progressive” economic fallacies.

Over the entire 25 year economic boom, 50 million new jobs were created.  Real per capita consumption increased by over three-fourths, unprecedented in world history over such a short period.  As Steve Forbes wrote in Forbes magazine in 2008,

“Between the early 1980s and 2007 we lived in an economic Golden Age.  Never before have so many people advanced so far economically in so short a period of time as they have during the last 25 years.  Until the credit crisis, 70 million people a year [worldwide] were joining the middle class.  The U.S. kicked off this long boom with the economic reforms of Ronald Reagan, particularly his enormous income tax cuts.  We burst from the economic stagnation of the 1970s into a dynamic, innovative, high tech-oriented economy.  Even in recent years the much maligned U.S. did well.  Between year-end 2002 and year-end 2007 U.S. growth exceeded the entire size of China’s economy.”

In other words, the growth in the U.S. economy from 2002 to 2007 was the equivalent of adding the entire economy of China to the U.S. economy.

Going back to the untutored, naïve tax policies of the 1950s for the religious superstition of Marxism parading as tax policy would relatively reverse all of these enormous, bipartisan gains.  But that is what many “Progressives” are urging, because “Progressive” is simply a polite, Americanized term for “Marxist” after all.
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A 50-State Tax Lesson for the President 
Over the past decade, states without an income levy have seen much higher growth than the national average. Which state will be next to abolish theirs?
by Arthur Laffar and Stephen Moore

Barack Obama is asking Americans to gamble that the U.S. economy can be taxed into prosperity. That's the message of his campaign for the Buffett Rule, which raises income-tax rates on millionaires to a minimum of 30%, and for the expiration of the Bush tax cuts. He wants to raise the highest income tax rate by 20%, double the rate on capital gains, add a new 3.8% tax on all capital earnings, and nearly triple the dividend tax rate.

All this will enhance "economic efficiency," insists a White House economic report. As for those who disagree, says President Obama, they're just pushing "the same version of trickle-down economics tried for much of the last century. . . . But prosperity sure didn't trickle down." 

Mr. Obama needs a refresher course on the 1920s, 1960s, 1980s and even the 1990s, when government spending and taxes fell and employment and incomes grew rapidly.

But if the president wants to see fresher evidence of how taxes matter, he can look to what's happening in the 50 states. In our new report "Rich States, Poor States," prepared for the American Legislative Exchange Council, we compare the economic performance of states with no income tax to that of states with high rates. It's like comparing Hong Kong with Greece or King Kong with fleas. 

Every year for the past 40, the states without income taxes had faster output growth (measured on a decadal basis) than the states with the highest income taxes. In 1980, for example, there were 10 zero-income-tax states. Over the decade leading up to 1980, those states grew 32.3 percentage points faster than the 10 states with the highest tax rates. Job growth was also much higher in the zero-tax states. The states with the nine highest income tax rates had no net job growth at all, and seven of those nine managed to lose jobs.

Then there's the question of in-migration from state to state—or how people vote with their feet. As common sense would dictate, people try to move from anti-growth states and cities to more welcoming climates. There are relevant factors other than tax policy, of course (as in North Dakota today, where the oil boom has brought about the lowest unemployment rate in the nation), but in general the most popular destination states don't have income taxes. That's as true recently as it was 40 years ago.

Over the past decade, states without an income tax have seen 58% higher population growth than the national average, and more than double the growth of states with the highest income tax rates. Such interstate migration left Texas with four new congressional seats this year and spanked New York and Ohio with a loss of two seats each.

The transfer of economic power and political influence from high-tax states toward low-tax, right-to-work ones is one of America's most momentous demographic changes in decades. Liberal utopias are losing the race for capital. The rich, the middle-class, the ambitious and others are leaving workers' paradises such as Hartford, Buffalo and Providence for Jacksonville, San Antonio and Knoxville.

Illinois, Oregon and California are state practitioners of Obamanomics. All have passed soak-the-rich laws like the Buffett Rule (plus economically harmful regulations, like California's cap-and-trade scheme), and all face big deficits because their economies continue to sink. Illinois has lost one resident every 10 minutes since hiking tax rates in January. California has 10.9% unemployment, having lost 4.8% of its jobs over the past decade.

Now these blue states may raise tax rates again. In California, a union-backed ballot initiative would raise the state's highest tax rate to 13.3%. Union-funded groups in Illinois aren't satisfied with last year's income tax rate hike to 5% from 3%, so they now want to go as high as 11%. That would put them in the big leagues with California and New York. And in Oregon, lawmakers are considering raising the highest rate to 13% from 9.9%. In all of these states, proponents parrot Mr. Obama, insisting that the rich can afford it. 

They can, but they can also afford to save hundreds of thousands or more each year by getting out of Dodge. Every time California, Illinois or New York raises taxes on millionaires, Florida, Texas and Tennessee see an influx of rich people who buy homes, start businesses and shop in the local economy.

Republican governors in Florida, Georgia, Idaho, North Dakota, South Carolina, Ohio, Tennessee, Wisconsin and even Michigan and New Jersey are cutting taxes to lure new businesses and jobs. 

Asked why he wants to reduce the cost of doing business in Wisconsin, Gov. Scott Walker replies: "I've never seen a store get more customers by raising its prices, but I've seen customers knock down the doors when they cut prices."

Georgia, Kansas, Missouri and Oklahoma are now racing to become America's 10th state without an income tax. All of them want what Texas has (almost half of all net new jobs in America over the last decade, for one thing).

Taxes aren't all that matters, to be sure, and low-tax states don't always outperform high-tax ones. Often people who smoke don't get cancer, and sometimes people who don't smoke do get cancer, but that doesn't mean it's smart to smoke. It's a dangerous gamble to raise taxes on capital and businesses to nearly the highest rates in the world and hope that nothing bad will happen.

Mr. Laffer is president of Laffer Associates. Mr. Moore is a member of the Journal's editorial board. 
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