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MS. DIANE REHM: From WAMU in Washington, I'm Diane
Rehm. The Senate turns its attention this week to tax
legislation. The bills being considered would cut the lowest
rate from 15 to 14 percent and expand the number of
taxpayers who qualify for that bracket. Republican senators
are also pushing for generous cuts in marriage and estate
taxes.

Joining me to talk about the debate on tax cuts: Stephen Moore of the Cato Institute, Robert Greenstein from
the Center on Budget and Policy Priorities, and Gene Steuerle of the Urban Institute. We do invite your calls
on 1-800-433-8850.

Good morning.

ALL GUESTS: Good morning.

MS. REHM: Nice to see you all. Robert Greenstein, President Clinton has described the tax cut legislation
passed by the House last week as reckless. What's your reaction?

MR. ROBERT GREENSTEIN: I think the president is on the mark here. You know, it's said that we have all
this money, let's give it back in tax cuts. The fact of the matter is that most of the surplus is in Social
Security, and it's nothing more than the Social Security Trust Fund building up while the baby boomers are
working, all of which gets drawn down when they retire.

When you go outside Social Security, there is a projected $1 trillion surplus over the next 10 years, but we
should understand that that projection rests upon an assumption that Congress will cut substantially in the
part of the budget that covers everything from defense to education to the environment to veteran's hospitals
and cancer research, and Congress shows no signs of doing that. The Republican Congress, every day now it
seems, is using new gimmicks to evade the spending limits.

If you make the more realistic assumption that these cuts aren't going to occur, that we're going to stay at
about the current level for that part of government adjusted for inflation, and that we will continue to have
occasional floods and hurricanes, the $1 trillion surplus also assumes zero emergency spending for the next
10 years, no hurricanes, no floods, no Kosovos. If you simply assume these things stay at about the current
level, then $800 to $900 billion of the $1 trillion surplus disappears.

So, the more prudent course is to wait to see if this surplus really materializes, especially since if we did a
large tax cut and threw a lot of money into the economy right now, the Fed might just raise interest rates
further anyway.

MS. REHM: Steve Moore, what's your reaction?

MR. STEPHEN MOORE: Well, we've been waiting now, Diane, for 17 years for a tax cut. The last major tax
cut we've had in this country, of course, was in 1981 when President Reagan came into office. And, since
then, we've had about five or six major tax increases. You know, it was just two years ago that President
Clinton himself said to the American people that he thought he raised taxes too much, and I think he did.

This is an opportunity to bring taxes down, and I think that the major rationale and justification for this tax
cut is to keep this incredible 17-year expansion that we're now enjoying continuing. If we cut the capital
gains tax, if we eliminate the death tax, if we cut income tax rates, I think those are the kinds of moves that
can keep this prosperity going, and we ought to remember that if we want to continue to see a reduction in
the debt, the most important thing we can do is keep this economy moving. The best way to do that, I think,
is to cut taxes.

MS. REHM: Gene Steuerle, outline for us some of the concrete proposals that are contained.

MR. GENE STEUERLE: The biggest tax cuts being proposed are on the individual side. The House would have
a 10 percent across-the-board cut in individual tax rates. It would also eliminate the estate tax. It would
provide a significant marriage penalty relief. The Senate's bill, at least if you look at it over the long term, is
slightly smaller. Not necessarily over the first 10 years, but over the long term because it doesn't completely
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slightly smaller. Not necessarily over the first 10 years, but over the long term because it doesn't completely
eliminate the estate tax and it doesn't reduce individual rates quite as much, especially at the top of the
income distribution. Nonetheless, it is quite significant.

And both bills have actually hundreds of provisions that were put in no small part through a rather random
legislative process, one where no principles were established either by the administration, or by the House, or
by the Senate. But, essentially involved a collection of wants and wishes of various members sort of compiled
together in a gigantic patchwork.

MS. REHM: Steve Moore, the Clinton administration is arguing that the Republican-controlled Congress is
proposing to cut taxes that will only benefit the nation's wealthiest people. How do you react?

MR. MOORE: Well, I don't agree with that, Diane. I mean, first of all, if you look at some of the major
elements of it, 10 percent income tax cut is an across-the-board reduction. So anybody who's paying income
taxes is going to get a 10 percent cut. The capital gains tax, it used to be, Diane, that only rich people owned
stocks. One of the interesting things that's happening in this country now, an important demographic shift, is
that the majority of American households now own stocks and would like to take advantage of this capital
gains tax.

One final thing on this is, we just cut the capital gains tax two years ago from 28 to 20 percent, and guess
what? We actually got more revenues. The rich paid more. So, Bob, if you want to soak the rich, maybe the
best way to do that is to cut the capital gains tax.

MR. GREENSTEIN: Steve, that's nonsense, and you know it. What happens when you lower the capital gains
rate is that initially some wealthy investors sell more stock sooner than they otherwise would and you get a
temporary increase in capital gains tax. As all the key analysts, including the Joint Tax Committee, which is
headed by Republican appointees now, say that over the long term capital, gains tax cuts lose revenue, not
gain them.

MR. MOORE: Of course they've been wrong on that for the last several years on capital gains tax.

MR. GREENSTEIN: No, they've been right in most of the academic analysis they have. I can let Gene later
comment more on that. But the key point I want to make here is, are there some tax cuts in the middle under
the House bill? Of course there are. But, that's not where most of them go. The Treasury issued an analysis
that found that 33 percent of the tax cuts go to the richest 1 percent. Sixty-six percent, two-thirds, of the tax
cuts go to the top 10 percent. Eighty percent go to the top 20 percent. What about the 20 percent of people
right in the middle of the income scale? They'd get 5 percent of the tax cut. What about the whole bottom 60
percent of the population together? They'd get 7 percent.

MS. REHM: Is that a correct analysis, Steve?

MR. MOORE: Well, it depends on how you measure these things. I mean, after all, we do have an income tax
system right now, Diane, that is very progressive. That is, if you look at the total income tax burden that is
now borne by, say, the richest 10 percent, about 60 percent of the income taxes are paid by the top 10
percent. So...

MS. REHM: So you're saying they should be the ones?

MR. MOORE: Well, they're the ones who are paying the taxes. So if you're going to give a tax cut, for the
most part, it's going to go to those people.

MS. REHM: Gene Steuerle.

MR. STEUERLE: Well, I think that there's two sides of this issue. One is if we have a tax cut, can we really
afford it? I think Bob is correct in saying that this tax cut is being enacted when, if you should look out
beyond 10 years, we have enormous expenditure growth schedules. If you really want smaller government,
which is what a debate over tax cuts is really about, you've really got to get that expenditure growth under
control. Again, neither the Congress, nor the president are . . . going to tackle that.

On the other hand, if you ask who's paying the taxes, and if you really want smaller government —

MS. REHM: Yeah.

MR. STEUERLE: Steve's right. The average income in the next few years per household is going to be about
actually $100,000. That doesn't mean the average household is going to be that much, or they'll see that
much. But if you took the gross national domestic product and divide it by the number of households in the
economy, it will soon be about $100,000. And these households on average pay $30,000 in taxes. So in the
average household, the average burden per household is $30,000, and you try to reduce the size of
government, it's eventually going to go to the people who are paying the taxes, and it is going to be the
richer people.

MS. REHM: There's even a more basic question, it seems to me, that Bob Greenstein raises, and that is the
nature of the surplus, and to what extent it can truly be counted on.

MR. STEUERLE: The surplus is real in the short run. It's not real in the long run. By the short run, I mean
that the government and the cash flow budget, if you measure the intake of revenue minus its outflow of
expenditures on a cash basis, you don't count all the obligations occurring for the future. It's temporarily in
surplus. But we're sitting almost in the eye of a storm.



Essentially what happens is once the baby boomers start retiring, we move to a system under current law
where the average baby boom couple is promised about $750,000 in Social Security and Medicare benefits.
The government moves to a system of enormous expenditures on the elderly, and they're elderly, and the
budget is simply out of control at that point in time. So, it's a temporary surplus.

MS. REHM: Gene Steuerle, he's senior fellow at the Urban Institute. If you would like to join us, call us on
1-800-433-8850. What about that, Steve? Is there a real question that Congress is considering about the
solidity of this surplus before it makes decisions about tax cuts?

MR. MOORE: Well, I don't even like to use the term budget surplus. These are tax overpayments, Diane.
And the reason I call them tax overpayments is the fact that we have these surpluses, and Gene is right,
right now most of these surpluses are in the Social Security account. But the reason this has developed is
that Americans are paying more taxes than ever before. I mean, there is very little debate about this. If you
look at President Clinton's own budget, what you find is that the share of GNP that now goes to federal taxes
is higher than it's been than any time since World War II.

So this is my rationale for why we should be cutting taxes. People are paying more than ever. This is a period
of peace and prosperity. We can afford to do a tax cut.

MS. REHM: Both plans today are apparently going to highlight a steady showing that women rely more on
Medicare, and therefore would be especially vulnerable to a tax cut that diverts funds from showing up in
Medicare.

MR. MOORE: Well, this is an interesting issue because President Clinton, on the one hand, says we ought to
fix Medicare and everyone knows there are huge financial problems with Medicare, and he says we ought to
retire the debt. But if we want to do that, the first thing we ought to do is not expand Medicare benefits. But
what President Clinton is talking about is a vast new drug benefit that will be an open-ended entitlement. I
think that's what would really blow a hole in the deficit.

MR. GREENSTEIN: It's not an open-ended entitlement. It's a pretty limited drug benefit with caps on the
top. If you enact that as part of all of the Medicare changes Clinton is proposing, the cost is — by the
administration's estimates — about $50 billion. By CBO's estimates, about $100 billion over the next 10
years. We can argue whether you should do that now or you should wait to do that as part of larger Medicare
reform. But those numbers are much smaller than an $800 billion tax cut.

You know, when we look at this tax burden question, the data do show that people in the middle are paying a
little smaller percentage of income in federal income tax, about the same percentage of income in overall
federal taxes in the past. Yet, in this tax cut, the bulk of it still goes to the top.

MS. REHM: All right. We have joining us now, Congresswoman Jennifer Dunn from Washington. Good
morning to you.

REP. JENNIFER DUNN (R-WA): Hi, Diane.

MS. REHM: Nice to have you with us.

REP. DUNN: Thank you.

MS. REHM: What's your reaction to Clinton's plan to highlight this issue of Medicare and women?

REP. DUNN: Well, I think what he forgets to do is realize that women also depend on tax cuts. And I will just
tell you, Diane, that these days women are starting new businesses at twice the rate of men. And they
depend to a much greater degree than men do on personal savings to begin those businesses. So when you're
able to offer the kind of tax relief that we do, capital gains lowering for example, not having to pay a huge
death tax that will take away the legacy that they're building for their children. We really are putting into their
hands directly dollars that will help them move into eyeing their piece of the American dream.

The other thing that President Clinton is not specifying is that we already have voted to set aside a huge
surplus coming in from Social Security to upgrade and reform Social Security, but also to reform Medicare. So
we have every intent, and will do that at the same time. Now, somebody referred to the fact that the surplus
is something that we don't have now, and we will look forward to. You never bind a future contract with
something you have.

So we have the choice in future congresses to adapting to whatever that surplus is. But we've got that
amount set aside for Social Security and Medicare. And two of the Social Security plans that I have seen on
my Ways and Means Committee take much less money than the entire surplus from Social Security would be.
We have figured approximately, over 10 years, $600 billion that can go directly into saving Medicare.

MS. REHM: If you just joined us, we're talking about tax cut plans from the Republican side, on the White
House side, and Mr. Clinton is calling the tax plans reckless. We just heard from Congresswoman Jennifer
Dunn calling in from her state of Washington. Gene Steuerle, I know you want to comment.

MR. STEUERLE: Well, this is an interesting aspect of all these debates. The president is basically saying, you
know, I feel your pain. I'm for women. And Congress is saying, I feel your pain. I'm for the taxpayer. So they
fight over who is going to favor more people than the other. I think in this case perhaps Representative Dunn
is a little more on the right side in the following sense. Social Security and Medicare probably provide the
majority of their benefits for women, mainly because women live longer. Women are also among the poorer
of the elderly so they have greater needs so they probably deserve more of the benefits.



But, nevertheless, whether you take the congressional plan or the president's plan, essentially we have a
government that is designated to spend over 80 percent of its revenues in the future on programs for the
elderly and almost nothing else. And if you back this bill with the tax cut, you can even spend a larger
percentage. The issue isn't so much women versus men. It's really the question of non-elderly versus elderly,
low-income versus high-income. There are a lot of other issues. I think the women versus men issue is
misleading.

MS. REHM: Bob Greenstein.

MR. GREENSTEIN: Well, the congresswoman said something that's fundamentally incorrect, but many
people misunderstand it, and she probably misunderstands it. She said that in the way they've constructed the
tax bill and their surplus, they have all this extra money to protect and extend and shore up Social Security.
That's not true. When we hear it said two-thirds of the surplus is being set aside for Social Security, that is
nothing more than the money the Social Security Trust Fund already gets under current law because the
boomers are now in their peak earning years. We're paying in more payroll tax than we are in benefits, and
all of that gets drawn down later.

Simply letting Social Security have the money it's already supposed to have doesn't extend by one day the
point at which it becomes insolvent in 2034. The same is true of Medicare. And I think in fact one of the
problems with these large tax cuts is that if surpluses do develop outside of Social Security, we really do, as
Gene has been saying for quite some time here, we really do need to make some hard choices in Social
Security and Medicare. But no party is going to put through a long-term Social Security or Medicare plan that
restores solvency in those programs entirely through benefit reductions.

MS. REHM: But at the same time, as I understand it, Republicans, you're saying that if you don't have a tax
cut, Mr. Clinton and the Democratic administration is going to spend the money.

MR. MOORE: Not just Democrats will spend the money. The Republicans will spend the money. I mean, this
is the nature of politicians. You've got a big pot of money around there. I don't care if they have an R or a D
next to their name, they're going to want to spend the money.

MS. REHM: So you think that surplus, if one exists, is going to be sent down, if in fact no tax cuts are made?

MR. MOORE: Absolutely. And let me just make one point in response to something that Bob said. For the last
15 years, as you know, Bob, we have taken about $500 billion out of the Social Security fund and used that
money to spend on other programs. Now, what's new and unique about this budget is that this is the first
time in 20 years that we will actually reserve that Social Security surplus money for Social Security. And,
Diane, what are we going to do with that money? That money will be used to retire debt. So we can have a
tax cut and debt reconciliation.

MS. REHM: Now, here, Gene Steuerle, the Wall Street Journal is wondering whether Congress is doing some
double-counting.

MR. STEUERLE: Well, I'm not sure whether double-counting is the right term. I mean, there's always a
bunch of game-playing with respect to these bills. Certainly, one of the big issues is that the revenue losses
are all put off until the later years. You know, it's really the 10 years after the years 1999 to 2009 that it
really is a concern. We have these big cuts that take place right up to the time the baby boomers start to
retire. Then, the Social Security starts going down. The labor force starts almost declining on the relative side
because of the retirement of these people. The revenues of the government start really hurting. And, at that
point in time, the cost of the tax bills rise to a most dramatic level. That's sort of where sort of everything
comes to a head.

MS. REHM: Steve, talk for a moment about the so-called marriage tax and why you think it's important to
lose that.

MR. MOORE: Well, I don't think when people take their wedding vows they should pay a tax penalty. This is
not my highest priority. The reason why I want to see a tax cut is to spur more economic growth. That's why
I'm for a capital gains tax. I think Gene would agree with this, that the problems you're talking about when
the baby boomers retire, the most important thing we can do for that problem is grow the economy now so
that the next generation of America is richer and they can afford to pay for these programs.

MS. REHM: And what about the estate tax? How important is that in your mind?

MR. MOORE: Hugely. And the fact is we've been talking about tax fairness and what's fair to various groups.
The interesting thing is that the vast majority of Americans think that the death tax is unfair. It's a double
form of taxation. Steve Forbes has this right, and his theme is "no taxation without respiration."

MS. REHM: Now, joining us on the line is Charles Davenport. He's a professor at Rutgers University. He
teaches estate tax law and business management. He's co-author of the new study on estate tax. Professor
Davenport, thanks for joining us.

MR. CHARLES DAVENPORT: Good morning, Diane. I'm glad to be with you.

MS. REHM: Thank you. Please explain your findings.

MR. DAVENPORT: Well, primarily we started out because we found the rhetoric about the estate tax, and
the people who were appearing before Congress, didn't appear to be much affected by estate taxes, and we
thought that was strange. So we looked at the estate taxes and asked ourselves, since you can't cut any tax
without having to do something else like cut another tax, raise another tax, or lower somebody's benefits, or



without having to do something else like cut another tax, raise another tax, or lower somebody's benefits, or
do something — maybe the governments borrow money — why would you give a tax cut to the wealthiest
people in the country at a time in which their wealth and their income is concentrating most rapidly and has
been for a long period of time, for 20, 25 years?

It does seem strange that when the rest of the population was relatively going downhill to be giving this huge
tax cut at the top. So we looked at the arguments against the estate tax. They basically focus around three
points, and that is household savings is always good and the estate tax hurts household savings. Our finding
on that was in fact household savings isn't the only savings in the economy, and there may be times when
you don't want household savings — indeed, that Chairman Greenspan has attributed the consumption of
Americans that are buying foreign goods and the like and having kept the world economy from collapsing.

MS. REHM: On the other hand, the argument has been that if you eliminate these estate taxes, you keep the
wealth from family to family to family. In other words, it stays within a particular line. It does not spread the
wealth around to the economy. What did you find there?

MR. DAVENPORT: Well, that's a very complicated question.

MS. REHM: Can you give me a brief answer?

MR. DAVENPORT: I'm going to try to do that. What seems to be the big problem that creates what is called
a liquidity problem — that people can't handle that debt — is largely they don't know how to pay off the
people who don't want to stay with the businesses. And so, consequently, businesses have to be sold of that,
and that in combination with the estate tax raises a liquidity.

There's also, as you suggest, it is possible that it may be good to just force the sale of some of these
businesses because it does tend to lower the concentration of wealth in society. 

MS. REHM: Bob Greenstein, how do you see the estate tax and what it would do?

MR. GREENSTEIN: Well, I think it makes no sense to eliminate the estate tax. Only the 1 to 2 top percent of
all estates of the country are subject to the tax. The argument that's often used for eliminating it is that it
unfairly hits farmers and businesses. But they're really stocking horses put out in front. But data show that
small family-owned businesses account for less than 4 percent of the assets in taxable estates. Farms are a
half of 1 percent. This is a tax cut, as Mr. Davenport is saying, for the wealthiest people in the country of very
large proportions.

We can reduce the estate tax a bit for farms and small businesses if that's what we want to do. You
absolutely don't need to eliminate the whole thing to do that, and give a windfall to people who are the
wealthiest in the country.

MS. REHM: Steve.

MR. MOORE: Well, Professor Davenport asked the question why should we be cutting this tax? And the
simple answer is because that money has already been taxed. This is a double, triple, and sometimes
quadruple tax on savings. We economists sometimes raise our arms and say, Why aren't Americans saving?
One of the reasons people don't save is because the tax man takes it away.

MS. REHM: That is the point that's made over and over, is that you're taxed double and triple.

MR. GREENSTEIN: That's right. That's right. And it's somewhat true for people with modest amounts of
wealth. But for the people with very high amounts of wealth, in fact they pay very little, very little when you
get into income tax. The estate tax comes in and actually does collect from them. So, some modest decrease
in the estate tax is reasonable. But by completely eliminating it we would end up in a world where the very
rich pay a much lower tax rate than moderate-income people.

MS. REHM: Professor Davenport, thanks for joining us. Let's get to the politics it is. How, Steve, is the
Senate version likely to differ from the House version?

MR. MOORE: I personally like the House version quite a bit more because it does have the capital gains
provision and the income tax rate cut. The Senate version is much more a version that is oriented toward the
middle class. In fact, I was just reading the Washington Post this morning and there was a little article about
Care Aid, of course by a Democratic senator. And I would just like to read one line from the piece. He says,
"To suggest we can't afford to cut income taxes when we are running a $3 trillion surplus is ludicrous." This is
a Democrat in the Senate.

MS. REHM: Okay. You've got a Republican proposal that would cut $800 billion. Is that correct?

MR. GREENSTEIN: Both proposals now are at about $800 billion.

MS. REHM: All right. Democrats came back with a $500 billion tax cut. Mr. Clinton says he's going to veto
both. What do you see happening?

MR. GREENSTEIN: I think President Clinton will eventually, he's done so much in the past, basically buy into
this game. And he will essentially accept the tax cut of, say, something like $400 billion over the first 10
years. What I think will happen, unfortunately, is that regardless of the size is that sort of the tax policy
principles of simplicity and equal treatment of equals and things like this will go totally by the wayside as
Congress and the president get into a big bargaining session.

I think Gene is probably right, I'm sad to say. I think we're likely to have a deal at the end of the year. Maybe



it's $400 billion tax cut plus modest Medicare prescription drug assistance, and enough funding to pass
appropriations bills without big cuts for the next two years to get through the election, followed by two
things: very unrealistic assumptions on the part of the government that's everything from defense to
education, and how much money it needs after that, which we won't meet. And as Gene keeps saying on this
broadcast, if they squeeze the tax cut to $400 billion, watch for it to explode in 10 years when the baby
boomers retire, causing us fiscal problems out there.

MS. REHM: Robert Greenstein from the Center on Budget and Policy Priorities. At 25 before the hour, you're
listening to the Diane Rehm Show. And let's open the phones now. First, to Goshen, Indiana. Good morning,
Randall.

Q: Good morning, Diane.

MS. REHM: Go right ahead, sir.

Q: I was glad to hear Professor Davenport address the estate tax issue. One of the things I haven't heard in
this debate is any talk about the devastating effect that eliminating, or even significantly reducing, the estate
tax would have on the charitable community, which relies on its benefits from basically the forced
redistribution of the wealth of the top 1 percent. And it is true that it is a double taxation in a sense. But
that's always been sort of the point of the estate tax, that it hasn't been for revenue generation for the
government. It's been for social policies that force the redistribution.

And basically now people have the choice when they are faced with a taxable estate of either paying the
estate tax or giving to charity, and what they choose to do by and large is give it to the hospitals, schools,
libraries in their community. And I would like to hear a comment on that aspect of it.

MS. REHM: Sure. Gene Steuerle.

MR. STEUERLE: I think it's all entirely correct. The estate tax is essentially almost an anti-dynastic tax. Its
purpose is not mainly to raise revenues if you really look at it closely. Because if it was to raise revenues, we
would assess it on much more than 1 or 2 percent of the population. It seems to be a tax that's assessed
against the very wealthiest.

And if you look at people with estates of something like $10 million or more, in fact they do give away about
on average 30, 33, 35 percent of their estates to charity. And what that also tells you is that in fact the tax is
totally avoidable as long as you're willing to give what you haven't spent on yourself to society at large rather
than just passing it on to your children.

MS. REHM: So charities would be affected then?

MR. STEUERLE: That's correct. There is a complete charitable exemption from the estate tax. So, again, if
one gives money away to charity, there is no estate tax to be paid.

MS. REHM: Steve.

MR. MOORE: Well, just two quick points. One thing we can all agree on is that from a revenue standpoint,
this tax is totally irrelevant. It only raises about 1 to 2 percent of our total revenue.

MS. REHM: Which is a fair amount of money in the long run.

MR. MOORE: But it's pretty — except that, you know, the truth is we could get rid of this tax and it would
have a very negligible impact.

MS. REHM: Do you agree with that, if we got rid of its negligible effects?

MR. GREENSTEIN: Modest.

MR. MOORE: Modest? Okay. Some people say, by the way, that if we got rid of it, and I would agree with
this, that we would actually have more revenue because it would be positive for the economy.

MS. REHM: What about the charitable problem?

MR. MOORE: I was just about to get to that.

MS. REHM: Sure.

MR. MOORE: The estate tax, when did we create this? I think — was it about early 20th century, wasn't it,
that we —

MR. GREENSTEIN: We have inheritance tax going back to the states that eventually the federal government
absorbed.

MR. MOORE: Right. But they were very low. We didn't have a federal estate tax until the time we created the
federal income tax.

MS. REHM: All right.

MR. MOORE: And, folks, we had orphanages, hospitals, charities before we had an estate tax. So I think it's
almost insulting to say that the only reason Americans give to charity is for a tax break.

MS. REHM: Bob Greenstein.

MR. GREENSTEIN: Steve, you're using a bit of a double standard here. You said the president proposed a



MR. GREENSTEIN: Steve, you're using a bit of a double standard here. You said the president proposed a
huge Medicare prescription drug benefit. It costs about $10 billion a year. What's the estate tax bring in?
Thirty to $40 billion a year. We'd lose three to four times the amount that it costs just to do this drug benefit.

MR. MOORE: But you know these entitlement programs have a way of expanding and expanding.

MS. REHM: Let's go to Walter in San Antonio. You're on the air. Good morning, sir.

Q: Yes. Isn't all this just symbolic posturing demagoguery on both sides? Don't all the major changes kick in
after about five years? And, after five years, all these projections are probably not worth the paper they're
written on?

MS. REHM: Gene Steuerle.

MR. STEUERLE: Well, I think you're right about the demagoguery with respect to most of the major bills that
the Congress tends to enact. But if you look at the projections, the reason we know the cost will be greater in
the years past five and ten, which you correctly identified, is simply because they're phased in to start then.
So, that type of a projection is not hard to make.

MR. GREENSTEIN: But this is in fact part of the very problem. Gene has mentioned this: if you look at the
House bill, in the second 10 years, 2010 to 2019, the very time the boomers start to retire, how much did it
lose in revenue? Three trillion dollars. The Senate bill on that period loses $2 trillion. What's supposed to
happen in that period? The surpluses start to shrink as the boomers retire and Medicare and Social Security
costs go up. We'll have big problems out in that period.

MS. REHM: Lots of problems. We'll continue to talk about them as we discuss the proposed tax cuts that
President Clinton has already said he'll veto. On the other hand, our guests think there might be room for
compromise. All right then, we'll go back to the telephones as we talk about the proposed tax cuts with Gene
Steuerle. He's a senior fellow at the Urban Institute. Robert Greenstein from the Center on Budget and Policy
Priorities, and Stephen Moore, director of fiscal studies at the Cato Institute. We'll go now to Cincinnati and to
Kevin. Good morning, you're on the air.

Q: Good morning, Diane.

MS. REHM: How are you?

Q: Fine.

MS. REHM: Great.

Q: Thank you for presenting this forum.

MS. REHM: Good.

Q: I was just wondering why more attention is not being focused on Mr. Greenspan's remarks that this
budget surplus should wait to see if this materializes before we start worrying about these budget tax cuts.

MS. REHM: Now, of course that's your point, Bob Greenstein. Stephen Moore, how do you react?

MR. MOORE: We have a surplus right now. Last year, we had $70 billion in surplus. Now, that was all in the
Social Security fund. But the good news is that the era of those $200 billion deficits is over. My point is that
for 17 years, people like Bob Greenstein said we can't have a tax cut because we've got a budget deficit.
Now, we've got a budget surplus. Bob, where's the tax cut?

MR. GREENSTEIN: But the fact of the matter is, outside Social Security we don't have a surplus.

MR. MOORE: Next year we might.

MR. GREENSTEIN: Next year, CBO — this is key. Next year, we're probably going to have a deficit again.
CBO says we could have a $14 billion surplus outside Social Security for the fiscal year that starts October
1st. CBO has also said in the past few weeks that all the $14 billion is gone, and we're now heading for a
deficit again. Why? Because the Congress, the Republican Congress, either party is different on this, cannot
live within those ceilings that they said in '97 on how much can be available for all of government from
defense to education because those ceilings entail sizable cuts that neither party can make.

MS. REHM: All right. The other thing that Alan Greenspan has said is if we're not going to hold on to the
surplus to pay -

MR. GREENSTEIN: Greenspan's perspective is that savings is the ideal use of the budget; however, he
favors smaller government. Therefore, he believes a tax cut would be better than a spending increase.
Politically, what's going on, and this is where I think Kevin's remark is exactly on target, but politically what's
going is you might argue that that people who favor expenditures have figured out ways to have expenditure
growth, and Social Security and Medicare are examples, but continues for 10, 20, 30, 40 years into the
future. And now the Republicans and the tax cutters say "Well, gee, that's a good game to play. I think I will
do it also."

From an economic perspective, it's bad policy because both types of policies deny flexibility. They deny us the
ability to adjust over time to the greatest needs of our society. Both sides of the aisle want to spend future
revenues way into the future.

MS. REHM: Kevin, does that answer it?



Q: Well, the other question I had is along those lines. Because it seems to me that the consensus would be to
go along with Mr. Greenspan's ideas because he is more objective and down the middle of the road. But it
seems to me that all of the Republican rhetoric, which I think was what it was referred to as earlier, is just
grandstanding in an attempt to win constituents over to their side of the debate by making such claims to
support their ideas for the cut.

MS. REHM: Stephen Moore.

MR. MOORE: We can do both. I mean, if these projections turn out to be true, we're going to have $3 trillion
in surpluses. We can use a large amount of that money for debt reduction, and we can use some of that
money for tax cuts.

MS. REHM: Okay. The other question in this regard that I have, Gene Steuerle, is how much of this is truly
about taxes and how much of it is truly about politics?

MR. STEUERLE: I think probably most of it is about politics and capturing of symbols. Again, you know,
unfortunately, we've now moved the democracy to where politicians on both sides of the aisle basically want
to claim what they are doing is for the public. I mean, the public pays the taxes, and the public gets the
expenditures, and it's largely the middle class that pays the taxes, and largely the middle class gets the
expenditures. So, we're — our government is one of the tools we use to decide what we want to do.

In politics, however, you want to capture symbols. You want to claim I'm doing something for —

MS. REHM: Sure.

MR. STEUERLE: — you, but the other person isn't. So the president wants to claim "I'm going to give you
more Medicare than the Republicans." And the Republicans want to say, "I want to give you more tax cuts."

MS. REHM: Right. Bob Greenstein.

MR. GREENSTEIN: But there are real differences here. You know, if you look at the Treasury estimates on
the House tax cut, when fully in effect, an average tax cut of $38,000 a year for the top 1 percent, an average
tax cut of $140 a year for the bottom 60 percent, including the people right in the middle of the income
spectrum. And it's a zero-sum game. If you give all this money away in tax cuts, you don't have some money
to make us part of Medicare and Social Security restructuring. There's no way we're going to restore Medicare
long-term solvency purely by restructuring and benefit cuts in Medicare.

It's going to have to be a combination of restructuring and some new revenue. If you give away everything
you have outside Social Security in a tax cut, there isn't money left for that. There isn't. And, again, the only
way you get the money for these tax cuts is to do cuts that average about 20 percent over time in the part of
government that's everything from, again, education to environment to children's programs. I don't think
those cuts will be made. But, if they're not, and you do a tax cut of this size, then you bring back deficits
outside Social Security.

MS. REHM: What about that, Steve?

MR. MOORE: This is the fundamental disagreement between Bob Greenstein and myself. You use the term
zero-sum game, and I simply don't believe that. Our goal in Washington, to the extent we get involved in the
economy, is how can we make this economy grow so that we're leaving to our children a strong and healthy
economy? I don't believe this is a zero-sum game. If we cut the capital gains tax, if we get rid of death tax,
we will continue to see an expansion and our children and grandchildren will be better off as a consequence.

MS. REHM: All right. To Hickory, North Carolina. Good morning, Lisa.

Q: Hi.

MS. REHM: Hi.

Q: I love your show.

MS. REHM: Thank you.

Q: My question is, how can we even consider cutting taxes until we pay the debt off? It just doesn't make any
sense if you were running a business and tried to do that. You wouldn't do that until you paid your bills off.
And it seems like they're trying to just look like the good guys to give the public back the money so they can
get re-elected. That's what it seems like to me.

MS. REHM: Stephen Moore.

MR. MOORE: Well, you know, the debt issue is a very one. I think the American public is a little confused on
this. The burden of the debt, I think most economists would agree, is how big is the debt relative to how big
is our economy? The good news about the debt is even if we do not retire a single penny of debt, and we
probably will retire with some of that debt, the debt as a share of our economy will continue to follow for the
next 10 years. And, in fact, even without debt reduction, because the economy continues to grow, the debt
share of our economy will in 10 years be lower than any time since the 1930s. So the debt burden is actually
shrinking, and that's the good news.

MS. REHM: But don't you think it's interesting, Gene Steuerle, that so few people put tax reduction at the top
of their priority list?



MR. STEUERLE: Well, I think this is actually fairly normal. In good times, people's incomes grow fairly
significantly. And the tax cut in that type of world is actually relatively modest relative to the real income
growth from which they're benefiting. So I think they actually have the right attitude. It's that they want to
see what the system as a whole looks like. They want to see a system that's fair with respect to taxes and
Social Security. I think there the public probably has the right attitude.

MR. GREENSTEIN: And I think the middle class understands, first, that it's taxes are not up. They're about
the same. It's a percentage of income, as they have been for the last 10 or 20 years. Second, the middle
class understands that most of these big tax cuts won't go to them. They'll go to people at the top. And,
thirdly, enough people have had credit card debt and have paid those high interest payments that they
understand that if we can get rid of most of the debt the federal government owes, we can stop paying $230
billion a year in interest payments, which we can afford to pay now. But we don't have $230 billion to pay on
interest payments when the baby boomers retire. 

MS. REHM: Lisa, are you saying that you're not particularly concerned about, or interested in, tax cuts?

Q: No. I don't really mind paying taxes. Whenever they spend money for things that aren't necessary, that
concerns me a little bit. But the debt, that really bothers me because why should this country be in that big of
a debt? And are we just looking 10 years into the future, like you said? Shouldn't we be looking until the
baby boomers retire, and what's going to happen then? They're not going to keep shrinking then. It's not
going to be gone by then.

MS. REHM: Now, it seems to me Republicans really do have a chore to persuade people that they really want
a tax cut in the first place.

MR. MOORE: Well, I do think that, and not withstanding this caller, I think that the vast majority of
Americans want a tax cut. I think the reason you're seeing —

MS. REHM: That's not what the polls indicate.

MR. MOORE: I was going to get to that.

MS. REHM: Okay.

MR. MOORE: I think the reason these polls are not showing strong enthusiasm is that I think Americans have
been so tired of politicians for the past 10 years talking about tax cuts, but not delivering. After all, it was in
1990, George Bush said, "Read my lips, I'm not going to raise taxes," and he did. Then, Bill Clinton was
elected in 1993 saying "I'm going to give the middle class a tax cut." And we got a tax increase, not a tax cut.
So I think a lot of Americans that I talk to are saying, "I don't want to hear the politicians talk about it. I just
want to see them do it."

MS. REHM: Gene Steuerle.

MR. STEUERLE: The Office of Tax Policy Research at the University of Michigan recently sampled some of the
polls, and the public is basically inconsistent. Reducing taxes ranked only fourth of the seven issues needing
the greatest attention from the federal government, and it was chosen by only 9 percent of the people.
However, about two-thirds of Americans believe their tax liability is too high. And 87 percent said they do not
believe policies as promised.

MR. MOORE: That's exactly my point.

MS. REHM: At 10 minutes before the hour, you're listening to the Diane Rehm Show. And thanks for calling,
Lisa. Let's take a caller right here in DC. Good morning, Paul.

Q: Good morning. A comment and a question.

MS. REHM: Sure.

Q: The comment is that whenever I hear people do sort of subtle language shifts, it operates for me as a red
flag, and I've been listening this morning to the reference to the estate tax, which is properly named as the
death tax. And I just offer the comment that that usually is a red flag that the argument that they're putting
forward probably has weaknesses to it that they have to use that sort of language manipulation.

The question is this: The estate tax and gift tax operate and pay material with each other. What is proposed
for the gift tax in this proposal?

MS. REHM: In the gift tax? Stephen Moore.

MR. MOORE: Gene may know that better than I do. I don't think they do anything with — do they do
anything with the gift tax on this bill?

MR. STEUERLE: Well, the gift tax and the estate tax are now unified, and essentially the rate reductions that
would apply to the estate tax would carry forward to the gift tax as well. There actually are some technical
problems with the way they unified that. But I don't think this bill deals with that.

MR. MOORE: Just one comment about the death tax related to this gentleman's call. We have a 55 percent
death tax, 55 percent at the top end. That's virtually the highest death tax in the world. So if we can't get rid
of the death tax, at least let's try to bring the rate down because I think a lot of Americans think the
government gets 55 percent.

MS. REHM: All right.



MS. REHM: All right.

MR. GREENSTEIN: Steve —

MS. REHM: We've only got 10 minutes left. If in fact there is a veto, Gene Steuerle, where do we go next?

MR. STEUERLE: I think if there's a veto, the president will be willing to compromise. I think the compromise
would involve, as I say, a patchwork of provisions. I'm afraid that he will not, and the Congress will not, put
these provisions together on the basis of a set of more narrow tax policy principle. By more narrow, I mean
not so much the size of the budget, but issues like equal treatment, and equal incomes paying equal tax —
simplicity. They haven't done the simplicity in the House. I think that will go by the wayside.

MS. REHM: What about an across-the-board cut? Is that going to survive?

MR. STEUERLE: There will probably be some modest across the board cuts. Even the Senate bill, which
basically reduces the 15 percent bracket —

MS. REHM: Fifteen to 14.

MR. STEUERLE: — affects most taxpayers.

MS. REHM: Yeah. And what about estate taxes? Is that going to survive?

MR. STEUERLE: Well, they're not going to be eliminated. They might raise that exemption, which is already
the first million-dollar sum. But, you know —

MS. REHM: I thought it was the first $650,000.

MR. MOORE: They raised it.

MR. STEUERLE: It is, but under the '97 law it raises up to $1 million over the next few years. But, you know,
the real question is, we tend to assume that responsible government always means reaching deals — in this
case, a deal that serves both parties purpose in the election Clinton says, "I've got a Medicare drug benefit."
The Republicans say they've got tax cuts. It may not be the best thing for the country. The best outcome may
be not to do anything at this point and let's see if these surpluses really materialize and pay down debt in the
meantime.

MS. REHM: Steve, you get the last word.

MR. MOORE: I think we are going to get a tax cut this year. I agree with Gene —

MS. REHM: How much?

MR. MOORE: — it's going to be scaled back.

MS. REHM: Scaled back.

MR. MOORE: Probably maybe half of what the Republicans want. And I hope, I hope that it will include
something to expand IRAs, something on capital gains, and something on the death tax.

MS. REHM: So you don't think it's going to be an issue in the 2010 campaigns?

MR. MOORE: Oh, I think this will be front and center stage. George W. Bush has already come out for a big
tax cut. And I think Al Gore has said he doesn't want one.

MS. REHM: Steve Moore, the Cato Institute; Robert Greenstein, at the Center on Budget and Policy Priorities;
and Gene Steuerle, senior fellow at the Urban Institute. We'll be watching, waiting for your comments. Thank
you all so much.

GUESTS: Thank you.
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