VIEWS ON OUR WORLD, THROUGH A GEORGIST LENS

THE CURRENT
STATE OF THE
UNION AND HOW
WE GOT HERE

BY EDWARD J. DODSON

Beginning with Ronald Reagan’s 1980
Presidential campaign, the issue of tax
policy became central to the ideological
and policy debates of every candidate
campaigning for office, from city mavor
on up. Americans were then facing a new
and unwanted reality. Producers in the
United States no longer dominated
global markets. Already at this time
many firms domiciled in the U.S. had
moved their operations to other
countries in order to establish a market
presence and to lower the all-in costs of
doing business. Simultaneously,
everyone everywhere was trying to
respond to the dramatic increase in the
cost of fossil fuels, even as stagflation
brought the global economy to its knees.

Mainstream economists had no answers.
The statistical correlation that for
several decades validated the Phillips
Curve disappeared almost overnight.
Keynesian demand management no
longer worked to soften recessionary
downturns or shorten their duration.
This opened the door for the
introduction of economic and tax
policies aligned with Ronald Reagan’s
commitment to reduce the Federal
government’s role as social engineer and
director of market forces.

THE DOWNSIDE OF SUPPLY-SIDE
ECONOMICS

The “supply-side” analysis of U.C.L.A.
professor Arthur Laffer was brought to
Ronald Reagan by the then Congressman
Jack Kemp. Early in 1983, I wrote to
Representative Kemp to express my view
that what was being referred to as
“supply-side” economics ignored the
important distinction between assets we
produce (i.e., capital goods) and assets
provided to us by nature, the supply of
which is inelastic and therefore
insensitive to changes in price. I sent a
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copy of this letter to Professor Laffer,
who replied without really responding to
the points I raised with Representative
Kemp. The policy to be embraced by the
Reagan Administration was the
reduction in marginal tax rates on
incomes regardless of their source(s).

Although not all Republicans bought into
the “supply-side” idea that lower
marginal tax rates on higher incomes
would result in greater investment in
economic growth and bring in more
revenue at the same time, the approach
was consistent with Reagan’s call for a
“new Federalism.” (cont'd on pg. 5)

DOES THE
SANDERS PLAN
MEET THESE
TESTS?

BY EDWARD J. DODSON
Changing the way governments at all
levels raise revenue to pay for public
goods and services will not solve every
social, economic and environmental
problem we are facing. But failing to
change the way revenue is raised will
prevent all other measures from
achieving meaningful and lasting results.
Systemic problems require systemic
reforms. To date, [ have read nothing
that suggests any of the leading
Presidential candidates possesses a
sound understanding of the effects

taxation has on our communities and
our nation. To be fair to political
leaders, the advice they receive from
members of the Economics profession
is plagued by ideological bias and a
long history of theoretical analysis
detached from real world dynamics.
One of the most serious analytical
problems is caused by the general
failure to treat nature as a distinct
factor of production, a factor
responding to taxation in a manner
quite different from the taxation of
labor, capital goods or commerce.

No less an authority than Nobel Prize
winner Joseph Stiglitz, former World
Bank economist, has joined the camp
of economists challenging
conventional measures of the health

and stability of the nation’s economy. An
indication that conventional economic
assertions are losing their hold is
evidenced by the fact that Stiglitz's views
were solicited in mid-2019 by The
Economist. In this interview, Stiglitz said:

“There is not the competitive, level
playing-field described in textbooks: in
sector after sector, there are a few
dominant firms that create almost
insurmountable barriers to entry. Too
many become wealthy not by adding to the
size of the nation’s economic pie, but by
seizing from others a larger share, through
exploitation, whether of market power,
informational advantages or the
vulnerabilities of others.”

This kind of criticism by Joseph Stiglitz
and many others has opened the door for
Presidential and other political office
candidates critical of the status quo. And
there is no candidate whose criticisms are
more substantive than Bernie Sanders.
(cont'd on pg. 5)
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The Current State of the Union and
How We Got Here (cont'd from pg. 4)

That is, for a relationship between the
states and the Federal government
characterized by a return to States’
responsibility for social and economic
programs.

The Reagan Administration’s first step
was The Economic Recovery Tax Act of
1981, which cut the highest personal
income tax rate from 70% to 50% (but
also increased the maximum rate of
taxation on so-called capital gains from
20% to 28%, a modest recognition that
the gains on the sale of financial assets
were derived rather than earned). In
1986. a second cut in the personal
income tax reduced the highest rate
down to 38.5% with a schedule annual
decrease down to 28%. From that point
on, the nation’s economic future fell into
the hands of Administrations and
Congresses committed to reducing taxes
regardless of the real world
consequences. One consequence of this
was increasing budget deficits and a
constantly-rising National Debt.
Creative accounting and revenue
shifting strategies served to present
presiding governments in the most
positive light. In truth, political ideology
now justified economic outcomes that
resulted in the accelerated
concentration of income and wealth.

THE TRUMP MESSAGE: “DON'T
WORRY, BE HAPPY"

Fast forward to 2020 and the deficit is
forecasted to exceed $1 trillion. By the
end of this vear, the national debt will in
actuality exceed S24 trillion. Historically
low rates of interest on this debt have
enabled the Federal government to
service this debt without dramatic cuts
in spending. However, if the Federal
Reserve Board should decide to target
inflation by increasing interest rates, the
situation could become far more serious.
At an average rate of interest of just 3%,
the Federal government would need to
raise $720 billion annually to service the
National Debt. Where would this
revenue come from?

There is no doubt that the tax policies
incrementally adopted since the early
1980s have rewarded those with the
highest incomes and individual and
household assets. Other changes in law
and public policy (implemented by
Administrations and Congressional
majorities of both main parties) have had
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similar effects. Back in 2014, I gave a talk
tracing the history of tax reduction and
financial deregulation that has
contributed to the accelerating
concentration of income and wealth
condemned by Bernie Sanders and
others left-of-center. Since Donald
Trump's election as President, the
process has continued unabated. A
Sanders Administration (or any
Democrat-led administration) will likely
need a strong majority in both the
House of Representatives and the
Senate to reverse the nation’s economic
course. (cont'd on pg. 6)

Does The Sanders Plan Meet These
Tests? (cont'd from pg. 4)

What is certainly true is that Bernie
Sanders has focused public attention on
the results of a system of socio-political
arrangements and institutions that, in
practical effect (if not by conscious
design), have secured and protected the
kind of rent-seeking advantage
increasingly identified by economists
now frequently described as heterodox,
the implication being that their views
are counter to that of more mainstream
members of the discipline. Of course,
the remedies proposed by economists in
the heterodox camp are also not
uniformly consistent. The reforms I have
identified in how governments ought to
raise revenue as system-changing are
embraced by some, downplaved or
ignored by others. To achieve a high
level of equality of opportunity in our
society, there must be an end to
continued redistribution of income and
wealth from producers to non-producer
(i.e., rentier) interests. The Sanders Plan
moves the U.S. in this direction but will
not be system-changing. Here is why.

TAXING FINANCIAL TRANSACTIONS

Senator Sanders calls for forgiveness of
$1.6 trillion of outstanding student loans,
paid for by a new tax on financial
transactions. It is worth noting that the
Consumer Financial Protection Board
found in 2017 that Americans age 60 and
older owed an average of $23,500 in
student loan debt, double the average
from a decade earlier, though most of
those loans were used to pay for
children’s and grandchildren’s
educations. Proponents of the proposed
tax conclude that such a tax could both
raise a considerable amount of revenue
and “reduce asset price volatility and

bubbles” by encouraging “patient capital
and long-term investment.” Opponents
argue the tax would stimulate ways to
avoid the tax and thereby distort
economic activity. As is almost always
the case, the devil is in the details.

TAXING CORPORATE PROFITS

Corporate profits and executive
compensation are primary targets in
The Sanders Plan for raising the revenue
necessary to fund the programs his
Administration would direct to improve
the lives of the poor, of working families
and students pursuing higher education.
Nothing in The Sanders Plan
distinguishes between profits earned by
producing goods or providing services

1

and profits derived from rent-seeking
subsidies, speculation or creative
accounting.

TYING EXECUTIVE COMPENSATION
TO WORKER PAY

Senator Sanders would require
corporations to establish maximum
levels of executive compensation based
on a multiple of “median worker pay”
enjoyed by the company’s workforce.
Companies would be taxed at rates
determined by this ratio. The greater
the ratio, the higher the rate of taxation.
The analysis by the Sanders team
concludes that under their plan the
revenue captured by the Federal
government for firms with annual
revenue greater than $100 million would
be sufficient to essentially “eliminate
medical debt.” The source of additional
revenue would come from increased
taxes on the truly wealthy.

That today's corporate executives are
excessively compensated at the expense
of most other employees is hard to
dispute, as [ comment on below. That
said, the problem I find with The
Sanders Plan is, once again, the absence
of any distinction between earned and
unearned income. Moreover, firms
engaged in some ....(cont'd on pg. 6)
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The Current State of the Union and
How We Got Here (cont'd from pg. 5)

The Trump Administration tells us that
the policies they have put into place
have already resulted in record
economic growth and are raising living
standards for millions of households.
Every party that holds power
emphasizes the positive and minimizes
the negative effects of its policies.
Historically in the United States, sitting
Presidents are voted out of office not
because of high unemployment but
because of high inflation. The reason for
this is easy to understand. The
chronically unemploved have passed the
point of anger and have entered the
realm of despair. They are consequently
less likelv to vote than those who are
angered by the rising costs of living.

So, what do the actual statistics say
about the present state of the United
States economy and our society? After a
thorough examination of a broad
spectrum of trends affecting our
population, our economic output, and
our environment, the picture looks to
me to be quite bleak. We are a society
addicted to debt, and history reveals
that the inevitable outcome is financial
and economic collapse when the
mountain of debt can no longer be
serviced let alone repaid.

Most of the media attention has focused
on the huge amount of student debt
carried by Americans. Other sectors of
the U.S. economy are even more highly
leveraged. Total outstanding revolving
debt, which is chiefly made up of credit
card balances reached $1.07 trillion In
May 2019. Total household debt hit
$13.86 trillion in the second quarter of

2019. This total is $1.2 trillion higher than §

the previous peak in the third quarter of
2008.

Fortune Magazine reported in June of
2019 that the National Association of
Business Economics survey of over 50
professional economic forecasters saw
the economy growing but a slower rate
in 2019 and 2020. They also believe a
recession is very possible by the time
the next U.S. President is inaugurated in
2021.

During 2018, banks received $104 billion
in interest and fees from their credit
card holders. However, Bloomberg
reported in May that credit card losses
at the biggest banks are outpacing auto
and home loans. (cont'd on pg. 7)
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Does The Sanders Plan Meet These
Tests? (cont'd from pg. 5)

types of enterprise must establish large
reserves to provide funds for systems
upgrades, losses associated with
uncollectible receivables and other
purposes. Profit margins differ
considerably for firms generating the
same annual revenue. [ will not pretend
to have a solution to offer. The Tax
Foundation's analysis of “gross receipts
taxes” raises a number of important
considerations which the Sanders team
needs to consider.

TAXING HIGH NET WORTH
INDIVIDUALS AND HOUSEHOLDS

The Sanders Plan would also impose a
surtax on households with a net worth
over $32 million, forecasted to raise
$4.35 trillion of a ten-year period “a
cut the wealth of billionaires in half
15 years.” The Sanders campaign we
provides additional details for what
would be his administration’s “Inco

Inequality Tax Plan.” I cannot help b
wonder what significance there to this
$32 million net worth figure. The
households with this level of net worth
would generate an annual income of
$640,000 if they just purchase (i.e., loa
to government) Treasury securities
yielding 2% per year. They would pay
half of this in a wealth tax and keep
$320,000 with essentially no risk of loss.
If interest rates happen to increase, the

funds can be reinvested with an even
higher after-tax return. Does anyone
else see a problem with broad-based
taxation to pay interest to public
creditors so they can pay this net worth
tax?

TAMING THE EXCESSES OF
CAPITALISM WITH COOPERATIVE
ENTERPRISE

There are many reasons why corporate
executive compensation has skyrocketed
over the last several decades. To some

extent, the intense competition in the
arena of global business has contributed
to the competition for executives with a
strong track record of success
navigating the cyclical character of the
business environment. There are also
less quality-based reasons, such as the
prevalence of board positions occupied
by executives of other firms and
institutions. Critics such as Richard
‘Wolff, a former professor of economics
at the University of Massachusetts and
now at the New School, argues that
social democracy requires a meaningful
worker participation at the board level.
Senator Sanders sees this reform as
crucial to the establishment of a viable
social democracy:

Professor Wolff's advice to Senator
Sanders is to add an additional objective
to this scheme, which is to promote the
formation of worker-owned
cooperatives. There are around 400
such cooperatives in the United States.
They are a small part of the U.S.
economy, employing some 7,000 people
and generating roughly $400 million in
annual revenues. Globally, the most
successful cooperative enterprise is the
Mondragon Corporation, located in the
Basque region of Spain. Founded in
1956, the Mondragon federation of
worker cooperatives employs nearly
75,000 people and generated revenue of
12.1 billion EUR in 2015. An issue for a
Sanders Administration is whether
worker-cooperatives should be tax
advantaged over shareholder-owned
corporations. Another possibility is for
the Federal government to establish a
public banking function to provide
financial resources to support
cooperative start-ups or cooperative
spin-offs from firms committing to
abandon the corporate form of
ownership. (cont'd on pg. 7)
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The Current State of the Union and
How We Got Here (cont'd from pg. 6)

Collectively, the four largest banks in the
U.S. recorded nearly $4 billion in charge-
offs from credit cards in the first quarter
of 2019 alone.

A growing concern is the aggregate
credit card balances carried month to
month, which totaled $420 billion in late
2018. The average U.S. household with
credit card debt carries nearly $7,000 in
revolving balances, subject to high rates
of interest that make difficult paying off
what is owed. As of the end of the
second quarter 2019, payments on about
5.2% of credit card balances were 90
days overdue.

The Federal Reserve Bank of New York
reported in May of 2019 that mortgage
debt on one-to-four unit properties was
$9.2 trillion at the end of the first
quarter of 2019. As property prices
continue to increase, property buyers

are incurring increasing levels of
mortgage debt. The economics are
straightforward. Historically-low
mortgage interest rates enabled
buyers to qualify for higher levels of
borrowing, and this was capitalized
by market forces into higher asking
prices for property.

Does The Sanders Plan Meet These
Tests? (cont'd from pg. 6)

WHAT ABOUT BERNIE'S “TAX ON
EXTREME WEALTH"

Redistributing the accumulated
financial assets of the wealthy
appeals to me even if only as a
mitigating, short-run policy
necessary to prevent the collapse of
political and economic stability in the
United States. My view, as already
expressed, is that a high percentage
of these asset values are derived
from legal privileges, subsidies and

PROTECTIVE TARIFES ARE A
MEANS WHEREBY NATIONS
ATTEMPT TO PREVENT THEIR
OWN PEOPLE FROM TRADING.

WHAT PROTECTIONISM

TEACHES US, IS TO DO TO
OURSELVES IN TIME OF PEACGE
WHAT ENEMIES SEEK TO DO
TO US IN TIME OF WAR.
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tax advantages rather than earned
producing goods or providing
services. That said, the proposals do
not seem to be very well thought out
in the context of systemic change. I
have, in an earlier essay contributed
to the Robert Schalkenbach
Foundation’s blog, provided a fairly
detailed proposal for changes in how
government raises revenue that is
designed to be both transitional and
systemic. Readers learned in the
economics of taxation are
encouraged to offer constructive
criticisms. We need to finally get this
right before it is too late.

THE BOTTOM LINE

In summary, [ would characterize
The Sanders Plan as moderately
corrective, highly optimistic, and not
systemic in its effects. A Sanders
Administration would likely face one
of the most stressful periods of
economic instability since the Great
Depression of the early 1930s.

Thanky gou!
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