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THE OBAMA AND MCCAIN TAX PLANS: 
HOW DO THEY COMPARE?

WILLIAM BEACH, KAREN CAMPBELL, PH.D., 
REA S. HEDERMAN, JR., AND GUINEVERE NELL

Either Republican Senator John McCain or Dem-
ocratic Senator Barack Obama will have to make
very important decisions on tax policy when he
takes office in January 2009. First, the U.S. econ-
omy will be recovering from the financial crisis and
is already predicted to grow less than its usual rate
of 3.3 percent over the last 50 years.1 Second, Pres-
ident George W. Bush’s tax cuts will expire in 2011,
and the President must decide how to extend or
make permanent some of the tax cut provisions.

Senator McCain will make the Bush tax cuts per-
manent, with the exception of the estate tax.
McCain credited the Bush tax cuts with helping the
economy recover after the 2001 recession.

Senator Obama, on the other hand, will extend
the Bush tax cuts only for those taxpayers who earn
less than $250,000 a year—he has deemed the rest
of the people “rich.” Senator Obama will also enact
new tax increases on these rich individuals as well as
a series of targeted tax credits for lower-income indi-
viduals. Senator Obama believes that the current tax
system is not progressive enough and that higher
taxes on the rich should be used to give money to
low-income individuals or those who do not work at
all, such as retired people, reduce the deficit, and
reduce the size of Social Security’s shortfall.

The candidates do have some large areas of agree-
ment. Both agree that:

• The Alternative Minimum Tax (AMT) should be
indexed for inflation to prevent more and more

taxpayers from being forced to pay the AMT.
Senator McCain wants to increase the AMT
exemption even more in future years;

• Many elements of the Bush tax cuts should be
made permanent, such as  the child tax credit,
provisions that reduce the marriage penalty, and
lower tax rates for most income brackets;

• The capital gains tax rate and the tax rate for
qualified dividends should be equal; and

• The portion of estates that is tax exempt should
be increased. (The candidates differ on lowering
the estate tax rate. McCain wants to increase the
exemption to $5 million and supports a tax rate
of 15 percent while Obama wants to keep the
exemption at the 2009 level of $3.5 million and
supports a tax rate of 45 percent).

The candidates do have significant differences.
Senator McCain’s plan extends all of the Bush tax
cuts, while Senator Obama’s does not extend the
cuts for the top two rates. Furthermore, Senator
Obama would impose a new tax on those who earn
more than $250,000 a year, which would be dedi-
cated to paying for Social Security. Senator McCain
has proposed a few other cuts, highlighted by a cut
in the corporate tax rate and a change in the tax
treatment of health care. Senator McCain’s tax plan
for health care is the following: Currently, workers
do not pay tax on the value of insurance they
receive from their employers. Senator McCain
would end this preferential tax treatment and

1. Heritage Foundation calculations are from Bureau of Economic Analysis data.
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replace it with a tax credit that would allow families
to purchase health insurance. Senator Obama has
many new proposals, including several new tax
credits. Senator Obama proposes a refundable
health care tax credit to help low-income individu-
als purchase health care. Many of the other ele-
ments of Senator Obama’s health care plan are
outside the income tax system, such as issuing
mandates that children have health insurance.

Both campaigns have engaged in heated rhetoric
to explain why their tax proposal is the best for the
country. Senator McCain’s campaign argues that his
plan is the best for economic growth, while Senator
Obama’s campaign states that his plan is the fairest
because it ends tax cuts for the wealthy.

Voters as well as policymakers face conflicting
claims about the merits of the two plans, with
each candidate representing his plan as the best
for the economy and for taxpayers. Voters espe-
cially should be able to compare the two tax plans
side by side.

BASIC FINDINGS
Center for Data Analysis (CDA) analysts used an

analytical tool that permits taxpayers and policy-
makers to see the side-by-side economic effects of
the two plans: We used CDA tax models and tax
information from other sources as inputs to Global
Insight’s (GI) U.S. Macroeconomic Model (the ana-
lytical tool), one of the most widely respected fore-
casting models.2 Comparison of the likely
economic and fiscal effects of these two competing
plans is greatly facilitated by using the same eco-
nomic model to evaluate both approaches. This
report’s findings include:

• Jobs respond more to McCain’s plan than to
Obama’s. Job growth over the 10-year forecast
horizon is more than twice as high under
McCain’s plan than under Obama’s. Total
employment grows an average of 915,800 jobs
under Obama, and by 2,126,000 under McCain.
Both plans encourage job creation in each year of

the forecast, but McCain’s approach leads to sig-
nificantly larger job growth, and sooner. By 2018,
McCain’s plan, which makes the Bush tax reduc-
tions permanent and lowers the tax rate on cor-
porate profits, creates an additional 3,426,500
jobs. Senator Obama, however, raises taxes on
many of the economy’s key investors and busi-
ness owners. Job growth under his plan for that
same year is lower, at 1,576,200.

• Overall economic activity more vigorous
under McCain’s plan. Senator McCain’s plan
yields consistently higher forecasts of economic
output than does Senator Obama’s. Increases in
gross domestic product (GDP) under McCain
are, on average, nearly three times higher than
under Obama. The growth rate of the economy
increases a full half percentage point in 2011
and 2012, when taxes will increase under cur-
rent law. Under McCain’s plan, the average
annualized GDP growth rate increases by 0.3
percent. The Obama plan also leads to higher
rates of economic growth as a result of making
some parts of the Bush tax reductions perma-
nent. The economy as measured by GDP grows
modestly more than does the CBO baseline:
Growth rates are 0.1 percent higher on average
for the 10-year period. By 2018, GDP is $320.7

2. Analysts in the Center for Data Analysis used a version of the Global Insight (GI) baseline forecast and the U.S. Macroeco-
nomic Model to simulate the economic effects of adopting the McCain and Obama tax proposals. This version of the 
baseline forecast is based on the economic and fiscal assumption of the Congressional Budget Office’s January 2007 Bud-
get and Economic Outlook: Fiscal Years 2008 to 2017 and Budget and Economic Outlook: Fiscal Years 2008 to 2018. The meth-
odologies, assumptions, conclusions, and opinions in this CDA Report are entirely the work of CDA analysts. They have 
not been endorsed by and do not necessarily reflect the views of the owners of the GI model. The GI model is used by 
leading government agencies and Fortune 500 companies to provide indications to policymakers of the probable effects of 
economic events and public policy changes on hundreds of major economic indicators.
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billion (after inflation) higher under the McCain
plan than under Obama’s.

• More after-tax spending potential under
McCain than under Obama. Using the same
model to evaluate both plans, our analysis shows
that a family of four will have an average of $5,138
more in disposable income under McCain’s plan,
and $3,631 more under Obama’s. This average
increase in disposable income is the combination
of lower taxes on the average family, higher
employment, and increased growth under both
plans. By 2018, family-of-four disposable income
under McCain is forecast to be $9,750 (after infla-
tion) higher than baseline. This same family
unit would see its inflation-adjusted disposable
income surpass the baseline by $5,620 under
Senator Obama’s plan.

THE MCCAIN TAX PLAN
President Bush’s tax policy was delineated by two

major pieces of legislation: the 2001 Economic
Growth and Tax Reduction Reconciliation Act
(EGTRRA) and the 2003 Jobs and Growth Tax Reduc-
tion Reconciliation Act (JGTRRA). Both of these acts
significantly reduced tax rates for all income earners
but are due to expire on January 1, 2011. The foun-
dation of Senator McCain’s tax plan is primarily com-
posed of the permanent extension and, in some cases,
expansion of provisions in both acts:

• Keep capital gains and dividends rates at 0 per-
cent or 15 percent, depending on the taxpayer’s
income;

• Keep the child tax credit at $1,000 instead of let-
ting the credit drop back to $500 in 2011 and
maintain marriage-penalty relief;

• Maintain reductions in the marginal tax rates
from 39.6 percent to 35 percent, 36 percent to
33 percent, 31 percent to 28 percent, and 28
percent to 25 percent, and retain the 10 percent
tax bracket;

• Add a new provision that would raise the depen-
dent-child tax credit annually by $500 from
2010 to 2016, increasing the credit from $3,500
to $7,000;

• Double the personal exemption for dependents
from $3,500 to $7,000;

• Increase the exemption of the estate tax from $1
million to $5 million and lower the estate tax
rate from 55 percent to 15 percent.

• Phase out the Alternative Minimum Tax (AMT).3 

Family Tax Relief. In addition to the tax propos-
als mentioned earlier, Senator McCain has proposed
other ways of granting tax relief to families and mid-
dle-income earners. These provisions are not mod-
eled because some, like the gas tax repeal, are not
likely to be effective in future years. These provi-
sions include:

• Offer the option of filing taxes through the cur-
rent process or through a new, simplified system;

• Suspend the 18.4-cent gas tax and 24.4-cent
diesel tax from Memorial Day to Labor Day; and

• Offer a $5,000 tax credit for an individual who
purchases a zero-emissions car.

Pro-Growth Tax Cut Elements Maintained.
Key elements of JGTRRA would also be made per-
manent. The taxation on dividends and capital
gains would continue to decline to 0 percent for fil-
ers below the 25 percent bracket. Taxpayers in
higher brackets would pay lower taxes on dividends
and capital gains. The tax rate on capital gains for
these taxpayers declined from 20 percent to 15 per-
cent under JGTRRA, which also changed the treat-
ment of dividend income. Dividends are no longer
considered ordinary taxable income, but instead are
taxed at the same rate as long-term capital gains.

Dependent-Exemption Increase. A new tax cut
proposal is intended to increase the exemption for

3. “Supporting Small Businesses,” Official John McCain campaign Web site, at http://www.johnmccain.com/Issues/JobsforAmerica/
smallbusiness.htm (October 6, 2008).
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dependents, which are usually children but can also
be other household members who rely on the tax-
payer for support. The current exemption is $3,500
for 2008, and a President McCain would eventually
double this exemption. Families with children
would be the biggest beneficiaries, since they are
most likely to have the most dependents.

While Senator McCain phases in the exemption
extension, families with income under $50,000 a
year are immediately eligible for the full $7,000
exemption starting in tax year 2009. For a single
filer in the 15 percent bracket, this doubling of the
exemption would be worth $525; for a married
couple in the 25 percent bracket, the doubling of
the exemption would be worth $1,850.

The Estate Tax. Senator McCain’s plan also calls
for raising the exemption and cutting the tax rate for
the estate tax. While the estate tax is entirely elimi-
nated in 2010 under the current Bush plan, the
estate tax returns in 2011 after the Bush tax cuts
expire. Effectively, McCain’s proposal would raise
the exemption for estates from $1 million to $5 mil-
lion while cutting the tax rate from 55 percent to 15
percent. This would ensure that fewer Americans
are subjected to the estate tax and that those who
are will incur a tax rate markedly lower than the
current one. In this report, we assume that the
exemption is similar to current law and not indexed
for inflation.

Health Care. Senator McCain also proposes the
creation of a direct, refundable tax credit to offset
the costs of health insurance. The credit would be
$2,500 for individuals and $5,000 for families
and could be redeemed to help pay for health
insurance purchased privately or provided through
an employer. If health plan premiums are less
than the amount of the credit, any excess will be
deposited into the individual’s Health Savings
Account to be used for other health care expenses.
As mentioned previously, this proposal is not
modeled in the analysis.

Business Taxes. Both small businesses and large
corporations are affected by McCain’s tax plan. His
campaign has proposed to make several changes in
the tax code that would cut the tax rate for corpora-
tions from 35 percent to 25 percent by 2015.
Another McCain proposal is to allow the immediate
expensing of equipment investment by businesses
from 2009 to 2013.

A Reader’s Guide
This report frequently refers to the 

“baseline” when describing the effects of each 
candidate’s tax plan on the economy and 
federal finances. What exactly does this term 
mean?

The baseline view of the future economy 
(including federal finances) is that no 
additional tax policy or spending changes are 
enacted. In other words, the baseline is a 
forecast of future economic activity under 
currently enacted law.1 For example, future 
economic activity reflects the fact that the tax 
reductions enacted in 2001 and 2003 expire 
when current law dictates that they do so. The 
lower tax rates enacted in 2001 are scheduled 
to expire at the beginning of 2011. 

Tables 1 and 2 in the Appendix show a set 
of forecasts for most of the leading economic 
and fiscal indicators. In each case, the effects (of 
forecasts) of the McCain and Obama tax plans 
are compared to the baseline, and a difference 
is shown between that baseline and how the 
candidate’s tax proposal would affect the 
economy.

However, this report examines only the 
candidates’ tax proposals, not their spending 
plans. Campaigns offer candidates ample 
opportunities to present their tax and 
spending ideas, but very little time for 
working through the specifics of their 
proposals. Spending plans are particularly 
subject to this time constraint. 

Details are important to estimating the 
economic effects of policy change. Campaign 
tax proposals usually lend themselves to such 
an analysis, but this is rare for spending plans.

1.  This paper uses a baseline that mirrors the Congres-
sional Budget Office’s official baseline. This baseline 
assumes that the tax cuts enacted by President Bush 
will expire on schedule. While the campaigns of 
Senator McCain and Senator Obama prefer a differ-
ent baseline, where President Bush’s tax cuts are 
made permanent, this analysis uses the CBO baseline 
to ensure an analysis similar to one that would be 
performed by the Joint Tax Committee or the CBO.
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THE OBAMA TAX PLAN
Senator Obama’s plan will make several provi-

sions of President Bush’s tax cuts permanent. Signif-
icantly, Senator Obama proposes that capital gains
and dividends be taxed at the same rate. He would
raise taxes on those making more than $250,000 a
year, effective in 2009, by repealing the Bush tax
cuts for those taxpayers.

Some Expiring Provisions from 2001 and
2003 Made Permanent. Senator Obama also extends
several provisions of the 2001 and 2003 tax bills:

• Marriage penalty relief;

• Doubled child tax credit ($1,000);

• Earned-income credit expansion for married
couples;

• 10 percent tax bracket;

• Reductions in all regular income tax rates except
the top two; and

• Tax cuts on dividends and capital gains for tax-
payers in all but the top two brackets, which will
increase from 15 to 20 percent.

Increase Taxes on High-Income Taxpayers.
Senator Obama rolls back the tax cuts for people
who make $250,000 a year or more—taxpayers
who are considered wealthy. While there is some
uncertainty about the details of his plan, Obama
campaign materials indicate that the tax rates in the
top two brackets would increase to their pre-
EGTRRA levels of 36 percent and 39.6 percent.  The
phase-out of deductions and exemptions for tax-
payers in the top brackets would also be re-enacted,
which would further increase the top marginal tax
rate. Tax rates on capital gains and dividends would
also increase up to 20 percent for those filing in the
top two brackets.

The Obama campaign anticipates that tax in-
creases in the top two brackets would raise substan-
tial revenue that would pay for other tax cuts and
new spending programs. Compared to the cur-
rent-law baseline, however, the Obama plan would
reduce receipts after tax year 2010 because the cur-
rent CBO baseline already takes into account the in-
crease in top rates beginning in 2011. After 2010,
there is a net reduction in tax liability for taxpayers

The Parameters of this Report
The results in this paper are based on the candidates’ own specific tax policy proposals.  The 

analysts at the Center for Data Analysis who worked on this report tried, wherever possible, to model 
the candidates’ ideas about tax policy. However, not every proposal had advanced beyond initial 
conceptualization at the time of this report’s publication. For example, vague proposals such as 
eliminating tax breaks for special interests are not modeled.

More significantly, this paper does not attempt to model the spending bills of the two candidates, 
nor does the paper attempt to square the budgetary claims of the candidates with their tax cuts.

Senator Obama has voted for the pay-as-you-go (PAYGO) budgetary restrictions, which require 
that any tax cuts or entitlement spending hikes be offset by a choice of other tax or entitlement 
reforms. This paper assumes that Senator Obama’s plan does not hold to these PAYGO restrictions 
when comparing the effects of his tax plan to the Congressional Budget Office (CBO) baseline.1 If 
Senator Obama were held to the PAYGO standard, he would be required to enact new, unspecified 
tax hikes to pay for his tax plan. The Obama campaign believes that a more accurate baseline is to 
assume the permanent extension of the Bush tax cuts, but this analysis uses the CBO baseline.

Likewise, the paper does not attempt to model Senator John McCain’s claim that he will balance 
the budget in four years. Senator McCain’s plan cuts taxes more than Senator Obama’s, and would 
require even more budget offsets to balance the budget. The McCain campaign would also like to use 
a baseline that has a permanent extension of the Bush tax cuts, instead of using the CBO baseline.

This analysis also does not include changes in the health care system. Not modeling the health 
care plans of the candidates will ensure that the comparison will be similar in scope.

1.   David Clarke and Richard Rubin, “Obama Tax Plan Veers From Pay-as-You-Go,” Congressional Quarterly, September 
15, 2008.
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in the top two brackets. Revenue in these years
would be less than currently projected because tax-
payers in the top two brackets benefit from rate re-
ductions in the other tax brackets.

Social Security Surtax. Senator Obama has also
proposed an additional tax on individuals with
annual income above $250,000 to help supply
Social Security. The Obama campaign has released
few details of this tax, and has stated that it will be
somewhere between 2 percent and 4 percent and
not effective until 2018.4 The campaign has not
announced whether it will be only on additional
wages and salary, or whether it is a surtax on all
types of income above $250,000. Furthermore, it is
unknown whether Social Security benefits will be
paid for the additional taxes collected. It is esti-
mated that only 15 percent of the Social Security
shortfall will be reduced by this additional tax.5

While Senator Obama deserves credit for address-
ing the looming Social Security crisis, additional
adjustments beyond those in his plan will be
needed to make the program solvent. If these
adjustments come in the form of higher taxes
beyond those already in the Obama plan, then eco-
nomic activity will decline, decreasing incentives to
work, save, and invest.

Extension of the AMT Patch. The Obama plan
would extend the Alternative Minimum Tax relief of
the current policy in recent years by indexing the
thresholds for inflation and allowing individuals to
claim personal tax credits.

Child and Dependent Care Tax Credit. The
Obama plan would make the child and dependent
care credit refundable, and it would increase the
rates and thresholds for phase-out of the rates for
households earning less than $60,000. This change
would increase the maximum credit by $450 for one
dependent and $900 for two or more dependents.

Higher-Education Tax Credit. Senator Obama
has proposed an American Opportunity Tax Credit,
which is a new higher-education tax credit that is an
expanded version of the existing Hope Scholarship
Tax Credit. Currently, the Hope credit allows tax-
payers to take a non-refundable tax credit equal to
100 percent of the first $1,200 of qualified educa-

tion expenses plus 50 percent of the next $1,200.
Senator Obama’s credit would be fully refundable
and apply to the first $4,000 of college expenses.

One hundred hours of community service
would be required to receive the benefit. The pro-
posed credit is refundable, which would allow tax-
payers to receive a benefit even if they do not pay
federal income tax. Based on available information
about the plan, it appears that the current-law
income phase-out would also apply to the new credit.

TAX CREDITS FOR LOW-INCOME FILERS
Senator Obama’s plan uses the tax code to

increase the income of low-income workers with
the following.

Making Work Pay Credit. Senator Obama has
proposed a refundable tax credit for low-income
earners. Workers would receive a 6.2 percent credit
on the first $8,100 of earned income, yielding a
maximum credit of about $500 per person, or
$1,000 per family. This credit would begin phasing
out at an annual income $75,000 for single filers
and $150,000 for couples.

Expansion of the Earned Income Tax Credit
(EITC). The Obama plan includes an expansion of
the EITC, including an increase in the income cap,
thresholds for phase-out of the credit, and an
increase in the credit rate for families with more
than two children. These changes will mean that the
maximum tax credit for these families would dou-
ble from $555 to $1,100 in 2012. Workers without
children would also receive a larger credit under
Senator Obama’s plan, because the phase-out for the
EITC for those without children will be almost dou-
bled over the next few years.

Exemption for Low-Income Seniors. Senator
Obama has also introduced a tax exemption for
seniors earning less than $50,000. Many seniors in
this income bracket are paying few taxes under the
current system, but they would be exempted from
all income taxes under Obama’s proposal. This
exemption would not affect any refund the senior is
currently due. Married couples must both be over 65
to be eligible, and the combined income must fall
below $50,000. The Obama campaign has indicated

4. Jason Furman and Austan Goolsbee, “The Obama Tax Plan,” The Wall Street Journal, August 14, 2008, at http://online.wsj.com/
article/SB121867201724238901.html (October 7, 2008).

5. Andrew Biggs, “Would Obama Apply Social Security Tax to Non-Wage Income?” Notes on Social Security Reform, 
August 21, 2008, at http://andrewgbiggs.blogspot.com/2008/08/would-obama-apply-social-security-tax.html (October 7, 2008). 
In 2001, Andrew Biggs served on the President’s Commission to Strengthen Social Security.
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that this exemption will be phased out, but has pro-
vided no details on the phase-out rate or level.

STATIC AND DYNAMIC ANALYSIS 
OF THE CANDIDATES’ TAX PLANS

Static analysis assumes that there will be very few
behavioral changes in response to tax cuts or tax
hikes. Individuals will not alter their labor or invest-
ment behavior.

Using static methods, the McCain plan is esti-
mated to reduce tax revenue by $4.0 trillion over a
10-year period from fiscal year (FY) 2009 to FY
2018. (See Table 3 in the Appendix.) Ninety-two
percent of this reduction originates from tax
reductions associated with supply-side economic
incentives such as the reduction in marginal indi-
vidual tax rate and reduced taxes for qualified div-
idends and capital gains.

The Obama plan is smaller with $3.4 trillion in
reduced tax revenues. (See Table 3 in the Appendix.)
Approximately 48 percent of the tax cut stems from a
series of new tax credits and extensions of existing tax
credits. The new “Making Work Pay” tax credit is
about the same size as the extension of parts of Pres-
ident Bush’s tax cuts. About a quarter of the tax cut is
through supply-side tax cuts, such as
the lower marginal rates. Senator
Obama’s plan raises $281 billion in
revenue by increasing both the capital
gains and dividends taxes to 20 per-
cent as compared to a 15 percent tax
rate.

Dynamic Macroeconomic Anal-
ysis of the Tax Plans. The dynamic
analysis assumes that individuals and
businesses react to real-world
changes in income and costs. As a
result, economic growth changes,
and can lead to higher or lower tax
receipts than under the static scoring.
Economic growth means that tax
cuts will reduce government reve-
nues to a lesser degree than a static
analysis predicts.

Economic Growth from John
McCain’s Plan. Table 1 in the
Appendix contains year-by-year (in
fiscal years) results for key economic
indicators from the dynamic simula-
tion of the McCain tax plans by the
Center for Data Analysis. All figures

reported here are adjusted for inflation and refer-
enced relative to projected U.S. economic perfor-
mance under current law (the baseline).

The CDA analysis found that the McCain tax
plan will:

• Expand output. GDP will be, on average, $283.7
billion higher over the 2009 to 2018 horizon.
Real (inflation-adjusted) GDP growth is between
0.2 and 0.5 percent higher than the baseline. The
expansion in the U.S. economy is largely due to
the incentives to save and invest in productive
capital and technology through reductions in
capital gains and dividend taxes, and accelerated
expensing of depreciation for capital purchases.
These incentives are enhanced by a substantial
reduction in the tax rate on corporate income,
which lowers consumer costs and allows corpo-
rations to expand their investments.

• Increase employment. Total employment in-
creases an average of 2.13 million jobs over the
next 10 years. Peak job increases over the base-
line are 3.4 million additional jobs in 2018. The
difference between the number of jobs under the
McCain plan and the baseline increases each year.
The corporate income tax reductions and the in-

heritage.orgChart 3 • CDA 08-09
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centives for saving and investment
allow business owners to expand
their operations and increase their
investment in new equipment.
Investment leads to expanded out-
put that, in turn, increases per-
sonal incomes and employment. 

• Increase disposable personal
income. The McCain tax plan is
projected to increase a person’s
disposable income as much as
$2,438 above the baseline. A fam-
ily of four is projected to have
$9,750 more disposable income
than the current baseline and an
average of $5,138 more after-tax
income than the baseline over the
next 10 years.

• Boost the personal savings rate.
McCain’s tax plan provides sup-
port for greater levels of personal
savings, a particularly important
development given the tsunami of
entitlement spending expected
over the next five decades. The
personal savings rate is 2.5 times
higher than the baseline. In 2018, for instance,
the baseline requires a personal savings rate of 2
percent of income. The McCain plan raises the
rate to 4.9 percent of personal income. That
increase in the rate translates to substantial
increases in total savings. The baseline forecast
requires an annual average level of personal sav-
ings of $3.1 billion (after inflation). The McCain
plan raises that annual average to $212 billion, or
a 68-fold increase over baseline levels.

The McCain tax plan proposes lower tax rates on
businesses. This lowers the cost of doing business
and frees more resources for employment in the
actual operations of the business. That is, more peo-
ple are hired, more raw materials can be purchased
(creating jobs at other firms), and more research
and development can be undertaken. The latter
helps firms find ways to be more competitive and
produce more of the goods and services it is in the
business of producing.

The lower tax rate on corporations works by free-
ing up resources and allowing the U.S. to be more
competitive in the global economy. Better commu-
nication and transportation technologies (among
other things) are making it easier than ever for busi-
nesses to locate in whatever country provides the
most business-friendly environment. Reducing the
tax liability for corporations located in the U.S.
allows the U.S. to stay competitive with the many
countries around the world that have already cut
their corporate tax rates.6 The U.S. can then attract
more businesses. More businesses mean more job
and income opportunities for individuals in the
U.S. The growth in the differences between the fore-
cast of the McCain plan and the baseline for both of
these macro variables (income and employment)
shows this effect. (See Chart 5.)

The McCain tax plan also proposes an acceler-
ated depreciation expense for equipment and tech-
nology by allowing a deduction in the first year.

6. The U.S. has one of the highest corporate tax rates. See Robert Carroll, “Comparing International Corporate Tax Rates: 
U.S. Corporate Tax Rate Increasingly Out of Line by Various Measures,” The Tax Foundation Fiscal Fact No. 143, August 
28, 2008, at http://www.taxfoundation.org/publications/show/23561.html (October 7, 2008).

heritage.orgChart 4 • CDA 08-09 

Assessing the Tax Plans—Gross Domestic Product

Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight 
macroeconomic model.

Note: Figures are indexed to the 2000 price level.
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When businesses purchase new
equipment they can only expense
the amount by which the equipment
depreciates each year (rather than
the full purchase cost of the equip-
ment). Accounting for investment
cost through a multi-year deprecia-
tion expense recognizes that the
equipment will be used to generate
income for the firm for more than
one year. Businesses pay a tax on the
net income they earn (that is, after
they expense what it costs them to
earn that income). The higher the
amount that a business can expense
as depreciation each year means the
less taxable income for which it is
liable. This gives businesses an in-
centive to make new investment
purchases. It is these purchases that
allow businesses to expand their
output, hire more workers, and
make their employees more produc-
tive. These effects can be seen in the
higher-employment and disposable-
income figures projected under the
McCain tax plan.

The additional tax savings, besides giving compa-
nies a greater incentive to make investment pur-
chases, also reduces firms’ tax expenses, thereby
freeing up those resources for business expansion.
These reductions trigger an economic process of
investment that expands repeatedly for each year of
our 10-year forecast period. More investment leads
to more output and jobs that leads to more invest-
ment, and so forth. This compounding feedback
effect can be seen in the growing differences
between the baseline and the McCain plan in
Table 1 in the Appendix.

The McCain tax plan provides a better invest-
ment and business growth environment than the
current baseline. Increasing individual savings feeds
businesses’ and entrepreneurs’ investment ideas.
These lead to higher employment and income,
which results in higher savings, and the loop con-
tinues. This environment is conducive for greater
job opportunities, greater economic growth, and
greater income for individuals and families. 

Economic Growth Under Barack Obama’s Plan.
Senator Obama’s tax plan focuses more on the redis-

tribution of income, mostly from taxpayers who
earn more than $250,000 a year to middle- and
low-income taxpayers. (See Table 2 in the Appen-
dix.) Because Senator Obama relies largely on tax
credits to achieve this redistribution, his plan does
not find a large economic benefit from lower tax
rates, nor a more efficient tax structure. This lower
economic performance stems in large part from the
modest decreases in marginal tax rates on taxpayers
earning less than $250,000 and increases in those
rates above that level. The incentive to alter savings,
investment, and work behavior is shaped more by
changes in the taxes on the additional or marginal
dollar earned than on the average dollar.

A dynamic simulation of Senator Obama’s plan
using the same methodology as for analyzing Sena-
tor McCain’s plan found that under Senator
Obama’s tax plan:

• GDP grows due to increased consumption.
The level of output in the economy as measured
by the GDP jumps by an average of $101.7 bil-
lion (after inflation) in Obama’s plan. By 2018,
the difference between baseline and the forecast
is $187.2 billion in additional output, or about a
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Assessing the Tax Plans—Disposable Income

Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight 
macroeconomic model.

Note: Figures are indexed to the 2000 price level.

Annual Average Change in Per-Capita Disposable Income, in 
Inflation-Adjusted Dollars, Compared to Baseline

0

500

1,000

1,500

2,000

$2,500

Sen. John McCain Sen. Barack Obama

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018



THE HERITAGE CENTER FOR DATA ANALYSIS

10

1.2 percent increase in the level of GDP. Nearly
all of this increase stems from personal con-
sumption expenditures. The consumption of
households grows by an average of $146.9 bil-
lion, and government consumption expands by
$6.6 billion. Indeed, household consumption
outlays jump by $235.2 billion above baseline
in 2018, and over the entire 10-year period
average $146.9 billion above what they would
have been without Senator Obama’s plan. Net
exports, however, fall by an average of $59 bil-
lion, indicating that imports (which subtract
from GDP) grow more rapidly than exports did
in his plan. Gross private domestic investment
increases by an average of $4.2 billion.7

• Employment grows modestly. The Obama
plan encourages job growth principally through
boosting consumption. Average job increases
equal 915,800 over the 10-year period. Private-
sector employment averages 814,700 additional
jobs. The difference between the two results
equals public-sector employment growth above
the baseline, or an average of 101,100 new gov-
ernment jobs per year. These numbers would
have been bigger had the Senator not raised tax
rates on upper-income taxpayers.

• Incomes rise. Senator Obama’s plan extends the
Bush tax reductions for taxpayers with adjusted
gross incomes below $250,000 a year, and this
“hold harmless” provision in his plan causes
higher after-tax incomes. For a family of four,
disposable income (after inflation) rises by an
average of $3,631 over the forecast horizon. By
2018, after-tax income has increased by $5,620.

• Savings increase. The modest boosts to income
stemming from the extension of the Bush tax
reductions in Obama’s plan lead to increased sav-
ings. Personal savings increase by an average $135
billion (after inflation) between 2009 and 2018.  

It should be noted that both plans add to the fed-
eral deficit. Without any changes to current law,
annual deficits turn to surpluses around 2012. Both
plans eliminate these surpluses. The 10-year sum of
Obama’s deficits equal $1,330.7 billion. McCain’s
10-year deficit stands at $2,461.5 billion, which
reflects Senator McCain’s larger tax reductions.

Despite these deficits, both plans stimulate more
economic activity. Senator Obama’s plan boosts the
economy by extending some of the pro-growth ele-
ments of President Bush’s tax cuts. Compared to the
CBO baseline, Senator Obama reduces the cost of
capital by maintaining the equal treatment of capi-
tal gains and dividends that President Bush
enacted. Senator Obama does raise the dividend
and capital gains rate to 20 percent, which raises
the cost of capital more than Senator McCain’s tax
rate of 15 percent.

However, many aspects of Senator Obama’s tax
plan generate little economic activity and could
actually reduce economic incentives. Senator Obama
raises the marginal tax rate on many low- and mid-
dle-income taxpayers. Senior citizens also bear a
significantly higher tax burden when they declare
more than $50,000 in annual income, so seniors are
strongly encouraged to work less. Other tax credits,
such as one for homeowners who do not itemize,
only benefit existing homeowners and spark little
additional economic activity.

Tax credits can boost short-term consumption
and employment, but tax credits do not change basic
incentives to work, save, or invest. Workers and
investors are given no reason to work or invest more
in response to the tax credits. Furthermore, tax cred-
its complicate the tax code, making it less efficient.

Since over one-third of Senator Obama’s tax plan
consists of demand-side stimulus through tax cred-
its, economic growth is not as strong as it would be
under a similar size tax cut that changed work or
savings incentives.

Senator Obama’s plan increases economic growth
compared to the baseline because his plan reduces
the tax on capital below baseline forecasts and cuts
the marginal tax rates for many workers. However,
economic growth is also constrained by higher taxes
for many individuals and small businesses. Tax
credits do not produce the same economic growth
as rate cuts or tax simplification.

CONCLUSION
The economy improves under each plan as

compared to the baseline. The baseline forecast
assumes that all of the Bush tax cuts disappear,

7. The annual average composition of inflation-adjusted GDP under the McCain plan is as follows: Consumption equals 
$267.9 billion, gross private domestic investment equals $82.4 billion, government consumption equals $14.1 billion, 
and net exports equals $76.7 billion.
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which raises the cost of capital and marginal tax
rates. Both candidates plan to reduce taxes com-
pared to this scenario.

Senator McCain’s plan is substantially better at
spurring economic growth than Senator Obama’s.
This is not surprising, since Senator McCain focuses
on economic growth and job creation while Senator
Obama focuses on the redistribution of income. As
Tax Policy Center Director Len Burman states, “the
major themes of the two plans are, in the case of
Senator McCain’s plan, that the major emphasis is
on economic efficiency—cuts marginal tax rates,
improves economic incentives…. In the case of
Obama’s plan, the goal is primarily to improve pro-
gressivity…to lower tax burdens on low-income
people and raise them on higher-income people.”8

Each presidential candidate achieves his stated goal,
with Senator McCain generating the most new jobs,
growth, and additional income for individuals. Sen-
ator Obama’s plan drives up the tax rate for individ-
uals with annual incomes above $250,000 and
redistributes money to workers with lower incomes.

—William W. Beach is Director of the Center for
Data Analysis at The Heritage Foundation; Karen A.
Campbell, Ph.D., is Policy Analyst in Macroeconomics
in the Center for Data Analysis; Rea S. Hederman, Jr., is
Assistant Director of and a Senior Policy Analyst in the
Center for Data Analysis; and Guinevere Nell is
Research Programmer in the Center for Data Analysis.
The authors gratefully acknowledge the contributions of
Timothy Busovksy.

8. “Dueling Tax Plans: What Would McCain and Obama Do?” transcript from event at The Urban Institute, Washington, 
D.C., July 23, 2008, at http://www.taxpolicycenter.org/events/events_071008.cfm.
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APPENDIX

METHODOLOGY

Overview

This appendix discusses how Center for Data
Analysis (CDA) analysts at The Heritage Foundation
performed simulations to estimate the economic
and fiscal impact of the Senator John McCain and
Senator Barack Obama tax plans. In some cases,
information currently available about the proposals
did not provide enough details for CDA economists
to conduct a quantitative analysis. In such cases,
they made assumptions on how the proposals
would be implemented described below.

Economic Models. CDA analysts used a ver-
sion of the Global Insight (GI) U.S. Macroeco-
nomic Model9 to analyze the macroeconomic
fiscal and economic effects of each candidate’s tax
proposal. The model was adjusted in order that its
baseline fiscal and economic projections would be
consistent with projections from the January 2007
and January 2008 Congressional Budget Office
(CBO) budget and economic reports.10 The CBO
baseline forecast assumes that current law will be
unchanged during the 10-year budget window. So,
the baseline assumes that tax-law changes result-
ing from the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 (EGTRRA) will expire after
2010 because of the sunset provisions contained
in the law. As a result, the CBO baseline serves as a
neutral point against which to compare the effects
of the two tax proposals.

CDA analysts also used the CDA personal-
income-tax microsimulation model to estimate the
change in year-to-year federal revenues for most of
the individual income tax proposals. The model
simulates the effect of tax law changes for a repre-
sentative sample of taxpayers. Data for these tax-
payers are extrapolated or “aged” to reflect detailed

taxpayer characteristics through 2014. The data
are aged for consistency with the CBO baseline
forecast from the GI model. For purposes of this
analysis, the microsimulation produced static reve-
nue estimates. In addition, some behavioral
changes resulting from the change in capital gains
and dividends tax rates have not been included.
(Other forms of tax minimization behavior were
included.)

Revenue estimates were calculated by compar-
ing estimated federal receipts under current law to
the estimated revenues that would be collected
assuming that the candidate’s proposals were
adopted and the economy under the new law did
not differ from the CBO baseline forecast. In gen-
eral, CDA analysts converted the calendar year
static revenue estimates, including those produced
by the microsimulation model, into annualized
quarterly estimates for use in the GI model.

Changing Regular Tax Rates

Revenue Estimate. The average effective per-
sonal-income-tax-rate variable in the GI model
was adjusted to produce static revenue estimates
equal to those generated by the microsimulation
tax model.

Economic Effects. Changes in marginal per-
sonal tax rates alter the after-tax return on the mar-
ginal dollar of labor income. Microeconomic
theory suggests that increases in the marginal
after-tax return on labor also increase the incentive
to work and, therefore, labor force participation.
CDA analysts simulated how changes in personal
income tax rates would affect work incentives by
estimating the amount that the labor force partici-
pation rate in the model would change in response
to the individual income tax proposals.

9. This version of the baseline forecast is based on the economic and fiscal assumptions in Congressional Budget Office, 
The Budget and Economic Outlook: Fiscal Years 2007 to 2017, January 2007, and The Budget and Economic Outlook: Fiscal 
Years 2008 to 2018, January 2008. The methodologies, assumptions, conclusions, and opinions in this CDA Report are 
entirely the work of CDA analysts. They have not been endorsed by and do not necessarily reflect the views of the owners 
of the Global Insight model. The model is used by leading government agencies and Fortune 500 companies to provide 
indications to decision makers of the probable effects of economic events and public policy changes on hundreds of 
major economic indicators.

10. Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2008 to 2017, January 2007, at http://www.cbo.gov/
ftpdocs/77xx/doc7731/01-24-BudgetOutlook.pdf (October 7, 2008), and The Budget and Economic Outlook: Fiscal Years 2008 
to 2018, January 2008, at http://www.cbo.gov/ftpdocs/89xx/doc8917/01-23-2008_BudgetOutlook.pdf (October 7, 2008).



13

THE HERITAGE CENTER FOR DATA ANALYSIS

A meta-study conducted by the CBO found
elasticity estimates ranging from 0.1 to 0.2 per-
cent.11 In other words, a 1 percent increase in
after-tax labor compensation could cause a 0.1
percent to 0.2 percent increase in labor force par-
ticipation. For this simulation, a labor force
adjusted elasticity of 0.17 percent (measured as a
share of the overall baseline labor compensation)
was used to estimate the change in labor force par-
ticipation. An elasticity on hours of 0.096 percent
also was employed.

Changing Capital Gains and Dividend Tax Rates

Revenue Estimate. CDA analysts used the
microsimulation tax model to estimate differences
in collections resulting from extension of the low
rates on capital gains and dividends in McCain’s
proposal, and the changes to these rates in
Obama’s proposal. The revenue effects of changing
the capital gains and dividends tax rates were sim-
ulated in the GI model by adjusting the average
personal income tax rate.

Economic Effects. Although the capital gains
and dividend tax rates are applied to individual
income, these proposals change the tax rate on
income generated by the corporate sector of the
economy. The GI model lacks a variable that mea-

sures personal taxation of corporate income. To
simulate this provision, CDA analysts incorporated
the economic effects of changes in personal taxation
of corporate income by adjusting the top federal tax
rate on corporate income without altering the aver-
age tax rate on corporate income. This approach
allowed the revenue change resulting from each
candidate’s proposal to be represented accurately as
a change in personal income tax collections; yet it
also allowed the model to capture the effect that
each tax-change proposal would exert on the after-
tax return to capital in the economy.

Separate percentage changes in capital gains and
dividend tax rates were calculated by dividing the
estimated revenue differences by the appropriate
tax base. A weighted average of the change in the
two rates was computed to represent the overall
increase or decrease in taxation of corporate
income resulting from personal income tax pro-
posals. This weighted average took into account
the share of each type of corporate income in total
corporate income, the proportion of each type of
corporate income that is taxable as individual
income, and the estimates of the effective tax rate
on each type of corporate income.12 Changes in
this tax rate have a direct effect on the after-tax
return to capital in the economy.13 

11. Congressional Budget Office, “Labor Supply and Taxes,” Memo, January 1996, p. 11, at http://www.cbo.gov/ftpdocs/33xx/
doc3372/labormkts.pdf (October 7, 2008).

12. In these calculations, CDA analysts used Brookings Institution economist William G. Gale’s estimates of the share of corpo-
rate dividends taxed as personal income, as well as generally accepted methods of calculating the effective capital gains tax 
rate. See William G. Gale, “About Half of Dividend Payments Do Not Face Double Taxation,” Tax Notes, November 11, 2002, 
and Leonard E. Burman, The Labyrinth of Capital Gains Tax Policy: A Guide for the Perplexed (Washington, D.C.: Brookings 
Institution Press, 1999), pp. 51–52.

13. For example, Kevin Hassett of the American Enterprise Institute, James B. Mackie of the Office of Tax Analysis, and Robert 
Carroll, formerly with the U.S. Treasury, write that “current law ‘double-taxes’ corporate profits, [taxing them] once under the 
corporation income tax rate…and again under the individual income tax when distributed as a dividend or realized as a capi-
tal gain upon sales of shares.... [T]he double tax adds to the overall tax burden on a typical investment in the U.S. economy 
and so may discourage saving and investing in the aggregate, [potentially reducing] capital formation and saving and 
slow[ing] economic growth.” See Hassett, Mackie, and Carroll, “The Effect of Dividend Tax Relief on Investment Incentives,” 
American Enterprise Institute, September 1, 2003, at http://www.aei.org/include/news_print.asp?newsID=19440 (October 7, 
2008). A number of studies indicate that a reduction in taxation of corporate dividends would spur non-residential invest-
ment by reducing the cost of capital. See Ervin L. Black, Joseph Legoria, and Keith F. Sellers, “Capital Investment Effects of 
Dividend Imputation,” Journal of the American Taxation Association, Vol. 22, No. 2 (2000), pp. 40–59; James M. Poterba, 
“Tax Policy and Corporate Saving,” Brookings Papers on Economic Activity, No. 2 (1987), pp. 455–515; Peter Birch Sorensen, 
“Changing Views of the Corporate Income Tax,” National Tax Journal, Vol. 48, No. 2 (June 1995), pp. 279–294; and James M. 
Poterba and Lawrence H. Summers, “New Evidence that Taxes Affect the Valuation of Dividends,” Journal of Finance, Vol. 39, 
No. 5 (December 1984), pp. 1397–1415. The Joint Economic Committee published an overview of studies finding that a 
reduction in taxation of capital gains would reduce the cost of capital and spur capital spending. See Shahira ElBogdady 
Knight, “The Economic Effects of Capital Gains Taxation,” Joint Economic Committee, U.S. Congress, June 1997.
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Extending Expiring Provisions 
and Creating New Tax Credits

CDA economists used the microsimulation tax
model to estimate differences in collections result-
ing from making permanent the 10, 15, 25, and 28
percent individual income tax brackets; the higher
child tax credit; the Alternative Minimum Tax relief
and extended relief under McCain’s proposal; and
the extension of the marriage penalty relief. Reve-
nue collections also differed on the basis of Obama’s
itemized-deduction income thresholds.

Obama’s proposed “Making Work Pay” credit,
“American Opportunity Tax Credit,” his exemption
of seniors earning less than $50,000, his expansion
of the child and dependent care credit, and his pro-
posed expansion of the earned income credit were
also modeled through microsimulation.

Modifying the Estate Tax

Revenue Estimate. CDA analysts used a Con-
gressional Budget Office estimate of estate tax
revenues under current law as the basis for its calcu-
lations of the two candidates’ estate tax plans. CDA
researchers applied a set of equations to approxi-
mate the revenue differences caused by the McCain
and Obama proposals. Because the estate tax is a tax
on wealth, not on income, CDA analysts reflected
the revenue differences by adjusting a variable in
the GI model that represents tax collections not
related to income flows captured in the National
Income and Products Accounts (NIPA).

Economic Effects. CDA researchers estimated
two behavioral effects associated with the estate
tax proposals. First, CDA analysts estimated the
economic effects of amounts spent on tax-avoid-
ance activities by owners of estates that might be
subjected to the estate tax. It was assumed that
tax-avoidance spending by the individuals was a
response to long-run rather than short-run
changes in the estate tax law. Taking into account
that the longer time period reflects the assumption

that tax-avoidance activity is related to the estate
tax, it is optimized for the estate tax law prevailing
in the year the estate owner expects to die, not for
any year before that.14

CDA analysts adjusted the GI model’s price
index for miscellaneous business services in order
to reflect changes in the demand for estate-tax-
avoidance services resulting from changes in the
estate tax law. The business-services price-deflator
variable was adjusted so that nominal spending
on miscellaneous business services changed by
30 cents for every dollar of change in the long-run
projection of federal estate tax collections.15 The
inflation-adjusted consumption of miscellaneous
business services was not assumed to change
under either candidate’s proposal for the estate tax.

A change in the cost of capital was also an
assumed occurrence as a result of changes in the
estate tax. Because it is a tax on capital, the estate
tax increases the minimum rate of return sought
by investors. This minimum return is an assumed
factor in the decision to engage in new projects.
All other things being equal, projects that do not
have projected returns above the minimum will
not be initiated.

Previous research indicates that if the estate tax
had been repealed prior to 1997, the required
return on investments would have fallen by
approximately 3 percent.16 CDA analysts reduced
this estimate by 0.54 to reflect the 1997 reduction
in top federal estate tax rates. The percentage was
further adjusted in the simulation of the Obama
proposal to reflect the continued, albeit somewhat
diminished, existence of the estate tax under his
proposal. A variable in the model representing the
10-year Treasury bond rate was reduced to reflect
a reduction in the minimum required rate of
return on capital.

Federal Funds Rate. A variable in the GI model
was set to allow actions by the monetary authority,

14. This forward-looking aspect of estate-tax avoidance is the reason why the current-law phase-out of the estate tax and 
repeal for only one year is unlikely to significantly reduce spending on estate-tax-avoidance activities by estate owners 
expecting to live past 2010.

15. This adjustment follows the method used in Richard Fullenbaum and Marianna McNeill, “The Effects of the Federal Estate 
and Gift Tax on the Aggregate Economy,” Research Institute for Small and Emerging Business Working Paper Series No. 98-01, 
1998, pp. A1–A2.

16. For example, see William W. Beach, “The Case for Repealing the Estate Tax,” Heritage Foundation Backgrounder No. 
1091, August 21, 1996, at http://www.heritage.org/Research/Taxes/BG1091.cfm.
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as simulated in the model, to adjust the federal
funds rate. With these settings, the federal funds
rate tends to increase or decline when the unem-
ployment rate declines or increases, the Consumer
Price Index increases or declines, or the Consumer
Price Index accelerates or decelerates.

Employment Effects by State. State estimates
for employment changes attributable to the two
tax plans were calculated by adjusting the national
employment estimates reported in this paper

according to the state’s share of national employ-
ment. For example, the population of employed
people in California accounts for almost 12 per-
cent of employment nationwide. In order to cal-
culate the percentage of jobs California would
potentially gain as a result of the candidates’ tax
plans, this percentage was multiplied by the
national estimates of job changes from the macro
model. State employment data for July 2008 were
collected from the Bureau of Labor Statistics.17

17. U.S. Department of Labor, Bureau of Labor Statistics, “Civilian Labor Force and Unemployment by State and Selected 
Area, Seasonally Adjusted,” Table 3, at http://www.bls.gov/news.release/laus.t03.htm (September 29, 2008).



THE HERITAGE CENTER FOR DATA ANALYSIS

16

McCain’s Tax Plan—Key Economic Indicators

Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight macroeconomic model.

(continued on next page)
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2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Average, 
2009–18

Gross Domestic Product, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 12,349.77 12,776.35 13,194.33 13,611.13 13,990.32 14,385.65 14,790.68 15,198.57 15,603.71 16,008.86 14,190.94
Baseline 12,308.75 12,683.84 13,030.53 13,377.65 13,726.28 14,078.66 14,431.30 14,789.41 15,145.20 15,501.00 13,907.26
Difference 41.02 92.52 163.80 233.49 264.04 306.99 359.38 409.16 458.51 507.86 283.68

Real GDP Growth Rate, Percent Change from Previous Year
Forecast 3.45 3.45 3.27 3.16 2.79 2.83 2.82 2.76 2.67 2.57 2.98
Baseline 3.13 3.05 2.73 2.66 2.61 2.57 2.50 2.48 2.41 2.33 2.65
Difference 0.32 0.41 0.54 0.50 0.18 0.26 0.31 0.28 0.26 0.24 0.33

Total Employment, In Thousands of Jobs
Forecast 141,488.43 143,836.06 146,081.71 148,220.17 149,685.37 150,919.79 152,022.78 152,983.23 153,826.25 154,669.26 149,373.31
Baseline 141,164.81 143,014.37 144,692.28 146,222.47 147,492.78 148,540.11 149,375.62 150,071.92 150,657.35 151,242.78 147,247.45
Difference 323.62 821.70 1,389.43 1,997.70 2,192.60 2,379.68 2,647.16 2,911.31 3,168.90 3,426.48 2,125.86

Private Employment, In Thousands of Jobs
Forecast 118,293.80 120,171.37 121,973.35 123,303.45 124,184.64 124,975.02 125,732.84 126,440.93 126,974.17 127,507.40 123,955.70
Baseline 118,001.40 119,451.64 120,730.88 121,524.21 122,221.05 122,818.86 123,311.00 123,754.99 124,030.22 124,305.45 122,014.97
Difference 292.41 719.73 1,242.47 1,779.24 1,963.59 2,156.16 2,421.84 2,685.94 2,943.94 3,201.95 1,940.73

Unemployment Rate, Percent of Civilian Labor Force
Forecast 4.93 4.83 4.73 4.60 4.55 4.48 4.37 4.25 4.16 4.07 4.50
Baseline 4.99 4.99 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.01 5.00
Difference –0.06 –0.17 –0.28 –0.40 –0.46 –0.52 –0.63 –0.74 –0.84 –0.95 –0.50

Disposable Personal Income, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 9,053.57 9,423.88 9,719.69 10,018.65 10,360.37 10,693.32 11,027.04 11,368.40 11,704.13 12,039.87 10,540.89
Baseline 8,974.76 9,264.48 9,403.64 9,584.75 9,861.46 10,130.36 10,396.84 10,675.67 10,954.59 11,233.51 10,048.01
Difference 78.82 159.40 316.06 433.90 498.91 562.96 630.20 692.73 749.54 806.36 492.89

Disposable Income Per Capita, In Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 29,493.66 30,435.72 31,123.14 31,807.67 32,614.14 33,379.08 34,133.34 34,898.66 35,634.64 36,370.62 32,989.07
Baseline 29,236.90 29,920.92 30,111.11 30,430.10 31,043.59 31,621.80 32,182.59 32,772.13 33,352.56 33,933.00 31,460.47
Difference Per 
Person 256.76 514.80 1,012.03 1,377.57 1,570.54 1,757.28 1,950.75 2,126.53 2,282.07 2,437.62 1,528.59
Difference for 
Family of Four 1,027.03 2,059.20 4,048.12 5,510.27 6,282.18 7,029.11 7,802.98 8,506.13 9,128.29 9,750.46 5,137.55

Personal Consumption Expenditures, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 8,746.92 9,032.14 9,316.14 9,572.46 9,800.02 10,023.72 10,255.16 10,492.27 10,726.63 10,960.99 9,892.64
Baseline 8,706.59 8,944.50 9,151.74 9,334.46 9,523.45 9,711.56 9,907.45 10,113.77 10,322.61 10,531.44 9,624.76
Difference 40.33 87.64 164.40 238.00 276.57 312.16 347.71 378.49 404.02 429.55 267.89

Personal Savings, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast –53.82 12.96 10.74 36.31 132.51 223.55 307.52 394.90 483.01 571.11 211.88
Baseline –90.23 –53.26 –130.94 –144.87 –73.02 –8.47 46.49 104.15 161.88 219.62 3.13
Difference 36.42 66.22 141.68 181.18 205.53 232.03 261.03 290.76 321.12 351.49 208.75
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McCain’s Tax Plan—Other Economic Indicators (continued)

Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight macroeconomic model.
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2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Average, 
2009–18

Personal Savings Rate, Percent of Disposable Personal Income
Forecast –0.61 0.14 0.11 0.37 1.30 2.13 2.84 3.54 4.20 4.86 1.89
Baseline –1.02 –0.58 –1.42 –1.54 –0.76 –0.09 0.45 0.99 1.50 2.01 –0.04
Difference 0.41 0.72 1.52 1.91 2.06 2.21 2.39 2.54 2.69 2.85 1.93

Gross Private Domestic Investment, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 2,078.07 2,212.59 2,360.03 2,493.75 2,584.68 2,708.66 2,838.47 2,974.34 3,075.97 3,177.61 2,650.42
Baseline 2,064.01 2,170.33 2,301.21 2,408.78 2,507.15 2,624.86 2,737.34 2,862.11 2,955.65 3,049.19 2,568.06
Difference 14.06 42.26 58.82 84.97 77.54 83.80 101.13 112.23 120.32 128.42 82.35

Non-Residential Investment, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 1,543.05 1,643.27 1,761.48 1,889.96 1,982.18 2,087.70 2,200.09 2,317.74 2,431.90 2,546.07 2,040.34
Baseline 1,534.48 1,613.18 1,717.70 1,824.40 1,917.08 2,020.76 2,121.40 2,230.56 2,339.20 2,447.85 1,976.66
Difference 8.57 30.09 43.77 65.56 65.09 66.94 78.69 87.18 92.70 98.22 63.68

Residential Investment, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 516.51 541.99 567.38 586.89 597.67 611.88 630.60 649.12 658.83 668.53 602.94
Baseline 516.14 537.28 559.44 575.71 585.10 598.41 614.45 630.02 637.80 645.57 589.99
Difference 0.37 4.71 7.94 11.18 12.57 13.47 16.16 19.10 21.03 22.96 12.95

Change in the Stock of Business Inventories, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 37.86 49.54 58.26 51.37 45.78 57.63 63.47 71.38 59.39 47.40 54.21
Baseline 32.22 40.73 49.31 40.07 43.52 51.91 54.38 62.79 50.50 38.22 46.37
Difference 5.64 8.80 8.95 11.29 2.26 5.72 9.09 8.59 8.88 9.18 7.84

Full-Employment Capital Stock, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 14,474.53 15,079.27 15,716.64 16,416.97 17,135.08 17,863.17 18,612.48 19,386.55 20,182.57 20,978.58 17,584.58
Baseline 14,465.66 15,033.62 15,614.21 16,243.51 16,890.62 17,561.65 18,251.34 18,963.98 19,703.36 20,442.75 17,317.07
Difference 8.87 45.65 102.43 173.45 244.46 301.53 361.14 422.58 479.20 535.83 267.51

Consumer Price Index, Percent Change from Previous Year
Forecast 2.23 2.36 2.35 2.48 2.46 2.55 2.70 2.86 3.05 3.24 2.63
Baseline 2.20 2.21 2.19 2.21 2.20 2.20 2.20 2.20 2.21 2.22 2.20
Difference 0.04 0.15 0.15 0.27 0.26 0.35 0.50 0.66 0.84 1.02 0.42

Treasury Bill, 3 Month, Annualized Percentage
Forecast 4.45 4.59 4.83 5.19 5.51 5.74 5.92 6.08 6.26 6.44 5.50
Baseline 4.42 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40
Difference 0.03 0.19 0.43 0.79 1.11 1.34 1.52 1.68 1.86 2.04 1.10

Treasury Bond, 10 Year, Annualized Percentage
Forecast 4.96 5.03 5.04 5.04 5.04 5.04 5.04 5.04 5.04 5.04 5.03
Baseline 5.08 5.18 5.20 5.20 5.20 5.20 5.20 5.20 5.20 5.20 5.19
Difference –0.11 –0.16 –0.16 –0.16 –0.16 –0.16 –0.16 –0.16 –0.16 –0.16 –0.15
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Obama’s Tax Plan—Key Economic Indicators

Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight macroeconomic model.
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2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Average, 
2009–18

Gross Domestic Product, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 12,339.17 12,725.42 13,089.30 13,460.42 13,813.91 14,179.88 14,552.27 14,931.06 15,309.64 15,688.21 14,008.93
Baseline 12,308.75 12,683.84 13,030.53 13,377.65 13,726.28 14,078.66 14,431.30 14,789.41 15,145.20 15,501.00 13,907.26
Difference 30.43 41.58 58.77 82.78 87.63 101.21 120.97 141.66 164.43 187.21 101.67

Real GDP Growth Rate, Percent Change from Previous Year
Forecast 3.36 3.13 2.86 2.84 2.63 2.65 2.63 2.60 2.54 2.47 2.77
Baseline 3.13 3.05 2.73 2.66 2.61 2.57 2.50 2.48 2.41 2.33 2.65
Difference 0.23 0.08 0.13 0.17 0.02 0.08 0.12 0.12 0.13 0.14 0.12

Total Employment, In Thousands of Jobs 
Forecast 141,400.89 143,467.55 145,281.12 147,028.83 148,342.23 149,470.61 150,449.51 151,308.94 152,063.95 152,818.96 148,163.26
Baseline 141,164.81 143,014.37 144,692.28 146,222.47 147,492.78 148,540.11 149,375.62 150,071.92 150,657.35 151,242.78 147,247.45
Difference 236.08 453.18 588.84 806.36 849.45 930.51 1,073.90 1,237.01 1,406.60 1,576.19 915.81

Private Employment, In Thousands of Jobs 
Forecast 118,209.38 119,826.67 121,232.20 122,219.58 122,962.89 123,641.19 124,271.77 124,872.26 125,310.84 125,749.42 122,829.62
Baseline 118,001.40 119,451.64 120,730.88 121,524.21 122,221.05 122,818.86 123,311.00 123,754.99 124,030.22 124,305.45 122,014.97
Difference 207.98 375.04 501.33 695.37 741.84 822.34 960.78 1,117.27 1,280.62 1,443.96 814.65

Unemployment Rate, Percent of Civilian Labor Force 
Forecast 4.94 4.94 4.97 4.95 4.94 4.91 4.85 4.78 4.71 4.65 4.87
Baseline 4.99 4.99 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.01 5.00
Difference –0.05 –0.05 –0.03 –0.05 –0.06 –0.09 –0.15 –0.22 –0.29 –0.36 –0.14

Disposable Personal Income, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level) 
Forecast 9,047.27 9,385.08 9,608.14 9,851.95 10,157.54 10,453.29 10,753.11 11,066.22 11,382.23 11,698.24 10,340.31
Baseline 8,974.76 9,264.48 9,403.64 9,584.75 9,861.46 10,130.36 10,396.84 10,675.67 10,954.59 11,233.51 10,048.01
Difference 72.51 120.60 204.50 267.19 296.08 322.92 356.27 390.55 427.64 464.73 292.30

Disposable Income Per Capita, In Inflation-Adjusted Dollars (Indexed to the 2000 Price Level) 
Forecast 29,473.13 30,310.42 30,765.92 31,278.40 31,975.65 32,629.80 33,285.40 33,971.04 34,654.56 35,338.09 32,368.24
Baseline 29,236.90 29,920.92 30,111.11 30,430.10 31,043.59 31,621.80 32,182.59 32,772.13 33,352.56 33,933.00 31,460.47
Difference Per 
Person 236.23 389.50 654.81 848.29 932.05 1,008.00 1,102.81 1,198.91 1,302.00 1,405.09 907.77
Difference for 
Family of Four 944.91 1,557.99 2,619.24 3,393.18 3,728.22 4,032.00 4,411.23 4,795.66 5,208.00 5,620.34 3,631.08

Personal Consumption Expenditures, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level) 
Forecast 8,742.64 9,007.94 9,248.31 9,466.39 9,671.08 9,874.36 10,087.87 10,311.85 10,539.23 10,766.61 9,771.63
Baseline 8,706.59 8,944.50 9,151.74 9,334.46 9,523.45 9,711.56 9,907.45 10,113.77 10,322.61 10,531.44 9,624.76
Difference 36.05 63.44 96.57 131.93 147.63 162.81 180.42 198.07 216.62 235.16 146.87

Personal Savings, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level) 
Forecast –55.73 –0.41 –29.19 –18.30 65.54 140.50 209.50 282.33 357.58 432.84 138.46
Baseline –90.23 –53.26 –130.94 –144.87 –73.02 –8.47 46.49 104.15 161.88 219.62 3.13
Difference 34.50 52.84 101.75 126.57 138.56 148.97 163.01 178.18 195.70 213.22 135.33

(continued on next page)
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Obama’s Tax Plan—Other Economic Indicators (continued)

Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight macroeconomic model.
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2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Average, 
2009–18

Personal Savings Rate, Percent of Disposable Personal Income
Forecast –0.63 –0.01 –0.31 –0.19 0.65 1.37 1.98 2.60 3.20 3.79 1.24
Baseline –1.02 –0.58 –1.42 –1.54 –0.76 –0.09 0.45 0.99 1.50 2.01 -0.04
Difference 0.39 0.58 1.10 1.35 1.41 1.45 1.53 1.60 1.69 1.78 1.29

Gross Private Domestic Investment, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 2,069.03 2,172.80 2,298.45 2,413.43 2,504.32 2,623.25 2,741.37 2,870.23 2,966.57 3,062.92 2,572.24
Baseline 2,064.01 2,170.33 2,301.21 2,408.78 2,507.15 2,624.86 2,737.34 2,862.11 2,955.65 3,049.19 2,568.06
Difference 5.02 2.47 –2.76 4.65 –2.83 –1.61 4.03 8.12 10.92 13.73 4.17

Non-Residential Investment, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 1,539.53 1,622.93 1,723.92 1,833.97 1,922.39 2,024.30 2,126.95 2,237.99 2,347.11 2,456.24 1,983.53
Baseline 1,534.48 1,613.18 1,717.70 1,824.40 1,917.08 2,020.76 2,121.40 2,230.56 2,339.20 2,447.85 1,976.66
Difference 5.05 9.75 6.21 9.57 5.30 3.54 5.56 7.43 7.91 8.39 6.87

Residential Investment, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 513.05 530.12 551.60 568.96 578.88 592.67 610.27 627.46 636.67 645.87 585.56
Baseline 516.14 537.28 559.44 575.71 585.10 598.41 614.45 630.02 637.80 645.57 589.99
Difference –3.10 –7.16 –7.84 –6.75 –6.22 –5.73 –4.18 –2.56 –1.13 0.30 –4.44

Change in the Stock of Business Inventories, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 36.24 42.78 50.18 43.95 42.95 53.51 57.78 66.39 54.44 42.49 49.07
Baseline 32.22 40.73 49.31 40.07 43.52 51.91 54.38 62.79 50.50 38.22 46.37
Difference 4.02 2.05 0.88 3.88 –0.57 1.60 3.40 3.60 3.93 4.27 2.71

Full-Employment Capital Stock, In Billions of Inflation-Adjusted Dollars (Indexed to the 2000 Price Level)
Forecast 14,471.05 15,044.32 15,627.21 16,262.07 16,912.86 17,582.02 18,268.71 18,978.85 19,714.68 20,450.50 17,331.23
Baseline 14,465.66 15,033.62 15,614.21 16,243.51 16,890.62 17,561.65 18,251.34 18,963.98 19,703.36 20,442.75 17,317.07
Difference 5.39 10.71 13.00 18.55 22.24 20.37 17.36 14.87 11.31 7.75 14.16

Consumer Price Index, Percent Change from Previous Year
Forecast 2.22 2.31 2.27 2.35 2.30 2.31 2.36 2.42 2.49 2.57 2.36
Baseline 2.20 2.21 2.19 2.21 2.20 2.20 2.20 2.20 2.21 2.22 2.20
Difference 0.03 0.09 0.08 0.14 0.10 0.12 0.16 0.22 0.29 0.35 0.16

Treasury Bill, 3 Month, Annualized Percentage
Forecast 4.44 4.55 4.72 4.93 5.10 5.19 5.25 5.31 5.39 5.47 5.03
Baseline 4.42 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40
Difference 0.03 0.15 0.32 0.53 0.70 0.79 0.85 0.91 0.99 1.07 0.63

Treasury Bond, 10 Year, Annualized Percentage
Forecast 5.34 5.55 5.57 5.57 5.57 5.57 5.57 5.57 5.57 5.57 5.54
Baseline 5.08 5.18 5.20 5.20 5.20 5.20 5.20 5.20 5.20 5.20 5.19
Difference 0.27 0.37 0.37 0.37 0.37 0.37 0.37 0.37 0.37 0.37 0.36
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Source: Center for Data Analysis, Heritage Foundation calculations from the Global Insight macroeconomic model.

Appendix Table 3� • CDA 08-09 heritage.org

Conventional Scoring of the Obama Tax Plan (in Billions of Dollars)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
2009–
2013

2014–
2018 Total

Supply Side
Marginal Rate Cuts, Dividend 
and Capital Gains Taxes –4 –5 –109 –116 –115 –117 –113 –110 –117 –124 –348 –581 –929

Estate Tax 0 0 0 –29 –33 –37 –40 –44 –48 –51 –63 –220 –283

AMT Relief –75 –86 –38 –46 –55 –66 –78 –93 –98 –104 –301 –439 –740

Demand Side
Making Work Pay Credit –62 –62 –61 –61 –60 –59 –58 –57 –60 –64 –305 –298 –603

Hope Credit –9 –9 –8 –8 –8 –8 –7 –7 –8 –3 –40 –33 –73

EITC Extension –8 –3 –4 –2 –2 –2 –3 –3 –3 –3 –20 –14 –33

Child / Dep Care Credit 0 0 –3 –3 –3 –3 –3 –2 –2 –3 –9 –13 –22

Seniors Exemption –6 –6 –9 –8 –8 –8 –8 –7 –8 –8 –37 –39 –76

Total Fiscal Year Amounts –154 –166 –317 –330 –346 –363 –390 –411 –436 –457 –1,312 –2,057 –3,370

Conventional Scoring of the McCain Tax Plan (in Billions of Dollars)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
2009–
2013

2014–
2018 Total

Supply Side
Marginal Rate Cuts, Dividend 
and Capital Gains Taxes –75 –86 –171 –174 –175 –175 –178 –177 –188 –199 –682 –917 –1,599

Estate Tax –26 –21 –20 –53 –60 –67 –73 –80 –86 –93 –180 –399 –579

Corporate Tax Cut –28 –70 –79 –98 –104 –129 –142 –144 –149 –157 –378 –721 –1,099

AMT Relief –72 –86 –38 –46 –55 –68 –80 –95 –101 –107 –297 –449 –746

Demand Side
Dependent Exemption –20 –20 –43 –41 –38 –36 –33 –30 –32 –34 –162 –165 –327

Total Fiscal Year Amounts –138 –163 –370 –395 –418 –455 –482 –512 –541 –571 –1,484 –2,560 –4,044




