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Abstract
On January 1, 2013, the Bush tax cuts
will expire and other new taxes that
congressional leaders have recognized
would damage the economy will take
effect. President Barack Obama’s
proposal to increase taxes on only
“high-income earners” would also be
economically destructive, reducing
economic output by an average of
$196 billion per year over 2013-2022
relative to current tax policy. Congress
and the President would better serve
the country by reforming the tax code
in a pro-growth, revenue-neutral way
and by reducing federal spending.

This paper, in its entirety, can be found at
http://report.heritage.org/bg2752

Produced by the Center for Data Analysis

The Heritage Foundation

214 Massachusetts Avenue, NE
Washington, DC 20002

(202) 546-4400 | heritage.org

Nothing written here is to be construed as necessarily
reflecting the views of The Heritage Foundation or

as an attempt to aid or hinder the passage of any bill
before Congress.

Nearly historic increases in feder-
al personal income and payroll
taxes combined with modest reduc-
tions in federal spending are set to
begin on January 1, 2013. This is the
“fiscal cliff”: a combination of fiscal
policy changes that many analysts
believe will send the U.S. economy
into a recession.

Understandably, President Barack
Obama and congressional leaders
in both political parties are seek-
ing a way to avoid this policy-driven
cliff. In addressing the fiscal cliff,
President Obama and Democratic
leaders in Congress have taken the
peculiar tack of pushing to increase
taxes primarily on “high-income
earners” and small businesses,! even
though these same leaders argue that
raising taxes on all earners would
damage the economy. Somehow, rais-
ing taxes only on high-income earn-
ers is supposedly not economically
destructive.

This line of reasoning is simply
mistaken. The economy will slow
significantly whether the federal gov-
ernment raises tax rates on everyone
or only on high-income earners.>
The analysis of the Obama tax plan
presented in this paper indicates
that the U.S. economy would slow
significantly if tax rates on ordinary
income, dividend income, and capital

KEY POINTS

m The U.S. faces afiscal cliff
whether the expiration of cer-
tain tax rates falls on allincome
earners or only on high-income
earners.

m The increased tax rates on small-
business, investment, and labor
income would raise the cost of
capital investment, reduce hir-
ing and small-business expan-
sion, and reduce the incentive to
work and supply labor in the U.S.
economy.

m The Obama tax plan would
create an average slowdown of
$196 billion in real annual output,
leading to nearly 1.1 million fewer
private-sector jobs per year and
an average of 2 billion fewer
hours worked.

m After accounting for the eco-
nomic effects of the Obama tax
plan, the federal government
would collect only 44 percent
(about $700 billion) of the $1.6
trillion assumed by the President.

m Tax increases cannot solve the
long-run fiscal imbalance, espe-
cially when tax rate increases
would leave the U.S. economy
weaker and federal revenues
lower.
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TABLE1

by About $4,000

Obama Tax Plan Will Increase Small Business Taxes

Taxes Under

ship, or S-Corporation tax forms.

Income Tax Model.

Taxes Under Obama Tax Increase

FIGURES ARE AVERAGES FOR Number Current (Top Rate Under
BUSINESSES IN 2014 of Filers Policy Expires) Obama
INCOME LEVEL

Losses more than $5,000 5,662,995 $20,614 $25,607 $4,993

Losses $0-$5,000 4,814,603 $16,502 $18,504 $2,002

Gains $1-$5,000 8,598,099 $14,465 $16,303 $1,839

Gains $5,000-$50,000 7,868,116 $15,092 $17,530 $2,438

Gains $50,000-$250,000 5,210,413 $44,013 $46,143 $2,130

Gains $250,000-$500,000 1,352,213 $124,790 $130,478 $5,688

Gains $500,000-$1 million 317,693 $313,732 $339,325 $25,593

Gains $1 million+ 280,038  $1,054,059  $1,194,001 $139,943

All non-farm businesses 34,104,096 $36,131 $40,207 $4,076
TYPE OF BUSINESS

Businesses with 50 percent 11,445,793 $56,795 $61,380 $4,585

or more of income from

business sources*

Businesses with employees** 1,839,888 $28,688 $30,264 $1,576

Note: Figures in this table are for non-farm businesses, which include those filing Schedule C, Partner-

* Refers to businesses filing units with greater than 50 percent of all income coming from business
sources (Schedule C, Partnership, or S-Corporation income).

** Businesses with employees are only those non-farm businesses with positive net income that have
reported wage income paid in their deductions.

Source: Heritage Foundation calculations using data from the Center for Data Analysis Individual
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gains income rise for high-income

earners.

This study uses the Center

for Data Analysis’s microsimula-
tion model of the federal individ-

ual income tax, which is based on
Internal Revenue Service (IRS) data
and the THS Global Insight (GII)
short-term U.S. macroeconomic
model, to evaluate the economic and
budgetary effects of the tax scenar-
ios.® We compare the forecast sce-
nario to a baseline forecast scenario

representing the indefinite continua-
tion of the current tax policy.

Relative to the economy’s perfor-
mance under the current policy, we
find that total output and income
would decline by approximately $105
billion in 2012 and by an average of
$196 billion per year over 2013-2022.
The decline in economic output is
consistent with prevalent recession-
ary concerns. The slowdown in real
output occurs because:

m Higher tax rates on investment
raise the cost of capital invest-
ment, and higher tax rates on
labor income reduce the incen-
tive to work and supply labor in
the U.S. economy. Over the long
run, the decline in private-sector
investment would reduce the
capital stock, leading to slower
output and labor supply in the U.S.
economy.

THE NATION FACES A SEVERE
LONG-TERM FISCAL IMBALANCE,
WITH ELEVATED SPENDING TODAY
TRANSITIONING TO EVEN HIGHER
ENTITLEMENT-DRIVEN SPENDING
TOMORROW.

m  Gross private-sector investment
would decline by an average of
$126 billion (4.1 percent) per year,
reducing real capital stock in the
U.S. economy by an average of $229
billion (1.2 percent) per year. The
reduction in private-sector invest-
ment and capital services over the
long run would reduce the labor
supply at different economic mar-
gins: Private-sector employment in
the U.S. economy would fall by an
average 1.1 million jobs (1 percent)
per year, and Americans would
work 2 billion fewer hours relative
to baseline levels.

m The President believes his tax
proposal will increase federal
revenue by an average of $160 bil-
lion per year. The results of the
dynamic simulation indicate that
the President’s proposal would
achieve only about $68 billion
per year—less than one-half of
the President’s projection. The
dynamic result is due to a smaller
tax base commensurate with the
smaller economy. For example,
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death tax rate set at 35 percent;

cent rate to 39.6 percent;

“haircut” (Pease provision);

Medicare surcharge).

Components of Taxmageddon

Taxmageddon and the fiscal cliff are not accidents. Over the past two
years, President Obama and congressional leaders intentionally pushed
the resolution of expiring tax provisions and excessive and unsustainable
spending past the November election. In doing so, they added uncertainty
to business and financial markets and created this artificial crisis.

Taxmageddon, the tax side of the fiscal cliff, involves the expiration of key
tax provisions and the beginning of new tax policy. These changes would
translate into about a $500 billion tax increase in 2013.°

The tax policies expiring on January 2, 2013, include:

* Tax cuts from the 2009 stimulus;

* A 2 percent payroll tax cut (the “payroll tax holiday");

* 100 percent expensing for business investment;

* The estate (“"death”) tax spousal exemption set at $5 million and the

* A reduction in alternative minimum tax (AMT) liability; and
* The full slate of 2001 and 2003 Bush-era tax cuts.

The tax provisions mainly affecting high-income earners include:
* Raising the 33 percent marginal tax rate to 36 percent and the 35 per-

* A 3.8 percent Medicare tax on wages and salaries over $250,000;
* The return of the personal exemption phaseout (PEP) and the itemizers'

= Returning to the 1997 estate tax parameters of the $1 million exemption
threshold with 55 percent rate; and

* Raising the top dividend tax rate from 15 percent to a combined 44.4
percent (39.6 percent income tax rate plus the 3.8 percent Medicare
surcharge) and raising the top capital gains tax rate from 15 percent
to a combined 23.8 percent (20 percent income tax plus 3.8 percent

fewer hours worked and lower real
wages result in less federal income
and payroll tax receipts.

As we have argued previously, it
is crucial that congressional lead-
ers avoid all potential tax increases
in the fiscal cliff.* The nation faces
a severe long-term fiscal imbalance,
with elevated spending today transi-
tioning to even higher entitlement-
driven spending tomorrow.

We cannot solve the long-run
fiscal imbalance with tax increases,
especially when tax rate increases
would leave the U.S. economy weaker

and federal revenues lower than
assumed under static forecasts. The
best path forward is to achieve fis-
cal balance by implementing pro-
growth, revenue-neutral, fundamen-
tal reform of the U.S. tax code and
by setting federal discretionary and
mandatory spending on a signifi-
cantly slower trajectory as detailed
in The Heritage Foundation’s Saving
the American Dream plan.®

Punishing the Job Creators
The tax treatment of “the rich”—

the high-income earners facing the

top marginal tax rate—has received

Hours Worked in the
U.S. Economy

The higher average effective
and marginal income tax rates
under the Obama tax plan would
reduce the incentive to work in
the U.S. economy whether the
tax rates are raised on all income
earners or only on high-income
earners. Many high-income indi-
viduals earn their income from
capital income rather than labor
income. There is, after all, good
reason that the nation boasts a
thriving tax-planning industry.
Those who earn primarily labor
income have tremendous flex-
ibility to adjust the forms of their
compensation as well as their
hours.

However, at the aggregate
level, tax rates can affect the
decisions of many individu-
als who are near the threshold
of moving into a high-income
earning bracket." The higher
tax rates affect the intensive
and extensive margin for labor
supply in the economy. Total
and private employment levels
would decline relative to base-
line levels.

The reduction in aggregate
hours worked in the economy
would likely capture the behav-
ior effect of many high-income
earners. Relative to baseline
levels, total hours worked
would decrease by 2 billion.

In the context of an average
40-hour work week for the
average private-sector (non-
farm) worker, this is roughly 0.9
average fewer hours worked
per week per worker than in the
baseline scenario.
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CHART1

CHANGE IN GDP, IN BILLIONS OF

INFLATION-ADJUSTED 2005 DOLLARS
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Short-Term U.S. Macroeconomic Model.

Obama Tax Plan Hit on the Economy: Nearly $2 Trillion

The Obama tax plan will reduce gross domestic product by an average of
$196 billion a year over the next 10 years.

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Average,

2013-2022:
< -$196.2

billion

Source: Heritage Foundation calculations using data from the IHS Global Insight 2012 November
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agreat deal of attention. However,
the discussion generally ignores

the fact that many of “the rich” are
small-business tax filers who report
their income through the individual
income tax system rather than the
corporate tax code.

A significant portion of the tax
increases on small businesses will be
due to the increase in the top margin-
al rate and the other tax cuts aimed
at high-income earners. (See Table 1.)
Small businesses tend to be owned by
high-income individuals, even if the
business losses and expenses mean
that total annual business income is
not high. This ownership means that
these small businesses bear the high-
est marginal tax rate on decisions that
their owners make on expansion and
business growth.

The best outcome for tax policy
this year would be to prevent all
of the scheduled tax increases and
address the spending drivers of
the deficit now and over the early
months of 2013. President Obama
and Congress then need to imple-
ment comprehensive, revenue-neu-
tral reform of the tax code featuring
lower marginal tax rates and reduced
tax preferences, which in their pres-
ent form distort decision making and
curry favor with the friends of politi-
cians and lobbyists.

Economy-Wide Impact
of the Fiscal Cliff

The U.S. faces a fiscal cliff whether
the expiration of certain tax rates
falls on all income earners or only
on high-income earners.” This study

uses an economic forecast scenario in
which taxes rise only on high-income
earners under the President’s tax plan
(Obama tax plan).® The scenario fore-
castindicates a substantial decline
inincome levels (before and after
tax); aggregate hours worked in the
economy; and total output in the U.S.
economy relative to baseline levels.’

In particular, the higher marginal
tax rates on labor income (wages
and salary) and higher marginal tax
rates on investment income implied
by the Obama tax plan significantly
reduce the incentive and ability to
save, invest, and supply labor in the
U.S. economy. The resulting slower
growth in the supply of labor and
capital services reduces the produc-
tive capacity of the U.S. economy in
2013. This effect increases quickly
and persists in the long run. Further,
lower rates of private-sector invest-
ment reduce the amount of produc-
tive capital employed in the U.S.
economy, further depressing the
forces of economic growth. (See
Text Box: “Hours Worked in the U.S.
Economy.”)

Specifically, economic growth
would slow in 2013 under the Obama
tax plan compared with current
policy, shaving an average of $105 bil-
lion (0.8 percent) in 2013 and nearly
twice that amount on average over 10
years.'” The reduced output and pro-
ductive capacity in the U.S. economy
are reflected in a much weaker labor
market in which an average of 1.1 mil-
lion fewer workers would have jobs
each year under the Obama tax plan.

Under the Obama tax plan, the
higher tax rates on the returns to
capital lead to an immediate decline
in capital in the economy. This
decline results from a combination of
capital destruction'?—taking produc-
tive capital offline—and cutting the
rate of U.S. business investment. In
addition, higher marginal tax rates
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CHART 2

Substantial Slowdown in Business Investment Under Obama Tax Plan

The Obama tax plan would lower business investment by hundreds of billions of dollars each year through 2022.

CHANGE IN
GROSS PRIVATE
DOMESTIC
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In Billions of Dollars,
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Source: Heritage Foundation calculations using data from the IHS Global Insight

2012 November Short-Term U.S. Macroeconomic Model.
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on labor income reduce the saving
rate while leaving households with
less available income to save, thus
slowing growth in private wealth and
reducing the ability of U.S. citizens to
fund and reap the benefits of domes-
tic investment.

This is not simply a theoreti-
cal result. Whether taxes rise on
all income earners or only on high-
income earners, investment declines
significantly and the capital stock
shrinks, leading to lower real output
in the economy and fewer jobs. Gross
private investment would decline an
average of $126 billion (4.12 percent)
per year; private non-residential
fixed investment would decrease an
average of $43 billion (2.2 percent)
per year; and private residential fixed
investment would decline an average

of $13 billion (2.18 percent). The capi-
tal stock declines an average of $229
billion (1.2 percent) per year relative
to the baseline over the long run.

The reduced growth of real output
in the economy and the consequently
lower levels of personal and corpo-
rate income translate into smaller
tax bases for corporate and personal
income taxes. As the incomes of
households and businesses are small-
er than assumed in the static revenue
forecasts, federal tax revenues will
likewise be lower than expected.
Compared with the evolution of the
economy under current policy, fewer
jobs, individuals working fewer
hours, less investment, and less
investment income translate directly
into a smaller tax base for the federal
government.

The President assumes that his
tax proposal would generate $1.6
trillion in additional federal revenue,
but this projection assumes that tax
increases would have no effect what-
soever on the economy. In reality, if
the economic effects are considered,
the Obama plan to raise taxes on
high-income earners would generate
only about 44 percent ($680 billion)
of the projected $1.6 trillion."

Conclusion

In 2012, the federal government
ran a $1.1 trillion budget deficit—pre-
dominantly because of the ongoing
weakness in the American economy,
which depressed federal receipts—
and substantially increased spending
during the first years of the Obama
Administration. As the President’s
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own budget figures show, as the
economy recovers, federal receipts
will increase toward 18 percent to 19
percent of GDP, which is the tradi-
tional post-World War II share of
federal receipts.

America’s fiscal imbalances are
the result not of a systemic short-
fall in revenues, but of dramatically
increased federal spending under
President Obama. Federal spending
threatens to continue climbing as the
costs of the major entitlement pro-
grams soar.

The January 1, 2013, expiration
of a wide range of tax policies and

resulting unprecedented increase

in tax rates and tax burdens would
cause substantial economic harm
and job loss whether the increases
apply to everyone or only to the sub-
set of high-income earners whom the
President favors targeting.

After five years of elevated unem-
ployment, the President and con-
gressional leaders should attend
to policies that would strengthen
the economy, not weaken it fur-
ther. Rather than debate alterna-
tive ways to increase taxes, they
should focus on addressing the
real source of the nation’s fiscal

imbalance—entitlement spending—
and on reforming the federal tax
code to substantially reduce impedi-
ments to economic growth.

—William W. Beach is Director
of the Center for Data Analysis and
Lazof Family Fellow at The Heritage
Foundation. John L. Ligon is a
Policy Analyst and Guinevere Nell is
Research Programmer in the Center
for Data Analysis at The Heritage
Foundation.
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Appendix A
Static Methodology

Analysts in the Center for Data
Analysis (CDA) at The Heritage
Foundation used forecasts from
the CDA microsimulation model
of the federal individual income
tax to estimate both the impact of
President Obama’s proposed repeal
of the 2001 and 2003 tax cuts affect-
ing high-income taxpayers and the
components of “Taxmageddon.” The
CDA tax model simulates the effects
of changes in tax law on a represen-
tative sample of taxpayers based on
IRS Statistics of Income taxpayer
microdata, matched with demo-
graphic data from the U.S. Census
Current Population Survey. Data for
base-year taxpayers are extrapo-
lated or “aged” to reflect detailed
taxpayer characteristics in future
years.

The static comparison of current
policy with the current-law expected
tax increases (“Taxmageddon”) and
the proposal put forth by President
Obama (“the Obama plan”) was
obtained by running simulations of
the current policy baseline and the
tax plan and by comparing the differ-
ences in revenue, tax rates, and tax
increases across income and demo-
graphic groups. For each simula-
tion, tax increases were estimated
both separately and together (e.g.,
Taxmageddon). The tax increases
were based on the most recent bud-
get proposal and information on the
IRS website.*

Taxmageddon is the tax sys-
tem as it will stand in 2013 if no
intervening legislation is enacted.
The tax increases include the new
taxes in the Patient Protection and
Affordable Care Act (Obamacare)
health care bill, the repeal of the

Bush tax cuts for the wealthy, the
end of the payroll tax holiday, and
the expansion of the alternative
minimum tax, which will occur if
the AMT “patch” is not extended.
Taxmageddon was compared with
current policy, which is the tax code
as it stands including the complete
Bush tax cuts, the payroll tax cut,
and the AMT patch, as well as the
Obama policy, which allows the tax
cuts to expire for filers with incomes
over $200,000 (filing singly) or
$250,000 (filing jointly).

The static Individual Income Tax
Model shows only the effect of the
simulated tax policy on tax burden
and overall revenue. However, these
results can then be used as inputs
into a dynamic economic model,
which can estimate the effects on
employment, wages, and other eco-
nomic factors. In the CDA individual
income tax model, the income and
growth of the population are project-
ed (based on the CBO forecast) with-
out regard for the macroeconomic
(dynamic) effect of tax changes on
the growth of income. However, aver-
age effective and marginal tax rates
produced by the model were then
used to estimate dynamic economic
effects using a separate dynamic eco-
nomic model.

Dynamic Methodology

The analysis employs a version
of the THS Global Insight November
2012 short-term model of the U.S.
economy (GII model) to estimate the
overall net economic effects relating
to the expiration of the tax poli-
cies under the Obama tax plan. The
relationships in the model are cali-
brated with historical U.S. data and

mainstream economic theory. The
model is a tool that provides insight
into the likely magnitudes and direc-
tions of economic variables due to
policy changes. A dynamic analy-

sis of a policy change is important
because it accounts for indirect and
direct effects to provide a more real-
istic estimate of the overall economic
impact.

We used inputs from the static
estimates described in the previous
section. The CDA individual income
tax model estimates the changes in
average marginal tax rates and aver-
age effective tax rates, which are then
used as parameter values in the GII
model. The GIT model has a variable
measuring the average federal mar-
ginal income tax rate, and we used
the percent changes from the base-
line instead of the actual estimate to
minimize the biases in the estimate
due to the different baseline values in
the micro and dynamic models. The
GII model has a variable (stochastic)
that measures the average effective
federal personal income tax rate. We
applied the changes to this series as
add-factor adjustments by the per-
cent change estimated in the micro
model.”

The estate tax is part of the uni-
fied budget revenues in the GIT model,
but it is not counted in the National
Income and Product Accounts
for government receipts. Thus, an
adjustment variable in the GII model
reconciles the two government rev-
enue variables, and the static revenue
level was applied to this variable.'®
The capital cost adjustment was
made by increasing the GII variable
that tracks the yield on AAA-related
corporate bonds."”
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APPENDIX TABLE 1

The Economic and Budgetary Effects of the Obama Tax Plan (Page 1 of 3)

ECONOMIC INDICATORS

Total,
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022  2013-2022
Gross Domestic Product (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)
Forecast 13,726.0 14,0540 14,509.4 149155 15302.6 15671.0 16,0628 16,4847 16,908.5 17,350.6 154,985.1
Baseline 13,831.0 14,2222 14,6974 15/119.7 15516.7 15897.1 16,288.8 16,702.1 17,117.3 17,554.7  156,947.0
Difference -105.0 -168.3 -188.0 -204.3 -214.1 -226.1 -226.0 -217.3 -208.8  -204.1 -1,961.9
Real GDP Growth Rate (Percent Change from Previous Year) Average,
2013-2022
Forecast 1.31 3.10 3.07 2.72 2.49 241 2.53 2.63 2.54 2.68 2.55
Baseline 2.29 3.30 3.15 2.78 2.53 244 2.46 2.54 2.46 2.64 2.66
Difference -0.97 -0.20 -0.08 -0.06 -0.03 -0.03 0.07 0.09 0.08 0.04 -0.11
Total Employment (Thousands of Jobs)
Forecast 134,701 136,405 138,826 141,311 143,206 144,509 145580 146,840 147,889 149,109 142,837
Baseline 135,207 137,542 140,265 142,815 144,685 145956 146,953 148,072 148,963 150,050 144,051
Difference -506 -1,137 -1,440 -1,505 -1,479 -1,447 -1,372 -1,232 -1,074 -941 -1,213
Private Employment (Thousands of Jobs)
Forecast 112,755 114,523 116,889 119,166 120,805 121,840 122,671 123,560 124,523 125,514 120,225
Baseline 113,229 115,526 118,138 120,502 122,160 123,206 123,993 124,778 125,623 126,514 121,367
Difference -474 -1,003 -1,249 -1,337 -1,355 -1,366 -1,322 -1,218 -1,100  -1,000 -1,142
Manhours in Private Non-farm Establishment (Billions of Hours, Annual Rate)
Forecast 190.8 194.1 198.5 202.0 204.3 205.9 207.3 208.8 210.5 212.1 203.4
Baseline 191.7 196.1 200.8 204.3 206.7 208.3 209.6 210.9 212.3 213.8 205.4
Difference -0.9 -1.9 -2.2 -2.4 -2.4 -2.4 -2.3 -2.1 -1.9 -1.7 -2.0
Unemployment Rate (Percent of Civilian Labor Force)
Forecast 8.01 7.88 7.27 6.79 6.54 6.44 6.34 6.15 5.95 5.76 6.71
Baseline 7.76 7.37 6.69 6.21 5.99 591 5.84 571 5.57 5.43 6.25
Difference 0.25 0.51 0.58 0.57 0.55 0.54 0.50 0.44 0.38 0.33 0.46
Disposable Personal Income (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)
Forecast 10,359.1 10,6656 10,970.2 11,258.7 11,490.7 11,716.7 12,011.4 12,3287 12,649.8 12,993.7 11,644.5
Baseline 10,505.8 10,840.5 11,163.5 11,4848 11,7539 12,0150 12,313.8 12,6224 12,931.7 13,266.9 11,889.8
Difference -146.7 -174.9 -193.3 -226.1 -263.2 -298.4 -302.4 -293.7 -281.8  -273.2 -245.4
Personal Consumption Expenditures (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)
Forecast 9,7329 9,9458 10,179.5 10,4257 10,649.6 10,849.8 11,0741 11,320.1 11,586.2 11,874.7 10,763.8
Baseline 9,822.0 10,093.1 10,3451 10,607.4 10,8449 11,0591 11,2822 11,5139 11,761.3 12,032.0 10,936.1
Difference -89.1 -147.3 -165.6 -181.7 -195.3 -209.3 -208.2 -193.8 -175.1  -157.4 -172.3
Gross Private Domestic Investment (Billions of Dollars, Not Adjusted for Inflation)
Forecast 2,151.6 2,372.2 2,660.9 2,817.4 2,948.9 3,054.5 3,161.3 3,286.3 3,402.4 3,524.8 2,938.0
Baseline 2,200.8 2,449.5 2,743.1 2,914.6 3,059.3 3,181.5 3,304.3 3,448.4 3,592.1 3,749.7 3,064.3
Difference -49.2 -77.3 -82.2 -97.2 -110.4 -127.0 -143.1 -162.1 -189.7  -2249 -126.3

Source: Heritage Foundation calculations using data from the IHS Global Insight
2012 November Short-Term U.S. Macroeconomic Model.
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APPENDIX TABLE 1

The Economic and Budgetary Effects of the Obama Tax Plan (Page 2 of 3)

Average,
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2013-2022
Private Fixed Nonresidential Investment (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)
Forecast 1,522.1 1,623.1 1,741.7 1,827.0 19114 1,976.3 2,037.7 2,113.2 2,187.1 2,264.5 1,920.4
Baseline 1,541.7 1,664.2 1,787.7 1,875.3 1,960.4 2,025.4  2,085.1 2,157.5 2,229.9  2,308.0 1,963.5
Difference -19.6 -41.1 -46.0 -48.3 -49.1 -49.1 -47.5 -44.3 -42.8 -43.5 -43.1

Private Fixed Residential Investment, Equipment and Structures (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)

Forecast 4141 491.4 581.0 617.7 621.0 624.3 629.3 634.9 637.5 640.3 589.2
Baseline 423.6 506.0 598.6 636.1 638.3 640.1 642.6 645.6 645.6 646.2 602.3
Difference -9.5 -14.5 -17.6 -18.5 -17.4 -15.8 -13.4 -10.7 -8.1 -5.9 -13.1

Full Employment Capital Stock (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)
Forecast 15,608.2 16,086.2 16,6341 17,186.0 17,743.8 18,313.3 18,893.8 19,4975 20,1255 20,773.7  18,086.2
Baseline 15636.0 16,1756 16,7858 17,386.1 17,9839 18,5863 19,1946 19,8193 20,463.7 21,127.5 18,3159
Difference -27.9 -89.4 -151.7 -200.1 -240.1 -273.0 -300.8 -321.8 -3382  -353.8 -229.7

Stock of Non-farm Inventories (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)
Forecast 1,705.1 1,738.9 1,787.4 1,822.2 1,859.0 1,895.8 1,936.3 1,981.5 2,027.9 2,078.2 1,883.2
Baseline 1,719.3 1,762.3 1,811.5 1,848.6 1,886.7 1,924.8 1,964.6 2,008.0 2,053.0 2,102.4 1,908.1
Difference -14.2 -23.4 -24.1 -26.3 -27.8 -29.0 -28.4 -26.5 -25.0 -24.2 -24.9

Net Exports of Goods and Services (Billions of Dollars, Inflation-Adjusted, Indexed to the 2005 Price Level)

Forecast -419.6 -432.9 -400.6 -338.3 -262.3 -164.1 -66.6 229 111.7 188.7 -176.1
Baseline -446.8 -482.1 -451.1 -392.3 -317.0 -217.4 -111.9 -7.9 97.1 190.4 -213.9
Difference 27.1 49.1 50.5 54.1 54.7 53.3 45.3 30.8 14.7 -1.7 37.8

Consumer Price Index (Percent Change from Previous Year)

Forecast 2.33 236 2.40 244 248 251 2.55 2.58 261 2.64 2.49
Baseline 2.33 2.37 241 2.45 2.50 2.55 2.60 2.65 2.70 2.75 2.53
Difference 0.00 0.00 -0.01 -0.01 -0.02 -0.04 -0.05 -0.07 -0.09 -0.11 -0.04

Treasury Bill, 3-Month (Annualized Percent)

Forecast 0.07 0.07 0.70 2.63 3.68 3.68 3.67 3.66 3.64 3.63 2.54
Baseline 0.10 0.10 0.72 2.64 3.71 3.73 3.73 3.73 3.73 3.72 2.59
Difference -0.03 -0.02 -0.01 -0.02 -0.03 -0.04 -0.06 -0.07 -0.08 -0.10 -0.05

Treasury Bond, 10-Year (Annualized Percent)

Forecast 241 3.10 3.85 4.68 5.16 5.09 5.03 4.98 4.94 491 4.42
Baseline 2.09 2.75 3.46 431 4.85 4.85 4.85 4.85 4.84 4.84 4.17
Difference 0.32 0.36 0.39 0.37 0.32 0.24 0.18 0.13 0.09 0.06 0.25

Source: Heritage Foundation calculations using data from the IHS Global Insight
2012 November Short-Term U.S. Macroeconomic Model. B2752 & heritage.org
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APPENDIX TABLE 1

The Economic and Budgetary Effects of the Obama Tax Plan (Page 3 of 3)

Total,
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 | 2013-2022
Unified Federal Tax Revenue (Billions of Dollars, Not Adjusted for Inflation)
Forecast 2,836.6 3,049.9 3,286.7 3,515.3 3,721.8 3,924.1 4,096.8 4,285.1 44733 4,682.6 37,8723
Baseline 2,734.4 2,987.4 3,231.1 3,441.8 3,623.8 3,810.7 4,003.2 4,219.7 44427  4,694.8 37,189.6
Difference 102.2 62.5 55.6 73.5 98.0 113.4 93.6 65.3 30.6 -12.2 682.7

Unified Federal Spending (Billions of Dollars, Not Adjusted for Inflation)
Forecast 3,609.4 3,716.6 3,857.7 4,055.1 4,2447  4,430.3 4,610.8 4,806.2 5008.7 52555  43,595.1
Baseline 3,603.7 3,707.9 3,849.3 4,055.4 42627 44761 4,689.5 4,919.0 5159.6 54565  44,179.7
Difference 5.8 8.7 8.3 -0.2 -18.0 -45.8 -78.7 -112.8 -150.8  -201.0 -584.6

Federal Government Net Interest Payments (Billions of Dollars, Not Adjusted for Inflation)

Forecast 309.4 328.2 359.1 422.5 495.0 553.8 589.3 619.0 673.3 763.2 5,112.8
Baseline 303.7 320.0 348.2 410.6 485.3 550.1 590.4 619.4 671.1 764.4 5,063.1
Difference 57 8.1 10.9 11.9 9.7 3.7 -1.1 -0.4 2.2 -1.2 49.7

Unified Federal Surplus/Deficit (Billions of Dollars, Not Adjusted for Inflation)

Forecast -855.6 -681.3 -591.1 -534.5 -530.7 -511.6 -510.5 -519.6 -527.7 -563.2 -5,825.8

Baseline -929.1 -741.7 -637.3 -600.1 -634.7 -662.9 -681.2 -696.5 -708.3 -749.8 -7,041.7

Difference 73.5 60.4 46.2 65.6 104.0 151.3 170.7 176.9 180.7 186.6 1,215.9
Average,

Publicly Held Federal Debt (Billions of Dollars, Not Adjusted for Inflation, End of Period) 2013-2022

Forecast 12,4879 13,266.1 13946.5 14,5879 15210.0 15809.1 16,4080 17,0099 17,6243 18,2769 15,462.6
Baseline 12,5747 13,407.0 14,1348 14,8495 15587.0 16,3453 17,1170 17,897.7 18,6946 19,537.1 16,014.5
Difference -86.8 -141.0 -188.2 -261.6 -377.1 -536.2 -709.0 -887.8 -1,070.2 -1,260.2 -551.8

Source: Heritage Foundation calculations using data from the IHS Global Insight
2012 November Short-Term U.S. Macroeconomic Model. B 2752 R heritage.org
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