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President Obama argues that 
President Clinton’s economic 

record is proof that the current econ-
omy would grow if Congress passed 
the tax hikes he has long proposed. 
The American public should not fall 
for this misleading argument.

The historical record is clear: The 
economy grew slower than it should 
have in the years after Clinton’s 
1993 tax hike. The strong economic 
growth that is associated with his 
presidency occurred only after he 
agreed with Congress to cut taxes in 
his second term.

President Obama’s cursory and 
errant analysis of recent history has 
serious implications for policymak-
ing today. If Congress raises taxes 
based on the faulty notion that tax 
hikes have no ill effects on economic 
growth, it will impede the still-strug-
gling recovery and keep millions of 

Americans on the unemployment 
rolls far too long.

Unexceptional Growth. A favor-
ite liberal argument is to attribute 
the U.S. economy’s strong perfor-
mance during the 1990s to President 
Clinton’s economic policies, chief 
among which was a huge tax increase. 

Clinton signed his tax hike into 
law in September 1993, the same year 
he took office. It included an increase 
of the top marginal tax rate from 
31 percent to 39.6 percent; repeal of 
the cap on the 2.9 percent Medicare 
tax, applying it to every dollar of 
income instead of capping it to levels 
of income like the Social Security 
tax; a 4.3 cent increase in the gas tax; 
an increase in the taxable portion of 
Social Security benefits; and a hike of 
the corporate income tax rate from 
34 percent to 35 percent, among 
other tax increases.1

The economic defense of the 
Clinton tax hikes does not hold up 
against the historical facts. The 
economy did exhibit economic 
growth during the 1990s, but it was 
well below potential. Moreover, rapid 
growth did not occur soon after the 
tax hike—it came much later in the 
decade, when Congress cut taxes. 
After the 1993 tax hike, the economy 
actually slowed to a point below 
what one would expect, considering 

the once-in-a-generation favorable 
economic climate that existed at the 
time.

As for the overall economic recov-
ery, it started well before President 
Clinton took office. In January 1993, 
the economy was in the 22nd month 
of expansion following the recession 
from July 1990 to March 1991.

In addition to coming into office in 
the midst of an economic expansion, 
Clinton also benefited from a very 
unusual confluence of events that 
created a remarkably favorable envi-
ronment for rapid economic growth:

■■ The end of the Cold War brought 
a powerful dose of growth-
enhancing certainty to the global 
economy;

■■ The price of energy was astound-
ingly low, with oil prices dropping 
below $11 per barrel and averaging 
under $20 per barrel, versus near 
$100 per barrel today2;

■■ The Federal Reserve had tamed 
inflation to an extent previously 
thought impossible, with inflation 
averaging 2 percent during the 
Clinton Administration3; and

■■ A tremendous set of new produc-
tivity-enhancing information 
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technologies emerged—including 
the explosion of the Internet as a 
powerful tool for commerce and 
communication—which further 
increased productivity. 

With these factors clearing the 
way, the economy should have dis-
played spectacular and accelerating 
growth in the years immediately after 

Clinton entered the White House, 
but growth of that magnitude did not 
materialize until later in the decade.

From 1993 until 1997, the econ-
omy grew at 3.3 percent per year.4 
While solid, this growth was certain-
ly not exceptional. During that same 
time, real wages declined, despite the 
perception that the 1990s were an 
era of unmitigated abundance.5

It was not until after a 1997 tax 
cut, passed by Congress—a tax cut 
President Clinton resisted but ulti-
mately signed—that the spectacular 
growth kicked in. While small in 
static revenue impact, the 1997 cuts 
included a reduction of the capital 
gains rate from 28 percent to 20 per-
cent. This opened the capital flood-
gates necessary for entrepreneurs to 
develop, harness, and bring to mar-
ket the wonders of the new informa-
tion technologies.

Business investment skyrocketed 
after the tax cut,6 and the economy 
grew at an annualized rate of 4.4 per-
cent—33 percent faster than after the 
Clinton tax hike—from 1997 through 
the end of the Clinton presidency. 
Real wages reversed their downward 
trend and grew 1.7 percent per year 
during the same time.

Altogether, how much worse did 
the economy perform because of the 
Clinton tax hike? The data from the 
period do not provide a clear answer. 
What is clear is that the economy 
performed well below reasonable 
expectations given the favorable 
conditions existing in the years after 
the tax hike—and took off after the 
oft-forgotten tax cut.

Lessons for Today. President 
Obama defends his tax hike desires 
by pointing to the Clinton tax hikes 
as evidence that the economy can 
withstand higher taxes. But if the 
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In the four years following the 
1993 Clinton tax hike, real GDP 
grew 3.3 percent annually, but 
real wages fell.

In the four years after the 1997 
capital gains rate cut, real GDP 
and real wages had significantly 
higher annual growth.
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Source: Heritage Foundation calculations based on data from U.S. Bureau of Economic Analysis and 
U.S. Department of Labor, Bureau of Labor Statistics.
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Clinton tax hikes were powerful 
enough to slow an economy that 
had everything going in its favor, 
what would tax hikes today do to an 
economy that has everything work-
ing against it? 

Economic growth is slow and 
declining. The unemployment rate 
remains stuck over 8 percent, and 
there appears to be little hope for 
it to fall in the near future.7 The 

President should not be looking 
for policies that the economy can 
withstand but for policies that will 
encourage it to grow.

At best, tax increases would slow 
the already stalled recovery and, at 
worst, would reverse it altogether. 
A slowed recovery or double-dip 
recession would further reduce the 
chances that the more than almost 13 
million Americans currently looking 

for work would find jobs in the near 
future. To make matters worse, 
President Obama’s tax hikes would 
add even more Americans to that 
already-too-large figure.
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