NATIONAL TAXPAYERS UNION

October 6, 2021
The Honorable Don Beyer The Honorable Mike Lee
Chair, Joint Economic Committee Ranking Member, Joint Economic Committee
G-01 Dirksen Senate Office Building G-01 Dirksen Senate Office Building
Washington, D.C. 20510 Washington, D.C. 20510
The Honorable Martin Heinrich The Honorable David Schweikert
Vice Chair, Joint Economic Committee Senior House Republican Member, Joint Economic
G-01 Dirksen Senate Office Building Committee
Washington, D.C. 20510 G-01 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Chair Beyer, Vice Chair Heinrich, Ranking Member Lee, Representative Schweikert, and Members of the
Joint Economic Committee:

On behalf of National Taxpayers Union (NTU), the nation’s oldest taxpayer advocacy organization, I write to
you with some of NTU’s views and considerations for the Committee’s October 6 hearing, “Building Back
Better: Raising Revenue to Invest in Shared Prosperity.”! While we appreciate that the Committee is holding a
hearing on the impacts of proposed tax increases in President Biden’s Build Back Better agenda, we wish to
express our strong conviction that tax hikes that fall in part on low-income and middle-class households will not
help lawmakers’ stated goal of “shared prosperity.” Instead, lawmakers should consider pro-growth adjustments
to the tax code that create jobs, increase wages, and grow the economy.

Many Current Tax Proposals Would Harm Low-Income and Middle-Class Workers

While the components and details of the Build Back Better tax agenda are still very much in flux, an existing set
of proposals advanced by the House Committee on Ways and Means do not indicate that many households
would, on net, share in the government’s significant new collection of tax revenue by 2027. Analysis from the
Joint Committee on Taxation (JCT) indicates that, in 2027, households making $30,000 per year or more will
see a net tax increase from various provisions of the Ways and Means legislation.? While the difference in taxes
paid for some low-income households may be nominal, households making as little as $75,000 per year could
see tax increases totaling hundreds of dollars per year on average, according to NTU analysis of JCT’s work.?
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Part of this, of course, is due to timing choices policymakers are contemplating for the Build Back Better
agenda. Perhaps the most significant tax cut in the Ways and Means legislation is the extension of the expanded
Child Tax Credit (CTC). Just four years ago, the CTC was a $1,000, partially refundable credit.* Today,
lawmakers are contemplating a three- or four-year extension of a greatly expanded CTC that is $3,000 per child
(or $3,600 per child under 6) and paid out to parents monthly.’ This sets up an undesirable policy and political
cliff that masks the true cost of CTC expansion for taxpayers by as much as $1.2 trillion® and puts the federal
government on the path to spend far more on the Build Back Better agenda than it is taking in.

As NTU has written, lawmakers could -- without increasing deficits -- extend the expanded CTC for a longer
period of time, and ensure it is a true anti-poverty benefit, by limiting the CTC to parents that truly need the
support.” In 2018, more than 30 percent ($35.4 billion out $117.7 billion) of CTC dollars went to households
making six figures or more.® We see no reason for this to continue, nor for an expanded CTC to overlap with
complex, ineffective, or regressive tax and spending programs that could be eliminated to help pay for
extending the CTC.’

Instead, lawmakers are contemplating a dizzying array of business tax increases that economic experts agree
will fall in part on low-income and middle-class families.'’ Our analysis of JCT’s report on corporate income
tax rate increases alone indicates that a 28-percent corporate rate could raise taxes on households making less
than $100,000 per year by $100 billion from 2022-2031." That analysis does not even include the potential
incidence of the following tax hikes, all of which may fall in significant part on low-income and middle-class
households:

e Changes to U.S. taxation of U.S.-based multinational companies’ income earned abroad (Global
Intangible Low-Taxed Income, or GILTI) and income derived from exports (Foreign-Derived Intangible
Income, or FDII) that, on net, will increase taxes on U.S. companies by $232 billion over 10 years;"
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e Significant increases to excise taxes on tobacco products, along with new taxes on vapor products, that
will raise taxes by $96.8 billion over a decade” and fall disproportionately hard on low-income
consumers of tobacco or vapor products;'

e A proposed minimum tax on corporations’ “book” profits -- which could undercut bipartisan provisions
of the tax code like the treatment of losses, accelerated depreciation for capital investments, and
business tax credits -- that could raise taxes by anywhere from $148 billion" to $700 billion'® over 10
years, depending on how designed; and

e The misguided effort to repeal cost recovery provisions afforded to U.S. energy companies, such as
expensing for intangible drilling costs (IDCs), which are uniquely important to independent energy
producers and would disproportionately affect those companies and workers if repealed.'’

All of the above proposed tax increases would, in effect, raise taxes on low- and middle-income households.
They could also threaten small businesses that organize as C corporations'® and businesses that take net
operating losses to invest in their workers and growth."

More puzzling yet is that some lawmakers are pushing for an $85 billion per year®® suspension of the $10,000
cap on the state and local tax (SALT) deduction, a highly regressive tax benefit. The Tax Policy Center (TPC)
estimates that nearly 90 percent of the benefit from uncapping SALT would flow to the top 10 percent of
households in 2022.!

We do not believe that trillions of dollars in tax increases -- hundreds of billions of dollars of which may fall on
low- and middle-class households -- and potentially hundreds of billions of dollars in tax cuts for the top 10
percent under the SALT deduction makes for “shared prosperity.” Instead, we encourage you to consider a few
pro-growth changes to the tax code that would lift wages, create jobs, and grow the U.S. economy.
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Pro-Growth Alternatives Could Grow Jobs, Wages, and Economy

The Tax Foundation has recently modeled dozens of tax policy options and estimates the impact each option
would have (in isolation) on gross domestic product (GDP), job creation, wage growth, and federal government
revenues. We point to three options that are both strongly pro-growth and feasible from a revenue perspective
(given the need for policymakers to address America’s long-term deficit and debt challenges):

e Make full and immediate expensing for short-lived assets permanent: The Tax Cuts and Jobs Act
(TCJA) allowed U.S. companies to fully and immediately recover (expense) the costs of capital
investments in short-lived assets, such as machinery and equipment. Unfortunately, this provision begins
to phase down in 2023. The Accelerate Long-Term Investment Growth Now (ALIGN) Act, from Sen.
Pat Toomey (R-PA) and Rep. Jodey Arrington (R-TX), would make these full and immediate expensing

t.*> Tax Foundation estimates that this policy would grow GDP 0.5 percent, grow

provisions permanen
wages 0.4 percent, and create 86,000 full-time equivalent (FTE) jobs.”

e Permanently allow full and immediate expensing for research and development (R&D) costs:
TCJA also scheduled the cancelation of full and immediate expensing for companies’ R&D investments
starting in 2022, moving instead to five-year amortization. This impending change will increase the cost
of R&D for U.S. businesses, making them less likely to pursue the bold investments needed to create
economic and societal innovations for years to come. Bipartisan legislation from Reps. John Larson
(D-CT) and Ron Estes (R-KS) in the House,** and Sens. Maggie Hassan (D-NH) and Todd Young
(R-IN) in the Senate,” would permanently allow for R&D expensing. Tax Foundation estimates that this
policy would gross GDP 0.1 percent, grow wages 0.1 percent, and create 20,000 FTE jobs.*

e Move towards full and immediate expensing for buildings and structures: NTU also believes that
U.S. businesses should be able to immediately recover the costs of investing in structures, like factories,
that will require and enable them to grow and hire more workers. That said, we are sensitive to the
current debt and deficit load of the U.S. government and acknowledge that full and immediate expensing
for structures would reduce revenues by hundreds of billions of dollars over a 10-year window. Tax
Foundation has proposed an innovative neutral cost recovery system (NCRS) that would carry many of
the economic benefits of full and immediate expensing for structures without the significant revenue hit
to U.S. Treasury coffers. The group estimates that implementing NCRS would grow GDP 1.2 percent,
grow wages 1.0 percent, and create 231,000 FTE jobs.”

Each of these options would create shared prosperity by creating jobs and growing wages. We also hope
lawmakers consider significantly limiting new and expanded programs, like the CTC, so that they target
Americans who truly need taxpayer-funded financial assistance. This would have the added benefit of reducing
the costs of the Build Back Better agenda, which currently numbers in the trillions of dollars.
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In short, regardless of the intention of policymakers, raising taxes by trillions of dollars is not a way to create
“shared prosperity” or build back better. Even if policymakers levy new taxes on politically palatable targets,
such as large U.S. corporations, the economic incidence of these taxes will no doubt fall in significant part on
the very households policymakers are trying to help.

A better way forward would be to reduce the size and scope of the Build Back Better agenda, target programs
and initiatives at Americans who truly need the help, and reject tax increases that will affect Americans across
the income spectrum.

Should you have any questions I am at your service.
Sincerely,

Andrew Lautz
Director of Federal Policy
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The Honorable Scott Peters
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The Honorable Reverend Raphael Warnock
The Honorable Tom Cotton
The Honorable Rob Portman
The Honorable Bill Cassidy
The Honorable Ted Cruz
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The Honorable Jodey Arrington
The Honorable Ron Estes
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