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“The 2017 tax act”

• Public Law 115-97

• “An act to provide for reconciliation pursuant to titles II and V of the 
concurrent resolution on the budget for fiscal year 2018.”

• The Republicans tried to call it the Tax Cuts and Jobs Act, but they 
messed up the parliamentary procedure.



Disclaimer: These are my views
And not necessarily anyone else’s.



Plan of talk

• 1.  The things that have received a lot of attention in New Jersey

• 2.  Aspects of the act that have received less attention, and are more 
remote and complex, but probably more important.



Part One: State and Local Taxes

• Now you can deduct only $10k.

• Part of the War on New Jersey—that’s what’s most egregious about 
it.

• Singling out whole states based on presidential elections is a bad 
precedent.

• Introduces more instability and uncertainty into tax code.

• New Jersey and the SALT workaround?



Charities also take a hit

• You may no longer be able to deduct charitable contributions.

• For a married couple filing jointly, the new standard deduction is $24k

• Since the SALT deduction is $10k, unless you have a lot of medical 
expenses or a big mortgage or really high charitable contributions, 
you won’t be able to deduct any charitable contributions.

• This hurts charities.

• But you can get around this with some planning

• Bunching or donor-advised funds.



Part Two: Emptying the fuel tank

• The tax act gives a lot of money to people who support the 
Republican party, but doesn’t say where the money is coming from 
(except for a few vengeance provisions like SALT).

• Over a trillion dollars in the next decade alone.

• That’s how they’re empting the fuel tank.  

• Jaguars for themselves and Jaguar baseball caps for the rest of us.

• You can’t say whether you gain or lose from the tax act until you 
know how the “credit card” bill will be paid.

• You’re not going to know that for decades.  And nobody else will 
know either.  But somebody will pay.



What could happen?

• Anything the federal government does could be cut.

• Social security or Medicare or Medicaid or defense or National 
Weather Service or scientific research or National Parks or air traffic 
control or motor vehicle safety or highways or trains….

• Or taxes could go up again or FICA or fees for passports or National 
Park entry…

• Or a large portion of the debt could be inflated away (and so your 
retirement savings become worthless)

• Maybe something of everything



What are the Republicans talking about

• The current speaker of the house and the president’s national 
economic adviser have said that they are going to concentrate on the 
“large entitlements.”

• That means social security, Medicare, Medicaid, maybe SNAP (food 
stamps).

• I have no reason not to believe them.

• If you are lazy or a right-wing ideologue, those are the most inviting 
targets because they’re big and easy to confuse people about.



Not everything the Republicans want is 
inevitable

• Congressional Progessive Caucus has an alternative 10-year budget 
that is reasonably balanced and does not cut social security and 
medicare.

• Increases taxes, primarily carbon taxes and financial transaction taxes.

• Proof of concept, not anything you have to sign on to tomorrow.

• Sensible people can do sensible things to get us out of the hole that 
we’re in, but we have to start soon.



What happens to your taxes this year doesn’t 
really matter

• Because you don’t know how much of the bill you will end up paying

• But also because the personal income tax provisions are scheduled to 
expire in 2025 (and the lower estate taxes), except for the inflation 
indexing provision.

• So almost everyone is on schedule to pay higher than 2017 (real) 
taxes in 2026 and beyond because inflation will be indexed less 
closely.

• For those of us who are not corporations, this is a delayed act to raise 
taxes, not a tax cut act.

• But the corporate tax cuts are “permanent.”



Will these sunsets actually happen?

• Who knows?

• This is one more source of uncertainty.

• A week ago, the House passed a bill making all the personal income 
tax provisions permanent—including eliminating the SALT deduction

• But the Senate will probably not take up the bill, because it explodes 
the deficits, conventionally measured.



The sunset shows what the tax act was really 
about

• They were inserted so that the projected revenue losses over the next 
decade would be below the threshold that would allow the bill to be 
passed without Democratic votes.

• But the same effect could have been achieved by delaying the 
corporate tax cuts instead. 

• A corporate tax cut that was designed to encourage investment would 
have been phased in over a few years.

• A corporate tax cut that was designed to reward donors would start 
immediately.

• We got a corporate tax cut that was designed to reward donors.



How much fuel has been taken out of the 
tank?

• The measure I’ll use is the fiscal gap. This is a measure of sustainability.

• Calculating the fiscal gap.

• Step 1: Take current spending practices—how much will it take to continue 
business-as-usual into the far future?

• Step 2:  Take current revenue policies—how much will they yield if you 
continue them into the far future?

• Step 3:  Take current debt, and pick a date in the far future and a goal for 
debt (as % of GDP) at that point.

• If we continue business-as-usual, how far will be from that goal?  This is the 
fiscal gap.



Interpreting the fiscal gap

• It tells us whether the way of life we’re engaged in is sustainable or 
not, and if it’s not, how far from sustainable it is.  

• The difference between the amount of fuel in the tank and the 
amount we would need to get to Los Angeles, if we keep burning at 
the current rate that everybody expects.

• Not an exact science, but nothing dealing with numbers of this 
magnitude is.

• Some numbers from Alan Auerbach of UC Berkeley and William Gale 
of Brookings (and Aaron Krupkin for 2018)



At the start of the Trump administration

• Debt/GDP ratio was 76.5%.

• The fiscal gap to 2047 to hit that ratio was 2.75% of GDP.

• In the long run, if things went as planned, expenditures would have to 
go down by 2.75% of GDP, or revenues would have to go up by that, 
or some combination.

• Today, after the tax act and the 2018 budget, the fiscal gap to 2047 is 
4.2% of GDP. 

• So in a little over a year the fiscal gap has grown by more than half.

• Fiscal gap to 2093 is 5.6% of GDP.



It might get worse

• The longer you wait, the worse it gets.  If business as usual continues to 
2021, the grows to 4.7% of GDP.  If no action to 2025, 5.4% of GDP.

• These are “current policy” estimates, not “current law.”  They ignore the 
sunset provisions.

• They also ignore the huge increase in defense spending that Trump is 
initiating.  Military spending (all forms) went from $767b in FY 2016 to 
$886b in FY 2019.  How much will Trump spend to get reelected?

• Assumes no big recessions, no major wars, no major costs from climate 
change, no big earthquakes, no need for cybersecurity initiatives, no big 
epidemics.

• And continuing immigration of large numbers of smart, hard-working 
people.



The infrastructure gap, too

• These projections also assume that infrastructure won’t get any 
worse if we maintain current levels of spending on infrastructure.

• But no one seriously believes that (especially if you live in New Jersey)

• American Society of Civil Engineers 2017 report card gives US 
infrastructure a grade of D+.  

• They estimate that to maintain American infrastructure and bring 
back into decent shape would require increasing annual investment 
from 2.5% of GDP to 3.5%.

• So that would add another 1.0% or $200 b annually to the gap.



What’s 4.2% of GDP?

• About $840b now.  Over $2.6k per person per year.  Forever, and 
growing at the rate of GDP growth.  Infrastructure brings it to $1.04 t 
or $3.25k per person per year.

• Some comparisons in the FY 2017 budget:

• Personal income tax revenue $1.59 t, corporate income tax $297 b, 
social security payroll taxes $1.16 t, total revenue $3.3 t.

• Medicare $702 b, social security $900 b, nondefense discretionary 
spending $610 b.



What’s going to happen?

• I don’t know.

• What happens when you get on a plane for LA and it has only enough 
fuel to get you to Iowa?

• It could crash.  In this case, that would mean that capital markets 
start dumping US debt.

• Not impossible.  Debt/GDP ratio is on track to be around 100% in 
mid-2020s, and a recession or a war could make the ratio much 
higher.

• But not in the scare business.  The one thing you know is that you 
can’t make plans for when you will arrive in LA.



The problems of planning

• Our meeting with financial planner for retirement.  How can you 
believe that current tax structure and current social security and 
current Medicare will be in place for the next 30 years.

• How can you plan for your kids’ education or anything else?

• Many things in life cannot be forecast and we have to live with 
uncertainty. But the federal government should be reducing 
uncertainty not increasing it.

• Krugman:  modern democracies are insurance companies with armies 
attached.

• Trump: modern plutocracies are casinos with armies attached.



Digression: one thing the tax act is almost 
sure to do

• It will cause a large and continuing increase in the US trade deficit.

• The result is almost arithmetic.

• If a country consumes more than it produces, it has to get some of 
the stuff it consumes from somebody outside.  The greater our 
consumption relative to our production, the more we have to get 
from other people.

• The amount of stuff we get from other people without giving them 
any goods or services in return is our trade deficit.



What the tax act does

• Trump’s federal government wants to increase what it spends but collect 
less from US taxpayers (and foreign owners of stock of US corporations).  
The difference has to come from somewhere

• Mainly it won’t come from US households consuming less.

• So overall the difference between what the US consumes and what it 
produces will grow.  That’s the US trade deficit.

• Donald Trump can’t negotiate with arithmetic.  No wall can stop 
arithmetic.

• I don’t emphasize this too much because the trade deficit is not an 
important number (and bilateral trade deficits are of no consequence 
whatsoever).



Climate change is like the fiscal (and 
infrastructure) gap

• Both are about sustainability

• Both problems slowly become worse over time.

• The precise consequences are unknown.

• There is a probability of a disaster at any time.

• Both need to be treated with patience and resolve

• The longer the wait, the greater the cost of dealing with them.

• The Republicans and Trump have made them both much worse.



Conclusion

• Minority government, and a shrinking minority.

• They are unlikely to be in power after 2025.

• Hence, they pillage.

• The emerging America that they fear can be a great place.

• But we must minimize the pillaging.



Appendix
When trust funds hit zero

• OASI 2031-35

• DI 2032 or so

• Medicare part A 2026-29

• Have to override trust fund rules or make inter-fund transfers or 
reduce benefits or raise taxes
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