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Federal Budget Deficit: “Mission Accomplished?”
A Primer on the Bush Administration’s Smoke-and-Mirrors Deficit Games

To hear the Bush administration tell it, the massive
federal budget deficits our nation has incurred in

the past five years will soon be a thing of the past.
On July 11, the White House Office of Management
and Budget (OMB) released its newest estimates of
the deficit for the fiscal year ending September 30.
In a press conference that day, President Bush
jubilantly announced that “we’re cutting the federal
deficit faster than we expected.” The evidence?
Instead of the $423 billion deficit forecast by OMB
earlier that year, the new projections showed a
deficit of “only” $296 billion for fiscal year 2006.

A Deficit-Reduction “Surprise?”
This sounds like quite an improvement—and

that’s exactly what the President wants us to think.
But under the Bush administration, OMB has become
notorious for artificially over-estimating budget
deficits early in each fiscal year in order to generate
a pleasant “surprise” as the year comes to an end. In
fact, 2006 marks the fourth straight year in which
OMB has dramatically overestimated the actual
budget deficit. After four years of inflated estimates,
most observers think the real surprise would be if
OMB got it right the first time.

Raiding the Cookie Jar
If the OMB’s sudden deficit revision was a tired

and predictable shell game, the Administration’s
ongoing use of Social Security trust funds to mask
the true deficit is simply highway robbery. For the
fifth straight year, Congress and the Administration
are resorting to accounting tricks to make the deficit
appear smaller than it actually is, “borrowing” Social
Security revenues to help fund general government
services. This year, the government will use $174

billion of Social Security payroll taxes to pay for the
war in Iraq, tax cuts for the rich and (of course) the
mounting interest on our growing national debt. A
true accounting of this year’s budgetary shortfall
would show a deficit of $470 billion—a far cry from
the $296 billion victory claimed by the President.

Since President Bush first presented his plans for
“reforming” Social Security in early 2005, the
Administration has repeatedly expressed its concern
over the long-term health of the Social Security

continued on page 2
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From the Director’s Desk
Dear Friends,
Another day, another misguided effort to gut the estate tax. As we go to press, Congress has adjourned for its annual August
recess—but not before engaging in yet another bitter fight over whether this cornerstone of our progressive federal tax
system should be virtually repealed. The failure of the so-called “trifecta” bill—which would have combined estate tax cuts
with extension of a hodgepodge of corporate tax loopholes and a hike in the minimum wage—sends a clear message that
the public and moderates in Congress view estate tax cuts as an unfair and unaffordable giveaway to the wealthy. 

Of course, to hear Bush Administration partisans tell it, our rapidly declining budget deficits have made further tax cuts
quite affordable. In the wake of new, “improved” budget deficit estimates from the White House in mid-July, that’s certainly
the line President Bush has been trying to sell us. But the truth is much less rosy. Our cover story has more on the smoke-
and-mirrors budgeting the Administration is using to hoodwink the public into believing that our budgetary cup is half full.

At CTJ, we like to believe that facts matter. But for advocates of supply-side economics, the facts on the ground have
never been all that relevant. So it’s probably too much to expect that the Bush Administration’s experiment in faith-based
economics will grind to a halt as a result of a new Treasury Department study that effectively (if inadvertently) debunks the
supply-siders’ arguments. But for those of us who believe in letting the facts guide our policies, the new Treasury report is
an eye-opening dismantling of supply-side theology. Find out more on page 4.

For supply-siders, every tax cut is a “free lunch.” But in fact, the Bush tax cuts have created a mountain of national debt
that must, eventually, be paid off. A new CTJ analysis measures the paltry tax cuts that have been doled out to working
families against the added debt they will ultimately have to pay off themselves through reduced public services or higher
taxes. The results of the analysis, described on page 3, should be no surprise: for all but the very wealthiest 1 percent of
Americans, the Bush Administration’s fiscal policies have actually made us worse off, not better.

Advocates of estate tax repeal have pursued a “kitchen sink” strategy this year, attaching estate tax provisions to
completely unrelated (and indefensible) tax giveaways in an effort to buy Democratic support for estate tax cuts. The most
reprehensible such effort came earlier this summer, when House tax writers resurrected a tax break for profitable timber
companies that had been eliminated as part of the heroic loophole-closing efforts of the Tax Reform Act of 1986. For a quick
history lesson on this damaging tax loophole, check out our story on page 6.

A Senate hearing in early August gave fair-tax advocates a horrifying look at the growing scale of offshore tax-avoidance
schemes being perpetrated by super-wealthy Americans and an array of unethical accounting firms. More on page 7.

Even though the Republican leadership’s latest attempt to gut the estate tax has failed, Senate leaders have vowed to
try again this fall. This means it’s more important than ever to remind your elected officials—and your local newspaper—that
you know just how few residents of your state actually owe the estate tax. CTJ has released 51 separate fact sheets
presenting basic information on who pays the estate tax in your state.  Find out more on page 6.

Thank you all for your continued support.

Bob McIntyre

program. Yet in the past five years, Congress and the
Administration have borrowed (and spent) the entire
Social Security surplus, to the tune of $825 billion
raided from the Trust Fund so far. That’s $825 billion
that won’t be available to pay the Social Security
benefits of baby boomers upon their retirement.

When the Administration’s repeated dips in the
cookie jar are factored in, federal borrowing over
the past five years adds up to $2.449 trillion. As a
result, during the five years between fiscal 2002 and
2006, fully a quarter of non-Social Security federal

spending has been financed with borrowed money.

A Deficit is a Deficit is a Deficit?
The Bush administration has downplayed its

illicit use of Social Security revenues, preferring not
to count the $825 billion it has raided from Social
Security as part of its borrowing. Instead, it contends
that “only” the $1.6 trillion it has borrowed from
other sources should count. In general, the media
has mistakenly accepted the administration’s lower,
albeit still gigantic, deficit figure.

continued on page 3
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The Bush Administration’s long-standing
policy of spending, rather than saving, the
Social Security surplus should be seen for
what it is: borrowing from the future.

1983: The Birth of the “Lockbox”
The idea of saving surplus Social Security

benefits dates to 1983. Before that year, Social
Security was run on a pay-as-you-go system, with
virtually all the money raised in payroll taxes used to
pay current benefits. In 1983, however, the system
was changed so that incoming payroll taxes would
exceed benefit payments for a long time. The theory
was that if the rest of the government behaved itself
by balancing its revenues and outlays, then Social
Security surpluses could be used to pay down the
national debt. Then, when the baby boomers retired,
the government would be able to fulfill its obliga-
tions to retirees more easily, because it would not
be paying large amounts in interest on the debt.

Unfortunately, this promise was immediately
broken. President Reagan and the first President
Bush both spent every penny of the Social Security
surpluses on tax cuts and government programs.

Only under President Clinton did our government
finally begin to save the Social Security surpluses as
it had promised. From 1999 to 2001, the govern-
ment did not borrow a penny from the Social
Security Trust Fund. Indeed, the government saved
all of Social Security’s $434 billion in surpluses, and
actually ran surpluses in its regular budget, too, thus
paying down the national debt by $120 billion.

In 2000, Presidential candidate Al Gore famously
promised to continue this sensible practice by
putting surpluses in a “lockbox” that would be
inaccessible to lawmakers seeking to pillage Trust
Fund revenues.

Sadly, however, the second President Bush has
reverted to the borrow-and-spend policies of his
father and President Reagan. 

A Regressive Tax Shift
This is not only reckless budget policy, it’s

extremely unfair tax policy. The Social Security pay-
roll tax is defensible as a retirement plan, despite
the fact that it only applies to the first $90,000 in
earnings, since Social Security benefits are based
only on taxable earnings. But how can anyone justify
using a tax that mostly exempts the richest Ameri-
cans to pay for, say, defense spending to protect our
property? After all, the rich have the most property
to defend. Even more reprehensible is the notion
that the regressive payroll tax is being used to
directly fund otherwise-unaffordable tax cuts for the
wealthiest Americans. By this light, what the
President has pushed through is not a tax cut—it’s
a tax shift onto the backs of working families.

The bottom line is that the fiscal policy “success”
the President trumpeted in his July 11 briefing is
built on a foundation of smoke-and-mirrors  budget-
ing and outright theft. The Bush Administration’s
long-standing policy of spending, rather than saving,
the Social Security surplus should be seen for what
it is: borrowing from the future.

There’s No Free Lunch: 99 Percent of
Americans Lose from Bush Tax Cuts

V iewed through the Bush Administration’s rose-
colored glasses, the federal tax cuts enacted over

the past five years have been a win-win scenario,
with taxpayers at all income levels benefitting and
no one picking up the tab. But advocates of these
unfunded tax cuts have forgotten one inconvenient

What If You Let the Bush Administration
Manage Your Personal Finances? 
Imagine that in a given year, you take home $50,000 in
earnings, plus another $7,000 that your employer puts
in your retirement account. That retirement account
money, of course, is what you’ll need to live on when
you eventually stop working. Now suppose that you
spend $67,000 in that year, financed in part by raiding
the whole $7,000 from your retirement fund. You, and
everyone else, knows that you’ve spent $17,000 more
than your disposable income for that year. But the
Bush administration would say you only spent $10,000
over your disposable income, since after all, the $7,000
you took from your retirement fund was money you
“borrowed from yourself.” This ignores, of course, the
fact that if you keep doing this you won’t have anything
left to retire on. If this sounds absurd, don’t laugh—
because this is exactly what Congress and the Bush
Administration are doing to your Social Security.
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99 percent of American families are net
losers from the Bush administration’s
fiscal policies—leaving the rest of us to
pick up the tab for a redistribution of
income towards the wealthiest few.

truth: someday, somehow, these tax cuts must ulti-
mately be paid for. A true accounting of who
benefits from the Bush tax cuts would assess both
sides of the fiscal policy coin, measuring the tax cuts
against the painful spending cuts (or tax hikes)
needed to pay for them.

A new CTJ analysis does just that, taking a close
look at how the Bush administration’s tax and
spending policies through 2006 affect Americans. It
compares the paltry tax cuts received by most
families to the gigantic debt burden imposed by
these unfunded tax cuts. 

The analysis shows that for all but the very
wealthiest Americans, the Bush tax cuts between
2001 and 2006 are outweighed by a huge increase in
the burden of debt on families. In particular:
# From 2001 to 2006, the typical middle-income

family has gotten a tax cut totaling $1,855 per
family member. But that family’s share of the
added national debt is $8,936 per person.

# This means that the net impact of the Bush fiscal
policies on the middle 20 percent is an added
burden of $7,081 per American—or $28,322 for
a family of four.
Of course, not everyone comes off worse due to

the Bush Administration’s largesse. Because the
benefits of the Bush tax cuts have gone primarily to
the wealthiest one percent of Americans, this small
group still comes out ahead even after the added
debt burden is factored in. But the other 99 percent
of American families are net losers from the Bush
administration’s fiscal policies—leaving the vast
majority to pick up the tab for a redistribution of
income towards the wealthiest few.

For the wealthiest one percent of Americans, the
tax breaks outweigh the added six-year debt burden
by an average of $30,352 per family member. They
have received an average tax break of $84,482 per
family member, which exceeds their added debt
burden of $54,130 per person by $30,352.

# In contrast, the added debt burden accumulated
from 2001 through 2006 outweighs the tax
breaks for the other 99 percent of U.S. residents
by an average of $7,166 per person. They have
received a tax break of $2,616, but their added
debt burden is $9,782 per person.  

# Put another way, if you’re among the 99 percent
of Americans who lose, then for every $1.00 in
tax cuts the federal government has given you
over the past six years, you’re holding a bill for
$3.74. 

For the past six years, proponents of tax cuts have
persisted in their advocacy of the “free lunch” myth.
CTJ’s new report shows that in the long run,  this
lunch is coming at a price that few of us can afford.

New Treasury Report: Supply-
Side Economics Doesn’t Work
For decades, most Republican politicians have

treated as an article of faith that tax cuts for the
rich will “pay for themselves” through improved
economic growth and resulting higher revenues.
Critics deride this implausible belief as “voodoo
economics” or “the free-lunch theory.” Its adherents
prefer to call it “supply-side economics.” 

The apostle of this dogma was President Ronald
Reagan, back in the 1980s. Reagan claimed that he
would pay for his huge increase in defense spending
“with the revenues generated by the [even huger]
tax cuts” he pushed through Congress in 1981. As it
happened, of course, the theory didn’t pan out.

Despite this sorry historical record, President
Bush and most of his fellow Republicans in Congress
remain ardent disciples of Reagan’s belief system. In
their increasingly desperate search for proof of their
faith, Bush and Congress recently asked the Treasury

Add it Up: Tax Cuts and Debt in Your State
From members of Congress seeking reelection to anti-
tax editorial boards, proponents of the Bush tax cuts
will continue to beat the drum for their “free lunch” tax
cuts this fall. A new series of 51 state-specific CTJ fact
sheets gives you all the information you need to
debunk the free-lunch myth. Download your state’s fact
sheet on the CTJ website at www.ctj.org/debt.htm, or
call us at (202) 299-1066 x 25.



5

A new Treasury Department study finds
that extending Bush’s tax cuts would
have virtually no effect on the U.S.
economy—but could endanger the ability
of our government to adequately fund
important public services.

Department to undertake a “dynamic analysis” of the
effects of making the Bush tax cuts permanent,
rather than letting them expire after 2010 as current
law provides. 

On July 25, the Treasury Department released its
report. Despite the fact that Treasury is managed by
Bush appointees who profess a deep affection for
Bush’s tax-cutting policies, the results offer no
comfort to supply-side true believers. 

Instead, Treasury’s study found that extending
Bush’s tax cuts would have essentially no beneficial
effect on the U.S. economy at all. But, the report
casually implies, it could have grave consequences
for the ability of our government to deliver the
public services that Americans depend on. 

Specifically, Treasury found that extending
Bush’s tax cuts might increase the size of the
economy by a bit under 1 percent in the “long run.”
Or just as likely, it might reduce the size of the
economy by about the same amount. Thirty years
from now, when the “long run” apparently begins,
that translates into plus or minus a few hundred
dollars in per capita GDP in today’s dollars. Put
another way, over the next 30 years, per capita GDP
is expected to grow by a total of about 50 percent.
If the tax cuts are extended, the growth might be 49
percent or it might be 51 percent. Given the
uncertainties of economic forecasting, that’s no
difference at all. 

In making its projections, Treasury looked at two
possible scenarios. What’s intriguing is that both
assume a balanced federal budget starting in 2017,
despite continuation of the Bush tax cuts. Treasury
says it was forced to make this assumption because,
by itself, “a permanent reduction in taxes … would
lead to an unsustainable accumulation of govern-
ment debt relative to GNP.” 

How can we get the budget into balance by 2017
and still keep the Bush tax cuts? Treasury offers two

options: (a) slash government services by about a
fifth or (b) “feed the beast,” in Republican jargon, by
increasing taxes in some way.

Double-decimating government services is
actually the strategy that the Treasury claims would
be most beneficial to the economy, although it
declines to specify what programs would be cut. If
the cuts were imposed across the board, then they
would require a 20 percent cut in Social Security,
Medicare, defense, environmental protection, law
enforcement, homeland security—in fact, in
everything the government does. If some parts of
the budget are exempted from cuts, then other parts
would have to be cut by considerably more than a
fifth. This is the dubious scenario under which
Treasury concludes that the “long-run” economy
would be about 1 percent bigger. 

In Treasury’s second scenario, the budget would
be balanced in 2017 by an across-the-board increase
in income tax rates. Because the Bush tax cuts so
heavily favor the rich, this approach would retain net
tax cuts for wealthy people, but mean net tax
increases for almost everyone else. Under this
second scenario, Treasury says that the “long-run”
GDP would be about 1 percent smaller than simply
letting the Bush tax cuts expire after 2010. 

You might wonder how Treasury can conclude
that our economy would be better off, albeit only
slightly, by helping finance bigger vacation mansions
for millionaires versus, say, building reliable flood
control around New Orleans. It just goes to show
that Bush’s Treasury hasn’t been taken over by a
bunch of liberal economists (unless “liberal” means
having the ability to add and subtract). Indeed, the
Treasury study itself points out that its methodology
is highly simplified and subject to significant
uncertainty. So its findings should be taken with a
large grain of salt. 

But besides dismissing the supply-side idea that
extending the Bush tax cuts would be a boon for the
economy, Treasury’s report confirms an even more
important point. So long as we recognize that we
can’t continue the Bush deficit-spending binge
indefinitely, the real question is, which do we prefer:
low taxes on the wealthy or continuation of essential
federal programs? Treasury’s study makes clear that
we can’t have both.
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ITEP greets a new staff member . . .

We’re delighted to welcome Steve Wamhoff to ITEP’s
research team. Steve, who joins us from the Coalition for
Human Needs, graduated from Georgetown University
Law Center. Steve works primarily on federal tax policy
issues. Welcome, Steve!  

. . . and three terrific summer interns
Katie Halloran is a graduate student in public finance at
Indiana University. 
Mark Olson is a senior at the University of Missouri
majoring in Economics and History.
Ben Waxman is pursuing an undergraduate degree in
politics at Juniata College.
Katie, Mark and Ben’s diligent efforts have had an
immediate and lasting impact on CTJ and ITEP’s
research. Thanks for all your hard work!

Who Pays the Federal Estate
Tax: State-by-State Estimates
The most fervent estate tax opponents have never

let inconvenient facts get in their way. On the
floor of the Senate in July, Senator Kay Bailey
Hutchinson (R-Texas) explained with a straight face
that by opposing further estate tax cuts, the Senate
was “turning [its] backs on the middle class and the
poor people of this country who depend on... death
tax relief.” This despite a plethora of data making it
clear that the estate tax now applies to a vanishingly
small minority of the very wealthiest Americans.

Of course, the estate tax cuts included in last
month’s “trifecta” bill went down to defeat in the
Senate. The latest political failure of estate tax oppo-
nents strongly suggests that, at least for the
moment, the cold hard facts may be winning the day.
But the Congressional leadership has already
signaled its intention to return to this issue in the
fall. As the  battle of words (and numbers) is rejoined
this fall, a  series of 51 new state-by-state fact sheets
from CTJ makes it easier to show that in fact,
virtually no one in your state has to worry about
owing estate tax.

To see a plain-English explanation of how few
estates owe tax in your state, visit the Citizens for
Tax Justice website at http://www.ctj.org/estate.htm,
or call us at (202) 299-1066 x 25 to request a copy.

Congress Resurrects Reagan-
Era Timber Tax Giveaway
Throughout this year’s legislative session,

Congressional tax writers have worked feverishly
to cobble together a deal to push through estate tax
cuts.  To buy support for this indefensible tax give-
away, GOP leaders have trotted out a series of
equally unprincipled “sweeteners” designed to bribe
moderate Senators to change their opinion on the
estate tax. One of these provisions, debated (but not
enacted) last month, was an unwelcome trip down
memory lane for long-time advocates of fair taxation:
re-introducing a special tax break for timber com-
panies that would likely result in many profitable
timber companies paying no tax. The provision was
designed to sway the votes of two Democratic
Senators from Washington State (a major timber-
producing state) who had previously indicated their
opposition to further estate tax cuts.

Back to the Future?
A House estate tax bill debated earlier this summer
included a provision that would allow timber com-
panies to subtract 60 percent of their tree-cutting
income from tax.

Timber companies have enjoyed similar tax
breaks in the past, with predictably disastrous conse-
quences for tax fairness. Before 1986, the top corpo-
rate tax rate was 46 percent, but a special 28 percent
rate applied to capital gains. Oddly, this capital gains
tax break was also granted to a large portion of the
profits of paper and wood products companies.

As a result of this tax break, a timber corporation
could save 46 cents in taxes for every dollar it spent
growing trees, but pay only 28 percent on the profits
generated when those trees were cut. That meant
that the effective tax rate on growing trees was
actually negative—making tree-growing more
profitable after-tax than before-tax.

A 1982 Senate Budget Committee report noted
that in 1977, 23 percent of the taxable profits of
paper corporations and 50 percent of the taxable
profits of lumber and wood products corporations
were treated as lightly-taxed capital gains. The
effects on the largest paper and wood products
corporations were particularly striking:

# From 1981 to 1983, Weyerhaeuser reported
$641 million in U.S. profits to its shareholders,
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Want the latest scoop on the hottest tax
reform issues in Washington DC and the
states? Check out the “Talking Taxes”
weblog at www.talkingtaxes.org.  

but paid not a penny in taxes. Instead, Weyer-
haeuser had so many excess tax breaks, it
actually received $139 billion in tax rebates.

# Union Camp reported $553 million in pretax
profits, but paid only $15 million in federal
income taxes, a tax rate of only 2.7 percent.

# Georgia-Pacific reported $400 million in pretax
profits, but instead of paying taxes, got $99
million in tax rebates.

In 1986, recognizing that this tax avoidance was
intolerable, Congress closed the timber tax loophole.

Since 1986, timber companies have found new
avenues for tax avoidance: an October 2000 ITEP
study found that four profitable timber companies
were paying just 16.2 percent of their profits in
federal tax—less than half the 35 percent legal rate.

In the name of further estate tax cuts, the
Congressional leadership now proposes to sweep
away the last vestiges of the1986 timber tax reform,
opening the door to an new wave of tax avoidance
by the timber industry.

An Unaffordable Tax Break
The official Joint Committee on Taxation (JCT)

analysis of the timber-tax break estimates that in the
two-plus years in which the tax break would be
allowed, it would cost $940 million. But if this tax
break is enacted, the timber industry will almost
certainly lobby for its extension beyond 2008. This
means that the long-term cost of the timber
loophole will almost certainly be much higher.

GOP Philosophy: Two Wrongs Make a Right
Reintroducing a harmful tax giveaway for profit-

able timber companies isn’t very high on anyone’s
list of necessary tax reforms. But the timber tax
break fits very nicely into the GOP leadership’s
strategy of bribing moderate lawmakers with un-
related, unprincipled tax breaks in a transparent
effort to win support for estate tax repeal. Earlier
this summer, Senate Leader Bill Frist politely hinted
that House tax writers could increase the chance of
estate tax cuts passing the Senate if they “attach
appropriate provisions to make it attractive.” 

This latest proposed tax giveaway may ultimately
help tip the balance in favor of further estate tax
cuts. But from a tax fairness perspective, the
proposed timber tax giveaway makes estate tax
‘reform’ even more of a misnomer.

Senate Report Exposes High-
End Tax Avoidance
The recent news that Mick Jagger and the Rolling

Stones earned $150 million in worldwide last
income year—and paid just 1.6 percent in
taxes—has prompted a wave of “Gimme Shelter”
jokes in the media. But as a new report released by
a Senate subcommittee makes clear, the Stones’ tax
scheme pales in comparison to the high-end tax
avoidance underway on our side of the Atlantic.

In an August hearing, a group of Senators led by
Carl Levin (D-Mich.) and Norm Coleman (R-Minn.)
released a report showing that a small group of
wealthy Americans are colluding with unsavory tax
professionals to shift as much as $1 trillion to off-
shore accounts in the Cayman Islands and other tax

havens. The report pegs the annual cost to U.S. tax-
payers of these tax schemes at up to $70 billion.

The rogue’s gallery of tax-avoiding witnesses
included Robert Wood Johnson, owner of the New
York Jets football team, and television producer
Haim Saban. Saban, who achieved notoriety for his
“Mighty Morphin’ Power Rangers show, owned up to
paying tax advisers $50 million to realize $1.5 billion
in tax cuts.

Testifying at the Senate hearing, University of
Michigan Professor Reuven Avi-Yonah noted that “if
the political will existed, . . . we could close up the
tax havens overnight or within a week.” He’s right.
In fact, both Avi-Yonah’s testimony and the Levin-
Coleman report list the steps we ought to take.

In a nutshell, we need to break down the veil of
secrecy that hides these tax cheating schemes, by
expanding IRS enforcement capabilities and forcing
disclosure by the tax-haven countries. In addition,
we should clarify the tax code so that transactions
whose primary purpose is tax avoidance are
automatically treated as illegal shams. With as much
as $70 billion a year of our money at stake, such
action is long overdue.



NON-PROFIT
U.S. POSTAGE

PAID
FREDERICK MD

PERMIT #401

Have you heard about: 
1) the Bush administration's spin on how our out-of-control budget deficits are actually a        
    good thing? 

2) the latest “tax deform” efforts in state houses around the nation?

3) how the Rolling Stones are getting “satisfaction” from offshore tax shelters?
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