Tax Cuts Will Increase The
U.S. National Debt To
Unsustainable Levels

WASHINGTON — It is really hard to properly assess the
Republican tax reform proposal now discussed in Congress. Many
details have yet to be ironed out. Sure, in principle we can
agree that a basic reform leading to a simplification of the
almost incomprehensible U.S. Tax Code would be much better
than the confusing morass we have now.

Lower corporate tax rates

We can also agree that a lower corporate tax rate would be
good for American firms, in as much as lower rates would
simply realign the U.S. with corporate tax rates prevailing
now in most advanced countries. And, finally, limiting the
interest deduction on home mortgages in excess of a certain
amount 1is good. This deduction in practice is only a subsidy
to wealthy home owners who get a nice “rebate” —a huge
deduction based on the amount of interest they paid on their
mortgages— when they borrow large sums of money to finance
their mansions.

That said, in all the back and forth about potential winners
and losers and possible —just possible— incentives that may be
created by this new legislation that may end up boosting
investments, economic activities and therefore overall growth,
one major consequence of this new tax law 1is barely mentioned.

This is mostly a tax cut

Whichever way you look at it, this “tax reform” plan is mostly
a tax cut that will end up cutting national revenue -by
trillions of dollar, over several years. In turn, lower
revenue caused by lower tax rates will force America, an
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already highly indebted country, to go much deeper into debt
in order to meet current and projected spending obligations.
This is a horrible, totally undesirable outcome.

America is in deep fiscal trouble

In case you did not know, America is already in deep fiscal
trouble. Lower revenues would simply make a bad situation much
worse. Indeed, absent sorely needed federal spending reforms
aimed at slimming down (read: reduce size, scope and cost) our
gigantic, and financially unsustainable entitlement programs
—Social Security, Medicare and Medicaid— this Republican tax
reform plan will further deteriorate our horrible fiscal
outlook, simply because an even greater revenue shortfall
—without significant spending cuts to go along with it— will
amount to larger deficits, year after year.

Absent spending reductions, it is obvious that future larger
annual deficits can be financed only through additional public
borrowing.

So, here is the net impact of these ill-advised tax cuts. When
all is said and done, some Americans will see their federal
tax bill cut, in small or large measure. And this will be good
for them.

A much larger national debt

But, as a result of this “reform”, America will have a much
bigger national debt. And this is a disaster, not in the shape
of a sudden catastrophe; but in the shape of a sliding slope
that will amount to diminished federal resources down the
line, and consequently much more limited options for the
Federal Government in domestic as well as international
affairs.

Simply stated, a country with an enormous, and growing, debt
burden will no longer be able to afford a large defense
budget. Therefore, with a shrinking military at its command,



the U.S. President will have to “redefine down” the national
interest.

Indeed, trying to cope with mountains of red ink, America will
be no longer able to afford meaningful amounts of federal
spending on international affairs, foreign aid, health
research, sorely needed new infrastructure, space exploration,
energy, and what not.

You get the picture. No money means scaled down domestic and
global ambitions.

If we look at history, all Great Powers that went deeply into
debt simply ceased to be Great Powers. (Check Spain, Portugal,
France, Great Britain, the Russian Empire, and more).

No longer a Great Power

This should be obvious to all. But let me restate it anyway.
America cannot be a debt ridden country concerned about the
mounting financial cost of extravagant debt service
obligations and still remain a Great Power. This 1is just
impossible.

Great Powers are rich.

The foundation of any Great Power is the flexibility provided
by huge economic resources that the Government can use to
pursue its objectives. Sure enough, resources are often
squandered in the pursuit of ill-advised enterprises.

However, in the case of highly indebted countries, with no
real money to spend, the national leadership has few or no
options. No option among other things means fewer and fewer
power projection means, (read: reduced military spending), and
reduced leverage in international negotiations. Simply stated,
the World does not give much thought about a country that used
to be rich and powerful but is no longer.

When will the world stop taking America seriously?



Since Uncle Sam’s debt already topped the astronomic figure of
$ 20 trillion, how much farther can we go before the World
stops taking America seriously? Nobody really knows. It is a
matter of changing perceptions about the speed and the likely
impact of America’s fiscal deterioration.

Why do we hear almost nothing about this fiscal crisis?

Well, if the fiscal consequences of this impending tax cut are
so dire, why do we hear only vague and somewhat muted comments
about the fiscal impact of this tax “reform”? Very simple.
Elected leaders do not like to the bearers of bad news.

And the added complication is that it is really hard to
explain in layman’s terms the damaging effects of an
impossibly large national debt. Voters cannot “touch” the
national debt and realize that it is really bad for them.
These enormous figures —$ 20 trillion dollars of red ink, and
climbing— seem to be abstractions.

The sky is not falling

Besides, if the sky has not fallen until now, why should it
fall tomorrow if just added a little bit more to the debt?
Can’t we just muddle through, just as before? Whereas a tax
cut is a tangible benefit. This is something that can be sold
to the voters.

The bigger the cut, the better. If cutting taxes means
reducing already insufficient revenue, therefore worsening an
already dire fiscal outlook, so be it. Tax cuts that directly
benefit your constituents may get you reelected. Whereas
increasing taxes and/or reducing spending on unsustainable
entitlement programs in the name of fiscal sanity, will not
get you any votes.



