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The Political Economy of The Bush Tax Cuts

Andrew DeWit

Introduction

This paper examines the political economy of federal tax and associated fiscal
policy under the Bush regime. It explores the implications of the Bush regime’s tax
cut policies as well as the reasons they were adopted. As I seek to demonstrate, the
policies are opposed across the political spectrum of the attentive public. Many observ-
ers argue that the Bush regime are building a supply-side™ fiscal state by dismantling
what remains of the ability to pay-centred fiscal structure of postwar America. But
in the process, they are defunding the federal government and taking an enormous
risk that America will be incapable of or unwilling to return to sustainable finances
(Altman, 2004; Hacker and Pierson, 2005).

But the Bush Administration’s radical reforms were not implemented by dicta-
torial fiat. They were instead passed with majority support by the US Congress,
though the reforms faced intense criticism from informed observers. And note that
large-scale tax cuts were passed during each year of Bush’s first term, even as the
United States embarked on an open-ended “war on terror” that entailed massive in-
creases 1n defence spending, the creation of an entirely new federal bureaucracy
(Homeland Security) and associated costs. Thus what requires explaining are the rea-
sons the Bush regime devised repeated tax cut policies and the means through which
they managed to get them implemented in spite of the seemingly inhospitable political

context.

0) Supply-side means tax cuts favour the wealthy and are legitimated by the theory that
they will invest the money in new plant and equipment and hire more workers. This is sup-
posed to lead to higher productivity, faster economic growth and thus increased tax reve-

nues, even though the actual rates are lower.
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The layout of this paper is as follows. First, I will argue that the Bush regime’s
tax cuts—and its fiscal policies more generally—are worth examining as one of our
era’s most interesting and potentially most influential political phenomena. I show
this through the use of data as well as through the assessments of various highly
reputable agencies and specialists.

But the second section confronts the hard problem of determining what the tax
cuts mean, both in terms of the ideas and political actors that drove them as well as
their implications for America and the rest of the world. That interpretation requires
a political economy analysis and thus I make a brief digression into the methods used
in contemporary political economy. I also do this in order to justify using an eclectic
approach—especially when it comes to the Bush regime—and to show how that ap-
proach differs from the alternatives. An eclectic approach does not mean abandoning
the academic concern for getting at the main forces and interests driving a phenome-
non rather than getting lost in a fascination with such superficial, journalistic factors
as personalities. Eclecticism means highlighting the historical forces as well as more
short-range interests at work on a very large-scale political phenomenon.

We would probably not need such a broader account of what the Bush regime
itself is becoming had Bush not been returned to office through reelection on Novem-
ber 2, 2004. Right after the election, in which the Republicans also gained strong con-
trol of the Senate and increased their control of the House of Representatives”, Bush
announced that he was committed to an even more radical application of his tax and
associated fiscal policies. Had Bush lost the election, giving the Democrats a stronger
hand in tax policy, American politics would likely have gone through a highly parti-
san fight over defining the fiscal mess and how to clean it up. The increasing scale of
the US federal budget crisis, coupled with the power of a new president’s leadership
in US politics, would have produced workable compromises through some combination
of tax increases and expenditure cuts. This outcome would have meant generally re-
turning to the template of taxes and expenditures that predated the rise of the Bush
regime.

In short, a Bush Administration loss in the 2004 election would have left the

single-term presidency to be studied as a distinct and truncated period of radical poli-

0) The 2004 general election in the US saw the Republicans strengthen their majorities in the
100 member Senate to 55 members and gain 00 seats in the 435 seat House of Representatives

to 231 members (leaving the Democrats with 200 seats and 0O seat held by an Independent).
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tics. But the 2004 win of the Bush regime allowed it to consolidate its hold on politics
and policy. Bushism is thus an enduring regime that is in the midst of redefining the
American state and politics, fiscal and otherwise. It will almost certainly leave a leg-
acy even more profound than the Reagan regime of the 1980s, which itself had a mas-

sive influence on the rest of the world.

The Looking—Glass World of Supply—Side Tax Policies

First, let us have a brief look at the Bush regime’s tax policies and the assess-
ments that moderate observers and specialists have made of them. We see these tax
cuts and their estimated costs displayed in Figure 1. The precise details of the tax
cuts themselves are not only extremely complex, but they have also been covered thor-
oughly in other readily available sources™. What is most germane to this chapter is
that the cuts were enormous, inequitable and lacked a visible and convincing policy ra-

tionale. Let us take each of these points in turn.

Figure O

Tax Cut Year Revenue Loss 2001-11 Interest Cost Total
2001 1,349 344 1692
2002 47 44 91
2003 354 125 479

Source: Gale and Orzag: 2004, 106

The aggregate cost of the cuts exceeds US$2 trillion over the period of imple-
mentation (2001 to 2011). In the 5 years from 2001, the cuts cost an aggregate of $860
billion, or $929 billion if interest costs are added (Price, 2006). The distribution of
benefits from the cuts was also strikingly inequitable. The Centre for Budget and
Policy Priorities, using data from America’s Congressional Budget Office (a federal
agency), determined that the top 20 percent of households received 59.90 of the bene-
fit of the cuts whereas the lowest 20 percent received only 2.8 percent of the benefits.
But even these figures understate how concentrated the benefits were, as the top 1
percent of households were calculated to receive fully 24.6 percent of the benefits. In

addition, the effects of cuts to corporate and estate taxes (with full elimination of the

0) See, for example, Hacker and Pierson, 2005; Price, 2006
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latter in 2010) are not included in the above calculations, meaning that the benefits
are even more concentrated among the rich (Kamin and Shapiro, 2004; Hacker and
Pierson, 2005).

Moreover, the reasons advanced for these tax cuts shifted remarkably over time.
In the 2000 election campaign, Bush talked about the need for tax cuts in order to re-
turn the revenue surplus “to the people.” These surpluses were in fact only painstak-
ingly achieved from 1998 after several tax increases and much spending restraint in
the wake of the disastrous Reaganite tax cuts of 19817, After winning the presiden-
tial election, Bush then started talking about the need to cut taxes in order to prevent
a recession due to the spectacular collapse of the bubble economy. And when the econ-
omy failed to rebound strongly in the wake of the 2001 tax cut (some of which was
effective from July of the same year), then the Bush regime began insisting that tax
cuts were necessary to stimulate the economy and provide jobs. In other words, the
policy remained the same while the rationale for it changed to suit the prevailing cir-
cumstances (Fritz et al, 2004).

But this is not all. One of the most notable features of the tax cuts are the so-
called “sunset” provisions and other features that virtually ensure even deeper cuts in
the future. For example, under the 2001 and 2003 legislation the maximum tax rate
on dividends was slated to go from 39.1 percent in 2001 to 15 percent from 2003
through to 2008. But then the rate was set to rise to 35 percent in 2009 and 2010 and
returns to 39.6 percent in 2011. The maximum rate on capital gains was similarly—
though less strikingly—set up for a sunset followed by, so to speak, the rise of an-
other day with the same old tax rates. It was set to go from 20 percent in 2002 to 15
percent from 2004 through to 2008 and then return to 20 percent in 2009.

But the most notable use of the sunset approach was seen with the estate tax.
This tax cut was put into the 2001 tax cut package as a gradual reduction from 55
percent in 2001 to 45 percent in 2007, along with an increase of the exemption™ from
$675,000 to $3.5 million in 2009. This is followed by full repeal of the tax itself in

2010, meaning that no one will have to pay any tax at all on any estate. And then

0) These tax cuts brought about the largest federal deficits—as a percentage of GDP—in the
past O decades. Fiscal Year 1983's deficit was O percent of GDP, with the next highest defi-
cit recorded in the period being the 5.1 percent of GDP in 1985.

) This refers to the value of the estate that can be deducted from total before the tax is cal-

culated.
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the very next year, in 2011, the tax rate returns to the rate that prevailed before any
of the cuts (55 percent) and the exemption is set at $1 million. In other words, the
tax is only repealed for one year. That is why Paul Krugman jokingly deemed it the
“throw momma from the train” tax measure in a May 29, 2001 column in the New
York Times. As he put it, “If your ailing mother passes away on December 30, 2010,
you inherit her estate tax-free. But if she makes it to January 1, 2011, half the estate
will be taxed away. That creates some interesting incentives” (Krugman, 2003).

The real point of Krugman’s and others’ critiques, however, was the political in-
centives. The sunset clauses were in part a response to budgetary rules that allowed
the tax cut packages to be passed with a bare majority in the Senate so long as there
was an agreement between the Senate and the House of Representatives to use what
is called the “budget reconciliation process.” But the extensive use of sunset provisions
on several taxes makes it seem that the most significant motive was to get a foot in
the door via a series of staggered tax cuts and repeals, and then make them perma-
nent. This is because no powerful group in American politics would simply allow its
tax burden to increase by such an enormous amount in such a short space of time.
Even though the return to the original tax rate reflected conditions prior to a “tem-
porary” tax cut, the lobbying of powerful interests virtually guarantees that these tax
cuts will be made permanent. The bipartisan Concord Coalition (an organization
founded by moderate Democrats and Republicans) declared that the removal of the
sunsets would approximately double the cost of the tax cuts over the next decade
(Concord Coalition, 2003).

Lobbying to remove the sunset provisions has indeed been intense, and particu-
larly for upper-income interests. In fact, as of this writing (March, 2006), the
Republican-dominated legislative and executive arms are seeking to maximize cuts for
wealthy interests even at the expense of middle-income tax relief. Through much of
early 2006, the focus for the Republican leadership in the Senate and the House of
Representatives was on extending the 15 percent rate on dividends and capital gains
and repealing the estate tax (Donmoyer, 2006). They achieved much of their agenda,
meaning that “every major tax cut passed in Bush’s first term will be set to expire
on the same day [January 1 of 2010] five years from now” (Weisman, 2006).

These costs are enormous but hard to appreciate in and of themselves, so it
makes more sense to look at the effect the cuts have so far had on America’s fiscal

health. When the Bush regime entered office in January of 2001, projections by the
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Congressional Budget Office suggested that America’s federal government would enjoy
a continuing surplus of several hundred billions of dollars per year. However, in the
wake of the Bush regime’s tax cuts, these surpluses have been replaced by deficits.
Current projections by the CBO—which are very conservative”>—show deficits of $493
billion for 2005 and $516 billion for 2006 (CBO, 2006). Not all of the deficits are due
to the tax cuts, of course. Much is due to extra spending for the so-called “war on
terror,” for homeland defence, and other programmes. But according to studies of the
Centre for Budget and Policy Priorities, even in the period 2001-2003 about half the
deficits were due to the tax cuts (Kamin and Shapiro, 2004). The shift from fiscal
surpluses to deficits was faster and at a steeper rate (calculated in terms of GDP)
than any time in the previous 50 years. From 2000 to 2004, the fiscal shift was a full
6.1 percent of GDP whereas even under during the first four years of Reaganism (1981
-1985), the fiscal shift was only a decline of 2.6 percent of GDP (Lilly, 2004).

Moreover, by 2004 America’s federal tax burden had been cut back to about
15.70 of GDP, the lowest level since 1950 (when it was 14.40). This is a huge decline
compared to the general trend in federal revenues through the postwar years. The av-
erage burden of federal revenues from 1946 through to 2004 was 18.10 of GDP and
the peak was reached in 2000, when federal revenues claimed 20.90 of GDP as a result
of tax increases that Bush’s father and Clinton had implemented to deal with the
problem of the Reagan deficits. Also, the bubble economy in 2000 artificially inflated
revenues, which was why careful analysts warned that it would not be wise to take
that year’s revenue projections seriously. Partly as a result of the tax cuts and the
ensuing deficits, the American problem of the “twin deficits” has worsened greatly.
American dependence on foreign financing had reached 5.7 percent of GDP in 2004
(Roach, 2004). This was already an unprecedented level for a large, modern economy,
but it continued to balloon. “In 2005, the US needed about $3 billion of foreign capital
inflows each business day of the year-up dramatically from the $2 billion daily fund-
ing requirement just two years ago in 2003 (Roach, 2006). The larger this number be-
comes, the greater the damage to the American and global economies in the event of
a swift dollar collapse or other catastrophic scenarios.

For tax experts, the most amazing thing about Bush’s fiscal agenda is that he

0) By law, the CBO must base its projections on current law. Thus, it cannot realistically

cost such policies as the war in Iraq.
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has so far managed to get away with tax cuts and other reforms that are so bla-
tantly inequitable and risky for the American economy. That may seem like a highly
partisan, unacademic thing to write. But consider the fact that on February 11 of
2003, no fewer than 10 Nobel-prize winning economists as well as several hundred
other well-known economists, published a full-page advertisement in the New York
Times opposing the Bush regime’s tax proposals for 2003, which were largely an accel-
eration of the cuts implemented in 2001. They argued “Regardless of how one views
the specifics of the Bush [tax cut] plan, there is wide agreement that its purpose is
a permanent change in the tax structure and not the creation of jobs and growth in
the near-term.” They also warned that the expansion of deficits would hinder eco-
nomic growth and impair the capacity to cope with the costs of the impending wave
of baby-boomer retirements.

There is an old joke about economists, that they find it impossible to agree on
anything. So the fact that so many mainstream economists agree that the Bush tax
cuts are ill-advised, and in addition they are willing to pay money to publish their cri-
tique, is a good measure of how radical Bushism is™. And that is one major reason
why, in this paper, the tax cuts are not dealt with as economic policy per se. The
Bush tax cuts outraged most economists because they are clearly political rather than
economic policy.

As with US tax experts, so with the international community of observers. In
the international business journals, tax and spending polices are usually analyzed with
plenty of restrained commentary. But the Bush regime’s policies have become so
unprecedentedly reckless, at least for a major industrialized country, that they have
consistently attracted withering criticism from media and individuals who do not gen-
erally make rash comments. This criticism has gone on for years. For example, in a
blistering critique of the Bush administration’s May 2003 outline of their third tax
cut, an editorial in the ordinarily staid Financial Times declared in editorial that “on
the management of fiscal policy, the lunatics are in now charge of the asylum.”
(Financial Times, 2003). Later, on May 18 of 2004, an extraordinarily broad, biparti-
san coalition of the Brookings Institution, the New America Foundation, the Progres-

sive Policy Institute, the Center on Budget and Policy Priorities, the Concord Coali-

0) Indeed, the example ironically bears out Blinder's Law, which argues that economists have
the least influence on policy where they know the most and are most agreed; and have the

most influence on policy where they know the least and disagree most vehemently.
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tion Committee on Economic Development, the Committee for a Responsible Federal
Budget, the Heritage Foundation, and the Urban Institute, held a conference called
“Restoring Fiscal Sanity—While We Still Can.”” At this meeting, Republican Senator
John McCain declared—concerning his own political party—that “The party that was
long known to be the guardian of the treasury is now its routine raider.”

Even the usually sedate and accommodating IMF has repeatedly warned that
America’s unprecedented reliance on overseas financing for its “twin deficits” poses a
distinct threat to the well-being of the global economy. On January 7 of 2004 the IMF
released a report on the US deficit, including a raft of helpful suggestions on how to
raise taxes (Mulheisen and Towe, 2004). More recently, the British newspaper The
Economist—which has steadfastly supported the Bush war on Irag—sharply criticized
the Bush regime for trying to “claim the mantle of fiscal responsibility, even as it
pushes for increased defence spending and an extension of Mr Bush’s budget-busting
tax cuts” (Economist, 2006). And echoing continuing criticism from the quality US
press, the Los Angeles Times editorialized on the Bush regime and Republican Party’s
“fiscal and intellectual bankruptcy” (Los Angeles Times, 2006).

Let us look at the Bush regime’s fiscal record in a little more detail. According
to the very conservative calculations of the Congressional Budget Office, US federal fi-
nances have indeed fallen off a cliff, dropping from a projected 10-year surplus of $5.6
trillion in 2001 to what is now a 10-year projected deficit of $3.9 trillion. Much of this
is due to the Bushies’ three big tax cuts for the wealthy. And yet as of early 2006 the
Bush regime and their Republican allies in Congress are ready to cut taxes again.
This shows that the Nobel Prize winners, the IMF and the other observers have good
reason to be concerned. Indeed, the projections of red ink from the early 2000s are
based on such assumptions as strong economic growth, restricted federal spending,
conservative assumptions of the cost of the Iraqg War, and the abrupt termination of
Bush’s various “sunset clause” tax cuts, all of which are unrealistic or politically un-

likely.

Employing a Political Economy Analysis
In a routine academic treatise on the political economy of the Bush tax cuts, we

would employ one or another of the standard methodological paradigms in political

0) See http://www.brookings.edu/comm/op-ed/20040518budget.htm
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economy and seek to show that it best explains the case. In other words, we would
use the case—ie, the Bush tax cuts—to argue that one branch of the literature most
persuasively explains what happened and what is continuing to happen in the wake of
Bush’s 2004 reelection. But in this paper, as I noted earlier, I want to argue for a
methodological eclecticism. This is not a retreat from in-depth, serious analysis or a
sneaky way of advancing my own pet theoretical perspective without putting it to a
proper academic test. Rather, one problem is that the battle among partisans of vari-
ous theories in political economy has generated a lot of smoke but little light to illu-
minate socio-political reality. This is especially true of such large-scale phenomena as
the rise and increasing fiscal recklessness of the Bush administration, as I demon-
strate below. The second problem is that heavily academic treatments emphasize
tightly defining the relationship between the independent and dependent variables™.
But with multiple tax reforms and a radical reform programme in full bloom,
Bushism i1s too big a phenomenon to be summarized with a single analytical approach.
Moreover, the programme itself is in many respects an independent variable that is
determining the actions of the interests, institutions and ideas in American politics
But first, let us have a brief and simple survey of methodologies in political
economy. It would be remiss not to cover them and discuss why they exist as well as
how they have influenced how much if not most scholarship views what politics is
about. In the course of the review, however, I will address the deficiencies of the vari-

ous arguments.

Political Economy: its Contexts and Levels of Analysis

The first point to make about political economy is that it changes with the his-
torical periods it seeks to describe. The classical literature of Adam Smith, Karl Marx
and other thinkers centred on the emerging capitalist system as a whole and the cla
sses—capitalists, workers and landowners—that composed it. The system was gov-

erned by a small elite who controlled a comparatively simple state mechanism. This

0) The independent variables are the actors, interests or institutions whose independent ac-
tions determine the dependent variable, which is the fixed quantity or fact that is to be ex-
plained. For example, if we chose a particular tax cut as the dependent variable, we would
try to quantify the role that political parties, interest groups, and other independent vari-

ables had on the outcome.
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rendered fiscal and other forms of policymaking relatively simple to interpret. Spe-
cialization in the social sciences saw this holistic approach decline in favour of pro-
gressively more and more focused inquiry on specific aspects of the rapidly diversify-
ing and complicated political economies of the latter 20th century. In particular, the
extension of the vote to virtually all citizens, especially women and minorities, during
the 20th century has seen the focus of inquiry shift to how the citizenry controls the
policymaking process through voting. In addition, over the past five decades, we have
seen a profound shift from more general inquiries about power and related concepts
to very specific investigations of policy inputs and outputs. In other words, individuals
and their actions and rationality are the implicit focus of most political economy re-
search.

This latter focus on individuals is a micro-level focus. It is legitimated with the
claim that, in the end, it is individuals (rather than such entities as organizations and
states) who make the decisions and take the actions that determine politics. This per-
spective has indeed become the mainstream in political economy. But reflecting on the
above, we can see that there are in fact three levels of analysis. The micro-level
centres on individuals and small groups; the meso-level centres on organizations, such
as the Ministry of Finance and its organizational interests; and the macro-level
centres on such variables as socio-economic classes, cultural identities, gender and so
on. All theoretical approaches centre on one of these levels to explain politics. On this,
see Alford and Freidland (1985).

The trend towards the micro-level of analysis has also shifted the critical focus
of political economy away from the traditional concerns with social justice and other
explicitly normative issues. The emphasis in a positivistic approach is to be scientific
and empirical, and this means the role of ideas and other hard-to-quantify influences
are left out of the study. Most of the literature seems content to show that actors
maximize a narrowly defined self-interest. And reform options are thus aimed at re-
ducing opportunities for rent-seeking in political and economic markets. The core idea
of these models is that politics is essentially a matter of individuals pursuing their
self-interest, and only their self-interest, in diverse settings. The focus is thus the in-
dividual actor, rather than social class, culture, organizations and the other phenom-
ena that were once believed important to politics.

There is a special irony in this development because the many of the assump-

tions of the economistic political economy models are derived from the American
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experience (Anderson, 2003; Ross, 1992). Were the American political economy and so-
ciopolitical order truly representative of modernity and the so-called “West” (as is
often assumed in Japan as well as America), this rootedness in the American experi-
ence would not be so much of a problem. As the “modernization” literature of the
1950s and 1960s stressed, we could comfortably regard all countries as essentially
heading in the direction of the American model and therefore increasingly a story of
individuals struggling to maximize their self-interest. But even in the US this is a
problematic assertion. America’s highly deregulated economy means there is certainly
extreme individualism in the market, but this very same “winner take all” system ap-
pears to promote a powerful groupism at the societal level. We see this in particular
in American religiosity, which has no counterpart among the other advanced societies.
Numerous studies have shown that religiosity in the US—defined as the percentage of
poll respondents who answered that religion was very important to them—was more
than double that of the other advanced societies. Though economic development gener-
ally leads to a decline in religiosity, this has not been the case in the United States.
In fact, religiosity in the US has strengthened sharply over the past two decades,
leading the students of religious fundamentalism to include the American evangelical

movement as a prominent case study'®.

The Limitations of Both the Old and the New Paraqigms

The old political economy approaches, which often stressed macro-level ap-
proaches, certainly were encumbered by a lack of methodological rigour and too great
a willingness to assume that empirical coincidence equated with causality. This prob-
lem was, for example, evident in Marxian approaches that assumed coherent class in-
terests as well as the mechanisms for coordinating them, and then pointed to them as
the cause inequitable fiscal and other policies. Feminist and critical race arguments,
too, often suffered from these shortcomings, as the root causes of often complex social
problems were laid at the feet of an all-powerful and politically coordinated patriarchy
or the dominant ethnic group. But the new, ostensibly more scientific approaches have
their own serious shortcomings. These shortcomings are all the more serious because

the models have come to dominate the discipline, restricting and distorting its con-

10) As Jeremy Rifkin (2004) notes, 60 percent of Americans are religious, versus only 12 per-

cent in Japan, 11 percent in France and even lower levels in Scandinavia.
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cerns in a period when one would expect a flourishing of inquiry into normative is-
sues. As Paul Hirst (2003) eloquently argued in October 2002, shortly before his un-

timely death, this domination of economic models in political analysis has led to:

“the concept of the economic actor as a rational interest-maximising agent with
a clear schedule of preferences as the model for all social action. It has thus treated
all social action as if it were strategic, in the pursuit of interest, rather than as deriv-
ing from affect, from belief or from morality. The latter motivations are treated as
irrational residuals, to be explained away. It has dissolved institutions into the actions
of individuals, not only because of its commitment to methodological individualism,
but because it has no extended account of such things as institutions except as neces-

sary to the pursuit of utility. It ignores solidarity, community, loyalty and belief.”

In light of this trend as well as the background of the past few years, one of
my purposes in this paper is to put politics back into political economy. But one does
not bring politics back into political economy (or even back into politics, for that
matter) simply by throwing on self-styled radical garb and dismissing mainstream
approaches out of hand. Frustration at the myopia of mainstream approaches has
often led to this, as they tend to ignore inequalities of wealth and power and how
those phenomena shape the micro-level politics that they focus on. But we clearly need
to integrate some of the lessons of the emphasis on self-interest and strategic calcula-
tion at the micro-level, since those behaviours are evident everywhere. Indeed, with the
increasing individuation and atomization encouraged by privatization, deregulation
and other means of deepening the role of markets in society, self-interested behaviour
is clearly being increasingly fostered.

The question is how to integrate insights from various approaches and yet still
provide a coherent explanation for Bushism’s tax policies. A first step in this direction
is to understand that in any study of the methodological approaches in political eco-
nomy—or any of the other social sciences for that matter—the first task is to catego-
rize them by level of analysis. To repeat an earlier point: there are three levels of
analysis: the macro, meso and micro-level approaches (Alford and Friedland, 1985).
The first emphasize broad, system-wide influences on individual and political out-
comes. We can see macro-level assertions at work when political society is defined as

being made up of distinct socio-economic classes, as in the Marxian approach. At its
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simplest formulation, the Marxian approach posits two classes, capital and labour,
and deduces contemporary politics from the clashes between the opposed economic in-
terests of these classes. As political actors, individuals and organizations (such as the
state) are thus defined not by their particular features and interests, but by the inter-
ests ascribed to them by virtue of belonging to a particular class or operating on be-
half of the interests of a particular class. In instrumental versions of Marxian theory,
for example, the state itself was seen as an agency that acted at the behest of capital-
ism. This was later modified by Althusserian and other functionalist accounts to a
state that more or less generally acted on behalf of capital, but the principle of being
identified with the interests of a particular class remained.

Other macro-level approaches include the feminist and racial analysis that I al-
luded to in the above. Like their Marxian counterparts, they see political outcomes as
being in large measure dictated by the interests of the dominant gender or ethnic
group. Individual differences are thus subsumed under these larger, macro-level cate-
gories.

Culturalist accounts share this aspect of ascribing individual actions to the dic-
tates of larger structural or ideological forces, in this case values and the other ele-
ments of cultural identity or national character. These approaches have been used in
the study of tax politics, although not very persuasively (Webber and Wildavsky,
1986). Culturalist approaches are also very popular referents in comparative accounts
of Japan. Thus in these accounts, Japanese are often said to act according to such
cultural imperatives as groupism and the pursuit of harmony whereas their “Western”
counterparts (the usual contrasting group in these formulations) are said to be moti-
vated by the norms of individualism and a “contract society.” But such culturalist ar-
guments are almost always based on stereotypes of Japanese and American society
(the latter often believed to embody “the West), ignoring diversity and contradictions
in favour of familiar but egregiously unscientific and untested assumptions about “na-
tional character,” tradition versus modernity, and so on'. Even the more limited as-
sertion that values drive politics runs into the problem of what values and why, since
in any society there are always a multiplicity of ideas concerning appropriate re-

sponses to public policy challenges (Steinmo, 1994). As we shall see, ideas are impor-

11) There are many good critiques of the “theory of the Japanese” (nihonjinron) ;see for ex-
ample, Befu (2001).
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tant in politics but not without the politics that makes them important.

We will look at the core ideas of micro-level approaches in more depth below, as
we assess the politics of Bush’s tax policies. So that leaves meso-level approaches to
be summarized here. In general, these can be summed up as institutionalist arguments
that examine, in particular, how organizations—such as political parties—shape poli-
tics and individuals’ actions and ideas. These differ from micro-level approaches in
that they regard institutions as being prior to the individuals who act within them
and see institutions as persisting over time. Put more simply, this distinction means
that the structure of rules and organizations—such as a university, an office or a po-
litical system—shape not only how actors behave but what they want as well. That is
why the meso-level institutionalism sees the rationality of actors as shaped by institu-

tions and not vice-versa.

Finding a Balance Between Complexity and Elegance

There are, in short, a host of methodologies for explaining outcomes in fiscal
politics and other areas of inquiry. All of them represent trade-offs between complex
and reductionist descriptions, The former—of which good newspaper journalism is one
example—provide much detail but often get lost in it and offer a multiplicity of
causes. Sorting out which cause or causes are the most significant is often left to an
educated guess on the part of the analyst and sometimes even the reader. Approaches
that rely on reductionism, on the other hand, purport to offer more scientific explana-
tions that cut through complexity and isolate the most significant influences on out-
comes. In recent years, with the spread of economics into the other social sciences,
including politics, the approach is often backed up with mathematical treatments of
data. This is particularly evident in rational choice formulations, and adds to the ap-
pearance of rigorous analytical treatment. In some limited circumstances, especially
when the data are relatively unambiguous, such as electoral outcomes, these ap-
proaches can offer elegant and concise accounts of political action.

But just as excessive detail can obscure the most relevant independent variables
amidst a mass of trivia, the reductionist approaches can neglect important contextual
factors. In general, methodologies focus on one level of analysis, and their advocates
explicitly or implicitly seek to prove competing approaches wrong and theirs right. All
methodologies suffer from this tendency. This is because they are used by academics

in search of approval by their peers, access to research grants and other psychological
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and pecuniary rewards. So we need to keep an open and critical frame of mind, not

only towards the dominant approach of the day but also towards its critics.

The Tax-Cutting Regime

A second step in integrating approaches and levels of analyses is to recognize
that political economy is about the interrelationships between ideas, interests and in-
stitutions (Steinmo, et al., 1992). In particular, we need to go broad and learn from
all of the approaches we have examined in order to understand the Bush tax cuts be-
cause they are just one aspect of a larger question. In most cases, the difficult thing
to explain in tax politics outcomes, especially in the United States, is why even pow-
erful interests were unable to block increases in their tax burdens. We saw this in the
1986 Reagan tax reform, which generated a large literature that sought to account for
how tax increases passed in spite of there being so many access points in American
politics for well-organized interest groups (Birnbaum and Murray, 1988). This access
is due to the fact that the American political system divides authority over budget
policy between the White House and the Congress. The numerous committees and
multiple rules involved in US federal budget policymaking plus the openness of the
proceedings, means that well-financed interests have lots of opportunities to influence
the outcomes, both to promote policies they want adopted as well as block measures
they dislike. (This system is a sharp contrast to the relatively closed and centralized
budget policymaking process in parliamentary regimes, where state actors have more
autonomy from interests groups). That the Reagan tax cuts of 1981 passed surprised
few observers, because they were a massive give-away to organized interests. But the
elimination of many exemptions and deductions in the 1986 reform imposed significant
costs on powerful interests, and thus their passage was considered unusual and de-
manded serious study (Birnbaum and Murray, 1988).

Indeed, making tax cuts is virtually always easy politics in any country. It cer-
tainly was in postwar Japan (Ohtake, 1991). But it is perhaps most especially easy in
America, where there is a profoundly anti-state political culture that has been nur-
tured by over two decades of intensive criticism from the Republicans and allied inter-
ests.

Like Reagan in 1981, the Bush regime has cut taxes on virtually all interests.
And Bush has cut taxes repeatedly, as well as—via the “sunset clauses” and other gim-

micks—set up future rounds of tax cuts. Since his election to the presidency, Bush has
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in fact not sought to raise taxes on any group, which is of course why the IMF and
other agencies are making suggestions as to how they might go about imposing tax
increases. What generally restricts governments from opting for huge tax cuts are the
potential problems of funding the deficits that they seem inevitably to bring'”. But
the Bush regime has elected to ignore those problems and has not suffered electorally
for it.

Another reason that this is not normal politics is that we are not analyzing a
single event. The Bush regime has cut taxes no less than four times, most recently
being the summer of 2004, so Bushism is clearly a protracted phenomenon'. This
large-scale phenomenon is not amenable to a tight analytical focus on a single event,
as the dependent variable in this case is not one tax cut but rather a tax cutting re-
gime. Moreover, we are not just going to look at the forces that shaped the regime
and the tax cuts that it implemented but also what the regime intends through its
cuts. As we saw earlier, it is with good reason that the expert community does not
generally believe the Bush regime’s claims that the tax cuts were for stimulating the

economy.

Is Contemporary Political Economy Realistic ?

So let us return again to the micro-level bias of contemporary political econ-
omy, especially the so-called median voter model, and use it as a point of departure
for getting to the roots of the Bush regime. The model simplifies politics to what ap-
proximates a marketplace in which there are essentially three actors: voters, politi-
cians and bureaucrats. In this model, voters are consumers who express their
preferences primarily by voting (with other forms of activity, such as lobbying and
making political contributions, being far less significant). Politicians are motivated by
the desire to win office and get reelected. Bureaucrats, on the other hand, are state
managers whose interests generally lie in maximizing their budgets. The roots of the

model are largely found in the work of Anthony Downs, especially his “An Economic

12) Many supply-siders would disagree, however. Conservative columnist and Republican Vice—
Presidential nominee Jack Kemp argued in the October 9, 1996 Vice-Presidential debate that
“Every time this country... has cut tax rates across the board, revenues went up and the
economy grew.”

13) The summer 2004 cut was a product of Congress but helped along by the fiscal reckless-

ness of Bushism.
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Theory of Democracy” (Downs, 1957). The theory seeks to explain political outcomes
as the choice of the median voter; ie, the individual or group of individuals who stand
between polarized positions that reflect partisan commitment to parties or opposed po-
litical ideologies. The implications of the theory are not only that policy will turn in
the direction favoured by the median voter, but that parties and candidates will also
moderate their stands in order to attract the median voter. This is because politicians
are assumed to be rational, interest-maximizing agents whose sole purpose is in win-
ning elections. The theory also assumes that committed voters will vote regardless of
their parties’ position. This allows the party or candidate to take more centrist stands
in the hopes of picking up support from moderates and thus gaining the support of
a more representative majority of the voters. In consequence, policy will be pushed to-
wards centrist positions.

The institutional implications of this theory include the assumption that moder-
ate candidates will be numerous. But in recent American politics, the number of mod-
erates has been dwindling. Even if we restrictively define a moderate as a political
representative who is willing to vote against his or her party from time to time',
then we find a striking decline over time. As a 2004 study by the Cato Institute’s
William Niskanen (Niskanen, 2004) pointed out, partisan votes in the 1970s saw the
average member of congress support his or her party 65 percent of the time. In the
1980s, this figure rose to 73 percent; in the 1990s to 81 percent; and in the first two
years of the 2000s to 87 percent.

But American politics has long been notable for its very narrow political debate
—especially over such issues as redistribution and the proper role of the state—as
compared to the political systems found elsewhere in the industrialized world. So we
need to look more closely at the content of the positions that divided the parties in
the US, in order to get a better sense of what partisanship actually means. The for-
mulation above leaves one with the impression that the two parties—the Democrats
and the Republicans—were taking equally extremist positions that led to polarization.

In fact, what has happened to US politics over the past two decades is a pro-
found shift to the right, or neoliberal, end of the political spectrum. This shift has to

some extent been true of virtually all the industrialized states, as the collapse of the

14) This is possible in the American system, where the legislature and the executive are insti-
tutionally separated and thus defeat on a major proposal of the executive is not interpreted

as a loss of confidence from the legislature, leading to defeat of the government per se.
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Keynesian demand-management paradigm left Social Democratic and other centre-left
parties without a theoretical rationale for large-scale redistribution and the highly
progressive taxation it implied. Most of these regimes sought a “third way” approach
to reform that would revise the safety net developed in the 20th century in light of
the challenges evident as we entered the new millenium. In consequence, we have seen
the Swedish Social Democrats refocus their welfare state model on upskilling the
population (ie, through the “knowledge society”; Jinno, 2002) in order to meet the
challenges posed by globalization and the rapid revolution in information technology.

But in the US, the 3rd Way was Clintonism (1993-2001). This regime failed to
institute nationalized health insurance (the real “global standard” among the industri-
alized countries) and afterwards emphasized tactical compromises with the increas-
ingly radical positions of the Republicans (Todd, 2005). Keep in mind that the United
States started its neoliberal retrenchment from the position of a “welfare laggard” with
a welfare system oriented toward food stamps and other minimalist programmes.
Moreover, these programmes were focused on distinct minorities, especially the black
American underclass. Hence, the Reagan revolution in reforming the welfare state was
less a matter of adapting the system to emergent needs than it was one of tapping
middle and lower-middle class white voters’ hostility to programmes that were seen as
a subsidy to lazy and often criminally inclined blacks. That image was the focus of
the Reagan regime’s rhetoric about “welfare queens” who allegedly rode up in
Cadillacs to get their cheques. This message was married tightly to an argument that
taxes were excessive and directed mostly towards waste. As Reagan put it in his first
inaugural address: “government is the problem.”

This manipulation of voter sentiment has been aided by the fact that most vot-
ers either do not follow politics closely or have been encouraged to ignore their eco-
nomic interests in favour of symbolic issues. In the first case, mainstream theory
concedes that voters do not possess all the information to assess policymaking. But
then it insists that voters are “rationally ignorant” and that they instead focus on the
key items relevant to their own preferences. The median voter is especially important
here, because their preferences for moderate policies are assumed to push
policymaking in that direction. Academics who employ this approach to analyze tax
politics, and particularly the Bush tax cuts, thus rely heavily on public opinion data
that suggest majority support for cuts.

But opinion polls from 2003 indicate that half of the American public did not
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know even there was a tax cut in 2001. Moreover, as we have seen, opinion polls on
tax cuts are the easiest politics of all. Respondents do not have to choose, as in the
real world, between competing alternatives. When people understand that tax cuts
mean lower spending on services, their responses change dramatically. Voters over-
whelmingly support services instead of tax cuts, and they overwhelmingly oppose tax
cuts that distribute the greatest share of the benefits to the wealthy (Jacobs and
Hacker, 2004). That is one reason the Bush regime did not talk about cuts in services
and consistently misrepresented the distributional impact of the tax cuts, suggesting
that the benefits would mostly go to lower-income and middle-class voters. The effort
to sell this image was so strong that executives turning out for a Bush pro-tax cut
rally were even encouraged to “dress down” and wear hard hats in order to look like
ordinary workers (Jacobs and Hacker, 2004).

Moreover, many people appear to find it difficult to understand their own eco-
nomic and other interests and vote in accordance with them. One cause of this phe-
nomenon 1s that the labour unions and other organizations that used to mobilize and
educate voters on economic issues have largely weakened through state policy as well
as the inroads of globalization. This institutional change means that the media’s role
is even more important, as it is the primary means through which voters get the
facts that they need for making informed choices. But providing detailed information
on and informed interpretations of public policy has now been left almost entirely to
the print media, especially elite newspapers such as the New York Times, which most
people do not read. Most adult Americans, like citizens elsewhere in the developed
world, get their news from television. This is a problem because television has never
been good at imparting information as opposed to leaving viewers with impressions of
character. Party organizations know this, and so have become increasingly expert in
crafting ads as well as staging the events (e.g., speeches by the president) that the
broadcast media cover. Moreover, television news focuses on “sound bites”™ inter-
spersed with commercial messages, so it is no wonder that viewers come away with
vague impressions of parties’ positions and the options in public policy.

To make matters worse, we have seen a sharp bias towards news that enter-

tains and misleads rather than informs. This trend is strongly connected to the rise

15) That is, very short and dramatic segments of a speech or interview, often no longer than
15 seconds. With such brief presentations of complex issues, it is small wonder that political

discourse is increasingly being reduced to cheap slogans.
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of Fox News, which most objective media analysts regard as a propaganda arm of the
Bush Administration'.

These problems were highlighted by a PEW research centre study, “The State
of the News Media 2004,” that was released on May 23 of 2004. The study was base
on interviews with b47 editors, producers and reporters from America’s national and
local media. Among the study’s most interesting findings was that 69 percent of re-
spondents cited Fox News as “especially conservative in its coverage.” Moreover, the
study also revealed major concern that financial pressures are making news organiza-
tions reluctant to cover complex issues, timid in the face of the Bush administration,
and prone to make errors due to staff shortages.

We also saw the results of these trends in the 2004 presidential election in
America. Just prior to the election, on October 21, results of an opinion poll by the
highly respected Program on International Policy Attitudes (http://www.pipa.org/),
showed that supporters of Bush and the Republicans believed in an “alternative reali-
ty.” Their understanding of the Bush regime’s policies was largely shaped by a very
biased media and was strikingly at odds with reality'. Moreover, polls taken at the
exits of polling places on election day indicate that voters who supported Bush did so
heavily on the basis of the moral issues (especially gay marriage) as well as the so-
called “war on terror” (Kaneko and DeWit, 2005).

Indeed, a deep sense of crisis helped both parties increase their total vote during
the 2004 presidential election. For example, a Newsweek Poll from Oct. 27-29, 2004
asked “Are you satisfied or dissatisfied with the way things are going in the United
States at this time ?” and found that only 39 percent of respondents were satisfied
while 56 percent were dissatisfied (b percent were unsure). Voter turnout went up
from below 50 percent in previous elections to 60 percent this time around. Such dis-
satisfaction and increased turnout was supposed to favour the Democrats. But they
failed to match the Republicans’ top political strategist, Karl Rove, and his particu-
larly skillful use of war and homophobia.

But Rove was helped immensely, and in some respects even pushed along, by

16) According to FAIR (Fairness and Accuracy in Reporting), a non-partisan media monitor-
ing organization, Fox was profoundly biased in its coverage even before the 9-11 terrorist
attacks and later events: http://www.fair.org/extra/0108/fox-main.html

17) For example, Bush supporters tended to think that his unprecedentedly unilateral regime

was in support of the Kyoto climate accords and other multilateral policies.
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right-wing religious organizations. In 11 states, 3 of them key battleground states, a
ban on gay marriage was on the ballot. The proposals, which all passed, were put
there by right-wing religious organizations that collected the signatures to get the
initiatives on the ballot and then mobilized their members to vote. There was even
local campaign rhetoric in West Virginia and Arkansas about Democrat plans to ban
the Bible. These issues brought to the polls religious zealots who might not otherwise
have voted. The PEW research centre estimates that evangelicals were about a quarter
of the total eligible electorate and that nearly 800 of the evangelicals who voted went
for Bush.

Fear and Faith versus Finance

There was, in other words, no median voter response in the 2004 election. In the
2000 election, Bush ran as a “compassionate conservative” because welfare had already
been radically reformed and there were few “undeserving poor” to attack, as in the
Reagan strategy. But Bushism is instead eroding the fiscal base for programmes that
the middle-class supports. There is, therefore, a drastic gap between, on the one hand,
the fiscal policies that people say they want (in opinion polls) and what the Bush re-
gime claimed to be implementing, and on the other hand the policies that actually
have been delivered. The question is why is the Bush regime won reelection in spite of
this.

Look at the matter from the meso and macro levels. Winning elections and then
governing 1s about building coalitions. That may include appealing to moderates, as
the median voter approach argues, but in the 2004 election the Bush campaign strate-
gists decided to appeal to the base. Let us look more closely at the Bush electoral coa-
lition that has shaped politics over the past few years. In the November 15, 2004 New
Republic, senior editor John b. Judis noted that Bush built a voter coalition from
“Brooks Brothers and Wal-Mart, the upper class and the lower middle class (Judis,
2004),” the latter being largely lower-income and generally not very well-educated
white voters. The rich voters got big tax breaks and the rest little tax cuts and a lot
of moralizing. The big money in the Bush coalition is largely from the financial in-
dustry, pharmaceuticals, and big oil. These interests too get tax breaks along with de-
regulation, the prospect of privatization of social security and public health care, and
a long list of other benefits.

In short, this is a coalition within the Republican Party and centred on rural
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and religious votes as well as finances from some of the leading sectors of the
American economy. The coalition united the fervent religious faith of large numbers
of suburban and rural white evangelicals with very modern money. It also quite ironi-
cally united these two forces in a period when inequality in the distribution of income
and wealth in America is returning to levels that prevailed in the 1920s. The richest
5 percent of households in the US control about 60 percent of the country’s wealth
while the bottom 40 percent of households held just 0.3 percent of the wealth. Gains
in the share of income were even more startlingly polarized. From 1979 to 2001, the
richest 5 percent of households saw their income increase by 81 percent whereas the
middle 20 percent of households saw only a 17 percent increase and the bottom 20 per-
cent saw only a 3 percent increase (Phillips, 2006).

These two interests at the heart of the Bush coalition are not natural allies, as
white, evangelical voters are not well off. But this bloc of religious voters to some ex-
tent ranks its economic interests as secondary to moral issues and—as we saw above
—Iis also readily manipulated by well-crafted media messages. Thus our emphasis on
an eclectic approach in understanding how these phenomena work together to provide
a solid—if somewhat irrational—basis for Bushism.

The same approach is needed for understanding the changing character of con-
servatism and the Republican Party. Thirty percent of Americans identify themselves
as Republicans in opinion polls, and about two-thirds of them say that they are con-
servative. The definition of conservative has changed considerably over the past sev-
eral decades, however, as the party itself and the broader society have changed. What
used to be a party with a fairly wide base centred on the New England states, and
dominated by fiscal conservatism, has seen a profound geographical, demographic and
ideological shift over the past 2 or 3 decades.

In these years, the centres of economic power and population in the United
States shifted from the northeastern states to the south and the west. The Republican
Party’s base of support shifted as well. For example, the South and border states con-
tributed only about 5 percent of Republican seats in the House and Senate in 1948.
But now the same states account for 40 percent of the Republican seats. Moreover, the
conservatives in the south and the west are unlike their cousins in the northeast. One
of the most striking differences is that conservatives in the south and west are less
willing to accomodate the redistribution and regulation of even the limited welfare

state that America produced in response to the Depression and the Second World War.
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The fiscal conservatism of the northeastern states, with its emphasis on limited taxa-
tion together with balanced budgets, has thus been replaced by a fiscal radicalism that
emphasizes limiting taxes as much as possible. That is why we have seen the emer-

gence of the new Republican leadership..

All in the Family: The Bush Family Morph with the Party

The two Bushes—father and son—and their presidencies can to a large extent
be seen as embodiments of these changes. Bush the elder is a product of the north-
eastern Establishment, and never fit very well in the Republican Party that had
evolved during the Reagan years. Bush alienated a lot of the Republican Party’s core
of anti-tax activists, the religious right, gun enthusiasts, and so on by breaking a
promise not to increase taxes, by not cozying up with evangelicals, and by signing a
ban on “assault weapons.” These were all, of course, common-sense policies. So was
Bush’s labelling of supply-side economic theory as “voodoo economics” back in 1980
when he ran against Ronald Reagan for the Republican nomination. But Bush’s un-
willingness to pander to the very conservative core of his own party was a big factor
in his 1992 loss to Bill Clinton (Phillips, 2004).

The younger Bush is very different from the father. He is not part of the
northeastern establishment, but is rather a clear product of Texas and especially of
the very conservative, laissez-faire political culture found outside the central region.
Michael Lind, Senior Fellow of the New America Foundation, published a book on
Bush in 2002 and titled it “Made in Texas.” He argues that Texas has two political
cultures. One is that of Central Texas, where immigrant German pioneers left a cul-
ture of public-private cooperation and modernization that produced the Democrat
President Lynden Johnson and high-tech business in such cities as Austin and San
Antonio. But elsewhere in Texas, according to Lind (who has written 5 previous
books on Texan political history), there is “a society with a primitive extraction econ-
omy based on agriculture, livestock, petroleum, and mining, whose poorly educated
workers lack health protection and job safety.”

Indeed, the main reason this area and the entire South has a modern economy
is the infrastructural spending (especially for electrification) during the New Deal.
Using that federally funded infrastructure, the South has gradually taken jobs away

from the north by competing on the basis of lower wages and benefits.
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Being a product of this “primitive extraction” kind of environment, and having
virtually no interest in history, Bush perhaps assumed that its economic development
was spontaneous. Certainly he evinces little sense of the need for equity nor any ap-
preciation of the role of the state in a modern economy, beyond the nightwatchman
functions of defence and the protection of private property. And as we have seen, in
behind Bush stand a slew of other actors whose narrow interests reinforce this bias
towards supply-side tax cuts.

The broader context of the changing Republican Party and Bush family is, of
course, the United States economy itself. The finance industries that are at the core
of the Bush coalition are part of America’s shift towards what former Republican
Party political strategist Kevin Phillips warns is “an emphasis on finance and services
overproduction.”™® Moreover, propelled in an increasingly neoliberal direction by the
Reaganite years, America has become even more markedly unequal than the other ad-
vanced societies (Smeedling, 2004). Its public sector is also far smaller and less
redistributive than the average, especially compared to Europe. Though these aspects
of the American political economy are commonly thought of as a necessary trade-off
for high economic growth and high social mobility, the correlations seem dubious.
Much of the relatively high US per-capita GDP explained by such factors as longer
and more privatized commuting, inefficient health care provision, and other factors
that increase consumption. Moreover, there is no conclusive evidence that the US has
more social mobility than the big European countries. Indeed, plenty of credible stud-
les suggest that there are few significant differences or that the US has an even
stronger tendency for people to get trapped at the lower levels of the income distribu-
tion (Alesina and Glaeser, 2004).

The growing inequality is of particular significance for our concerns here be-
cause of the impact it has on politics. Great inequalities of wealth and opportunity al-
ways register on politics, as wealthy interests are adept at protecting their interests

as well as expanding them whenever there is an opportunity. As the old Northeastern

18) Phillips was himself in large part responsible for the Republican shift to the southern
states, in his role as political strategist during the Nixon years. But he has been deeply dis-
mayed by the economic policies adopted by the Republicans since then and warns persua-
sively of parallels between contemporary America's income polarization and “financialization”
and the pattern of decline seen in previous economic powers as the UK, Holland and Spain

(Phillips, 2002).
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establishment of the US Republican Party faded in its influence, so did the institu-
tions and ideas (such as a sense of noblesse oblige) that kept the rapacity of wealth
in check through much of the 20th century (Phillips, 2002). The political culture of
the ascendant and radical south not only encourages the deepening of inequality
through such state policies as tax and expenditure cuts, but it also denies that there
may be negative fallout from inequality. The emphasis in the rhetoric and practice of
the new Republican Party is on fostering incentives for investment and restricting the
safety nets that protect individuals as well as industries from the ravages of the un-
restricted market. Criticism of this approach is dismissed as “class warfare,”'” a very
effective retort in a country whose public debate is heavily biased towards free mar-
kets. Indeed, even much of the mainstream academic literature in political science ig-
nore inequality in spite of its massive increase over the past two decades™.

The tax cuts are at the centre of this shift in ideas, institutions and interests.
The Bush regime supply-side economic advisers clearly see reducing the burden on
wealth and capital as the key for encouraging investment (Altman, 2004). Other in-
terests in the Bush coalition may agree with this particular logic or may find the rea-
soning dubious if they reflect on the failure of the 1981 Reagan tax cuts to perform
as advertised. But many of these interests and individuals clearly see tax cuts as a
means to enforce smaller government by “starving the beast” of the state of funding.
In other words, the supply that they are emphasizing is revenue rather than capital,
and they seek to minimize the latter in order to reduce spending. For example,
Republican Senator Rick Santorum declared that “I am no longer a deficit hawk. I'll
tell you why. I had to spend the surpluses. Deficits make it easier to say no”
(Nichols, 2003). Keep in mind that this is a US Senator claiming that he had to help
drive the big OECD countries’ smallest (as a percent of GDP) public sector into mas-

sive deficits in order to control spending. That is a measure of the radicalism in

19) This sloganeering was brilliantly skewered by Warren Buffett, the Chairman of Berkshire
Hathaway (http://www.berkshirehathaway.com/) and the wealthiest man in the world in
2004 according to Forbes Magazine. In his 2003 letter to shareholders of Berkshire Hathaway,
Buffett dryly observed that “If class warfare is being waged in America, my class is clearly
winning.”

20) This has begun to change, however. On June 7, 2004, the American Political Science
Association itself released a 2-year study “American Democracy in an Age of Rising Inequ
ality” that documents the “devastating erosion of political equality in America” (see:

http://www.apsanet.org/Inequality /index.cfm).
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charge of contemporary America.

Conclusion

I have argued that an eclectic approach to the Bush tax cuts can help us under-
stand their roots. The broader perspective on the tax cuts and the Bush regime sacri-
fices the elegance of mathematical modeling used in much modern political economy.
But at the same time, the eclectic approach allows the observer to examine a number
of highly relevant phenomena that would otherwise be left out of the analysis.
Certainly the broader approach is more effective than an argument that, for example,
attributes the tax politics to the preferences of the median voter.

The deficits that are a product of the tax cuts will perhaps not become a cata-
strophic economic problem for some time, unless there is a drastic decline in the dollar
in the short term. Over the next several years, however, the deficit will generally con-
tinue to grow. The second-term Bush presidency has, in fact, tried to use the deficits
as another argument for privatizing social security and other welfare state functions.
It seems highly unlikely that the tax cuts will pay for themselves through increased
growth (Irons and Price, 2006) or that the Bush regime will move to increase taxes.

The short-term questions are whether the Bush regime has created a stable coa-
lition and whether it can build on that through the fiscal policies it—in the wake of
the November 2004 presidential elections—continues to enact. It is impossible to fore-
cast whether the program’s inevitable costs on the middle and lower-middle classes
will alienate enough of them to threaten the Republican power base in the 2006 mid-
term and 2008 Presidential elections. But as we have already seen, the peculiar nature
of American society sees—especially in the highly conservative southern states—incre
asing religious fervency result from unstable personal circumstances™. Religious faith
has reemerged as one of the defining features of American politics. The Democrats
may be able to harness this fervency in reaction to inequity, as they have in past eras
of progressivism and civil rights (Morone, 2003). But this is hardly an inevitable out-

come, especially as the Republicans create politically useful new enemies in the war on

21) As Harvard University's David Gergen observed, the Republicans have managed to attract
large numbers of lower-income people who “don't have much faith in government producing
for them anymore.” Gergen argues that these voters are “looking for security. And they find
it in a wartime president, and in their cultural beliefs.” He regards this a very “worrisome”

development for the Democrats (in Wenner, 2004).
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terror (eg, Iran) and embolden old ones such as Al Qaeda and its affiliates. Another
terrorist attack on American soil could very well deepen the radicalization of
American politics. In any event, it is high irony that in the world’s most modern de-
mocracy huge deficits and straitened circumstances—which ordinarily spell doom for

the party in power—could be trumped by religious ideology.
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