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How to Avoid Reinventing the Wheel on Tax
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Perspectives from expert contributors.
Last week, I explained that much of the heavy lifting on tax reform has already been done in
various studies that are still relevant to the problems of the tax code today. I concentrated on one
in particular, the 1977 Treasury “Blueprints” study, largely written by the Princeton economist
David Bradford. Today and in future posts I want to discuss some others that are easily available
on the Internet.
In his 1984 State of the Union address, President Ronald Reagan asked the Treasury Department
to study tax reform and send him a report on options. The task fell largely to Eugene Steuerle,
then a Treasury economist and now a senior fellow at the Urban Institute in Washington.
The Treasury approached the project with an open mind. That is, it was not premised on a
particular philosophy of taxation. This was frustrating to some of the political appointees at
Treasury, who favored tax reform based on “supply side economics.” They wanted a flat rate tax
on a consumption base that would largely, if not entirely, exempt capital from taxation. (Mr.
Steuerle was a member of Treasury’s career staff.)
The final report, published in November 1984, was a balanced discussion of tax issues generally
free of politics or ideology — a pragmatic review of practical problems with the tax system and
options for improvement that reflected a consensus view among tax specialists.
The report was not a call for tearing up the tax code and starting over from scratch. It was about
taking the tax system as it was, fixing glaring problems and proposing improvements that were
doable, rather than pie-in-the-sky reforms with no chance of enactment.
Two key constraints guided the Reagan tax reform effort. First was a hard revenue-neutrality
requirement. Because our political leaders actually cared about the budget deficit in those days, a

tax cut was not viable; any proposals that reduced revenue had to be offset by provisions that
raised revenue. The final package was devised to neither raise nor lower aggregate revenues.
Second was the political reality that Democrats controlled the House of Representatives and
were likely to continue to do so after the 1984 election. This was important because the
Constitution requires that all revenue bills must originate in the House. If the House refused to
move a tax reform bill, the Republican-controlled Senate could do nothing about it.
Thus the 1984 effort necessarily needed to be bipartisan from the beginning, and it was. The
chairman of the House Ways and Means Committee, Dan Rostenkowski of Illinois, accepted the
need for tax reform and was instrumental in moving the ball forward.
For several months after the Treasury study was published, the White House reviewed its
options. In May 1985, it sent a detailed tax reform proposal to Capitol Hill. It incorporated some
valid criticisms of the Treasury effort and deleted some of the more politically controversial
ideas. This proposal formed the basis of the Tax Reform Act of 1986.
One lesson of that effort is that it is very, very easy for tax reform to lose its focus absent a
detailed outline at the start of the process. Vague principles are insufficient to guide legislation,
because it’s too easy to ignore and jettison the unpopular revenue-raising side of the coin — the
actual reforms — and just do a bill loaded with special-interest provisions enacted at the behest
of tax lobbyists.
Also, given the long road to tax reform from the Ways and Means Committee to the House floor,
to the Senate Finance Committee, to the Senate floor, to a conference committee and final
passage, many opportunities abound for squeaky wheels to demand their pound of grease.
It is essential that there be some baseline against which to measure progress and experts
following it closely enough to know when some seemingly innocuous amendment will interact
badly with some other provision to create a perverse result.
Even with the Treasury keeping a close eye on the progress of the Tax Reform Act of 1986,
mistakes were made. A glaring one was the provision eliminating the deduction for interest paid
on credit cards and other consumer loans. The idea was to curb borrowing for consumption while
raising revenue to pay for revenue-losing provisions of the legislation.
However, ending the deduction for consumer interest neither reduced consumer borrowing nor
raised revenue, because mortgage interest remained deductible. Banks simply created homeequity loans to finance consumer borrowing and the interest remained tax deductible. By and
large, such loans simply replaced those that the Tax Reform Act tried to curb.
Arguably, the result was worse than doing nothing. Excessive credit card debt can be
renegotiated or discharged through bankruptcy. But when people start using their homes as credit
cards, the results can be more severe. Any downturn in home equity, especially a prolonged one
such as we have seen since 2007, risks the loss of people’s homes when home equity loans
cannot be paid.

President Obama should have taken a page from Reagan’s book and asked the Treasury to do
another comprehensive study of the tax system. Sadly, he failed to do so in his State of the Union
address on Jan. 24.
In fact, he went in the opposite direction from tax reform, proposing a laundry list of new tax
preferences for clean energy, hiring veterans, stimulating manufacturing and other purposes. Any
worthwhile tax reform effort needs to start by getting rid of such narrowly targeted tax
gimmicks.
According to news reports, the White House still plans to propose some sort of corporate tax
reform next month. While the corporate side of the tax code is in dire need of reform, it may be
unrealistic to confine tax reform to the corporate sector.
It would have been better to approach tax reform in a comprehensive manner, as the Reagan
administration did in 1984.

Survey: 75% of marketers to grow social
spending in 2012
Tim Peterson
January 19, 2012
Three-quarters of marketers plan to increase their marketing spending on social media this year,
according to a global survey of more than 700 marketers conducted last November by social
marketing firm Wildfire.
Eighty-eight percent of respondents said they recouped positive return on investment (ROI) from
their social media marketing. Asked how they define positive ROI, 38% of respondents cited
increased fans, “likes”, comments and interactions; 24% cited increased revenue; and 15% cited
increased brand awareness.
“Different businesses are measuring the benefits and measuring the ROI in different ways, which
I think points to in some cases just how early businesses are in the cycle of social media," said
Victoria Ransom, founder and CEO of Wildfire. "In other cases I think it just points to how a
business would measure success in marketing."
E-commerce marketers, particularly, measure ROI using the more traditional metric of revenue
minus cost, she said. However, less than 5% of respondents said positive ROI equated to revenue
minus cost. Of the respondents in this segment, 44% said the value in acquiring a Facebook fan
was to acquire new customers, and 18% said the value was in higher conversion rates.
Asked what the top benefits of social media are, 88% of respondents said growing brand
awareness; 85% said engaging in a dialogue with customers; and 54% said increasing sales and
partnerships.
“Social media marketers are starting to take a lot more moves from direct marketers' playbooks,
and that's why we're seeing more people move into the monetization category,” Ransom said.
“You're seeing more direct calls-to-action. You're seeing more of the tactics of email marketing,
the customer relationship-building over time and building that dialogue that you see email
marketers use so well. And then you're seeing effective use of promotions in the mix.”
When whether they believe a fan is worth more to their business than a non-fan, 70% of
respondents said that fans are worth more than non-fans, while only 23% of b-to-b respondents
said the same.
“I think that's pretty consistent with what we've seen,” said Ransom. “B-to-b businesses have
really struggled to figure out how social media can benefit them, how it fits into their mix. That
is a segment that we've had the least success, until now, really penetrating. And those are
probably the conversations where there's the most skepticism.”
Ransom said that LinkedIn has begun to add more social marketing opportunities for b-to-b
marketers, such as the recent addition of company status updates and the Certified Developer
Program launch, of which Wildfire was a partner.

California Set to Send Many New Faces to
Washington
By ADAM NAGOURNEY
Published: February 13, 2012

LOS ANGELES — California’s Congressional delegation, the largest and most influential in the
nation, is undergoing a major upheaval, the result of reapportionment and retirements,
threatening the state’s influence in Washington next year and forcing members to scramble to
withstand what is emerging as a generational wave.
A quarter of the state’s 53-member delegation to Washington could be newcomers in the new
Congress, analysts said, the result of at least 6 members retiring and strong contests in 10 other
districts. By contrast, only one seat changed hands between parties in the course of 255
Congressional elections in California over the past 10 years.
The potential scope of the upheaval, easily the largest anywhere in the nation, is sinking in with
every new retirement announcement. While some state leaders hail the change as a sign of a
healthy democracy — “There’s a lot to be said about mixing it up generationally, to have a
constant invigoration of Congress with new fresh eyes and fresh voices,” said Nancy Pelosi, the
House Democratic leader — it has raised concern among officials at a time when the state is
reeling from the economic downturn and is counting on Washington for assistance.
As it is, California faces an already unsympathetic Congress as it seeks legislative support on
extending a subway line from downtown Los Angeles out to Santa Monica, as well as financial
support for building a high-speed rail line from Los Angeles to San Francisco. More worrisome,
state officials said, California will not have the clout it once had to withstand what are shaping
up to be huge cuts in federal spending in coming years as Congress and the White House try to
deal with the deficit.
The development is overshadowing what had initially attracted the most attention in the
redistricting process here: that Democrats, who now control 34 seats, stand to gain two to four
more.
While the full impact of redistricting is beginning to clarify in California, to the benefit of
Democrats, the national battle over the process — done every decade in all the states, based on
the most recent census — continues to churn. There are several court battles over it, particularly
in Texas, which at 32 members has the next biggest delegation and where elections have been
put on hold as the courts rule on various conflicting maps.
The main focus of campaign strategists has not been whether the final national map will benefit
one party over another — there has been little doubt that Republicans, by virtue of having gained
control of many statehouses in 2010, would have the edge — but rather, how much of an
advantage the Republicans would have.

The new political landscape in California, at least, is evidence of the far-reaching implications of
the state adopting a nonpartisan redistricting process. After years of allowing state lawmakers to
determine Congressional district lines, for 2012, an independent commission, created by voters
in a referendum, drew districts without an eye to protecting incumbents. The commission was
not even supposed to take into account where it was that incumbent lawmakers lived.
The move has been hailed by outside groups who say government has ossified. Yet from
California’s perspective, there is a price to be paid for this. The process in effect purges more
senior incumbents at a time when other states continue to use redistricting processes that protect
incumbents.
“The problem with a commission in one state and not the others is that the House of
Representatives still relies to a great deal on a seniority system,” said Representative Henry A.
Waxman, a California Democrat not threatened by the wave. “And it puts us at a disadvantage if
the lines are drawn without regard to protecting some of the senior and most important members
of the delegation.”
Some of the state’s most senior representatives are returning home, among them Jerry Lewis, the
dean of the House Republican delegation, who took office in 1979. Two of the delegation’s more
powerful Democrats — Howard L. Berman, and Brad Sherman — are engaged in a bitter
primary after the redistricting process threw them into the same district. They have, between
them, 45 years in the House.
David Wasserman, the House editor of The Cook Political Report, a nonpartisan political
newsletter, said that California had twice the seniority of any other delegation.
“One of the reasons that California accumulated so much clout was that in 2002, the Legislature
passed an incumbent protection act that rendered none of the districts competitive,” Mr.
Wasserman said, referring to the last redistricting map. “It helped California accumulate
tremendous clout.”
Mr. Wasserman predicted that more incumbents would retire in the weeks ahead, chased out by
the fear of running in districts filled with unfamiliar voters. There have been six retirements so
far. On the Republican side, besides Mr. Lewis there are Elton Gallegly and Wally Herger, both
in office since 1987. On the Democratic side, the retirement roster includes Lynn Woolsey
(1993), Dennis A. Cardoza (2003) and Bob Filner (1993). In addition, Representative David
Dreier, a Republican who has been in Congress since 1981, is said by colleagues to be likely to
step aside.
This is not to say that California is heading for complete Congressional Siberia. Ms. Pelosi will
no doubt be in Washington next year. Representative Kevin McCarthy, a Republican from
Bakersfield, is the majority whip. And Darrell E. Issa, a Republican, is chairman of the House
Oversight and Governmental Reform Committee and, as such, is arguably one of the more
powerful members of Congress.

Ms. Pelosi, however, said that seniority was overrated. “Yes, we have new people coming in,”
she said in an interview. “We have people who won’t be coming back. But in terms of the
influence of this state, we have plenty of people here who have standing on issues.”
“There are many members who have more seniority than I do,” she said. “And I was the speaker
of the House.”
Mr. McCarthy said the changes were both inevitable, given the age of members who are going to
retire sooner than later, and would ultimately be good for the state.
“You are losing that older skill set,” he said. “But you are putting in someone who is younger;
maybe they work a little harder.”
Still, it is hard not to argue that there will be some drawbacks. Mr. Dreier is chairman of the
Rules Committee, Mr. Berman is the ranking Democrat on the Foreign Affairs Committee and
Ms. Woolsey is co-chairwoman of the Progressive Caucus.
“Jerry Lewis is a real loss to California,” Mr. Waxman said. “As chairman of the Appropriations
Committee, he always looked out for the state — and not just his district. And without David
Dreier there, it’s going to be a long time until we have a chance to have a California chairman of
the Rules Committee on either side of the aisle.”
For her part, Ms. Pelosi said she welcomed the independent redistricting process in California,
noting that it would almost certainly increase the size of the state’s Democratic delegation next
year.
“I’ll tell you this: If the Legislature had been in charge of redistricting California, they probably
would have never given us four seats, because they would have been accused of being political,”
she said. “So this independent commission turned out better for us.”

Fun Facts from Advertising Age
1.) 50 million -- The big number from the Census everyone was talking about was the
number of Hispanics, which crested this milestone for the first time. Later the Census
and the New York Times found that even more people in the U.S. (51 million) are at or
near the poverty line.
2.) 50% +1 -- Some time this year the children being born in the U.S. tipped to majorityminority, according to Brookings Institute demographer William Frey. It'll take the
population as a whole decades before the white population is not the majority, but the
newborns are there now. Diversity marketing is in for a makeover.
3.) Half of kids under 8 (and 40% of 2- to 4-year-olds) have access to a smartphone,
iPad or some other mobile media device.
4.) In October 2011 Facebookers in the U.S. spent 136,000 aggregate years on the site,
according to Comscore. That's more time than… well, all of recorded history.
5.) The U.S. added just 11.2 million households between 2000 and 2010, the -- slowest
household formation rate we've seen in a long time. This impacts industries like
construction and any sort of household goods and services and is helping to keep the
recovery slow.
6.) When asked all the reasons they subscribe to a local paper, 85% said local news,
but nearly four in 10 said "habit," according to the Ad Age/Ipsos Observer American
Consumer Survey.
7.) Nuclear families account for just one-fifth of all households but more than one-third
(34%) of total consumer spending. Nationwide there are 1.3 million fewer of them in
2010 than there were in 2000.
8.) One in three consumers can't afford your product: The 2011 Discretionary Spend
Report from Experian Simmons finds 34.5% of households have less than $7,000 to
spend on non-essential goods. Just over half have less than $10,000 to spend on
entertainment, education, personal care, clothing, furniture and more.
9.) How big is big? The big four agency holding companies have nearly twice the
revenue of the next largest 46, $40.1 billion to $21.5 billion.
10.) Don't count out old media. Fifty-seven percent of millennials indicated in a study
from OMD that TV was the first way they hear about products and services.
11.) Is this surprisingly low, or high? In a survey from Insight Express' Digital, 56% of
mobile users admit to using their phones to text, call, etc. while on the throne.
12.) For the first time in American history there are now a million more female than male
college graduates, according to the Census.
13.) Here's the stat that mattered most to me personally in 2011: The twin birthrate is up
76% since 1980, reaching a new record of 33.2 per 1,000 in 2009 (the latest year for
which Center for Disease Control data are available)
14.) The non-U.S. portion of P&G's measured-ad spending rocketed to 71% last year
from 22% in 1986. Sixty-three percent of the company's revenue came from outside the
U.S. in the year ended June 2011.

