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When the nation goes to war, Congress must confront a series of major decisions regarding the home front. Legislators grapple with a variety of questions: What kinds of government interventions are required to ensure continued economic strength? Should the legislative branch intervene to assist with easing ethnic and racial tensions within the population? What kinds of economic incentives or regulatory controls must the government impose to make sure that prices remain stable and that wartime production continues at a strong pace?


Of all the questions that Congress must handle with relation to domestic policy, few are as vexing as taxation. Wars are costly and tend to strain the federal budget. Congress must always decide whether or not it should raise taxes to collect additional revenue for military operations abroad. During every major war in the twentieth century, Congress decided to increase taxes. During WWI, Congress raised the top rates and broadened the base of the recently enacted federal tax system. During World War II, Congress created a mass income tax system that automatically collected money from more than 40 million wage earners by withholding funds from their paychecks. During the Korean War, Congress decided to preserve the World War II mass income tax system, and thus reversed a move toward tax cuts that had emerged in the late-1940s. During Vietnam, Congress passed a tax surcharge to support the escalating costs of the overseas operations.


In contrast, Congress cut taxes during the current war with Iraq. There are several possible explanations for this change in policy. One revolves around the personal politics of President George W. Bush by emphasizing his determination to cut taxes as a product of his conservatism and his desire to avoid the electoral fate of his father. Yet this explanation simplifies recent events by downplaying the broader institutional context within which policy decisions were made. Another possible explanation posits that the national economy was suffering a significant downturn, while inflation and interest rates were low. Thus, according to this argument, tax cuts rather than tax hikes were needed to stimulate consumer demand and business investment. While this argument echoes the logic of contemporary tax cut proponents, it is not a full explanation for why this was the path Congress embraced. There were equally compelling economic arguments that the long-term costs of the war on terrorism were so high that the deficits further tax cuts would produce could likely have devastating economic effects.

Based on preliminary research, this paper suggests that the decision to cut taxes must be understood as part of a historic shift in political eras that took place in the 1970s. Developments in the 1970s set into motion several key forces that influenced the decision to cut taxes in 2003. Unfortunately, the important changes of the 1970s are often obscured in historical research. Most scholars depict the 1960s as the pivotal turning point in modern political history.
 Standard textbooks published between the 1970s and 1990s agreed that the nation moved away from the liberal consensus of the 1950s and into a more progressive era as a result of the struggles over civil rights and Vietnam. The New Left, according to this narrative, unleashed unbearable pressure for national politics to move leftward.

Yet in 2003 it is clear that political developments in the 1970s were as influential—if not more influential--than those of the 1960s. This paper focuses on the effects of three important developments in the 1970s. The first was the rise of the southern and western-based conservative movement, which pushed national debate (and to a lesser extent policy) to the right.
 The second development was the passage of institutional reforms that reshaped the political process by moving the federal government from the relatively insulated, hierarchical, and stable governing structures that had existed since the progressive era into a system that was uncertain, fragmented, partisan, and highly conflictual. Finally, the federal policy infrastructure changed dramatically. The core of the federal budget was increasingly composed of pre-committed domestic programs and debt reduction payments, as opposed to discretionary spending and new policy initiatives, at a time that elected officials lost any willingness to increase taxes. 

These three developments transformed the institutional and cultural environment within which U.S. legislators operated. The historic shift explains some of the differences in the congressional struggles over taxation during the Vietnam conflict and the current Iraq war.

 



RAISING TAXES FOR VIETNAM 

Vietnam was one of the bloodiest, longest, and least successful military ventures in American history. In the 1960s, the U.S. committed itself to an intense bombing campaign and sent massive numbers of ground troops to protect a corrupt South Vietnamese government. The U.S. was never able to overcome the fact that the artificially created South Vietnam government lacked popular support while their opponents remained loyal followers of Ho Chi Minh, determined to vanquish foreign power. 


Initially, President Johnson promised the nation that the cost of the war would not harm his domestic programs. “Time may require further sacrifices,” Johnson told Congress in 1966, “If so, we will make them. But we will not heed those who will wring it from the hopes of the unfortunate here in a land of plenty. I believe that we can continue the Great Society while we fight in Vietnam.”
 For the first few years of the conflict, Johnson’s defense officials obscured the cost of each escalation from his own economic advisors in order to bury this issue.
 But the costs of the war rose rapidly in the mid-1960s thereby causing major budgetary challenges for the federal government that were impossible to hide. Liberal economists in Johnson’s administration, such as Walter Heller and Gardner Ackley, realized that Congress needed to raise more funds if the government was to maintain both initiatives. Besides the need to curb rising deficits, liberal policymakers also believed that fiscal action was needed since worsening rates of inflation threatened to rob the elderly and poor of their buying power due to their fixed incomes.
 Despite his promises that the government could afford guns and butter, Johnson held off on requesting new taxes since he realized that, after the conservative gains in the 1966 elections, “all hell will break loose on our domestic programs” once he made the request.
 

When President Johnson announced his proposal for a tax surcharge in 1967, he said that Americans needed to muster the “staying power” required to defeat Communism abroad while protecting policy reforms at home.
 In response to House Minority Leader Gerald Ford (R-MI) and House Ways and Means Committee Chairman Wilbur Mills’s (D-AR) opposition to his proposal, Johnson conveyed the sentiment of many liberals when he said: “They will live to rue the day when they made that decision. Because it is a dangerous decision . . . an unwise decision . . . I know it doesn’t add to your polls and your popularity to say we have to have additional taxes to fight this war abroad and fight the problems in our cities at home. But we can do it with the gross national product we have. We should do it. And I think when the American people and the Congress get the full story they will do it.”
 

            Congress tied up the legislation for over a year. The turning point in the debate took place in early 1968 when the U.S. balance-of-payments deficit and the related depletion of gold reserves triggered a severe international economic crisis. Federal officials agreed that they needed to stabilize the dollar by curbing inflation, raising interest rates, and improving investment opportunities within the U.S.
 In 1968, Congress passed the ten percent surcharge in exchange for an appropriations package that reduced spending by a total of $18 billion (out of a $180.1 billion budget). To obtain the increase, the president had to accept much steeper spending cuts than he was comfortable with. Johnson, according to the Washington Post, had decided to melt some butter to provide more guns.


The income tax surcharge was firmly rooted in the ideology of 1960s liberalism. Since liberalism and militarism were often conjoined, many Democrats were willing to call for tax hikes so that the government could continue a war to stifle the expansion of Communism while simultaneously funding needed social initiatives at home. While there were liberals who opposed Vietnam in the 1960s--and others who rejected warfare altogether--there were a greater number who accepted the legitimacy of military conflict. In their minds, the federal government had an ethical responsibility and practical interest to fight against the oppressive nature of Communism and to improve conditions for those living in poverty abroad. Liberals translated their belief in the beneficial power of government to the world at large.
 As The Wall Street Journal noted (in a highly derogatory tone): “the men who think the Federal Government can solve all of the nation’s problems” also “think the United States can solve all of the world’s problems.”
 The acceptance of militarism among liberals was the reason that a legislator such as Paul Douglas (D-IL), one of the most outspoken advocates of progressive domestic policies since the 1940s, served on the hawkish Committee for Peace with Freedom in Vietnam. Responding to anti-war activists who warned about costs, Douglas said: “How can anyone say that a nation with an income of more than $800 billion can’t afford a $30 billion war?”
 

 Johnson did not initially perceive Vietnam and the Great Society to be inherently in conflict, even though he was aware of political problems that could arise. Upon asking for the surcharge in 1967, he said: “Military forces able to defend the cause of freedom in Vietnam and to counter other threats to national security require substantial resources. Yet we cannot permit the defense of freedom abroad to sidetrack the struggle for individual growth and dignity at home.”
 Similarly, former-senator and Vice President Hubert Humphrey attacked those calling for domestic spending cuts by saying that America “can afford to extend freedom at home at the same time that it defends it abroad.”
 President of the AFL-CIO (a key liberal interest group) George Meany said in 1967: “The United States is not faced—nor could it be faced—with a guns and butter choice . . . This country has ample resources to prosecute the shooting war and still combat the shortcomings of our own society.”
 These political elites were not alone. As late as January 1968, a Harris poll found that by 48 to 39 percent, Americans believed that the government could support guns and butter although they gave a priority to Vietnam.

When liberal politicians told the public that the federal government could have guns and butter, they were not acting out of ignorance or deception. In previous wars, the domestic role of the federal government had expanded during wartime. During WWI, there were bold experiments with voluntary production agreements between the government and business. During WWII, the federal government imposed dramatic price controls and enacted a mass income tax. During the Cold War, the federal government poured millions of dollars into scientific research, civil defense, and highway construction.
 Liberals frequently justified expansions of government power by arguing that since some Americans were being asked to sacrifice their lives abroad, those who remained at home needed to fulfill their obligations and that often meant living with a larger government presence.
 

The political drive behind the Vietnam tax surcharge was rooted in another component of American liberalism: domesticated Keynesianism. One of the principle ideas in fiscal policy since the 1930s was that the federal government should manipulate budget deficits to manage the economy without resorting to intrusive managerial controls. Based on this argument, the federal government would consciously run deficits when the economy needed stimulation (to flood the private market with dollars) and lower deficits when the economy was overheated (to remove money from the economy when there was too much spending). According to scholars, the ideas of John Maynard Keynes had been “domesticated” by American policymakers in the 1950s and 1960s when they agreed to focus on tax reductions to stimulate demand rather than public spending.
 While there were sharp differences among policymakers in 1967 and 1968 about the right balance between tax increases and spending reductions to curb inflation (Wilbur Mills, for example, preferred deeper spending cuts than administration economists) there was a consensus that manipulating taxes was the primary tool that should be used for economic intervention.

Besides the ideological context influencing congressional debates, tax policy during Vietnam was shaped by a second characteristic of the period: the congressional committee process. Congress took a long time to pass the final surcharge legislation and the ultimate product reflected the interests of the bipartisan conservative coalition of southern Democrats and Republicans. The committee process, which was dominated by southern conservative Democrats, revolved around autonomous committee chairmen who had substantial power to develop their own agenda over the wishes of party leaders and independent mavericks. The committee process involved a complex institutional infrastructure that included secrecy in deliberations, restrictive rules that protected committee chairs, congressional districts and state legislative bodies that favored rural citizens, large campaign contributions from individual sources, and much more. Even in the Senate, where individuals had the capacity to filibuster, committee chairs enjoyed significant power to shape debate and control the agenda as a result of informal norms and rules.

The committee process limited the economic impact of the 1968 tax surcharge since congressional opponents slowed down the passage of the measure for 1 ½ years (from the time the idea was seriously circulated). After having stalled for a few months when first floated by his advisors, Johnson formally proposed the surcharge on August 3, 1967; it was signed into law 10 months later (June 28, 1968). The legislative process helped southern Democrats and Republicans obtain steep spending cuts. Wilbur Mills used his power as chairman of the House Ways and Means Committee to hold up the tax increase until Johnson and his congressional allies agreed to larger spending cuts. Mills worked closely with the ranking Republican John Byrnes (R-WI) to craft a package the satisfied a sufficient number of senior representatives in both parties. Another legislator who shaped the fiscal package was the conservative House Appropriations Committee Chairman George Mahon (D-TX) who ultimately supported Mills. 

The final characteristic of the 1960s that influenced the Vietnam tax increase was the era’s policy infrastructure. This was a period when there was significant annual fluctuation in taxation and spending. Since World War II, there had been several instances where the federal government either increased or reduced income taxes. Proponents of either direction could find solace in the recent past. Entitlement programs and the national debt remained small. Over two-thirds of the federal budget went toward discretionary spending. As a result, future policy outcomes were uncertain. When fiscally conservative legislators responded to the Vietnam tax proposal by demanding spending cuts, liberal Democrats had some room to play based on the assumption that continued increases in government revenue that resulted automatically from economic growth would allow policymakers to modify, or even overturn, the decisions of 1968. Indeed, in the years that followed the spending cuts of 1968, federal spending skyrocketed despite a Republican inhabiting the White House. The consequence of this relatively flexible policy infrastructure was that legislators did not automatically perceive most decisions over taxes and spending to be permanent in the long-term. Legislators on all sides could compromise with the expectation that the situation might change significantly within a few years. It also meant that the long-term impact of the tax surcharge might not be that great.

             Therefore, the congressional tax politics during Vietnam played out in a specific historical context. A liberal ideological framework that incorporated militarism and domesticated Keynesianism motivated Johnson and his legislative allies to push a tax surcharge during the war. Furthermore, the tax surcharge was handled through a committee process that caused a long delay in passing the legislation, which facilitated the success of a bipartisan product, and which allowed for a bill that differed considerably from what top Democratic leaders and the White House originally sought. Finally, the surcharge was crafted within a policy infrastructure where legislators from different ideological positions could expect opportunities to make serious modifications in the coming years.

THE TAX REDUCTION OF 2003

Almost thirty years after the United States agreed to a peace settlement in Vietnam, Congress again wrestled with the challenges of taxation amidst a war in 2003. This time, the military situation was quite different. The United States had suffered a devastating attack by terrorists on September 11, 2001. Following a military campaign in Afghanistan to root out the government that had supported the terrorist network responsible for the attacks, Republican President George W. Bush called on Congress to back a military operation in Iraq. The President claimed that the leadership of Iraq posed a grave danger through its alleged biological weapons capacity and because Saddam Hussein had supported international terrorism. Hussein had also repeatedly violated United Nations mandates that had been imposed on the country after 1991 as he refused to cooperate with U.N. inspectors who sought to document Iraq’s weapons program. Although congressional Democrats did not offer any strong opposition to the war, they did not forcefully advocate the operations either. Many Democrats continued to reflect an anti-war sentiment that had been popularized by Senator George McGovern (D-SD) in 1972.
 The war against Iraq proved to be much swifter than the operations had been in Vietnam, coming to a conclusion within months. However, the post-war reconstruction has been long and difficult.

The fiscal pressures confronting the federal government during the war with Iraq have been no less severe than those of the 1960s. There were some important similarities. Like the Kennedy-Johnson tax cut of 1964, the tax cut of 2001 had left the government with a permanent reduction in its fiscal resources, thereby ensuring sizable deficits in the short-term.
 Yet there were important differences in the types of budgetary pressures that faced policymakers. In the 1960s, the main domestic pressure for spending came from the sweeping new domestic initiatives that had been put forth by liberal congressional Democrats, as well as Presidents Kennedy and Johnson. During the first three years of the twenty-first century, the major budgetary pressures emanated from the continued growth of large pre-existing programs (Social Security, Medicare, Medicaid, farm subsidies, and more) as well as a massive homeland security program implemented after the terrorist attacks. The new military strategy of the U.S., moreover, focused on “pre-emption” rather than containment. This policy shift meant that there was no clear end to escalating military costs given the number of wars that the country would have to enter to prevent future threats.
The shift was even broader since, under the “Bush Doctrine,” the nation was prepared to reconstruct the domestic infrastructure of nation’s previously under hostile or totalitarian regimes—and prepared to do so without foreign assistance or international authorization.

To be sure, the initial cost of the Afghanistan and Iraq operations have not yet approached the costs of Vietnam ($111 billion from 1964 to 1972) so the pressures for tax increases are not as great. Yet the anticipated costs of the war on terrorism, combined with accumulated fiscal obligations on domestic policy (particularly entitlement programs for the elderly, such as Social Security and Medicare), have made it painstakingly clear to most observers that the war on terrorism will not be cheap. Few observers considered the Iraq efforts to be an isolated campaign. Even by September 2003, the monthly government bill for military operations in Iraq and Afghanistan was already approaching the figures that the Pentagon spent in Vietnam (currently the federal government, according to Defense Department estimates, is spending $5 billion per month, not including the money being used on rebuilding the infrastructure of the country, while the country spent about $5.15 billion per month between 1964 and 1972 when figures are adjusted for inflation).


But the fiscal response of the government was very different than in the 1960s. During the wartime period of 2003, the Republican Congress passed a $350 billion tax cut that included lower rates for dividends and long-term capital gains, various benefits to individual taxpayers, and business tax benefits such as improved depreciation rates. Proponents of the reduction claimed that tax relief would help the economy recover from its economic downturn. While a handful of Republican and Democrat moderates forced President Bush to accept a smaller cut than he originally proposed, the reduction was still quite significant in size when combined with the tax reduction Congress had passed two years earlier.

              Congress enacted the 2003 cut in a very different historical context than their predecessors in 1968. Foremost, in 2003, the ideology defining wartime tax policy emanated from the conservative movement that had swept through the U.S. in the 1970s. Democrats were not strong supporters of the tax cuts or the war: the link between liberalism and militarism had been severed.
 Although there were many Democrats who accepted the need for war, there were not many individuals in the party who enthusiastically embraced military activities as a constructive course of action (compared to their Cold War brethren). Democrats who took strong pro-war stance, such as Senator Joseph Lieberman (D-CT), offended party activists who tended to be the most influential citizens in campaigns.
 “The Democrats are in no mood to make peace with the Republicans,” quipped a former aide to President Bill Clinton and close friend of the Senator from Connecticut. Although President Clinton and the Democratic Leadership Council had embraced a stronger role for the American military in the 1990s,
 they were not as successful in making much headway among congressional Democrats or primary activists who were increasingly on the left of the political spectrum.
 The number of moderates in Congress had dwindled to insignificant numbers.
 Furthermore, Clinton’s administration had adopted a very limited notion of war that rejected the use of ground troops. Left-wing activists who embraced the war with Iraq, such as journalist Christopher Hitchens, found themselves at odds with traditional allies and were even branded as a new generation of neo-conservatives breaking with their party.

       
Since conservative legislators and executive branch officials were the driving force behind the operations in Iraq, there was minimal support for raising income taxes from proponents of the war. Tax cuts had been a defining issue of the conservative movement that emerged in the 1970s, and issue that had become all that more important once the Cold War came to an end in the 1980s. Therefore, conservative legislators who demanded war did not want tax increases. According to House Majority Leader Tom DeLay (R-TX), “Nothing is more important in the face of war than cutting taxes.”
 When asked if he favored Bush’s tax package despite the high costs of the war and rebuilding of Iraq, Senate Majority Leader Bill Frist (R-IN) answered succinctly: “The answer is yes.”
 President Bush steadfastly denied the need for a tax increase even as deficits soared: “I heard somebody say, well, what we need to do is have a tax increase to pay for this; that’s an absurd notion . . . You don’t raise taxes when an economy is recovering. Matter of fact, lower taxes will help enhance economic recovery.”
 The avoidance of tax hikes was part of a larger outlook of Republican politicians when it came to war. Unlike the wars of the past, Republican leaders did not call for any significant sacrifices from their citizens. As one journalist quipped: “shop more, consume more, the nation is told. No sacrifice here, especially at firesale prices. Taxes are to be cut to stimulate the economy, not raised to pay for war. Hard to see sacrifice there.”
 Nor were conservative Republicans concerned with the detrimental fiscal effects that military spending might have on domestic programs, since they were not champions of the those policies either.


Republican legislators were also influenced by the climate of expert opinion on economic policy. Domesticated Keynesianism had been discredited as an economic theory by the 1980s in shaping policy advice. The struggle surrounding Vietnam also raised serious doubts among policymakers about Keynesian policy because of congressional reluctance to raise taxes and their ability to slow down the passage of—and to transform—the proposal.
 More important, the failure of Keynesian policy to resolve stagflation in 1970s stimulated a generation of supply-side economists who rejected pre-existing economic ideas and stressed the disincentive effects of high tax rates under all economic conditions.  


Republicans were not alone in avoiding tax hike proposals. During the height of the debate in the summer of 2003, Democrats fought for their own tax cut (geared toward lower or middle class citizens) rather than against tax cuts altogether or in favor of tax increases. President Bush boasted: "The good news is that the debate has shifted from no tax relief to how much tax relief."
 Senator Ernest Holling’s (D-SC) proposal for a one percent value-added tax to fund the war received minimal attention and virtually no support.
 At most, following the passage of the tax cut, some Democrats focused on fighting for a rollback in the reductions once they had passed.
 Reflecting the conservative tenor of modern politics, this was a far cry from openly advocating a new round of tax increases to support guns and butter, as had been the case in the 1960s. The ghosts of New Deal liberalism had been exorcised from the polity. Even Democratic presidential candidate Howard Dean--who began the hidden primary season by calling for a complete rollback of the Bush tax cuts--approached the Iowa caucuses and New Hampshire primaries by putting together a broader package that would provide substantial forms of tax relief to the middle class.

There were signs that the electorate agreed with this stance. As news of massive deficits at the national and local levels was released, for example, voters decisively defeated a proposal by the conservative Republican governor of Alabama to increase taxes by $1.2 billion to alleviate the state’s crippling fiscal crisis. “The vote,” according to the Washington Post, “was seen nationally as a warning against raising taxes, even as large deficits loom in almost every state.”
 There were other signs that voters did not want tax increases outside of Alabama.  45 percent of voters in Massachusetts, one of the most liberal states in the nation, voted to abandon the state’s income tax in 2002; Oregon voters in January 2003 rejected an attempt to increase state income taxes, by a vote of 55 to 45 percent; California’s citizens recalled Governor Gray Davis in 203 and elected a famous Hollywood actor who vowed not to raise taxes while cutting the state’s massive deficit.
 This sentiment was so strong that Republicans asked the United Nations for financial and military assistance in the post-war reconstruction efforts. Even though the effort fell through, the requests by the Bush administration were a dramatic reversal for the Republican Congress and President, who had systematically ignored, threatened, and challenged those very same nations only a few months earlier.
 Finally, Congress allocated $87 billion to the postwar reconstruction without any additional sources of revenue. 

Congress handled the tax reduction through a process that differed from the 1960s. The contemporary legislative process significantly reduced the opportunities for bipartisan compromise (which might have weakened the chances for passing the 2003 tax cut under these conditions) and enhanced the prospects for Congress to pass stridently Republican legislation. In the contemporary Congress, fierce partisanship eroded the kind of professional trust that was essential to bipartisan compromise.
 Republicans excluded most Democrats from conference committees on major legislation of the period.
 Party leaders retained a large number of institutional tools at their disposal. At the same time, party leaders had to be highly responsive to the rank-and-file, given the power of codified ethics rules, bold mavericks and junior members, committee and subcommittee chairs, and specialized caucuses. Legislators struggled under the 24-hour light of an adversarial media and confronted a fragmented universe of interest groups, think tanks, and policy activists that make it difficult to sustain coalitions. Notwithstanding promises of a resurgent Congress in the early-1970s, the executive and judicial branches remained formidable adversaries.

Therefore, when President Bush made a strong push for tax reduction in 2003 and a large majority of the GOP supported him, Republican leaders in Congress had little choice but to move forward--and they did so with vigor and speed. Republicans employed restrictive rules to curtail Democratic participation and influence. House Democrats, for example, were only granted one hour to debate their less costly and more progressive $150 billion alternative; Democrats were not even allowed to vote on their plan. Republicans were so successful at stifling Democratic opposition through restrictive rules that The Washington Post, The Wall Street Journal, USA Today, and two of the major networks made almost no mention of the Democratic plan.
 Senate GOP mavericks, including Olympia Snowe of Maine, John McCain of Arizona, and Lincoln Chafee of Rhode Island, forced their party to cut the overall size of the tax reduction by using the media to generate publicity.
 Nonetheless, they agreed to back-loaded changes that would likely inflate the cost of the cuts in years to come. The pace of legislative developments was much faster than under the committee process. While it is easier to cut taxes than to increase them, tax reductions took a long time to pass in the committee era. In contrast, the 2003 cuts were completed within months. The tax cut that President Kennedy requested on January 14, 1963, took 13 months for Congress to pass. The tax reduction of 2001 took four months to pass from the time that it was proposed by President Bush; the tax reduction of 2003 took three months to pass from the time it was first considered in the House.

Finally, the rigid policy infrastructure of the contemporary era meant that tax reductions would be extremely difficult to reverse or modify. Each cut would have enormous long-term consequences on the overall fiscal health of government. Before President Bush took office, the fiscal capacity of the federal government had been weakened as a result of lower tax rates and increased levels of pre-committed domestic spending. Discretionary funds had declined from 70.4 percent of the federal budget in 1963 to 37.2 percent in 1993.
 In 1981, Congress had passed the largest tax cut since WWII. Some of the 1981 tax cut was reversed between 1982 and 1984 when fiscal conservatives in both parties convinced Congress to raise taxes to lower the deficit. However, fiscal conservatives were unable to totally offset the 1981 reduction.
  A few years later, the government indexed the tax code to eliminate “bracket creep.” Indexation of the tax code deprived the American state of automatic revenue, costing the government approximately $180 billion a year by 1990.
 Income taxes as a share of all federal taxes fell to 57 percent in 1990 after reaching 63 percent in 1980.
 President Clinton’s tax increases in 1993—which were part of a larger deficit-reduction packaged--had raised the top marginal rate to almost 40 percent, still significantly lower than the 70 percent rate that preceded Ronald Reagan’s administration.
 The explosion of tax breaks in the 1990s (which reversed the effects of a loophole-closing tax reform bill in 1986) greatly diminished the amount of revenue the tax code could produce. In 1995, tax breaks for social welfare alone cost $400 million.
 

    
Whereas taxes decreased in the 1980s and 1990s, spending did not. According to Ronald Reagan’s biographer Lou Cannon, “The source of this rot [deficits and debt] was Reagan’s inability to gain fiscal control of the government he had so often promised to cut down to size. Total federal spending measured in constant 1990 dollars was $1.9 trillion more from 1981 to 1990 than it would have been had spending levels remained the same as they had been in 1980.”
 A pre-committed federal budget, large federal deficits and debt, and diminished income tax revenue left the government in, what one fiscal expert, called a “fiscal straitjacket” by the 1990s.
 As a result, domestic politics became “fiscalized.” Congress focused on the cost, rather than the need, when confronting policies.
  

Both trends—diminishing tax revenue and rising long spending commitments—persisted though the early-2000s. Federal tax revenues continued to decline in the 1990s and early-2000s, despite a temporary increase that resulted from economic growth in the late-1990s (which was quickly swallowed up by tax cuts and shoring up existing programs). At the same time, spending continued to rise. President Bush worked with the Republican Congress to severely erode the fiscal strength of government through tax cuts. By 2002, the amount of taxes that the United States collected from its citizens was 26.3 percent of G.D.P., much lower the countries such as Canada (38.2 percent), France (45.8 percent), and Sweden (52.2 percent).  Federal taxes were lower by 2003 as a share of G.D.P. than at any time since President Eisenhower was in office.
 The tax cuts that Congress passed in 2001 and 2002 lowered federal revenues by $126 billion in 2003.

      
Notwithstanding their success at cutting taxes, Republicans were not able to stem the costs of the federal government because of the pressures from the war on terrorism as well as the failure to curb domestic spending. 
 “This is the first war,” said former CBO Director Robert Reischauer, “we’ve been in where the president and the Congress seem unwilling to sacrifice. Bush won’t sacrifice the Democrats’ priorities, let alone any of his own.”
 During President Bush’s first three years as president, federal spending increased from 18% of the economy in 1999 to 20% in 2003. Discretionary spending, which rose at a rate of 2.4 percent a year during the 1990s grew by more than 27 percent in 2002 and 2003.
 Much of this money went toward non-military items such as transportation, education, and farm subsidies. “If Bill Clinton had tolerated this,” noted The Wall Street Journal, “Republicans would be shouting from the rooftops.”
 Republicans were unable to resist the temptation of adding billions of dollars to the federal budget—such as an energy bill that cost $33 billion; a Medicare bill that cost $400 billion; a veterans’ benefits expansion that cost $420 million—in order to buy of their opposition. According to one report federal spending per household had reached $20,000 by 2003, the highest since WWII.
 The Medicare expansion of 2003 created a new entitlement for the elderly, prescription drugs, thereby increasing significantly the long-term obligations of the government to this population. Since tax hikes were off the table, higher spending meant higher deficits.
 

This rigid policy infrastructure of high pre-committed spending and low taxes heightened the long-term impact of the wartime tax cut in 2003. There was little wiggle room left in American policy. Bush’s critics pointed out that the cost of the tax cuts, combined with existing spending obligations, would create a debilitating fiscal situation for the government in the near future and greatly “worsened the generational imbalance,” according to two respected economists, that the nation would face when the Baby Boomers retired.
 Another study concluded: “The bottom line is that avoiding an unsustainable explosion in government debt without destroying the role of the federal government in American society will require considerable increases in tax revenues as a share of the economy.”

The rigid policy infrastructure also limited the sources from which policymakers could realistically seek tax increases. While some Democrats championed rescinding the tax cuts received by the wealthiest Americans, the truth is that rescinding those tax cuts would not make a significant dent in the federal budget.
 The tax burden on average workers had risen to very high levels by the year 2003, primarily as a result of the Social Security and Medicare tax. During World War II, the situation was much different in that the federal government was able to institute a mass income tax to raise revenue because a large number of average workers were still not subject to the income tax and the payroll tax rate was minimal. Even during the 1960s, the combination of economic growth and restrained Social Security tax rates (the payroll tax was 8.8 percent in 1968, compared to over 15 percent in 2004), meant that there was still some room for policymakers to propose tax hikes to a broader base.  By 2003, most non-wealthy wage earners were contributing a significant portion of their salary to the Social Security system. Few Democrats were prepared to ask them to make further sacrifices for a military campaign.

The political context of wartime tax policy thus changed dramatically between 1968 and 2003, and the pivotal changes took place in the 1970s. Foremost, the conservative ideological framework shaping congressional debate in 2003 meant that anti-statist legislators and allied executive branch officials were dictating wartime tax policy. While they felt that sufficient revenue was needed to preserve the war effort, income tax increases were off the table. The debate in 2003 was about how far to reduce taxes. Moreover, the legislative process enabled Congress to pass the tax cut more quickly than Congress had handled the tax increase of 1968, or the tax reduction of 1964. Party leaders leaned toward pleasing their rank-and-file and the President, as opposed to crafting bipartisan deals. Congressional leaders only made compromises with mavericks in the GOP who used the media to force concessions in the overall size of the legislation. Finally, Congress passed the tax cut in an era of fiscal restraint. Given the level of pre-committed government spending and diminished sources of tax revenue, the tax cut of 2003—when combined with the tax cuts of 2001--virtually guaranteed that the federal government would be facing massive deficits for years.

CONCLUSION

The histories of Congress and wartime taxation during Vietnam and during the war on Iraq reveal the differences in the ideological, procedural, and policy contexts of these two periods. It is no longer useful to lump all the decades since World War II into a single historical period. Nor should we mark the 1960s as the departing point for the current era. While textbooks and history classes tend to trail off in the 1970s, suggesting that we live in the shadow of Vietnam, we must not underestimate the influence of the 1970s as a turning point. 


The contrast between the two tax battles also reveals that wartime battles can unexpectedly set into motion forces challenging the status quo. The struggle over the Vietnam tax surcharge caused many liberal Democrats to abandon their support for warfare and reject the idea that the federal government could fight a battle abroad without severely harming domestic state building. Indeed, the trade off between “Guns and Butter” came to be considered conventional wisdom for liberals after the 1960s. Following September 11, former chief economic adviser to President Clinton wrote in The New York Times: “our war on terrorism will require unavoidable budgetary tradeoffs. Guns versus butter is elementary economics: a society that chooses to spend more of its resources on defense and security will have less available for things like education, health, retirement security, productive investment and personal consumption.”
 The trade-off of 1968 turned into a symbol for many liberals about why the nation needed to refrain from war. The power of Wilbur Mills and other committee chairs in this battle--and the ensuing cuts to domestic programs--intensified the interest among liberal Democrats to bring the committee era legislative process to an end.


It is still too early to understand the political ramifications of the most recent tax battle will be for American political development. One possibility is that, given the electoral climate since September 11, a new breed of Democrats might emerge who attempt to fuse a platform of strong defense with calls for higher taxes (moving beyond a focus on just lowering the tax cuts of President Bush) and thereby resuscitate a vision of liberalism that has been forgotten. The problem is that few Democrats support the war itself. The severity of the current fiscal crisis might also call into question the agenda of the current Republican Party, as it has been defined over the past ten years, as well as the partisan legislative process upon which they have depended. Within the Republican Party deep divisions were emerging by 2004 as the GOP failed to control spending.  Within the states, some Republican officials in states such as Virginia, Alaska, Nevada, Idaho, Ohio, and Nebraska were calling for—and passing--tax hikes in 2003 and 2004 to resolve massive fiscal shortfalls. “Hypocritical legislators go back and brag they didn’t raise taxes,” said Governor Warner of Virginia, “But we simply pushed the bill down to the mayor of Danville and you’ve got to raise taxes instead . . .  This is not about Republican and Democrat. It’s about plain numbers and facts now.”
 Furthermore, the current budgetary crisis might very well force politicians to finally deal with the fiscal straightjacket that we have faced as a nation since the 1970s, one that only promises to become worse.
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