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Abstract

While sociologists and political scientists havedrae interested in the role of ideas in the
political process, relatively little work looks ladbw ideological claims are actually deployed in
political discourse. This paper examines the esooalaims made in two pairs of
Congressional debates over tax cuts, one (in 1882864) generally associated with Keynesian
economic theories, and one (in 1978 and 1981 ttiedipply-side ideas. While these bills were
indeed initiated by groups subscribing to differecdnomic ideologies, subsequent debates look
surprisingly similar. The bills were closer in sténce than one might expect, and while their
proponents came from opposite political campsoitih lzases supporters focused more on
supply-side than demand-side effects and emphatazents’ ability to pay for themselves
through economic stimulation. We propose thattjalily acceptable economic claims may
evolve more slowly than the economic theories itigire policy entrepreneurs, and that this
“discursive opportunity structure” may not only strain the political process but may

potentially shape the political effects of exparowledge.
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In recent years, there has been an upsurge oéstter political sociology and political science
in the question of how ideas—particularly econoid@s—shape politics.Grounded in
historical institutionalism, this literature hagett to explain how beliefs about the economy
shape political outcomes, either because actorglaas as tools with which they try to achieve
their interests, or because ideas help reconsiniots’ interests at critical momerits.

Some scholars have suggested that a constru@ppsbach to understanding the role of
ideas in politics might be fruitful, and argued &greater attention to the ways that ideas and
interests interact with one another or a focusisoadirse as a process through which ideas are
dynamically given meaning.This would suggest an examination of mid-rangehmaisms of
change rather than grander claims about the caosar of ideas.

This paper builds on such suggestions by looktrtgeaeconomic claims made in four
debates over tax cuts that took place in the Udbisl of Representatives between 1962 and
1981. Tax policy is one of the most important dorean which economic ideas are put into
political action; for more than 50 years, tax ppli@as had economic goals as well as fiscal ones.
Tax debates are full of explicit and implicit thessrabout how the economy works. Will cutting
taxes encourage investment? Stoke inflation? d@bing at all? Every couple of years
Congress has a major debate over tax policy, andsdlwithout exception, the economic impact
of the proposed legislation is a central issue.

Yet both tax policy and ideas about the economigact of taxes have changed
substantially over the decades. In particularctlis in the late 1970s and early 1980s that
followed the “tax revolt” and the Reagan Revoluti@mve been seen as ushering in a new

political era? As supply-side economics gained visibility in Wisgton, political discourse



came to emphasize the role of capital formationtaedeffects of marginal tax rates on
incentives to work and invest.

Whether one sees supply-side economics as playtagsal role in these tax cuts or as
merely reflecting increasingly organized businessrests, supply-side arguments were certainly
closely associated with this shift, which resuliest in the Revenue Act of 1978 and then in the
Economic Recovery Tax Act of 1981 (ERTA). The fennn some ways a relatively
incremental piece of legislation, notably contaiaemajor reduction in the capital gains tax,
including a cut in the maximum rate from 49% to 28%he latter policy, one of President
Ronald Reagan’s major legislative achievementsinclividual income tax rates by 23% across
the board, as well as cutting corporate taxes anbatly and making other changes.

These supply-side tax cuts, however, were notitherhajor tax cuts made with
economic goals in mind. Large individual and cogbe tax cuts were also made under the
Kennedy and Johnson administrations in 1962 and.19®ese earlier tax cuts, however, have
often been seen as reflecting a Keynesian appilioaghich government could keep the
economy functioning smoothly by managing levelagdregate demand.

We do not challenge the fundamental outlines of picture—that these decades saw a
shift from a Keynes-inspired to a supply-side takqy. But our empirical examination of
claims made by members of Congress during tax dslzaimplicates it in ways that have
implications for thinking about the role of econandeas in the political process. We expected
that in the early 1960s we would see liberals (aoderates) defending Democrat-sponsored tax
cuts on largely Keynesian grounds—that is, argtimad tax cuts would help the economy by
increasing demand—while in the late 1970s and €£880s we would see conservatives (and

moderates) defending Republican-inspired tax pralgosith supply-side arguments.



This is not what we found. First, the tax cutshef early 60s and those of 1978 and 1981
looked surprisingly similar, despite having verffelient ideological origins. The policy shift
itself was not that dramatic. Second, and monmeisogntly, we found that the tax cuts were
debated in terms that were much more similar thaexpected. Instead of a shift from largely
Keynesian claims to largely supply-side claims,fatend a much more modest change. While
the 1978 and 1981 tax cuts were indeed defendedhdatty with supply-side claims, the 1962
and 1964 cuts were also, on balance, justifiedipply-side terms. So while we anticipated a
clear shift from demand-side to supply-side claam®ng supporters, we instead observed a
smaller move from a mix of claims, with the balatiterg toward the supply side, to a supply-
side-dominant position.

Moreover, we often found the “wrong” groups makpagticular economic claims,
particularly in the 1960s. For example, in the 28ébate conservative Republicans
occasionally argued that the tax cuts were inadetjueynesian while Democrats were
defending them as encouraging the capital formatemessary to increased productivity. And in
1964 especially, Democrats were frequently fouathaihg that substantial tax cuts would pay
for themselves, a position that they would lat&iaze Republicans for taking. Nor does
support for the bills always line up in the way® onight expect: business and labor, for
example, united in their opposition to the invegsitrtax credit contained in the 1962 bill.

This paper details these observations—both thepew®d continuities in the terms of
debate and the unexpected shifts in economic claiade by particular political groups. It then
goes on to propose a potential explanation foretlodsservations by noting that ideas may play
different roles at different points in the politigaocess. We suggest that ideas may actively

shape policy early in the political process, butubed more opportunistically in Congressional



debate, when legislators make the economic clauaisbiest support their already-chosen
position from a range of claims that are seen #isqatly acceptable. If, however, the range of
acceptable claims evolves relatively slowly, asespp to be the case here, that may limit the
discursive moves that are available to legislabgrproviding openings for some arguments but
not for others, even when expert discourse is angrfgirly rapidly. This means that while the
economic claims made by legislators on the flooComgress may indeed be opportunistic
rather than idea-driven, the range of claims sedagitimate may itself have political

implications.

Tax Cut Debatesin the U.S. House of Representatives

We demonstrate this through an analysis of fladrades in the U.S. House of
Representatives over these four pieces of taxlégis. The House was chosen for two reasons:
first, because the House plays a unique role inetgislation since the Constitution obligates that
tax bills originate there, and second, becausexpeated to find a greater diversity of political
views in the House. The index of tBengressional Recondas first used to identify periods of
debate over the bills. We then expanded our saonghg legislative histories of each bill,
which identified all days of floor debate in the ki$@: from LexisNexis for the 1978 and 1981
bills, and for the 1962 and 1964 bills, for whiah lcexis histories were available, from
Congressionally-published legislative historie$he complete text of the floor debates, as
published in th&€€ongressional Recoravas downloaded from HeinOnline. The 1962 and4196
bills saw a total of 269 pages of debate, and §¥&8nd 1981 bills saw 224 pages. These

numbers exclude pages that simply reprinted thteaiex bill or amendment.



The methods used were largely inductive. We bé&yareading these tax debates as well
as a number of others, including portions of debatel 971, 1986, 1990, 1997, and 2001 and
some segments of debate in the Senate as wel &totlse. The focus was the kinds of
economic claims legislators were making about ttememic effects of various tax policies. In
particular, we were looking for claims about whethgarticular policy would benefit or hurt the
economy and the specific means through which itela@ismed to do so. We made no
assumptions about whether legislators actuallyeked the claims they were making, nor do we
view these statements as necessarily being matdhetintention of converting others to the
speaker’s position. Instead, we assume only dupslators are generally making claims that
they find politically acceptable and appropriate.

We expected to see a marked change in the kindaiais being made over time, based
both on the shift in expert economic discourse adaiaxes that took place in the 1970s and on
our sense of the late 1970s and the Reagan yeargasd of tax revolt and a sharp turn in
policy direction. As already noted, however, waevgtruck by continuity rather than change,
and by the failure of economic claims to line uphathe political groups we expected to see
making them.

This led to a more specific focus on the four deb@xamined here, in which the scope
of our examination was limited to claims being matleut the economic effects of texts
specifically rather than tax policy more general({£ven these debates, which all include
consideration of significant tax cuts, also inclaligcussion over other kinds of tax provisions.)
In particular, we began to focus on whether cldiitisetter with a Keynesian or a supply-side

approach.



As the content of the 1978 and 1981 debates wgasslaprising than that of the 1962 and
1964 debates, we were particularly methodical inexamination of the earlier pair and more of
our discussion here focuses on them. While thereaf the data does not lend itself easily to
guantitative coding and thus our summary is nareati form, we did read through this earlier
pair systematically noting all claims made aboetéconomic effects of tax cuts. Cases in
which the “wrong” sides were making particular emonc claims were also noted. This primary
analysis was supplemented with a variety of seagnslaurces on these tax debates (such as
political and economic histories and governmentlipabons) which helped to flesh out our

understanding of the politics behind them.

The Revenue Acts of 1962 and 1964

Tax reduction and reform were on the agenda dfiéeat John F. Kennedy from the
outset of his administratich His initiatives led to the passage of two majiecps of tax
legislation, both of which enacted substantial cutsixes. The first, the Revenue Act of 1962,
had as its centerpiece a 7% investment tax cretich would allow businesses purchasing
certain kinds of assets to reduce their taxes b {6 of the cost of those assét$he second,
the Revenue Act of 1964, was initiated by Kennedtydassed into law under Lyndon Johnson
after Kennedy’s assassination. It cut both indigidand corporate tax liabilities very
substantially: individual by an average of 19.4% aorporate by 7.7%

The Kennedy-Johnson tax cuts conventionally haenlseen as Keynesian in origin,
focused on increasing demand by encouraging cortsommgind investmenit It was, in fact, in
aTimemagazine article on Keynesianism and the Kennetigsbon economic policies that

Milton Friedman was famously quoted as saying, ‘akeall Keynesians now? Historians tell



a slightly more nuanced story. The Kennedy adrtration is generally regarded as a high-
water mark for the influence of technocratic Keyaesconomics on presidential politics But
scholars have typically described Kennedy-era exnnpolicy as “commercial Keynesianism,”
meaning that it focused on demand management thriaxgcuts rather than government
spending, and that it embraced some degree of nomgth the supply side as well, particularly
with encouraging capital formation as a means aféasing productivity?

Nevertheless, while the strand of Keynesianismrandd in the U.S. may have differed
from that found in social-democratic Europe, and@vprominent officials in the Kennedy
administration have acknowledged that they toolpbkupide concerns seriously, Kennedy’s
economic advisers clearly saw themselves as Kegm@sid made their policy recommendations
within a Keynesian framework. Walter Heller, chair of Kennedy’s Council of Econic
Advisers and generally regarded as the fathereoKénnedy tax cuts, clearly saw them as such,
later calling them “applied Keynesian economits.”

But while the 1962 and 1964 tax cuts may have hespired by Keynes, in their final
form they did not look so different from the supgige tax cuts implemented in 1978 and
198117 First of all, theyweretax cuts; government spending, the more traditiegnesian
prescription for demand management, was politicafifyhe table for a variety of reasons.
Second, while it is often assumed that Keynesiarctiés will be targeted at lower-income
consumers, who will be more likely to spend thdme, Kennedy-Johnson tax cuts were not
particularly focused on this group. The 1962 cahtmo business, not consumers, and the part of
the 1964 cut that was targeted at individuals wdg slightly progressive. Herbert Stein goes so
far as to suggest that the administration woulceh@eferred even less progressive cuts in order

to strengthen business confidence, had they nat pelitically unacceptabl&



In the end, the Revenue Act of 1964 lowered tipentarginal individual income tax rate
by 23%, from 91% to 70%. The bottom rate was |l@ddry 30%, from 20% to 1498. This
makes the cuts appear moderately progressiveinBaime ways it overstates their
progressivity. Taxpayers with half the median meosaw an actuatcreasein their effective
tax rate, though from a very low base, once thésAak reductions had taken effect. Taxpayers
earning the median income or twice the median sashnmore significant cufS. And while
apples-to-apples comparisons are difficult becadiskfferent starting points in the tax rates, the
change in effective tax rates for these three ggalges not look dramatically more progressive

than that which resulted from the Reagan tax cu1981 (see Table One).

[Insert Table One about here.]

Thus while the Kennedy-Johnson tax cuts may hadekeynesian origins, that did not
translate into a special focus on consumers oower-income groups. Nor did their supporters
in Congress emphasize their Keynesian virtues. IB&2 cuts, in particular, were defended very
dominantly on supply-side grounds by members oHbase of Representatives. Proponents
repeatedly emphasized that the purpose of thevbalto increase investment. One might
encourage investment as a means to increase aggosgaand, and many times supporters
simply praised the bill for encouraging investmerthout being explicit about what the positive
effects of increased investment would be. But orasions when legislators went into more
detail, they specified that the bill was meantrioeirage capital formation as a means of

increasing productivity and thus growth.



Such claims can be seen repeatedly, and theymade by Democrats and liberals, not,
for the most part, by Republicans. For examplantas Steed (D-OK) argued that

It is crystal clear that, in order to maintain #e@nomic health of this country, it

is necessary to raise our level of investment adpctive equipment. The rate of

growth necessary to continued and expanded natwosperity; the attainment

of full employment; the restoration of a balanceun international payments—

all these can be helped immeasurably by an incieasgestment in more

modern and more efficient equipméht.
John Watts (D-KY) similarly said,

This strong incentive to increase capital good egjiares in this country by

increasing the profitability or rate of return arch investment is the most

effective and economical way of increasing ouraral growth....New

investment will create more jobs, as new technolagilevelopments, new

processes, and new products are incorporated thnasgyof more productive

equipment?
No demand-side factors were mentioned. Similaplugpide arguments can be seen in
statements made by Hale Boggs (D-LA), Richard Bgl{D-MO), James Burke (D-MA), Frank
Karsten (D-MO), Eugene Keogh (D-NY), Cecil King @A), Wilbur Mills (D-AR), and Al
Uliman (D-OR), among othef3.

On the other hand, mention of demand-side effgictise investment tax credit were rare.
There were occasional references to the tax cegplfential to “stimulate” the economy, which
could possibly, though not necessarily, imply dedhaide effects. And on a handful of
occasions it was argued that the bill would encgeidemand in some specific set of
circumstances. For example, Winfield Denton (D-4alked about the benefits of new
equipment for the coal and railroad industriesptivent on to say that “[t]he tax credit will

provide that encouragement [to invest in new eqeiptip and in consequence it will put some

thrust into the economy of communities that buitd aake parts for railroad equipmeft.”
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So for the most part the debate simply was nobéchin Keynesian terms. But it was
actually among Republican opponents of the investri@x credit that one could see a handful
of claims made about the importance of demand.hNé#ason (R-IL), ranking minority member
of the Ways and Means Committee, emphasized thatgimblem is not lack of capacity to
produce, but lack of a market in which to sell,da@ruce Alger (R-TX) similarly claimed that
“our problem today wass[d] not lack of capacity to produce, but lack of cusers to buy®
And when William Harsha (R-OH) criticized the Hitlr giving a smaller tax credit to public
utilities than to other businesses (3% of capitaestment vs. 7%), he made a demand-oriented
argument in their favor. Utilities, he argued, &véeing excluded on the grounds that their tax
credit would just be passed on to consumers, “byenegating much of the stimulative effect on
investments.” But, he continued, “What better w@gtimulate the economy than to give the
consumer more purchasing power in the form of reduates? Certainly increased purchasing
power will create a demand for more products artdrin create more job<®

The Revenue Act of 1964 was even more clearlyiiedpy Keynesian thinking than the
investment tax credit had been. As early as 1B88nedy’s advisers were making strong
arguments for a tax cut aimed at increasing demaddstimulating the econoriy. Though
Kennedy himself resisted this recommendation foorgsiderable period of time because of a
political commitment to balancing the budget, by stummer of 1962 he was becoming a
convert to economists’ arguments that current daéesrwere dampening the economy. The
moment to seek tax reduction was now, they sugdegsist as the peak of the business cycle

was passing, rather than once the economy wasibaekessiorf®
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Kennedy was of course an excellent politician ahémnecessary, he could sell his
proposals in the language preferred by the busic@ssnunity. In an important speech to the
Economic Club of New York in December 1962, he eaguted that:

The final and best means of strengthening demarwhgrmonsumers and

business is to reduce the burden on private incmehe deterrents to private

initiative which are imposed by our present taxays..[which] exerts too heavy

a drag on growth in peace time...siphons out of thexfe economy too large a

share of personal and business purchasing powed].faduces the financial

incentives for personal effort, investment, an#-tiaking?®
Though Kennedy saw the speech as “straight Keyme:$1aller,” liberal economic adviser John
Kenneth Galbraith called it “the most Republicaresph since McKinley®

Regardless of the rhetoric used to sell the praipgospotentially hostile audiences, the
focus within the administration continued to beleily Keynesian. Indeed, when in mid-1962
Walter Heller passed along to the President arl&tien British economist Roy Harrod arguing
that budget deficits were necessary to increaseddranough to convince industry to invest,
Heller noted that “Harrod (one of England’s greaireomists) thinks that both the President and
Heller need to become convinced Keynesians —was iferen’t!”

The tax cut initially proposed by the Kennedy awistration was both larger and more
progressive than the one that eventually emerged fWays and Mean. But during its nine-
month sojourn with that committee, chairman WilMilis worked to make it both less deficit-
inducing (in accord with his own relatively consative economic preferences) and more
politically realistic, which meant eliminating somevenue-raising closures of tax loophdfes.
The bill passed the House in September 1963 byeaofd@71 to 155, but its future was thrown
into question with Kennedy’s assassination in Novent*

New President Lyndon Johnson, however, quicklgstd in with strong support for the

bill. Moreover, he facilitated its passage by ting budget expenditures in a way that Kennedy
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had been reluctant to do. This, of course, deerkas demand stimulus. But it also helped
reassure the skeptical business community, whidhaheays distrusted Kennedy, that the bill
was fiscally responsible. The result was the caiva of a number of Republicans, so that
when the bill was reported from conference in Fabrii964, the House approved it by the large
margin of 326 to 83°

Despite the bill's Keynesian origins, its suppaster the House did not primarily argue
for it on the grounds that it would help the ecoydmy stimulating demand. When, back in
September, Mills had introduced the revamped billffoor debate, he portrayed it instead as a
small-government, pro-free-enterprise tax cut: “&lve loosening the constraints which the
present high tax system imposes on our economyand/eaking a step toward a freer economy.
Perhaps most important of all, we are taking a ategy from big Central Government”

While he mentioned demand factors in this speech, (#he problem of excess capacity has
plagued American industry since 1957”), they waakabced by concern with supply-side effects
(“...what we need is an expanded export market. G&msoccur through higher domestic
productivity which...because of new plant and equipingives rise to more economical
production”)®’

Mills was presumably trying to make the bill solaateptable to those who might
disagree with Kennedy’s advisers about the econaliyibeneficial effects of deficits.
Nevertheless, his statement set the tone for aelé¢tat did not place a dominant emphasis upon
demand stimulus. Instead, the bill's supporteth@éHouse most frequently emphasized
balance. As Al Ullman asked,

[H]Jow do you stimulate the economy? Do you doyishoring up the purchasing

power of the people of this great Nation of ou@fdo you do it by expanding

the investment capital so that industry may mowsadR Of course, the program
that was sent up by the administration faced bbthase alternatives and said
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what we need is a balanced program. We need te sipathe purchasing power
and we need to increase investment capital.

Similarly, Edward Boland (D-MA) claimed that thexteuts “will give American consumers
billions of dollars of additional purchasing powes well as fostering in businesses “a new
incentive and greater financial capacity to inasd to employ* And a Republican supporter,
Paul Fino of New York, noted, “I voted for thisIdlecause it would put into the pockets of our
individual taxpayers added dollars which could pers for consumer products. | voted for this
measure because it would add to the coffers oAowgrican corporations more money which
could be used for expansion and reinvestment pesi8s

In contrast to the 1962 debate, which was franedst exclusively in terms of supply-
side arguments, supporters of the 1964 bill dideradplicitly Keynesian arguments from time
to time. Martha Griffiths (D-Ml) spelled out theuttiplier effect of tax reduction:

The theory of the tax cut is to return to each #&gp an amount roughly

equivalent to $200 which it is hoped he will spefithe conservative estimate of

the speed with which that money will be resper&t ¥ times per year. The top

estimate is four times. As that money is spentrasgdent it is anticipated that it

will create additional employment, put more peaptethe tax rolls and thus

finally create additional tax reventie.
But these sorts of claims were intermingled witle®about the bill's effect on the supply side: it
would “help supply the capital for the survival agrdwth for our 4.5 million small business
enterprises, “stimulate capital investment,” “sfieally increase the overall profitability of
business and enhance the financial capacity amhiives of business for investment,” and
counteract “industrial slowness to replace obsatetehinery and obsolete plants with
something better in order to meet the challengendghcreasingly-competitive world?®

Overall, the bill was primarily presented by itpparters as an effort to encourage free

enterprise and the private sector through a balahsepply- and demand-side effects.

14



While the idea of tax cuts drew support from asribe political spectrum, Republican
and conservative opponents of the bill expressedearo that it did not hold spending down
enough. On the one hand, they argued, this waaldyzce damaging deficits, which were seen
as problematic on both economic and moral grou@sthe other, it would encourage
dangerous levels of inflation—an argument that sbta have a surprising level of resonance
given that inflation had been under 2% for mosthef previous decadé.

Certainly some opponents of the bill were oppdsdalidget deficits under any
circumstances. Interestingly, however, some Repaiid do not make categorical arguments
against deficits, but instead argue that the dilot Keynesiaenough it is rejecting an
acceptable Keynesianism of deficit-spending dutimgs of recession in favor of something
more radical. As Thomas Curtis (R-MO) declares:

We are adopting a new fiscal theory in accepting ¢cbnference report, on deficit

financing....The old theory was we balanced out #fecds we creating in

economic declines through the surpluses duringpdsrof economic upsurge.

Today, in 1964, no one denies we are in a periastohomic upturn, at the top.

This is the very time when we should be recoupmd @aying off the Federal

debt, according to that old theory. The new thesitp balance the budget in

periods of full employment, whatever that means. .cakding to the

administration, they think it might mean 1967. Awting to the eminent

economist Dr. Arthur Burns, it means probably 1982t it is certainly a brand

new theory and completely abandons the Puritac &thi
So in 1964 we see supporters making a mix of su@plgt demand-side arguments for the tax
cuts, while opponents focused on the risks of defand inflation, though they did not
collectively oppose the Keynesian argument for deshstimulus during economic downturns.

There is one other claim made repeatedly durifgeover these tax cuts, and
particularly with regard to the 1964 bill, by wheems to be the “wrong” group, given later

political events. Supporters of the bill—largelgiocrats—argued repeatedly that the tax cuts

would prove so economically stimulative that theywd increase revenues. This was not the
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first time such claims had been made; Andrew Mellad famously proposed similar arguments
in the 19204° But Mellon, like the supply-siders of 1978 an@19was a conservative
Republican, not a liberal Democrat.

In 1962 claims about the positive revenue effettaxoreduction were relatively muted,
though they did appear occasionally. Wilbur Mifts, example, reported that year that the
Treasury Department predicted that when the etfetiie investment tax credit on the national
economy was taken into account, “the bill will héostantially in balance’® But the 1962 tax
cut was itself relatively small in comparison wikie reductions made two years later.

The Revenue Act of 1964, however, was clearlyamae reducer by conventional
measurements. Its supporters explicitly arguedidver, that it would pay for itself. This theme
was so central that a statement to that effectevan included in the “Declaration by Congress”
that opened the legislation: “it is the sense af@ess that the tax reduction provided by the bill,
through stimulation of the economy, will, after e transitional period, raise (rather than
lower) revenues and that such revenue increasesdstist be used to eliminate the deficits in
the administrative budgets and then to reduce tléiqpdebt.*’ Even the fiscally conservative
Mills found himself arguing that “Congress is prdivig this tax reduction because through its
stimulative effect on investment and the increaseli bring about in consumer spending, it will
eventually lead to higher levels of economic atyigind thereby increase, rather than decrease,
revenues,” though he also emphasized the needhiiran expenditure®.

Certainly there were critics of such claims durbagh debates. For example, in 1962,
Thomas Curtis argued that the methods used tolaegddine bill's revenue effects were
“fantastic. They say the imbalance there is suppds be not more than $300 million” because

“this investment credit is going to stimulate tloweomy.... That in turn is going to create a
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psychological effect on the rest of the economyciwhs going to be stimulated....That, actually,
is nonsense® Similar arguments about the revenue effects>ottas were made in 1964, for
example by Louis Wyman (R-NH), who flatly statedihts tax bill will not create more income
from a reduction in revenues. This is a literapassibility.”® Albert Watson of South

Carolina, a Democrat who would switch parties i63,9ikewise argued that “[a] tax cut alone,
in my opinion, cannot stimulate the economy suitly to offset resulting revenue losses at a
time when a balanced budget is desperately needed/hat is unexpected, though, is not the
sorts of arguments being made—on either side—leupdhitical affiliations of the individuals
making them. Less than two decades later Demoa@itd be arguing vociferously that tax
cuts could not pay for themselves, while Repubboanuld be claiming just the opposite—and

pointing to the Kennedy-Johnson cuts in suppotheir argument.

The Revenue Act of 1978 and the Economic Recovery Tax Act of 1981

The Kennedy-Johnson tax cuts were Keynesianaat ie their origins. But the tax cuts
that began under Jimmy Carter with the RevenueoAt®78 and came to fruition with Ronald
Reagan’s Economic Recovery Tax Act of 1981 werrigantly influenced by supply-side
theories about economic growth. After a decadagif inflation and high unemployment,
during which Keynesian theories seemed unable ptagxeconomic reality, new economic
ideas that emphasized the importance of capitatdtion and the effects of marginal tax rates
on incentives to work and invest became influentidlVashington. Like the Kennedy
administration had done, the supply-siders presdrtax cuts to get the economy back on track.

But while in theory Keynesian tax cuts would tartietse most likely to spend the extra
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money—Ilower-income groups—supply-side cuts woutddgabusinesses and upper-income
taxpayers who would be likely to invespit.

The Revenue Act of 1978, however, did not itsaMésupply-side origins. Instead, it
was initiated by the Carter administration. Wi@larter supported modest stimulative tax cuts,
he was in general more interested in tax reforat i) in simplifying the tax code and closing
loopholes’® In January 1978, his administration proposed sutax reform package, but a
bipartisan coalition within the Ways and Means Cattea opposed most of his proposals and
for five months the administration’s efforts wemwhere>* At the same time, supply-side ideas
were circulating, though they had not yet becompddisically influential as they soon would be.
Jack Kemp (R-NY), a prominent champion of supptieseconomics, had in April 1977
introduced his proposal to cut income tax rate8@6 across the board (H.R. 6201), with the
goal of increasing incentives to work and inveshd William Steiger (R-WI), an up-and-
coming young legislator, was proposing to redueenlaximum tax rate on capital gains from
49% to the 28% it had been as recently as 1969.(HLR73). This, it was hoped, would
stimulate capital formatiorr,

Until the summer of 1978, proposals like Kemp’dl &teiger’s appeared fairly radical
and unlikely to gain significant traction. Carter fact, was suggesting in his own tax package
what was essentially dncreasein the capital gains taX. But in June 1978, California passed
Proposition 13, the ballot measure that dramajicakiuced and limited property tax&sAs
Proposition 13 gained momentum, the words “tax ltévgere suddenly on every politician’s
tongue, and proposals that had seemed radicakdiely months earlier began to be taken

seriously. While Kemp-Roth (as Kemp’s proposal veaasamed once Senator William Roth [R-
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DE] became a co-sponsor) did not become law in 1@i&8capital gains tax, to the surprise even
of its supporters, became “the hottest tax measu@apitol Hill.”®

The result of all this was that the Steiger amesnbnwhich was basically antithetical to
Carter’s principles, became the heart of the Regexut, and the capital gains tax was indeed
dramatically slashed. Other taxes were reduceeeisincluding the top corporate income tax
rate, which went from 48% to 46%, and individuad tates, which were lowered by an average
of 7%2>° But high rates of inflation meant that househaelgse being pushed into higher tax
brackets without gains in real income, a phenomémanvn as bracket cre@p. This, along with
the implementation of previously approved increase3ocial Security payroll taxes, meant that
despite the cuts, most households paid more irdetixes in 1979 than in 19758.

So on the one hand the Revenue Act of 1978, wieidhced taxes by $16 billion, appears
on the surface to be a more significant tax cut ihactually was. But on the other, the capital
gains portion of itvassignificant, even though it made up only $2 billiof that $16 billion

total %2

The capital gains tax cut was the first fruitlod supply-side movement, and while it
affected only one kind of tax, it was a large rathrc Furthermore, the capital gains tax was the
focus of a disproportionate share of Congressidabate. As one member of the Ways and
Means Committee noted with dismay, “Capital gamsrelief became the centerpiece of our
committee’s work.®

It was also in discussion of the capital gainstket economic claims were most in
evidence. Much of the debate over individual inedaxes focused on the perceived need for
tax relief. Members of Congress read the succeBsoposition 13 and other state measures as

an indicator that taxpayers were tired of big gowegent, inflation, and bracket creep, and that

they were demanding rate cuts. The economic sffgfdihose rate cuts were secondary to that
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discussion. But debate over the capital gainsté&>emphasized the need to encourage capital
formation so that businesses could invest and gramd when the Revenue Act was signed into
law in November 1978, that sharp reduction Steiget hoped for became a reafify.

The Kemp-Roth plan for large across-the-boarcctdg, on the other hand, would have
to wait a few more years. It continued to influerice national discussion about taxes. But it
was not until candidate Ronald Reagan made Kemp-fRetcore of his economic platform that
the proposal was catapulted back into the spotfigtinlike the Kennedy tax cut proposals,
which were heavily influenced by academic econanisemp-Roth-Reagan-style supply-side
economics was developed by a group of journalikcy entrepreneurs, and renegade
professors who were not part of the academic maiast’™® Intellectually, this latter set of tax
cuts had very different origins from the Kennedyndson cuts.

Yet while ERTA, which Reagan signed into law inghgt 1981, retained the heart of the
Kemp-Roth proposal, it did not look as dramaticdlifferent from the Kennedy-Johnson tax
cuts as one might expect. Its central provisios imdeed large cuts in individual income tax
rates. All rates were reduced, over a three-yeaog@, 23% from their base level, and were set
to be indexed to inflation starting in 1985. Fasimess, the highlight was accelerated
depreciation, which was known by the shorthand0sb43, for the period of years over which
different kinds of investment could be written ofk third important component was a further
reduction in the capital gains tax, with the maximrate declining from 28% to 2084. The
widely popular bill passed the House by a margia&#-95°°

While ERTA was far from being a progressive seafcuts, its effects on income taxes
were not clearlyessprogressive than those of the Kennedy-Johnsoautsx(see Table One).

Household earning half the median income did rexaigmaller tax cut in percentage terms than
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households earning the median or twice the medsarn.after the Revenue Act of 1964,
households earning half the median income actsally their average ratecrease This is
obviously only one very simple indicator of the gressivity of these tax bills, and space
precludes comparing the similarities and differenakthe two pairs of tax cuts more fully. But

it does demonstrate a larger point, which is sintipat the two sets of cuts were not as clearly
targeted at groups on opposite ends of the incaetsim as one might expect, given their very
different intellectual origins.

On the floor of the House, the economic claims madsupporters of ERTA and the
Revenue Act of 1978 were less surprising than thasee in the early 1960s. They were, as one
would expect, mostly concerned with supply-side&f. By 1978 almost no one thought (or at
least was willing to argue) that the nation’s eaaiproblems would be solved by stimulating
demand, whether through tax cuts or other measunstead, legislators made claims like those
of William Steiger:

Four independent economic analyses of proposalgtaficantly reduce capital

gains tax rates have all come to substantiallysttree conclusion....[L]Jower tax

rates on capital gains will stimulate investmenéate more jobs, broaden the tax

base and increase Federal revenues....Clearly, ®tay'system discourages the

formation of capital and there’s little wonder tloatr economy is suffering from

insufficient investment, inflation, and slow groufth
Similarly, David Stockman (R-Ml), who soon woulddoene the director of Reagan’s Office of
Management and Budget, argued that “Kemp-Roth laaddpital gains changes are oriented
toward increasing and stimulating the supply ofthoritical ingredients of economic growth in
the economy, of savings and of risk capital, ofeprieneurship and of our productivity rate. |
would suggest we are not going to solve our problamtil we look to those issue&.”So while

there is some shift from the early 60s to the Tétg in the kinds of economic claims that are

made about tax cuts, it is a relatively modest geannot from demand-side to supply-side
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arguments, but from a mix of arguments leaning tdvtiae supply side of the spectrum, to a
clear dominance of supply-side claims.

Yet while there is more continuity in the kindsemfonomic claims than one might
expect, there are also some noteworthy switch#seipositions taken by different political
groups. Democrats, who argued loudly in 1964 shatt-term deficits were justifiable in pursuit
of long-term growth, became much more critical eficlts. They now claimed that deficits
were inflationary, that they would increase intérases, and even that they were causing the
dollar to collapsé?

Republicans, on the other hand, began to focub@stimulative effects of tax cuts.
They downplayed the importance of deficits, and yrangued that tax cuts would pay for
themselves. Bill Archer (R-TX), for example, pa@dtout that while revenue impact might be an
argument against a capital gains tax cut, the Tirgdsad made “no allowance whatsoever for
increased economic activity” and claimed that ffation were controlled, “there will be
absolutely zero revenue impaét."Kent Hance, a Texas Democrat who would changpdrty
affiliation in 1985, reacted in 1981 to similartarisms by responding, “I would point out we are
dealing with static figures....[S]tatic figures fdret future are just not going to hold up. We are
going to see an increase in revenues and if weaegoing to balance the budget we have got
to have a healthy economy to doit.”

Most interesting, perhaps, is that despite thegerat Kennedy as a liberal, proponents of
tax cuts during the Kemp-Roth-Reagan era repeasdidiyed their proposals with the popular
Kennedy-Johnson tax cuts, downplaying their Keyaresrigins and their arguably inflationary

effects and emphasizing their stimulation of theneeny and their ultimate revenue neutrality.
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Nineteen of the 224 pages of debate we examindddea reference to the Kennedy-Johnson
tax cuts, and 17 of these mention them in supgddheocurrent tax cut efforts.

The Kennedy-Johnson tax cuts are used rhetoricefigveral ways. First, they are
pointed to as a historical example of success.tipaltimes legislators cited a Chase
Econometrics study which showed that tax revenoemng individuals with income greater than
$100,000 increased as a result of the RevenuefAd@63, and that while a five-year revenue
loss of $89 billion was predicted, a $54 billioriease resulted.

Second, Republicans emphasized the continuitydmiwhe Kennedy-Johnson tax cuts
and their own tax cut proposals. For example,legslator quoted some of Kennedy's more
conservative language: “The final and best mears¢rengthening demand among consumers
and business is to reduce the burden on privateneand the deterrents to private initiative
which are imposed by our present tax systémRepublicans also noted the inconsistency of the
Democratic leadership in supporting the Kennedyctas but opposing the Kemp-Roth-Reagan
proposals. It was pointed out that Speaker Tip&€lldnd Ways and Means Chair Dan
Rostenkowski both supported the Kennedy cuts. lH@aub (R-NE) asked, “Why was
President Kennedy'’s plan so good then, yet the sadinadual [O’Neill] who supported that
plan, says Reagan’s tax plan is bad. They ardagipians; the only difference now it that it is a
Republican who proposed it® Jack Fields (R-TX) called such opposition “patiily
motivated” and “not based on any sound economiwjpies.”’ Robert Lagomarsino (R-CA)
even argued that the Kennedy-Johnson tax cuts‘@eafted by the same people who drafted
Kemp-Roth.”®
Opponents of the supply-side tax cuts, on the dtaad, did not try to argue that the

Kennedy cuts were fundamentally different. Formniest part, they did not respond directly to
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the mentions of Kennedy. But when they occasigrdid, they claimed not that the Kennedy
tax cuts were different, but that they too hadessufor example, that they “started us on the
inflationary cycle” (Robert Duncan, D-OR) or thaey did not in fact increase revenues

(Charles Vanik, D-OHJ?

Discussion

What we ultimately observed, then, were two pairsx debates that demonstrated some
surprising differences from our initial expectaspwhich were based on the conventional story
about the rise of supply-side economics culminatity the Reagan Revolution. Knowing that
the Kennedy-Johnson tax cuts were heavily infludrimeacademic economists at a time when
Keynesian thought dominated, we expected the Kgrdeldnson tax cuts to be, overall, more
clearly targeted at lower- and moderate-income wamess. We also expected that the Kennedy-
Johnson tax cuts would be defended specificallthergrounds that they would help the
economy by stimulating demand, while opponents dautjue either that they wouldn’t
stimulate demand or that stimulating demand wadggirable. And we thought that arguments
in favor of the Kennedy-Johnson tax cuts would loldarly different from arguments in favor
of the supply-side tax cuts.

Instead, however, the debates pointed toward $ongetlifferent: two pairs of tax cuts
that did indeed have different intellectual origared which were supported by people on
opposite ends of the political spectrum, as expedtet which 1) looked surprisingly similar in
terms of their substance, and 2) were defendeelatively similar terms, though by different

groups of people. While this may be more surpgisorun-of-the-mill political sociologists or
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political scientists than to economic historiansigvertheless complicates a narrative about the
“rise of neoliberalism” that is sometimes taken dgoanted™

How can these observations be explained? Thefdsis section considers, but rejects,
two possible explanations, before proposing a tthat seems best to fit the evidence. The paper
concludes by considering what this might tell uswtihe role of ideas in the political process
and how to study that role.

First, one might suppose that the similaritietheke tax cuts simply reflect the power of
business interests in U.S. politics. Substantaigonents of all four tax cuts went to business
or the capitalist class. It could be argued, thieat, either political party, when in power, will
make the arguments necessary to enact policieat@at the interest of influential supporters in
the business community. If pro-business tax caitsanly be justified by a relatively limited set
of economic arguments, this could explain why thle ook similar and are defended in similar
terms despite their different intellectual origarsd the different political affiliations of their
proponents.

The political story behind the 1962 investmentdeedit, however, tends to undermine
this argument. Kennedy’'s economic commitmentswaafrom the period of his campaign to
the end of his administration. He began with atsppoken commitment to balanced budgets.
But over time he shifted toward his economic adeisgosition that the stimulative benefits of
tax cuts outweighed the benefits of short-term letidbglancing, even when the economy was
not actively in recessiot. Throughout this period, however, both he andbigisers shared a
deep commitment to economic growth asdime qua norof other political goals from winning

the Cold War to lifting millions of Americans out poverty®?
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It was this commitment to growth that motivated thvestment tax credit, rather than the
interests of business. While the investment taxditclearly targeted business, it was primarily
intended to shift demand from consumption to invesit, something Kennedy’s economic
advisers saw as necessary to increasing prodycéimi thus growth in the long rdh.It was not
a concession to business or a second-best wagreising demand, but had an economic logic
of its own.

Moreover, business groups, far from being theidgivorce behind the investment tax
credit, actually (and surprisingly) almost univéissapposed it, despite the economic benefit it
would provide®® The Chamber of Commerce called it “a subsidy Wigjeneral taxpayers
should resent,” and the National Association of Manturers argued that “[t]he chief
result...would be to distort the patterns of cagbamation, rather than to increase them in
amount.® Some of this opposition stemmed from the divergeterests of different segments
of the business community. For example, the Chamb@ommerce, which partly reflected
small business interests, disliked it because nsamall firms, lacking money to invest, would
gain no benefit® But even the manufacturing sector, at which is veageted, opposed it,
preferring more-flexible accelerated depreciaticovjsions®” Kennedy himself was baffled by
the opposition, seeing it as “clearly in confligtlnjthe business community’s] own self-
interest.®® So business influence does not seem to be agqudnation for these political
developments.

A second possibility is that these observatiomslmexplained in terms of interests
alone, and that ideas don’t matter—politicians makatever arguments are convenient. If the
bills look similar, it must be because they helgemhnedy, Mills, or the Democrats more

generally to fulfill their interests, or the intsts of groups they represented. The economic
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claims were chosen because they supported potit¢svere desired for material reasons, not
because policymakers were intellectually committethem or motivated by them.

Certainly we would not argue with the claim thatificians make arguments because
they are convenient. Nor would we deny that Cosgjomal debates have a staged quality to
them: legislators make arguments because theyatitieglly opportune®® They may not
actually believe the arguments they make, and #rguiments are not necessarily intended to
convince others to adopt a position.

But the argument that the outcomes were puregreést-driven does not fit the historical
evidence. As outlined earlier, the tax cuts of2.86d 1964 did have clearly ideological origins.
They were inspired and initiated by economic amgallexperts whose primary motivation does
not appear to have been political. If Kennedy didvhad wanted tax cuts for instrumental
reasons and had simply found experts to justifir {hreexisting positions, one still might argue
that the ideas themselves were not significantt Bth Kennedy and Mills were, by nature,
economically conservative and opposed to defiditsficit-inducing tax cuts, whether supply-
side or Keynesian, were not a natural or comfoetlolicy choice for either of them. Nor were
tax cuts an easy political sell at the time, ay theuld be in later decades. Many liberals didn’t
see the need for them, and many conservativededjdtem because of a fear of budget deficits.

Instead, by all appearances both Kennedy and Méi® genuinely convinced by
academic experts that tax cuts were desirable omoacic grounds and were led to champion
them, despite initially high levels of discomfast) those ground®. While it is impossible to
definitively attribute motivations to people basmdtheir actions, there is no obvious
explanation for Kennedy and Mills’ support for th@62 and 1964 bills without taking into

account the influence of the ideas of economic ggpe
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We propose a third explanation for what we obsemmdbese tax debates by suggesting
that the role played by ideas may vary at diffepints in the political process. At the outset, a
policy proposal may be inspired or strongly shapgdleology. As it moves through the
political process, however, interests will tendake over and play a dominant role. As political
negotiations proceed, ideologically-inspired prassvill tend to be pushed toward the center
as coalitions of support are built. And by thedihills are actually debated on the floor of
Congress, arguments are made primarily becauseatikgyolitically appropriate justifications
for positions that legislators have decided to take variety of reasons, among which ideology
is secondary at best.

This could explain the apparent contradictionsheke two pairs of tax debates. The tax
proposals did have ideological origins, and thasgires were substantially different from one
another. The Kennedy-Johnson tax cuts were metiMay a commercial Keynesian view of the
economy, and the 1978 and 1981 tax cuts by supgéyideas. But the process through which
ideologically-inspired proposals were shaped irdlitigally feasible legislation meant that the
original proposals evolved in directions that m#édEm look more similar. The Kennedy-
Johnson tax cuts were not nearly as progressiweaay liberals would have liked, and the
Kemp-Roth-Reagan cuts were made across the boataha tilted toward the investing classes.

In this process of negotiation, moderation, and ma@mise, each of these bills acquired a
relatively broad coalition of supporters. Whilers®supporters were doubtless attracted to the
ideas behind each bill, many of them are likelhaoe signed on because of obligations to
constituents, interest groups, political partigspther legislators. Such supporters would make
arguments on the floor of Congress based on palliigitability, which would not necessarily be

the same arguments that motivated the bill's itot&
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This could explain why the “wrong” groups took @entpositions at times, or why
politically opposed groups took the same positiodifferent moments in time. For example, in
1964 conservative Republicans opposed the propgasezlits for a variety of reasons, including
aversion to deficits and fear of inflation. In geal, these Republicans disapproved of
Keynesianism, which in other contexts they tenaeelguate with socialism and even
Communisnt? But here, there was a political opening to arifpae the problem was that the bill
went beyond conventionally-accepted Keynesianismdiylimiting deficit-spending to times of
recession—that it did not follow orthodox Keynesmescriptions closelgnough—and
Republicans took it, despite their own distastekieynesian economicd. Similarly, this
choosing of the most politically appropriate arguatserather than taking a consistent position
(or even less, staking out a position on purelpliogical grounds), explains why in 1962 and
1964 Democrats could be found arguing that tax wotgld pay for themselves, while in 1978
and 1981 they were arguing just as forcefully ghatilar Republican claims were nonsense.

But while this opportunism meant that the relattopsetween broader political
affiliation and the specific economic claims madeiparticular debate is quite fluid, the range
of apparently acceptable economic claims changethriass over time. While there was a real
ideological difference between the Keynesian ecastsmvho inspired the Kennedy-Johnson tax
cuts and the supply-siders behind Kemp-Roth-Reabane was no equally dramatic shift in the

kinds of economic arguments members of Congressecttomake.

Conclusions

Does this mean, then, that the arguments madkeeoitoor of Congress are essentially

meaningless? If legislators take a variety of gomes-inconsistent positions in an effort to
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justify policy preferences that are mostly inter@gven, is the content of Congressional debate
just so much noise? We would argue that it is mastead, it is the relatiack of change in
politically acceptable arguments—a lack of charge occurs during a period that sees both a
dramatic shift in expert debate and a shift ingbktical influence of groups representing
different economic worldviews—that may tell us sonneg about the political process. While
members of Congress may make economic claims fdargay more than ideological, reasons,
the range of politically acceptable claims they naake is not infinite. If that range evolves
more slowly than the claims of experts or the idgmal preferences of policy entrepreneurs, the
rhetorical opportunities available to legislatoraynshape or constrain the development of
ideologically-inspired bills by providing openinfi some arguments but not others.

Thus the enormous political success of a suplg-&x bill in 1981 may be less
surprising, for example, if one sees that it cajuiséfied in terms very consistent with
successful arguments made (even if by opponenigshpolitical debates. And supporters of
tax cuts in 1978 and 1981 clearly do justify tH®irin terms that are continuous with the past,
not only by making similar claims to those mada %2 and 1964, but also by explicitly
drawing on the legacy of those tax cuts. Whileghsg obviously a story of interest group
politics to be told about the Reagan Revolutior,“dfiscursive opportunity structure” of
Congress may play a relatively unexplored rolexpl@ning why both interests and ideas were
channeled down particular pattisSuch an argument would be compatible with hisgdri
institutionalism, but here the institutions cregtpath-dependencies would be ideas about how
the economy works, not rules about how to behave.

We would also suggest that even if interelstsake over from ideas as the most

important motivator for action once the legislatprecess is well underway, interests themselves
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cannot be understood without taking ideas—or mpeeifically, beliefs—into account.
Sometimes the relationship between a group’s iste@nd a policy choice is relatively clear-cut.
So, for example, it would be surprising if labod dot prefer tax cuts aimed at low-to-moderate
income households to the investment tax creditgseg in 1962.

But other times—and these times are more frequim@nt one might think—it is less clear
what policy is in a group’s interest. Many timegraup must take a position on a policy
proposal which is obviously important, but whicHhaiffect the group indirectly or in a non-
obvious way. In such cases, self-interest caneatdtermined outside of a set of beliefs about
what the effects of the policy will be, which inrtudepends on spoken or unspoken theories
about how the world works.

So, for example, the banking industry, which did meed to build factories, did not
anticipate much in the way of direct benefits frilennedy’s investment tax credit. Yet because
of their overwhelming concern with the balance-afsments issue, bankers feared demand
stimulation as a potential source of inflation, ethwould tend to worsen the balance-of-
payments problem. Because of this, bankers styagiported the investment tax credit as a
noninflationary form of stimulus, even though thesimesses that were intended to benefit from
it (particularly manufacturing) opposedft. This stance was an expression of the industry’s
interests. But it resulted from a chain of lodiattwas more complex than the one that led labor
to its position (that is, we want tax cuts for greups we represent). From the position of the
banking industry, where effects of a bill woulddii be significant but indirect, it was not
obvious what the self-interested position even agside the context of particular ideas about

how the economy works.
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We hope, then, in future research to continue @ld@ an approach to understanding the
role of ideas in the political process that combinenstructivist elements with the insights of
institutionalism. Mark Blyth’s work suggests thd¢as channel interests at moment of
Knightian uncertainty—when interests are uncfeawe certainly support this contention, and it
is true that during moments of crisis it may betipatarly unclear what a group’s interests
actually are. But ideas come into play even duardinary political moments, when the
interests themselves are, in a general sense,ateagh. Without theories of how the
economic, political, and social world works—thesrthat vary across groups and over time—it
will not often be clear what policy options will lpeadvance one’s interests, and thus what
actions one should take. These theories, moreax@not absolute truths, but can be contingent,
evolving, and the product of larger worldviews. plxing the way in which such ideas underpin
interest-driven political action seems, then, @fiubway to extend our understanding of how the

political process works.
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TableOne

Average Income Tax Rates for a Family of F8ur

[Revenue Act of 1964 [Economic Recovery

Tax Act of 1981

|Before 2.0% 6.8%
One-half
median income [After 2.2% 6.5%
% changd+11% -5%
|Before 8.7% 12%
M edian income |After 7.1% 10%
% changg-18% -13%
|Before 13% 19%
Two times After  |[11% 17%
median income
% changg-13% -12%
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