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Voodoo Economics 2.0

By David Stockman. Posted On Tuesday, January 22nd, 2019

This morning we heard one of CNBC's biggest knuckleheads (Joe Kernen) claim that Federal revenues were up in 2018---so therefore the Trump tax cut financed itself. Yet if the so-called conservatives among America's opinion leaders espouse such poppycock, what in the world can we expect from Nancy Pelosi's full-fledged progressive lunatics who now control the U.S. House?

Well, of course Federal revenues go up every year, That's because nominal GDP goes up every year---as it has in 67 of the 68 years since 1950. The severe recession plunge of 2009 is the only exception on the entire chart below; and as can be determined by counting the white spaces designating recessions, nominal GDP even rose during 9 of 10 recessions.

Moreover, it so happens that Uncle Sam taxes nominal incomes or GDP. Accordingly, even if real GDP is flat or mildly negative but the Eccles Building Keynesians get their 2.00% inflation, Federal revenues go up year in and year out.

The obvious point is that to assess the revenue impact of a tax cut you have to compare actual post-cut revenues with the level of receipts which would have been generated at the prior tax rates. And you also, need to make sure you are comparing apples and apples.
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In the first place, the preliminary data shows that as a technical matter revenues didn't actually go up in calendar year (CY) 2018. According to CBO's latest report, Federal revenues in the calendar year just ended were $3.329 trillion, which was a tad ($15 billion) below the $3.344 trillion collected by Uncle Sam in CY 2017.

On the other hand, nominal GDP rose by approximately 5% or by a nice round $1 trillion during CY 2018. Absent the tax cut, therefore, you would have expected Federal revenue to rise by about $175 billion, reflecting the 17.3% of GDP tax take in effect before the Trump/GOP tax bill.

But that missing $175 billion isn't the half of it. When you get to precise apples-to-apples, you have to also account for the fact that:

· the GOP tax cut wasn't yet in the withholding tables during January 2018;

· the surge in non-withheld individual tax collections in March and April 2018 represented the settlement of taxpayer liabilities incurred in CY 2017 for such things as dividends and capital gains or under-estimates of actual CY 2017 liabilities; and

·  a surge in excise tax revenues after mid-year 2018 owing to collections from the Donald's tariffs which were not in effect during CY 2017.

So we think the best way to assess the tax cut impact on receipts is to compare non-excise tax receipts during the October to December quarter just ended with the same for Q4 of 2017. The latter reflects the old tax rates versus the new tax rates in effect during Q4 2018, and during Q4 of both years there was no distorting effect from spring payments of prior year liabilities.

As it happened, Federal non-excise tax receipts during the quarter just ended totaled $696.5 billion compared to $711.0 billion last year. So apples-to-apples receipts were down by $15 billion or 2.1%.
On the other hand, the annualized run-rate of wage and salary income during Q4 was $8.94 trillion, which was up by 4.4% from $8.57 trillion in Q4 2017. In dollar terms that amounts to a gain of $375 billion annually and $93 billion for the quarter.

Needless to say, individual and payroll tax collections did not track the growth of wage and salary income at all. In fact, tax collections from these sources of $632.5 billion this year were only up only 0.5% from last year's $629.5 billion.

That's your tax cut, and its not a self-licking ice cream cone. If income rises by 9X more than tax collections, well then your tax cut didn't pay for itself.

Nor can it be argued that but for the tax cut, wage and salary growth would have been lower and that some of this year's revenue collection was therefore the fruit of tax-cut stimulated "growth". We are reasonably confident of that proposition because the annualized run rate of wage and salary income in Q4 2016 had been $8.19 trillion.

That is, the aforementioned $8.57 trillion run rate in Q4 2017 represented a 4.6% gain over Q4 2016, or more than the 4.4% gain during the quarter just ended.

Needless to say, if the Trump/GOP tax cut was as "stimulative" as it's cracked up to be it wouldn't have resulted in an actual slowdown in the growth rate of wage and salary income.

On the corporate tax side the story is even worse. Pre-tax corporate profits during Q3 2018 (Q4 is not yet available) were running flat with prior year, and there is no reason to believe that trend changed during the quarter just ended. Yet during the quarter just ended corporate tax receipts were just $61.6 billion---down 22.2% from last year's $79.2 billion.

Then again, for the life of us we can not understand why anyone ever thought lowering the statutory corporate rate from 35% to 21% would stimulate meaningful incremental economic growth and therefore higher Federal receipts. The truth is that during the last decade, the after-tax cost of corporate debt had never been lower owing to the Fed's massive financial repression and the $21 trillion bond-buying campaign of the global central banks.

That is to say, any corporate investment project with even a modicum of expected return could meet its ultra-low cost of capital hurdle rate and thereby get funded under standard corporate CapEx review processes. There was, therefore, no pent up demand for domestic investments that could be triggered by a lower statutory rate---especially since the big CapEx players among the Fortune 500 companies had already reduced their effective tax rates to under 20%---and often to single digits--- based on the best tax planning advice money could buy.

Indeed, to expect otherwise is essentially to argue that the massive repression of bond yields stemming from $21 trillion of central bank bond/asset purchases since 2004 had no effect on yields at all; and that the whole fantastic and massive experiment in global QE was done for essentially the amusement or curiosity of central bankers.

Combined Global Central Bank Balance Sheets


Moreover, when you consider the explosion of equity and venture capital that has also been available owing to the Fed's long-running Bubble Finance policy, the point is even more compelling. At last check, there were something like 175 so-called "Unicorn" start-ups in the US. These are companies with more than $1 billion of VC valuation, but mostly with no profits and scant revenues to back it.

Stated differently, there is probably a huge amount of waste and malinvestment going on in the VC sector, and like in 2000 and 2008, the gamblers will likely soon pay the piper in write-offs and losses. But as negative as that may be for long-run growth of true national wealth, it completely belies the idea that a huge unpaid for corporate rate cut was needed to encourage capital spending.

So the net of it is this. The Trump/GOP tax cut did not pay for itself in the slightest, and is resulting in annualized run rate of revenue loss of about 2%or $70 billion. But given the $1 trillion growth rate of nominal GDP, revenues should be up by about $175 billion at the old rates, meaning that the Trump/GOP tax bill has caused a roughly $250 billion run rate of lost revenue.

Not surprisingly, that's nearly identical to the $280 billion loss for FY 2019 estimated last winter by the Joint Committee on Taxation.

At the same time, of course, spending growth has continued apace. During the quarter just ended, Federal outlays (adjusted for timing differences from last year) was up by 5% or $49 billion. Call it $200 billion on a full fiscal year basis.

Moreover, it wasn't just the social security and medicare entitlements that the GOP always whines about, but never proposes to tackle; and which the Donald has actually taken off the cuts tables---much to the relief of the vast ranks of fiscal hypocrites on the GOP side of the aisle on Capitol Hill.

In fact, only $15 billion of the increase (adjusted for timing differences) was due to social security and medicare. By contrast, $32 billion was due to defense, domestic discretionary spending and interest on the date.

At the end of the day, there is no other way to describe it: Uncle Sam's budget accounts are being drawn and quartered by the most irresponsible gang of GOP Fiscal Fakes that has ever been shameless enough to call itself the conservative party in American politics.
Indeed, the phony religion of self-financing tax cuts is riding high in the Trump White House, and it comes from the same charlatans that peddled this nonsense to Ronald Reagan 38 years ago.

At least then, when the Federal debt was $930 billion and 30% of GDP, Uncle Sam could afford the experiment in Voodoo Economics. But, obviously, no more---as the chart below makes clear.
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Yet here comes a new book called, Trumponomics: Inside the America First Plan to Revive the Economy by the same old snake oil salesmen---Art Laffer and Stephen Moore.
With patently ludicrous assertions like the following, we don't really need to wait for Nancy Pelosi's legions to wreak havoc on the American economy. These so-called conservative economists are already doing the job. In this passage they are discussing their advice to Trump during the campaign and after he became president---so it is no wonder that the King of Debt did not give a second thought to the $2 trillion of red ink embedded in what he falsely called the biggest tax cut ever:

Our view about the impact of debt and deficits doesn't fit in the conservative or liberal basket. We are not opposed to debt per se. As Larry would say to Trump on several occasions, perhaps with little exaggeration: "This country was built on debt." But Trump, the self-described "king of debt," understood what he meant by that...
We assured Donald Trump that a business tax would help most dramatically to restore American economic growth. He asked how big of a tax cut we could afford. We told him to go as big as possible... To get the economy jump-started and to help middle-class workers. "Don't get stressed out by phony numbers of Washington's bean counters," Larry instructed. "They are always wrong. And the benefits of a higher economic growth far outweigh the cost of short-term deficits."  
Of course, a few years ago when Obama was in the White House they were singing a different tune:

So every dollar the government borrows and spends is money taken out of the economy from the person who buys the bonds...So, at best. the net effect of borrowing on stimulating the economy is zero.
Yes, when the so-called leading conservative economists become rank political opportunists, exactly why would you think the American economy is going on to ever bigger and better things, and that the still nose-bleed PE multiples in the stock market are to be bought hand-over-fist?

To the contrary, a recession is coming because both the fiscal and monetary branches of the state are conspiring to produce a thundering shock in the bond pits. And when it comes, the MarketWatch story of this morning could not be more on point.

To wit, 60% of the US population does not even have $1,000 of raininy day cash. At least that much is being highlighted by the wasted shutdown crisis that has now been underway for 32 days in Washington.

And that this crisis is being wasted on a stupid wall on border when the Wall we need is one around the Federal debt we at least made clear this AM during our appearance on Bloomberg:

The government shutdown, the longest in history, comes with a hidden revelation: Millions of Americans are financially unprepared for the next economic downturn. Worse, they are highly vulnerable, with few protections available to them.
Ten years after the financial crisis, the economic recovery has left millions behind with little to no savings, and the government shutdown serves as a preview for what will happen once unemployment rises from 50-year lows.
And the problem is terrifyingly pervasive. According to a recent GoBankingRates survey, only 21% of Americans have more than $10,000 in savings, with nearly 60% having less than $1,000 in savings:
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https://www.youtube.com/watch?v=Hg-s2HWJ2WM&feature=youtu.be
