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HOW MIDDLE CLASS FAMILIES
ARE FARING IN TODAY’S ECONOMY
WEDNESDAY, FEBRUARY 13, 2019

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SELECT REVENUE MEASURES
Washington, D.C
The Subcommittee met, pursuant to notice, at 10:02 a.m., in
Room 1100, Longworth House Office Building, the Hon. Mike
Thompson [Chairman of the Subcommittee] presiding.
[The advisory announcing the hearing follows:]

(1)
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ADVISORY
FROM THE COMMITTEE ON WAYS AND MEANS
CONTACT : (202) 225-3625

FOR IMMEDIATE RELEASE
February 8, 20 19
No. SRM-1

Chair ma n Thompson Announ ces a Select Revenue Measures Subcommittee
Hearing on How Middle Class Families a r e Faring in Today's Economy
House Ways and Means Select Revenue Measures Subcommittee Chairman Mike
Thompson announced today that the Subcommittee will hold a hearing, entitled "How
Middle Class Families are Faring in Today's Economy" on Wednesday, February 13,
20 19, at 10:00 a.m., in room 1100 of the Longworth House Office Building.
In view of the limited time available to hear witnesses, oral testimony at this hearing wi ll
be from invited witnesses only. However, any individual or o rganization not scheduled
for an oral appearance may submit a written statement for consideration by the
Committee and for inclusion in the printed reco rd of the heari ng.
DETAILS FOR SU BMISSIO N OF WRITTEN COMMENTS :
Please Note: Any person(s) and/or organization(s) wishing to submit written comments
for the hearing record can do so here: WMdem.submission@ mail.house.gov.
Please ATTACH your submission as a Word document, in compliance with the
formatting requirements listed below, by the close of business on Tuesday, Februa ry
26, 2019.
For questions, or if you encounter technical problems, please call (202) 225-3625.
FORMATTING REQUIREMENT S :
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The Committee relies on electronic subm issions for printing the official hearing
record. As always, submissions will be included in the record according to the discretion
of the Committee. The Committee will not alter the content of your submission, but
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Chairman THOMPSON. The subcommittee will come to order.
Good morning, and I would like to welcome all of my colleagues,
especially my friend the new ranking member, Mr. Smith of Nebraska, and the distinguished panel of witnesses who have joined
us here today. Thank you all for being here.
This is the first hearing of the Subcommittee on Select Revenue
Measures in the 116th Congress, and I want to welcome all the
members, Republicans and Democrats, who will be serving on this
panel for the next two years. I look forward to working with each
and every one of you.
The subject of today’s hearing, how the middle class is faring in
today’s economy, cuts to the core of what I view as the key mission
of this subcommittee, a subject that could not be more important,
more timely, or more urgent.
It has been eight years since my side of the aisle controlled Ways
and Means Committee and subcommittee gavels, and the economy
has been transforming rapidly during that time. On the surface,
many measures of the American economy look excellent. Unemployment is near its lowest point in 20 years. We have seen 100
straight months of job growth. GDP growth has been steady. We
are always pleased to see these positive economic trends, every one
of us.

4
But those top-line economic indicators don’t capture the whole
story. These indicators don’t acknowledge the anxiety of regular,
middle-class families in communities all across our country, red
and blue communities alike, who feel that their economic position
is getting more fragile.
They don’t reflect the fact that middle-class wages have been
mostly flat for the last 20 years, while basic, unavoidable family
costs like housing, higher education, and health care are going up
quick.
The unemployment rate is, thankfully, low, as I said earlier. But
the jobs it counts are now more often part-time jobs, temporary
jobs, or low-paying jobs. Too many people want, but cannot find,
full-time, stable, good-paying jobs. We can all agree that it is this
kind of job that is key to achieving the middle-class dream, and it
is this kind of job that is proving elusive to so many of the Americans we represent.
The GDP is growing, and of course we are glad to see that. But
we also understand that, in today’s economy, most of that GDP
growth is captured by wealthier families with large investment
portfolios and big retirement accounts. We are glad to see those
families succeed. But the economic prosperity we are supposedly
enjoying right now is leaving too many hardworking people behind.
For middle income families who sometimes have trouble making
ends meet and who struggle to save much, they aren’t necessarily
feeling that GDP growth in the same way as their more affluent
fellow Americans.
Last May the Federal Reserve found that 40 percent of American
adults could not come up with $400 to cover an unexpected expense
without selling belongings or going into debt. Over a fifth of adults
are not able to pay their current month’s bills in full, and more
than a quarter of adults skipped necessary medical care in 2017 because they couldn’t afford it.
Consumer debt is at record levels: Americans hold close to $4
trillion in non-mortgage debt. Student loans play a big role: since
the 1970s, the cost of college has exceeded inflation by 500 percent.
Seventy percent of today’s college students borrow money to attend,
and the average debt at graduation is $39,000.
Home ownership is slipping among Millennials, who are struggling to repay crushing student loan debt. What used to be a mortgage payment a generation ago is now a payment on an education
already earned, and the prospect of home ownership, one of the
greatest creators of net worth among hard working Americans,
slips further away.
I am concerned that, with these trends, upward mobility, which
has always been a core part of the American Dream, is in decline.
Harvard economist Raj Chetty and his colleagues famously pointed
out that Americans born in 1940 had a 90 percent chance of earning more at the age 30 than their parents did at that same age,
adjusted for inflation. But among Americans born in 1980, only
about half out-earned their parents at age 30.
It used to be that people who worked hard and played by the
rules could be confident of getting ahead in America’s economy.
These days, that is just not a given any more. Middle class families
are working so hard to try and get by. They are doing everything
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that anyone could ask of them, but life still feels precarious. They
worry: Will I get a raise this year? How much will child care cost
next month? Can I stay current on my student loan? Will I ever
be able to afford to own a house? Can we put something away to
help the kids pay for college? Will we ever be able to retire?
I want to be clear. I am an optimist. I want our work here to
reflect the idea that we can do good for the people we represent.
The policies we enact should result in security, stability, and prosperity for generations to come. To do our work, we need better insight into the financial situation of middle-class families. and that
is what I hope to learn today.
And with that I would like to recognize Ranking Member Mr.
Smith of Nebraska.
OPENING STATEMENT OF THE HON. ADRIAN SMITH

Mr. SMITH. Thank you, Mr. Chairman. Congratulations on receiving the gavel for the subcommittee, and thank you for holding
the first hearing for our subcommittee of the 116th Congress. I appreciate the opportunity to discuss how middle-class Americans are
faring in today’s economy.
A growing economy and the opportunity to keep more of what
taxpayers earn are good for the middle class, and that is exactly
what they are seeing under the Tax Cuts and Jobs Act. Our economy is growing at greater than three percent. Wages are growing
at nearly four percent. The state of our economy is strong. It has
never been easier for an American who wants to take advantage
of economic opportunity to get training, enter the workforce, or find
a better job.
Last year in the Human Resources Subcommittee we held a series of hearings reviewing what more we could do to engage those
not currently in the workforce. We found reconnecting gave workers not just an income, but also the dignity and pride of supporting
their family and engaging in society. We also found employers need
people as badly as people on the sidelines need that first step to
get back toward opportunity.
The message from employers in those hearings was clear: they
desperately need workers to fill good jobs, so much so that they are
willing to train folks themselves and pay them a competitive wage
with good benefits to fill open positions, therefore reducing the
need for student debt.
The witnesses we heard from last year came from locations and
industries across the country. This was not a regional or industryspecific trend.
I am particularly pleased we will be able to hear a message consistent with this trend from Mr. Berkebile here today.
When I speak with employers throughout Nebraska’s Third District, I hear frequently about need for workers to fill good jobs in
manufacturing. And this message isn’t confined to just traditional
manufacturing, either. Last year, when I visited MetalQuest, in
Hebron, Nebraska, I had the opportunity to see their state-of-theart, automated manufacturing facility. During my visit, the head of
manufacturing told me that, despite the automated production
process, the biggest impediment to growth was a lack of folks to fill
open positions to operate and maintain machinery in the facility.
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I also recently had the opportunity to visit the heavy equipment
program at Central Community College in Hastings, Nebraska. I
wanted to visit and see for myself the training programs taking
place at community college because I had been hearing from leaders in our state’s construction industry how pleased they were to
help create and support this program to address the ongoing needs
to find workers.
During my visit I was impressed with the competitive cost, quality training, and the speed at which they get people trained to succeed in good jobs, further proof you don’t need an expensive fouryear degree to succeed in our economy.
I am pleased to see that Dr. Eddinger, the president of the largest community college in Massachusetts, agrees community colleges
have an important role to play in preparing their students for jobs.
In Massachusetts alone there will be a need for 65,000 such jobs
in the coming years.
Alongside the strong job market, tax reform is allowing middleclass Americans to keep more of their—of the money—of their own
money. As I mentioned in our hearing last week, under TCJA a
single mother with two children doesn’t owe a nickel in federal income tax until she earns more than $53,000, and a typical family
of four earning $75,000 will save $2,000 in taxes.
The worst thing we could do for middle-class families is to take
more of what they earn through tax increases. Raising Social Security taxes won’t help a single mom get ahead, either. Increasing the
gas tax and raising taxes as part of a green new deal won’t help
stretch paychecks, further. Repealing corporate tax reform, something even President Obama supported and included in his budget,
won’t help add new middle-class jobs.
Tax reform shouldn’t be a once-every-30-years event. We should
work every year to ensure the Tax Code is working well for as
many Americans as possible. We should view any changes to tax
policy with an eye toward helping Americans help themselves and
their neighbors, not with the goal of collecting more money so we
can grow government on the backs of hardworking Americans.
Thank you again to our witnesses. I appreciate your sharing your
insight and expertise on what I would say is the front lines of our
economy. So I am glad you are here today.
Thank you for holding this hearing, Mr. Chairman, and I yield
back.
Chairman THOMPSON. Thank you, Mr. Smith. We have got a
great panel of witnesses today who I believe will be able to really
open the pages on how the middle class is faring in today’s economy. And I know we are all anxious to hear what you have to say.
I would like to first introduce—I will go through and introduce
all the witnesses. Then we will just go in order for your testimony.
First we have Dr. Mark Zandi. Dr. Zandi is the chief economist
at Moody’s Analytics, and should be a familiar face to my colleagues here in the committee.
Thank you for joining us, Dr. Zandi.
Dr. Heather Boushey is the executive director and chief economist at the Washington Center for Equitable Growth.
Dr. Sara Collins is vice president of Health Care Coverage and
Access at the Commonwealth Fund.
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Mr. Kevin Brown is the former president of the California Association of Realtors.
Dr. Pam Eddinger is president of Bunker Hill Community College.
Ms. Tatum Tirado is a mathematics and special education teacher at Ballou High School, here in Washington, D.C., and a proud
Marine.
And finally, Mr. Guy Berkebile is the owner of Guy Chemical
Company in Somerset, Pennsylvania.
Thank you all for being here with us today.
And we will start, Mr. Zandi, with you.
You will each have five minutes for your testimony. Your full testimony will be put in the record. If you can contain yourself to five
minutes, that would be very helpful.
Mr. Zandi, thank you.
STATEMENT OF MARK ZANDI, PH.D., CHIEF ECONOMIST,
MOODY’S ANALYTICS

Mr. ZANDI. Thank you, Chairman Thompson and Ranking Member Smith, for the opportunity to be here, and to the entire committee to allow me the opportunity.
I am the chief economist at Moody’s Analytics, but the views I
express today are my own. And just for sake of disclosure, I am on
the board of directors of MGIC, one of the nation’s largest mortgage
insurers. And I am the lead director of Reinvestment Fund, which
is a large CDFI headquartered in Philadelphia, which is my home
town. So thank you.
I have three points to make in my remarks.
Point number one is middle-class Americans are struggling, despite nearly 10 years of economic expansion. Believe it or not, if expansion continues on through June of this year, it will be 10 years
old, the longest in history. And moreover, we are in the midst of
the longest period of job growth in history, going back to 2010. But
despite that, middle-class Americans are having a difficult time.
One of the best statistics to see that is real median household income, median meaning half of the folks make more than that, half
make less. That is a little over $60,000 a year. Over the past two
decades, real median household incomes have not grown very
much. In fact, just barely outpacing the rate of inflation.
More disconcerting, middle-class households can’t—are unable to
raise their wealth. The median net worth of households—This is
the difference between what they own and what they owe is about
$100,000. This is no different today than what it was—on an afterinflation basis 30 years ago. So it goes up and down and all around
with the stock market and housing values, but no real progress
there.
Middle-class Americans can’t save. They have over the last 20,
25 years effectively been unable to save. Some periods they save,
some periods they dis-save. And, of course, as the chairman mentioned, debt levels are very high, particularly student loan debt.
In fact, one interesting statistic, 10 percent of all households in
the middle quintile of the income distribution—that is 20 percent
of Americans in the very middle of the distribution had an experience with serious delinquency on some type of consumer credit or
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mortgage in 2016, the latest data available. So, even despite the
solid economy, middle-class Americans are struggling.
Point number two—There are lots of reasons for the plight of the
middle class. The financial crisis 10 years ago was devastating for
all Americans. It was especially very hard on middle-class Americans, one reason why their net worth hasn’t been able to recover.
They have been just digging out from under. The unemployment
rate, if you recall, peaked at 10 percent in the immediate wake of
that downturn, and it has taken a long time to get back to full employment.
There are broad secular forces at work here, too, not just cyclical
forces including the pace of technological change, particularly information technology. The advances in technology lift all Americans’
wealth, but it is particularly hard on middle-class Americans, as
they effectively get coded out by the information technology, and if
they don’t have the requisite skills and education and many do
not—when they lose their jobs, and they are losing their jobs, they
go down the income distribution, they don’t go up. So IT hollows
out the middle. And this, obviously, is a trend that is going to remain in place for the foreseeable future.
And again, we want the technology, it is improving living standards, but it is very hard on middle-class Americans.
This gets to point number three. We must do something about
it. Lawmakers need to act. One of the most obvious things is don’t
allow tax rates on middle-income Americans to rise. Under current
law they do rise in the middle part of the next decade. That would
be a mistake.
I do think tax rates on higher-income households should revert
back to previous law, that the tax rates are inordinately low, tax
revenues as a share of GDP about as low as it has been in 50
years. And we need the revenue to pay for other programs that will
help the middle class.
Let me mention two or three different programs I would focus on.
First is infrastructure. I think that is key to growth. It provides an
immediate lift to middle-income jobs, construction, manufacturing,
transportation. It opens up different parts of the country that are
now locked out of this successful economy in rural areas and inner
cities. I would also invest very heavily in child care, early childhood
education, and higher education. These are things that would support the middle class, but also lift the economy, get more people
back to work, and that is, you know, precisely what the economy
needs.
I appreciate the opportunity to participate in today’s hearing.
Thank you very much.
[The prepared statement of Mr. Zandi follows:]
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Embargoed until10am, 2/13/2019
Written Testimony of
MarkZandi
Chief Economist, Moody'sAnalytlcs
Before the House Ways & Means Committee

"How Is the Middle·Ciass Family Faring in Today's Economy?"

February 13, 2019

American middle-class families are struggling to manage their finances. Yes, t he economic expansion Is approaching its
tenth birthday, which would make it the longest in the nation's hi.story, and unemployment islow and still falling. But the
middle class, burdened by heavy debt, continues to grapple with depressed incomes, low savings and stagnant wealth.

Compared to high-income households, middle-dass families have seen their share of t he nation's income, wealth and
spending decline for more than a generation.
Stagnant incomes

Real median household income has grown very slowly over t he past t wo decades (see Chart 1). Median household
income is arguably the most accurate measure of t he typical American family's financial ga ins, with half of households
having higher incomes and half having lower incomes. It also accounts for the impact of inflation.' Between the late
1990s and the middle of this decade, real median household income was largely unchanged. Thiswas especially
disconcerting becau.se It came on the heels of several decades that had seen steady increases in median income.

Behind this poor performance were two recessions: the downturn in the early 2000s triggered by the bursting
technology bubble in the stock market and of course t he financial crisis t hat hit a decade ago as t he housing bubble burst.
Unemployment peaked at 10% In late 2009, and while it has steadily declined during the current expansion, the economy
did not return to most estimat es of full employment-around4.S%-untilsummer 2017. This long stret ch of
underemployment undermined the finances of the middle class.

Real median incomes have improved in t he very tight labor market of the past several yearsas unemployment fell
below 4%. The usual weekly earnings of t he median worker and upper-middle-class worker-those in the 50%-75%
quartile of the wage distribution- have increased by close to 3% per annum aver the past two years, which is well above
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10
the 2% rate of inflation (see Chart 2}. However, such low unemployment has never been sustained. And since much of the
recent economic growth has beentemporarityfueled bydeficit-financedtax cuts, particulartyforwealthyhouseholds and
large corporations, middle·dass families cannot count on unemployment remaining this low for very long.
Chart2:

... Although a Bit Less in Recent Years
U&Ual weekly earnings b'f inoome group. 8'19 annual growth, 1804
4.0
3,S

30
2.S
2.0

1.s
1,0

Past2ytS

Past5yn

PasttOyrs

P~20)ft

Broader secular forces, the most notable being the rapid pace of technological change, have al.so hurt middle-class
finances.• The advent of the internet and its incorporation into business aclivities since the mid-1990s have been
especially hard on middle-paying occupations. In a metaphOtical if not real sense, these jobs have been effectively codedout. Many oft hose losing jobs and without requi.site skills have been forced out of the middle class altogether. The
economicgainsfrom new technologies have been huge, but so have the costs for many Americanspreviousty in the
middle class.

Rapidly expanding global trade with the emerging world, ushered in by the North American Free Trade Agreement in
the mid-1990s and the entry of China into the World Trade Organization in the earfy2000s, also hurt the middle class. iii
This is clearest in the large decline in manufacturing jobs, which are generally good middle-paying jobs. Laid-off factory
workers also have had a tough time finding comparable jobs, particularly since those workers aregenerallyolder and less
likely to relocate. However, the ill-effects of expanded global trade on the middle class have likely played out, with the
emerging wOtld becoming an increasingly large market lOt U.S. goods and services. Indeed, growing demand from the
rest of the world for U.S.-produced wa res will be an important source of future middle-class U.S. jobs.
lessweatthy

The finances of middle-class Americans appear even shakier in light of the fact that they are no wealthier today than
they were two decades ago. Median household net worth-the difference in value of what the typical American family
owns and what they (J!Ne-hasgone up and down with the wild swings in stock prices and housing values. But, after
accounting for inflation, it is currently about where it was in the late 1990s (see Chart 1).
The big gains in the stock market overt he past decade have benefited only half of households in the middle quintile of
the income distribution (see Chart 3). Moreover. the half of families in this incOtne group that own any stock, directly or
indirectly through retirement accounts, have small stock portfolios, typically less than $20,000.• In contrast, nearly all
families in the top 10% of the income distribution (J!Nn stocks, with a typical portfolio valued at approximatety$400,000.
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Chart3:

Only Half the Middle Class Owns Stocks ...
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Homeownership is not quite as skewed, but less than two·thirds of families in the middle quintile own their own
homes, compared with more than 90%of families in the top 10% of the income distribution (see Chart 4).
Homeownership has declined across all income groups since the housing bubble burst, but it has fallen more for middle·
class and lower-income families. High-income households have enjoyed consistent access to mortgage loans throughout
much of this expansion, whereas middle· and lower-income households had drtficulty qualifying for loans in the credit
crunch that prevailed for several years after the financial crisis was quelled. y
Chart4:

... And Their Homeownership Has Declined
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Middle--class families are also having more difficulty managing their debt . For those in the middle quintif.e, about 15%
of their income goes to making debt payments, and almost one-tenthof families in this income group have a loan with a
serious delinquency of more than 60days (see Chart 5). Those in higher-incomegroups are having an easier go of it, at
least judging by t heir ability to make their debt payments on time. Those in the top 10% of t he income distribution shell
out onty about 5% of their income on debt payments, and serious delinquencies among these families are rare.
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ChartS:

The Middle Class Is Burdened by Debt...
Debt burden 01nd ~$ dolinq~y Gl~ by lniXWTIO group, 2016

.........
.........

20

Student loan debt has increased significantly for those in the middle class. About one-fourth of families in the middle of
the income distribution have at least one student loan, with a t otal loan bala nce of over $35,000 (see Chart 6). This is up
sharply from a decade ago when one-seventh of families had a student loan, and two decadesagowhen only one-tent h
of families had a loan. Prior to the financial crisis and housing bust, middle-class families had traditionally relied on home
equity loans to finance their children's college education. This was no longer an option after the bust, and thus these
famil ie~ turned to student loans.
Chart o:

...Including Student Loans
Share of households with stuclent debt by income group, 2016
5()
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Saving shortfall
With constrained incomes and higher debt loads, it is not surprising that middle-class Americans are having trouble
saving money. The personal saving rate - the share of after-tax income that is saved-is currently dose to zero for
families in the middle quintiles (see Chart 7). Since the lat e 1990s, the saving rate foe these income groups has been
negative asoften as it has been positive. These families spent beyond their incomes throughout much of the 2000s, most
likely by increasing their borrowing.
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Chart 7:

The Middle Class Has Difficulty Saving
Pet$¢flal saving rate by income gfoup, %
M ,---------------~-------,
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There i.s strong evidence that the financial crisis was most fundamentaltydue to the constrained incomes of middle·
class families who turned to mortgage and other borrowing to maintain their spending.'~~ Theywere motivated to
increase their borrowing because their incomes were not growing, and they were empowered to borrow by the very lax
lending standards of the time. Ultimately these households coold not manage their debt payments, and they defaulted.
Poorly capitalized and illiquid lenders were overwhelmed by mounting losses, and the financial system effectively
collapsed. Massive intervention by the Federal Reserve and lawmakers was needed to bail out failing institutions.

Even though t he middle class continues to struggle and is unable to save, it remains a more cautious borrower.
Lenders, for their part, are also much more circumspect in extending credit. Due to regulatory changes since the crisis,
lenders are much better capitalized and more liquid. Risk management practices, such as bank stress testing, have also

dramatica ltyimproved. Prospects for another financial crisis are thus very low, at least for the foreseeable future. Having
said this, middle<lass baby boomers now in their fifties and sixties may have their own personal financial crises as they
retire, because many are financially m-prepared. 1141

Falling behind
The middle class is also falling steadily farther behind t hose in the top of the income and wealth distribution. Those in
the middle quintile of the income distribution, who by definition account for one-fifth of all families. take home well
below 15% of overall income, and this share has steadilydeclined since the late 1990s (see Chart 8). Their wealth, which
made up about 10% of overall wealth two decades ago, is now closer to 5%. That is, 20%of the population that makes up
the middle of the income distribution, owns only about S% of the nation' swealth.
ChartS:

Middle Class Loses Financial Ground ...
Shate to lhe middle quhile ~ the income cfiStriOOtloo, %
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Perhaps more important, these middle-class families account for only about 10% of total consumer spending-ashare
that has been declining steadily with no hint of stabilizing. The middle class is winning a shrinking piece of the nation's

economic pie, which is going Instead to those with t he highest incomes. Not quite half of all consumer spending is
currently enjoyed by t hose in the top 10%of the Income distribution (see Chart 9). This Is up from just over one-third of
SPending about a quarter-cent ury ago.
Chart 9:

... To Those With the Highest Income
Shale of personal OIA!ays by rncome group. %

.: .~~·
3$

Conclusions
America' smiddfe·class families have had a tough financial go of it. Their incomes have improved as the economy has
finally returned to full employment after the debilitating financial crisis. But this comes after decades of stagnation, and
there are reasonable concerns that their recent economic gains are not durable, since they have been temporarily
supported by massive deficit-financed tax cuts mainly for the wealthy and large corporations. Their balance sheets have
strengthened along with rising stock prices and house values during much of this expansion, but they have had to dig
themselves out of the deep financial hole created in the crisis, and even so, they are no wealthier today than they were
two decadesago. Moreover,giventhat theydo not have the financial wherewithaltosave much.. it is unclear how they
will be able to build future weatth now that stock and house prices are no longer increasing as quickly. It is also galling
that while the middle·<lass share of the nat ion's income, wealth and spending is already disproportionately small, that
share continues to get smaller.

The Federal Reserve appears to be working to help address t he plight of the middle class by letting the economy
operate beyond full employment for longer than it might otherwise have allowed.vll1 While short·term interest rates have

risen, they remain low by most historical standards, and given stable inflation that Is near the Fed's target, policymakers
have indicated they will remain patient when considering future rat e increases. The t ight labor market should continue to
support strongerwagegrowthacross all income groups.
Monetary policy can only go so Iar in helping the middle class, and lawmakers should also consider policy steps. It
makes littlesense to allow personal tax rates to increase for middle-income taxpayers. as they are slated to do under
current tax law, but tax rates on high-Income and wealthy taxpayers and large corporations should increase to pay for
fiscal efforts to support the middle class. Particularly effective would be significant increases in infrastructure spending,
which would quickly create many middle·paying jobs and open up development in stunted communit ies in the nat ion's
inner cities and rural areas. Federal dollars to defray the costs of childcare, early childhood education, and higher
education would also go a long way to help parents work. save more, and build the wealth needed in retirement. Of
course, t his will also provide our children with the skills they will need to win future high·payingjobs.
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Our nation is only as strong as our middle class, and we are strugglin.g. The causes are many. What is clear is that
lawmakers must refocus economic policy onto what matters for the typical American family. The fortunes of the middle
class and of the nation depend on it.
Page I 6
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1

The Americanmidcleclass includes families that are in the middle of theincorneand wealth distribution. The median and the mid·
dlequintile of thesedistrib.Jtionsaremost often used in this testimony to berepr esentativeof theenti re middle class.
ll The impact of tec-hnological advances on midcfe·pa)1ngjobsiscarefully considered in "Oanc:~s With Robots;" Frank Levy and Rich·
ardNurnane, Thi rdWay,2013.
m A parti cularly good assessment of thesignificant I abor ma rtet adjustments created by Chinals rapid econ01'1"1ic ascet~t is prOYided
by 'Th~ China Shock:learnirw From LatorMarketAdjustments to large Changes In Trade," DavidAutor. NBER paper,January2016.
tv Many of the statistics regarding the strength of the household balance sheet used i n this testimony a refromthe Federal Reserw!s
tri enni ai SUrveyof Consumer Finance. The most recent survey was conducted i n 2016.
v The unusuallytight mortgage underwriting standards that ha\le prevailed .sincethefinandalcrisis a re evident in the Urb;m I nsti·
tute's Housing Credit AvailabilitY Index.
vi This i s discussed i n '"What Does Ri silg Inequality Mean for the Macroeconomy,.. Marklandi, in NAfter Piketty: The Agenda for
Economics and Inequality," Heather Boushey, J. Bradford Delong a ndMarshall Steinbaum, HarvardUniversityPress, 2017.
vii Just how i l l-prepared baby boomers are for retirement is shown in "'Reti rementPreparedness: Baby Boomersvs. theSi lent Gener·
ation,N The Sightlines Project, Stanford Center on LOngevity.
11111
This stands in contrast tothestated policy ofNopportunisticdisinflation,N putsuedby the Federal Resei'Vei nmuch of the 1980s,
1990sandearly 2000swhen the Fed's prlndpalgoalwastoreduc:elnflation. This policy Is described In '"The Road to PticeStabiity,N
Alhanasios Orphanides, Fed working papec, May2006.
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Chairman THOMPSON. Thank you, Dr. Zandi.
Dr. Boushey.
STATEMENT OF HEATHER BOUSHEY, PH.D., EXECUTIVE
DIRECTOR AND CHIEF ECONOMIST, WASHINGTON
CENTER FOR EQUITABLE GROWTH

Ms. BOUSHEY. Thank you. Thank you, Chairman Thompson
and Ranking Member Smith, for extending an invitation to me to
speak today. I am honored to be here. My name is Heather
Boushey. I am the executive director and chief economist at the
Washington Center for Equitable Growth.
So I am here today to talk about the state of the American middle class and evidence-backed ideas and policies that you, as a subcommittee and as lawmakers, can use to promote growth that is
strong, stable, and broadly shared. That is also the focus of our
center.
So statistics that we use to measure the economy, like GDP and
job numbers, have become less representative of what people across
the United States and your constituents are feeling. There is a reason that the President’s boast of four percent growth ring hollow
to those—to many of those you may meet at home. And as Chairman Thompson indicated in his opening remarks, headline GDP
numbers don’t tell us how that growth is distributed, just as headline jobs numbers don’t tell us whether or not those are good jobs.
The question of who gains from economic growth is a critical one
to understand. Research from economist Thomas Piketty, Emmanuel Saez, and Gabriel Zucman show that, for the 117 million U.S.
adults in the bottom half of the income distribution, economic
growth has been nearly non-existent for a generation. Meanwhile,
incomes at the top have tripled since 1980.
As incomes have stagnated, the building blocks of a stable middle
class living have steadily become more expensive. Health care,
child care, and education are a few of the fundamental but increasingly unaffordable pillars of the American Dream.
A median-income family has to spend nearly 20 percent—that is
about a fifth of their income—to cover child care costs. The total
cost to attend a four-year university has increased from $26,000 to
more than $100,000 over the past four decades.
The United States stands alone among rich countries in not providing workers with nationwide access to paid family and medical
leave.
Rising inequality and increasing barriers to middle-class life are
limiting economic mobility.
Chairman Thompson told us about Raj Chetty’s work that found
a decline in upward mobility for people born in the 1980s versus
the 1940s. What that study also showed was that the way to address the—that the reason that we saw this lower economic mobility was because of the rise in inequality. Their analysis shows that
70 percent of the decline in upward mobility happened because of
rising inequality. So to improve mobility we also need to address
inequality.
This subcommittee has a vital role to play in re-balancing policy
towards the majority of Americans. The Tax Cuts and Jobs Act is
contributing to inequality in the United States by lavishing bene-
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fits on corporate shareholders and the already wealthy. The Act
cuts taxes for those at the top, while decreasing the revenue available to fund investments in family economic security, education,
health care, child care, and housing.
The purpose of the tax system, as with public policy in general,
should be to support the living standards of U.S. families, not just
those of the very wealthy.
So what can you do about this? The policy agenda should comprehensively address economic issues at the bottom, middle, and
top of the income spectrum. At the bottom end, to help people move
into the middle class, one easy step is to preserve and expand the
evidence-backed refundable tax credits, like the earned income tax
credit and the child tax credit, which lifted 8.9 million Americans
out of poverty in 2017.
In the middle it is really important to make sure that the fruits
of growth are widely shared, and to make the economy work for
workers and their families. I want to echo what Dr. Zandi said: It
is very important to focus on infrastructure investments and we
need to make sure that families have what they need, including access to high-quality and affordable child care, and to offer them
paid family and medical leave.
And we need to know more about how to address incomes at the
top. Many of the statistics that we rely on to inform us about the
state of our economy are measures of the average. Yet in an era
of rising inequality, these overall GDP numbers are becoming ever
more less informative about the experience of most Americans.
The Measuring Real Income Growth Act, introduced by Congresswoman Maloney, would disaggregate quarterly or annual GDP
growth numbers. This would tell us what growth is experienced by
people across the income spectrum, giving us more information to
help guide policy-making. Instead of promising four percent
growth, the goal could become four percent growth for the middle
class with these new numbers. This data should be made available
in real time, so that we can design policies to lift up those groups
that really need it.
Thank you again for inviting me. I look forward to your questions.
[The prepared statement of Ms. Boushey follows:]
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Embargoed until 1Oam, 2/13/2019
Heather Boushey
Washington Center for Equitable Growth
Testimony before the Ways and Means Committee,
Subcommittee on Select Revenue Measures
H earing on " How Middle Class Fa milies are Faring in Today's Economy"
February 13, 2019

Thank you, Chairman Thompson and Ranking Member Smith, for inviting me to speak today.
It's an honor to be here.
My name is Heather Boushey and I am Executive Director and Chief Economist at the
Washington Center for Equitable Growth. We seek to advance evidence-backed ideas and
policies that promote strong, stable, and broad-based economic growth.
Ecouomic growth contiuues steadi ly in what may become the longest expaJlsion in U.S. history.
The economy is adding jobs at a healthy clip month after month and the unemployment rate
remains historically low. But the strong headline numbers do not reflect the experiences of
middle-class families, which face rising costs in healtbcare, childcare, and education, and wbo
receive very little of the total growth being produced. That growth is mostly accumulating to the
already wealthy. The jobs being added to the U.S. economy are not all good jobs-tbose tbat pay
a wage high enough to make ends meet plus enough to save for the things that matter, such as a
secure retirement or a chi ld's college education, and have benefits, including access to health
insurance and paid time off for sick leave, fami ly care, and vacations.
The fortunes of middle-class families have become unmoored from the gains of growth as those
at the top of the ladder capture more and more. Over the past four decades, earnings for low- and
middle-income Americans have grown slowly- or not at all- wh ile incomes and wealth surged
at the top. Tax policies have the power to change the dynamics of this inequality and stem the
divergence of o utcomes between the top and the bottom, but in recent years those policies have
only served to exacerbate these worrying trends.
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In my testimony, I will first review the longer-term economic challenges facing American
families, including rising inequality, slow income growth, and rising costs for the essentials of
middle-class life. l will then turn to policy choices that have exacerbated these problems,
including recently passed tax legislation, and then to how the Subcommittee can make different
choices in the future to suppon the American middle class. My comments will be motivated by a
simple idea: The focus of policy should be to understand the experiences of and improve the
living standards of American families, particularly middle-class families and families striving to
reach the middle class.

19
The rise in inequality
Prior to the 1980s, economic growth was equitably shared between most Americans. But we are
now in a new economy, which is growing slower than in the past, and where b'TOwth mostly
benefits those at the very top of the economic ladder. Incomes for the work ing class and the
middle class have grown slowly for decades, while incomes at the very top have exploded.
Economists Thomas Piketty, Emmanuel Saez, and Gabriel Zucman find that between 1980 and
20 14 the bottom half of Americans by income saw average annual income growth ofjust 0.6
percent. The richest ten percent of Americans, by contrast, enjoyed annual income growth of2.2
percent, adding up to a total after-tax increase of I 13 percent over the 35-year period. But even
they were left behind by the top one percent, who saw their income triple over the same period.
The result is that the pre-tax distribution of income has returned to the Gilded Age levels of the
1920s. Even after government taxes and transfers, the share of total national income held by the
top I percent has nearly doubled since hitting lows in the 1970s.
Since the 1980s, economic growth o r gross domestic product (GOP) growt11 is slower overallgrowi ng at an annual pace of 1.4 percent compared to 1.8 percent in the decades before-while
those at the top of the income ladder have accumulated a far greater proportion of the gains than
those in the bottom 90 percent. Between 1980 and 20 14, those in the top one percent saw their
incomes after taxes and transfers rise by almost 200 percent, and those in the top 0.001 percent
saw their incomes grow by more than 600 percent, while those in the bottom half saw o nl y a 20
percent rise. To be very clear, this data show that it tnlly is only those at the very tippy top that
have had disproportionate gains during this period. 1 (See Figure I, next page)
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To take just a single year, in 2014, total Natio nal Income growth was 2. 1 percent. According to
Piketty, Saez and Zucman's dataset, income growth for the lowest-earning 50 percent of all
Americans was just 0.4 percent, while growth for the richest I percent of Americans was 4.3
percent. The statistics for2014 are not outliers. The OfNA dataset shows that since the early
1980s, those at the very 10p of the income ladder have enjoyed much faster growth than those in
the middle and at the bottom. Prior to this period, there was liule need to disaggregate national
growth because the headline GOP growth stati stic was broadly representative of most Americans.
Unfortunately, that is no longer the case.

20
Figure 1

Aggregate growth no longer represents the fortunes of most Americans
Average annual income growth for earners in each percentile of the U.S. population in
two periods
1963-1979
Regardless of their level of income, most
Americans In this time period sow Income
growth roughly In line wtth notional growth.
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GOP growth, in effect, is now decoupled from the fommes of most Americans. What was once a
useful indicawr of how most families were fairing is now unmoored from the experience of most
families. Representative Carolyn Maloney has a proposal to make this measure representative of
all Americans again, wbich I discuss later in my testimony.

21

GDP growth has been treated for decades by pundits and policymakers alike as synonymous with
prosperity. President Kennedy famously alluded to it when he said that "a rising tide lifts all
boats." In the decades since, economists and commentators have used the metaphor of "growing
the pie'' to iodicate that we should first and foremost be coocemed with growing the ecooomy
rather than concerning ourselves with who gets a slice. But as Figure I demonstrates, overall
growth of the economic pie is no longer correlated with prosperity for many Americans.
The unequal distribution of income exhibits inequalities by gender and race as well. Those that
occupy the highest rungs on the income ladder are much more likely to be male and white, which
means that women and people of color are less likely to have access to the economic and
political power that higher incomes confer. The U.S. Census Bureau reports that almost 30
percent of white households earn $100,000 or more-about double the 15 percent for black
households. Conversely, more than one in five black households make less than $15 ,000,
compared to fewer than one in I 0 white households falling under the same bracket. 2

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00025

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

35636.013

Income is the flow of money while wealth is the stock of accumulating assets-money, but also
property, stocks, bonds, and other kinds of capital. The distribution of wealth across U.S.
households follows the same U-shaped curve as income-but it is even more severely uoequa1.3
Research by Saez and Zucman documents that in the 1920s, the share of wealth owned by the top
I percent of households by wealth was 5 1 percent. As with the share of income owned by the top
I percent, this fell duri11g the middle of the 20th century, hitting a low of23 percent in 1978.
Since then, however, wealth gains at the top have grown even faster than income-those in the
top I percent now control 42 percent of all wealth and the top 0.1 percent control more than 22
percent of all wealth in the U.S. economy, three times as much as a generation ago. To put this
into real numbers, a group of only 160,000 families each owns more than $20 million. In 2018,
this group 's share of wealth was equal to that of the bottom 90 percent of Americans• (See
Figttre 2.)

22
Figure 2

Wealth is increasingly concentrated at the top
Shores of total wealth, 1913-2012
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Given these trends in rising inequality, it is perhaps not surprising that there is a divergence in
the data policymakers are seeing and the way that translates into the reported status of many
families. Fami lies aren 't feeling the benefits of growth in their daily lives and almost all of our
national economic statistics are becoming less representative of the experience of most
Americans. The implication for how we evaluate the economy is that mean economic progress is
pulling away from median economic progress. We see these same divergent trends across
multiple measures of economic wellbeing: wages, income, and wealth .
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Yet the problems for middle-class families do not stop at unequal groW1h. Most families also
face the daily struggles of rising costs in healthcare, childcare, and education, all of which are
increasingly vital pillars for bui lding a middle-class life. Employer-sponsored insurance
premium costs rose from $5,79 1 to $18, 142 between 1999 and 20 16, doubling as a share of the
average earnings of the bottom 90 percem of workers. Chi ldcare is another significant monthly
expense for many families with the average cost to provide center-based licensed infant childcare
now at $1 ,230 per month . A median-income fami ly would have to spend 18 percent of its income
to cover these costs-and even more for access high-qual ity childcare. Finally, tbe total cost to
attend a four-year university has doubled over the past four decades from $26,000 to more than
$100,000. In a world where middle-class incomes are barely rising, if at all, and costs continue to
spiral o ut of control, it should be no surprise that Americans ' reported feelings about the
economy are so middling, 5 even as traditional econom ic indicators say that they should be
enjoying the strongest economy in decades.

23
The fall in mobili ty
Moving up the economic ladder and earning more than the previous generation is at the heart of
the American Dream, an ideal that many Americans still believe in. But groundbreaking research
now shows that inequality is binderit\g upward absolute mobi lity, obstructing people from
moving up, as the rungs of the ladder grow further apart.
Harvard University economist Raj Cbetty and his co-authors looked across generations and
found that when people born in 1940 were in their prime work-age years, nearly all- 92
percent- had an income that was higher than their parents had at the same age. But when those
born in 1980- the Reagan-era chi ldren- hit their 30s, only half of them had an income higher
than their parents had at the same age. Those born in the middle of the income spectrum in 1980
have experienced the largest decl ine in the share of children o ut-earning their parents.6 That's a
remarkable decrease in Americans' upward mobility in a very short time frame, and 70 percent
of the decline is explained by the rise in inequality. There is economic growth, but this is not
leadi ng to upward mobility because this growth is primarily benefitting those at the very top of
the income ladder. (See Figure 3.)
Figure 3

Recent generations are less likely to earn more than their parents
Percent of children in eoch cohort with incomes thot ore greater than their parents
100'4
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0
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Inequality limits opportunity for those not already at the to~veryone needs some measure of
capital to start up a business (an entrepreneur), to give a child a college education (parents), or to
take care of sudden medical emergencies (families), yet increasingly only the very wealthy have
the means to do so.

24

What we' re learning from the economic evidence is that inequality obstnacts economic
oppornmity. The economic circumstances that children are born into effect chi ldren 's
development in everythi ng from their health to their ability to focus at school to their educational
opportunities and these, in tum, affect their economic outcomes as adults. Research shows that
children in low-income families have worse cognitive, social-behavioral and health outcomes in
pan because they are poorer, not just because low income is correlated with other household and
parental c haracteristics. Meanwhile, parents with higher incomes and more advanced education
are seeking to make the most of their time with their cbi ldreo by investing in parenting
techniques calibrated to boost their c hildren's skills developmem.
As mobility falls and essentials of middle class life become more unaffordable, many Americans
also face a n increasingly unequal, precarious, and unstable labor market. Unpredictable work
hours not only reduce worker health and wellbeing but also can lead to lower worker
productivity and thus lower economic growth.' Moreover, most parents do not have acc-e ss to the
work-l ife scheduling pol icies and support they need to address conflicts between work and
caring for young children. It is extremely difficult for parents to access rel iable cbi ldcare when
they do not even know what their work schedule will be when a week begins. The United States
stands alone among our economic competitors in not providing paid family leave to all parents
nationwide and does not ensure that parents have family-friendly schedules that allow them time
to care, both ofwhjcb disproponiooally barm low-income fami lies. 8
We' re also learning, however, that unbridled concentration in income and wealth also affects the
economy. Policymakers must find ways to ensure that o ur tax system delivers the revenue
necessary for public investments. The wealthiest segments of society are clearly far better off
than they have been in the past, in pan because of political decisions where they used their
wealth to manipulate political decision-making in their favor. Ameliorating disparities through
the tax system could change incentives away from focusing on ever-higher incomes and
towards- perhaps- more investments that will improve outcomes for the many, not just the few.

Tax Issues and Tax Cuts and Jobs Act of2017
This Subcommittee has a vital role to play in rebalancing policy toward the majority of
Americans. Unfortunately, the Tax Cuts a nd Jobs Act is seriously contributing to inequality in
the United States. And because it reduces revenue it also will bioder our ability to finance
infrastructure, social insurance, education, and other spending priorities that strengthen our
economy and support workers and fam ilies.
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The Tax Policy Center estimates that the Tax Cuts and Jobs Act of20 17 was sharply regressive,
with high-income famil ies enjoying larger income gains in both the short- and long-term than
low- and middle-income families.9 (See Figure 4.)

25
Figure 4

TCJA Increases Welfare the Most far High-Income Families
Percent change in after-t ax income (static), 2018, 2025, 2027
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0 Equitable Growth

In lavishing most of its benefits on corporate shareholders and the already wealthy, the law is
already failing to live up to the unrealistic promises of its proponents. Proponents claimed it
would boost wages by $4,000 per year, 10 but there is no evidence to suggest such an increase is
coming. Despite the already strong economy, inflation -adjusted wage growth has been anemic in
the year since the law was passed. Proponents claimed that the law would lead to a boom in
business investment in things such as factories and technology, but tbe modest increase in
investment in 20 18 relative to trend was primarily the result of fluctuations in oi l prices.''
Promises of a boom in investment following the 20 I7 Tax Act have fallen flat. Instead, it is clear
that corporations have used their tax windfall to give out a record $ 1 trillion-plus in stock
buybacks.
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Polling shows that the public was not fooled into believing that a tax cut for the wealthy was
actually a cut for them. Vanessa Will iamson, a fellow at The Brookings Institution, notes that
" approximately 32 percem of Americans supported the legislation in the lead-up to its passage, a
level of approval lower than that received by a number of major federal tax iucreases in years
past" (emphasis hers). 12 Other polling shows that the majority of the publ ic correctly perceives
that their personal fmancial situation was not much affected by the law. These feelings of
ambivalence and disapproval feel ing is especially strong among members of the middle class. 13
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Finally, many misguided proponents claimed against all evidence that the law would not
decrease revenues. The latest Budget and Economic Owlook from the Congressional Budget
Office confirms that budget deficits in excess of 4 percent of GOP are our new normal, in large
part because of the tax cuts, and CBO 's projections about what will happen to them in the future.
Given the history of tax c uts, we shouldn' t be surprised by the results. Proponents of tax c uts
have consistently argued that they would both spur sustained growth and not lead to harmful cuts
in services or needed investments. Yet, looking at the data, there 's not strong evidence for either.
The historical evidence shows that there is no obvious relationship between the top rate and
growth. (See Figure 5.) Successive efforts to lower the top tax rate have rewarded those who
already possess great means, and starved the U.S. Treasury of funds that could be used to invest
in actually produce equitable growth in society.
Figure 5

There is no obvious relationship between top tax rate and growth
Top marginal tox rote ond GOP growth rote, 1948·2017
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T he purpose oftbe tax system, as with public policy in general, is to support the Jiving standards
of American famil ies. Core to this purpose is raising the revenues necessary to finance the
investments in c hildren and families, the social insurance programs, and the many othe r basic
governmental functions that support our quality of life. The Tax Cuts and Jobs Act c ut taxes for
those at the top in the long run, while leaving us with decreased revenue to fund the things that
matter for the well-being of the. typical American fami ly.
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Recommendations for strengthening the middle class

Public investments
Our nation desperately needs to invest more in education, especially in early chi ldhood, and
provide access to high-quality childcare as well as implement policies to ensure economic
opportunity across the income spectrum, including access to affordable healthcare, nutrition, and
safe housing. Many of these programs will pay for themselves in benefits to our nation over time.
For instance, new research shows that universal childcare can pay for itself because having
children in childcare both increases the labor force participation of parents, and their earnings,
and provides benefits to the children. Gaps in skWs among even young chi ldren can last into
adulthood, which means investments in early education will support productivity and growth for
decades to come. The large body of rigorous research has led to a broad consensus that
investments in education-especial ly early chil dhood education-are in the national interest.
T he lack of access to paid family and medical leave has an enonnously important bearing on
families' lives and many Americans' labor market outcomes. CLtrrently, tl1e Family and Medical
Leave Act of 1993 falls far too short, providing unpaid leave to only 60 percent of workers.
Policymakers should invest in a well-designed federal paid leave program to help Americans
care for a new child, a seriously ill loved one or their own serious health condition. Evidence
from the states show that paid leave policies have been overwhelmingly successful, with states
seeing increased labor-force participation, hours worked after the birth of a child, and a decl.i ne
in the use of public assistance to cope with family medical emergencies. These existing models
are replicable on the federal level. 14
Policymakers should make greater investments in large-scale projects, such as upgrading the
nation 's failing transportation infrastructure, addressing climate change, and investing in people
and families. There are the traditional investments in transportation as well as developing the
technology to limit the emission of greenhouse gases and to address the consequences of climate
change. Between the need for investments in the development and deployment of green energy,
the need to mitigate the effects on o ur food supplies, and the need to assist communities upended
by the rising prevalence of climate change-induced natural disasters, there's a comprehensive
agenda to be enacted.1s
There are immediate and long-tern1 costs to our economy- and society- for failing to make
sufficient public investments. A repo11 from McKinsey finds that $ 150 billion a year would be
required between now and 2030, about $ 1.8 trillion in total, to fix all the country's infrastructure
needs.16 A 20 18 government report from the National Academies of Sciences, Engineering, and
Medicine on America 's 60-year-o ld Interstate Highway System estimates that federal and state
governments must more than double their current annual spending of$25 billion, or face worse
traffic congestion, higher mainteoance costs, and reduced safety.
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Without revenue, govemment cannot make these critical investments and the public knows that
public investments are important and lacking. A majority of Americans report that poorly
maintained schools are a threat to our chi ldren, and a majority think that all Americans are
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endangered by the poor quality of our drinking water infrastrucntre. 17 A Harvard-Harris Poll in
20 17 found, more emphatically, that 84 percent of Americans want to invest more in
infrastructure, and 76 percent agree that government should be at least partially responsible for
that investment. 18 Governments, within reason, need to spend and ref,>"Uiate to encourage growth,
not simply cut and run. The long-term decline in revenue has starved resources that can be
directed to critical public investments.
Rebalancing the tax system

Future tax efforts should seek to preserve and expand the evidence-backed refundable tax credits
that help work ing families, while realizing that these do not eliminate the need for direct
investment in programs and services that help these families thrive. When raising revenues is
necessary, new revenue measures should draw from those who have had the most
disproportionate economic success in recent decades. Con&>Tess should preserve and expand
refundable tax credits such as the Earned Income Tax Credit and the Chi ld Tax Credit, while
evaluating these expansions in the context of the broader tax package in which they are a pan.
Expanding these credits, however, would not take the place of desperately needed increases in
investments in child care, paid family leave, and job training.
T he Earned Income Tax Credit is designed to encourage and reward work, reduce poverty, and
provide assistance to struggling famil ies. The credit is refundable, which means the many
families whose incomes are too low to generate substantial federal income tax obligations can
still benefit. According to the Center on Budget and Policy Priorities, the Earned Income Tax
Credit lifted 5.8 million people, including 3 million children, out of poverty in 20 16. The Child
Tax Credit, which is o nly panially refundable, also provides families with a significant economic
boost. It provides workers with cb.ildreo a tax credit of up to $ 1,000 per child and lifted about 2.7
million people out of poverty, including about 1.5 million children, in2016.
T he TCJA expanded the CTC but that expansion largely left out the most vulnerable families.
Funher improvements should include measures such as allowing families to receive a CTC
refund from the first dollar of income and substantially increase the phase-in rate or make the
credit fully refundable. Any CTC expansion should include a particular focus on the poorest
families and the youngest chi ldren given the evidence that suggests the benefits of additional
income--including improved health outcomes, increased educational attainment, and higher
expected earnings as adults-are clearest for that group.
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But the reality is that improving the EITC and CTC would not take the place of desperately
needed increases in investments in childcare or paid family leave. With average center-based
childcare costs of around $ 18,000 per year, expanded tax credits are not the best approach to deal
with this expense. For example, a CTC expansion or other attempts to make childcare more
affordable through the tax code would not address issues with access to high-quality reliable
childcare. Addressing families' childcare needs requires significant public investments in the
childcare system as a whole.
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Similarly, though it is tempting for tax policymakers to help solve the problem of a lack of paid
family leave through a tax credit for businesses that offer it, as in the TCJA, sucb efforts can do
more harm than good. T hese kinds of tax credits are generally ineffective at increasing the
number of employers offering paid leave, especially for low-wage workers, and thus serve to
provide tax cuts to employers that already do. Even while ineffective in increasing access to paid
leave, the cost of the tax cuts still require cuts in other services or offsetting tax increases to pay
for them. Proposals such as these may o nly exacerbate inequality by offering tax credits to
employers who have already acknowledged that there is a value to offering paid leave.
Oisoggregote growth
Finally, many of the statistics we rely on to infonn us about the state of our economy are
measures of the mean and, in an era ofrisiug inequality, are becoming less informative about the
experience of the majority of people you represent. The Measuring Real lncome GrowtiJ Act,
introduced by Representative Carolyn Maloney in the House, and by Senator Schumer in the
Senate, would d isaggregate quarterly or annual GOP growth numbers, telling us what growth
accrued to low-, middle-, and l1igb-income Americans.
T his legislation would add d istributional measures of economic growth to our policynJaking
toolbelt. These measures are already the subject of a major academic project that dozens of
economists at universities and within the Organization for Economic Co-operation and
Development (OECD) are participating in. They break down growth at the subnationallevel to
report growth for workers up and down the income spectrum and give us new insights into how
the economy has changed and where it might be going.
Implementing " Distributional National Accounts" here in the United States would provide
policymakers with a new tool to track the progress of the economy, evaluate how past policy is
changing our economic fortunes, and gu ide future economic decision-making. This is especially
important to implement now as the U.S. economy continues to exhibit increasing inequality,
returning us to levels of inequity that we have not seen for nearly a century. To properly design
policy, lawmakers need the right measurement tools, otherwise they might be tempted to pass
laws that raise average outcomes without actually helping fam ilies in the middle.
Implementing a measure to disaggregate growth is critical to the wellbeing of Americans across
the country. Present policies may be exacerbating the rise of inequal ity, but the currently
available data requ ires us to assemble th is story piecemeal, sometimes wit11 lags of several years,
and we still do not have a complete picture. If we want to bui ld an economy that benefits all
Americans, we need to add these distributional statistics to our arsenal now so that policymakers,
pundits, and the public can assess where we are and plan for more broad-based, stable economic
growth.
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lo the future, instead of making promises of"4 percent economic growth," lawmakers could be
expected to promise "4 percent economic growth for the middle class," and be held to that
prom ise monthly, ensuring that growth is widely shared in our society.
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Chairman THOMPSON. Thank you very much.
Dr. Collins.
STATEMENT OF SARA R. COLLINS, PH.D., VICE
PRESIDENT OF HEALTH CARE COVERAGE AND
ACCESS, COMMONWEALTH FUND

Ms. COLLINS. Thank you, Mr. Chairman, and members—and
Ranking Member Smith and Members of the Subcommittee, for
this invitation to testify on how middle-class families are faring in
today’s economy. My comments are going to focus on the current
status of health insurance coverage among people in the United
States who get their insurance through their employers.
Job-based health insurance continues to be the primary source of
insurance coverage for the majority of the U.S. population. More
than half of residents under age 65, about 158 million people, get
their health insurance through an employer.
Two recent studies by the Commonwealth Fund indicate that
families’ costs for employer health insurance are rising faster than
median income. Moreover, even as costs climb, families aren’t receiving higher-quality insurance. The amount they have to pay out
of pocket before their insurance kicks in continues to rise.
Consequently, our research indicates that a growing share of people with employer coverage have such high out-of-pocket costs and
deductibles relative to their incomes that they can be considered
under-insured.
People across the country are not experiencing health care costs
equally. This variation stems from differences in the size of employer premiums across states, how much employees are required
to contribute to their premiums, the size of their deductibles, and
the widening disparity in median incomes across the country. Families who could potentially spend the greatest amount of their incomes on premiums and deductibles are concentrated in the South.
These high insurance costs have implications. People may decide
to go without insurance if it competes with other living expenses
like housing, food, and education. And people who maintain their
coverage but who are under-insured may make similar tradeoffs.
Commonwealth Fund surveys find that under-insured adults are
much more likely to skip needed health care, like filling prescriptions or going to the doctor when they are sick, than are people
who are not under-insured.
In addition, people who are under-insured are much more likely
to report problems paying medical bills or to say that they are paying off medical debt over time. Accumulated medical debt affects
other aspects of people’s lives. Our survey research finds that many
adults with medical bill problems have serious subsequent financial
problems such as depleting their savings, racking up credit card
debt, or getting a lower credit rating.
People with lower incomes are particularly affected, with about
one-third reporting being unable to pay for basic necessities like
food, heat, or their rent as a result of their bills.
Take as an example Robert and Tiffany Cano of San Tan Valley,
Arizona. The Canos were recently profiled by Kaiser Health News
in its series on consumer medical bills. Both Robert and Tiffany
work full time and have a combined income of about $100,000 a
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year. At the time of the story, the Canos had a family health plan
through Robert’s job as a manager at a large chain retail store.
They were spending $7,000 in premiums annually for a plan with
a $3,000 deductible. The birth of their son and some subsequent
health problems left them with $12,000 in medical debt.
Robert has taken on three additional part-time jobs to pay off
their debt, and they estimate that it will take two more years to
pay it off. Concerned about accumulating more debt, they have
postponed needed health care for themselves and their baby.
Tiffany, who works for a regional bank, uses a prosthetic limb
because of a birth defect that required her leg to be amputated
below the knee as a child. She now needs a replacement prosthesis
to accommodate changes in her body since her pregnancy. And although she has difficulty walking and suffers from blisters, she
worries about whether they can afford their share of the cost of a
replacement.
The personal pain and financial stress suffered by families with
high medical costs present a fundamental dilemma for employers.
To the extent that they are designing benefits that shift more of
their insurance costs to their employees, they are potentially undermining the productivity of their own workforces.
More broadly, the growing number of under-insured people could
have implications for the nation’s economic health. Research indicates that human capital is key to a country’s long-term growth.
In a landmark study in 2003, the Institute of Medicine concluded
that people who lack adequate health insurance have fundamentally different life experiences than those who are adequately insured, including lower educational attainment, lifetime earnings,
and life expectancy. At the time of the study, the IOM estimated
that the aggregate cost of uninsured people’s lost capital and earnings from poor health and shorter life spans fell between $65 billion and $130 billion, annually.
We have insured—the U.S. has insured 20 million more people
since the IOM study through the Affordable Care Act’s coverage expansions. But with 28 million people still uninsured, and an estimated 44 million people under-insured, the country continues to
squander billions of dollars every year in people’s lost capital and
earnings.
The subcommittee is to be commended for investigating this
timely issue. Thank you.
[The prepared statement of Ms. Collins follows:]
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T he Gr owing Cost Burden of Employer Hea lth Insur ance for U.S. Families and
Implications for T heir Health and Economic Security

Sara R. Collins, P lt.D.
Th e Commonwea lt h Fund
EXECUTIV E S UMMARY

Thank you, Mr. Chairman, members of the Subcommittee, for this invitation to testify
today on how middle-class famil ies are faring in today's economy. My comments w ill focus on
the current status of health insurance coverage among people in the United States who get their
insurance through employers.
Employer health insurance continues to be the primary source of insurance coverage for
the majority of the U.S. population. More than half of U.S. residents under age 65- about 158
mill ion people-get their health insurance through an employer, either their own or a fam ily
member's.

Two recent studies by the Commonwealth Fund ind icate that fam ilies' costs for employer
health insurance are rising faster than median income. Moreover, even as costs climb, families
aren 't receiving higher-quality insurance. The amount they have to spend out of pocket before
their insurance coverage kicks in also continues to cl imb. Consequently, our research indicates
tl1at a growing share of people with employer coverage have such high out-of-pocket costs and
deductibles relative to their income that they can be considered "underinsured".

People across the United States are not experiencing hea lth care costs equally. This
variation stems from differences in tbe size of employer premiums across states, how much
employees are required to contribute to premiums, deductible amounts, and the widening
disparity in median incomes across the country. We have found that fami lies who could
potentially spend the greatest amount of their incomes o n insurance costs and deducti bles are
concentrated in the South.
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Higher costs for insurance and health care have implications. People with low and
moderate incomes may simply decide to go without insurance if it competes with other critical
living expenses like housing, food, and education.

Likewise, people who maintain their coverage but who are underinsured may make
similar tradeoffs between getting timely health care and meeting other budget demands.
Commonwea lth Fund surveys find that underinsured adults are much more likely to skip needed
health care, like fill ing prescriptions or going to the doctor when they are sick, than are those
who are not underinsured.

In addition, people who are underinsured are much more likely to report problems paying
medic<~ I bills or

say tbey are paying off medical debt over time. Many moderate- and low-

income families simply do not have the assets or savings to pay for an unexpected medical billfrom an accident or acute illness and subsequent emergency room visit, for example-they may
experience because of a high-deductible health plan. A recent Commonwealth Fund survey
asked moderate- and low-income adults with employer coverage whether they would have the
money to pay for an unexpected $1 ,000 medical bill ; half said no.

Paying off accumulated medical bills over time affects other aspects of people's lives. A
re.c ent Commonwealth Fund survey found that many adults with medical bill or debt problems
reported serious subsequent financial problems: 43 percent had used up all their savings to pay
their bills, 43 percent had received a lower credit rating as a result of their debt, 32 percent
racked up debt o n their credit cards, 18 percent said they had delayed education or career plans.
People with lower incomes were particularly affected: 37 percent said they were unable to pay
for basic necessities like food, heat or rent as a result of their bills.

Take as an example, Robert and Tiffany Cano of San Tan Valley, Ariz., who were
recently profiled by Kaiser Health News in its series with National Public Radio on consumers'
medical bills. Both Robert and T iffany work full time and bave a combined income of about
$ 100,000 a year. At the time of the story, tbe Canos bad a fami ly health plan through Robert's
job as a manager at a large chain retail store. Tbey were spending about $7,000 in premiums
annually for a plan with a $3,000 deductible. T he birth of their son a year ago and some
subsequent health problems has left them with $12,000 in medical debt that they are struggling to
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pay off. Robert has taken on three add itional pan-time jobs and they have projected it will take
about two more years to pay it off. Concemed about ac.cumulating more debt, they have
postpooed oeeded health care for themselves and their baby. Tiffany, who works for a regional
bank, has used a prosthetic limb most of her life because of birth defect that required her leg to
be amputated below the knee as a child. She now needs a replacement prothesis to accommodate
changes in her body since her pregnancy. Although she has difficulty walking and su.ffers from
bl isters, she is concemed about whether they could afford their share of the cost of a new
prosthesis.

The personal pain and financial stress suffered by fantilies coping with high medical
costs present a fundamental dilemma for employers. To the extent that they are designing
benefits to shi ft increasing amouots of their insurance costs to their employees, they are
potentially undemt ining the productivity of their own workforces.

More broadly, the g rowing number of underinsured people in the United States could
have lo ng-tenn impl ications for the nation 's economic health. Research indicates that human
capital is key to countries' long-tenn economic growth. In its landmark study in 2003 , the
Institute of Medicine (!OM) concluded that people who lack adequate health insurance all their
lives bave fundamentally differeot life experiences and less economic opportunity tban those
who are adequately insured, including lower educational attainmeot, lifetime eamings, and life
expectancy. At the time of the study, it estimated that the aggregate, annualized cost of uninsured
people's lost capital and eamings from poor health and shorter li fespans fell between $65 billion
and $130 bill ion annually.

The U.S. bas insured 20 million more people since the IOM study through the
Affordable Care Act's coverage expansions. But w ith 28 mill ion people still uninsured and an
estimated 44 million more underinsured, the country continues to squander bill io ns of dollars
every year in people's lost capital and earnings. The subcommittee is to be commended for
investigatiog this timely issue.

Thank you.
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The Growing Cost Burden of Employer Health Insurance for U.S. Families and
Implications for Thei.r Health and Economic Security

Sara R. Collins, Ph.D.
Th e Commonwealth Fund

Thank you, Mr. Chainnan, members of the Subcommittee, for this invitation to testify
today on how middle-class families are faring in today's economy. My comments will focus on
the current status of health insurance coverage among people in the United States who get their
insurance through an employer.

Employer health insurance continues to be the primary source of insurance coverage for
the majority of the U.S. population. More than half of U.S. residents under the age of65-about
158 mill ion people-get their health insurance through an employer, either their own or a family
member's. 1
Two recent studies by the Commonwealth Fund indicate that families' costs for employer
health insurance are rising faster than median income. 2 Moreover, even as costs climb, families
aren 't receiving higher-quality insurance. The amount they have to spend out of pocket before
their iosurance coverage kicks in also continues to climb.

Consequently, our research indicates that a growing share of people with employer
coverage have such high out-of-pocket costs and deductibles relative to their income that they
can be considered '\mderinsured." We find that underinsured adults are much more likely to skip
needed health care, like filling prescriptions or going to the doctor when they are sick, than are
those who are not underinsured. In addition, people who are underinsured are much more likely
to report problems paying medical bills or say they are paying off medical debt over time.

1

Analysis of tl1c 2018 Current Population Survey by Ougui Chakrabony and Sherry Glicd of New York University
for the Commonwealth Fund.
Sam R. Collins, Hcnnan K. Bhupal. aud Michelle M. Doty, Health lnsumnce Coverage Eight Years After the
ACA: Fewer Uninsured Americans and Shorter Coverage Gaps. But More Underinsured (Commonwealth Fund.
Feb. 2019). huos·//doi.o!l!!I0.26099/ocnv-g932: Sam R. Collins and David C. Radley. The Cost of Employer
lnsumnce Is a Growing Burden for Middle· Income Families (Conm1onwcahh Fund, Dec. 2018).
hups://doi.org/1 0.26099/mf87-p820

2
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Families' costs for employer health insurance are r ising faster than median income

According to a recent Commonwealth Fund state-by-state analysis of the most recent federal
Medical Expenditure Panel Survey-Insurance Componem,3 premiums for employer health plans
ticked up in2017 by 4.4 percent for single plans aod 5.5 percent for family plans (Exhibit I ). 4
Average single-person premiums increased in 45 states and the District of Columbia and family
premiums increased in 44 states and D.C.

EXHIBIT 1

Premiums for employer health plans
climbed in 2017
Average growth from previous year

Family plans

Single-person plans

2008 to
2009

2009 to
2010

2010 to
2011

2011 to
2012

2012 to
2013

2013 to
2014

2014 to
2015

2015 to
2016

2016 to
2017

Workers and their families contribute about one-quarter of the cost of employer
premiums, on average. But in 14 states, people with family plans paid for 30 percent or more of
' The Medical Expcndilllre Panel Survey- Insurance Componem (MEPS-IC) is the most comprehensive survey or
U.S. employer health plans. In 2017, 1he mosl rccelll year or the survey, the MEPS-IC surveyed more than 40,000
business esiablisbmems. wilb an overall response ra1e of 65.8 percent.
' Sara R. Collins and David C. Radley, The CoSI or Employer lnsumncc Is a Growing Burden for Middle-Income
Families (Commonwealth Fund, Dec. 20 18). huos:/ldoi.org/10.26099/mf87-p829
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the cost of their insurance. While these percentages have not changed very much in recent years,
because the rate of growth in employer premiums increased overall in 2017, the amount
employees paid rose too (Exh ibit 2). Between 2016 and 2017, average annual employee
premium contributions nationally rose by 6.8 percent to $1,4 15 for single-person plans and by
5.3 percent to $5,2 18 for family plans.

EXHIBIT 2

Employer premiums have risen, so have
employee contributions
Average annual growth (16)

e

2011to
2016

e

Employee contribution to single-person plans

201610
2017

Employee contribution to family plans

~c.t:MHI<al~ur•Pin'lft~lntur"jn(~(~I/I\[PS...CJ,20it,l016.20t7.

!oouKr. ~ta Jt. Cdlim. and (qvi6C.IUdtey. rM Ct~St 0/ (mp!oyl'r .\ml.lrOI?(.- ts D GrowMj 81Kdr11/or .Middlt _,l!(omt
FMtflfn•~tnflMI<I,

Dt<.l<lll).

Across the country, the amount that workers contribute for single-person plans increased
in 32 states in 20 17. Average payments for single plans ranged from a low of$675 in Hawaii to a
high of$ 1,747 in Massachusetts (Exhibit 3). T he amount that workers contribute for family plans
increased in 35 states and the Distric t of Columbia. These annual costs ranged from a low of
$3 ,646 in Michigan to a high of$6,533 in Delaware (Exhibit 4).
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EXHIBIT 3

Workers' premium payments for single
plans range from $675 in HI to $1,747 in MA
Average annual ~mpluyn contribution for sinste pfans
Sl.800

EXHIBIT <4

Workers' premium payments for family plans
range from $3,646 in MI to $6,533 in DE
Averose oMual employee contributi011 f or f amily plans
$7.000

$2,000
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To understand what these insurance costs mean for people with incomes in the midd.le
range of the U.S. income distributi.on (about $62,000 a year), the Commonwealth Fund study
looked at the ratio of employee premium contributions to median income in the 50 states and
D.C. The average employee premium cost across single and family plans amounted to nearly 7
percent of median income in 2017 (Exhibit 5). This is up from 5.1 percent in 2008. In I I states
(Arizona, Delaware, Florida, Georgia, Louisiana, Mississippi, Nevada, New Mexico, North
Carolina, Oklahoma, Texas), premium contributions were 8 percent of median income or more,
with a high of 10.2 percent in Louisiana.

EXHIBIT 5

Worker payments for employer coverage
are growing faster than median income
Employee premium
contribution as share

Average employee premium contribution QS
percent of median state income in 2017

of median income

2008

20 11

2017

e
e

4.8lli·S.9X (16 stat"' • D.C.)
6.~7.9X (23 >totes)
8.~10.2% (1 1 statos)

=:,t~~:=~~~~~=~:~~~~~~
~~~~:~=·:=:e_,._~~~d

Tht
•

C'AniiTIOnwt•allh

"'""

~tltefl.td)latHIOt

~~~~:~~~ti~20~.,-u~tiOS<J,lOQIII,lOU,2017;NcOowl
~~s:~e·~·"-<•«~~·o"'o-f,.,-....,(11.--,·~F~n~~."'

Even though premium costs are rising many families are not getting better plans
In many states, even though premium costs are rising, people are not getting insurance that offers
them better protection. This is because deductibles are also increasing. Deductibles are the
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amount of health care services people must pay for o ut of pocket before their insurance coverage
kicks in.

In 2017, the average deductible for single-person policies rose by 6.6 percent to $1,808.
Average deductibles increased in 35 states and the District of Columbia. Deductibles ranged in
size from a low of$863 in Hawai i to a high of about $2,300 in Maine and New Hampshire
(Exhibit 6). Among families who spend enough on health care during the year to meet their
deductibles, those at the midrange of the income distribution would spend 4.8 percent of their
income on average before their coverage kicked in.5 This is up from 2.7 percent of income in
2008.

EXHIBIT 6

Average deductibles are also outpacing
growth in median income
Deductible as shore
of median income

$2.400

Averase single-person dedu<tibles for employer
cCNerage, by state, 2017

$2,000

suoo

II
2008

2011

$1,100

$800

S<OO

2017

so

' Not everyone wit II a deductible has enough mcd.ical expenses i.o a giveo year to meet the dcductibles: some
se-rvkcs arc covered by plans before people meet dcductibles. By Jaw. preventive care services and many cancer
screens must be covered pre·dcductible without cost·sharing. And many plans also cover ccnain prescription drugs
and other services before the deductible is met.
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Added together, the total cost of premiums and potential spending on deductibles,
averaged across single and fami ly policies, climbed to $7,240 in 2017. This combined cost
ranged from a low of$4,664 in Hawaii to a high of more than $8,000 in eight states (A laska,
Arizona, Delaware, New Hampshire, North Carolina, South Dakota, Texas, and Virginia).
For people with middle incomes, total spend ing on premiums and potential out-of-pocket
costs amounted to 11.7 percent of median income in 20 17 (Exhibit 7). This is up from 7.8
percent a decade earl ier. Costs were 12 percent or more of median income in 18 states. In
Louisiana and Mississippi, these combined costs rose to IS percent or more of median income.

EXHIBIT 7

Premium and deductible costs amounted to
nearly 12 percent of median income in 2017
Combined empleyee

Average employee premium contribution plus overoge
deduc tible as percent of median state income in 2017

premium contribution

and deductible os shore
o f median income

2008

2011

0

2017

e
e

7.8~·9.~ (11 statos • D.C.)
10.01-1 1.~ (2 1 states)
12.01-15.5% (18 states)

People acr oss the U.S. are not experiencing employer health insu rance costs equally
People across the United States are not experiencing health care costs equally. This variation
stems from differences in the size of employer premiums across states, how much employees are
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required to contribute to premiums, deductible amounts, and the widening disparity in median
incomes across the country. For example, of the 18 states where potential cost burdens are above
the national average, average contributions to family premiums exceeds the national average in
13. AlliS states have median incomes that are below-in some cases well below-the national

average.

Families who cou ld potentially spend the greatest amount of their incomes on insurance
costs and deductibles are concentrated in the South. In Mississippi, for example, people o n
average spend 15 percent of their incomes on premiums and meeting deductibles. The overall
premium for a family pol icy is below the national average, but families are asked to contribute
30 percent of the cost, which is higher than the national average. Further, Mississippi has one of

the lowest median incomes in the country ($42,500). In contrast, people in New Hampshire pay
more per year for their insurance and deductibles, but median income is among the highest in the
country ($75,000).

The share of ad ults in employe.r plans who are underinsured has nearly tripled this century
T he Commonwealth Fund has been measuring and tracking the number of underinsured adults
since 2003 with its Biennial Health insurance Survey. The purpose of this measure is to gauge
the quality and cost protectiveness of a person's health pla n relative to income. We do not
include premiums in the measure. Our underinsured measure is based on a continuously insured
adult's reported out-of-pocket costs over the course of a year and his or her health plan
deductible. Someone who is insured all year is defmed as underinsured if:

o

out-of-pocket costs, excluding premiums, over the prior 12 mont11s are equal to 10

o

out-of-pocket costs, excluding premiums, are equal to 5 percent o r more of

percent or more of household income; or

househo ld income if their income is under 200 percent of poverty ($24,120 for an
individual or $49,200 for a family offour); or
o

health plan deductible comprises 5 percent o r more of househo ld income.

to the most recent Commonwealth Fund Bienn.ial Health l.nsurance Survey, an estimated
44 mill ion working age adults, or 29 percent of those who were continuously insured, were
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deemed underinsured because of hig h out-of-pocket costs and deductibles. 6 This is up from an
estimated 29 million, or 22 percent, in 20 I0 (Exhibit 8). People who buy plans on their own
through the individual market- including the ACA marketplaces-are underiosured at the
highest rates. However, the greatest growth in the share of underinsured adults is occurring
among those in employer health plans.

Exhibit 8

More adults are underinsured, with the greatest
growth occurring among those with employer
coverage
Percent of adults ases 19·64 insured all year who were underinsured

- Total -

Employer-provided coverage -

Individual coverageA

45

28

23

29
28

17
12

10
2003

20

20

2011

2014

12

2005

2010

2016

2018
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The share of adults covered by employer plans who are underinsured has nearly tripled
th is century, rising from I0 percent in 2003 to 28 percelll in 20 I 8 (Exhibit 9). Growth in both the
prol iferation and size of deductibles in employer plans, along with stagnant wages, are the key
culprits in this phenomenon. The share of work ing-age adults with employer plans whose
deductibles are 5 percent or more of their income has grown by a factor of eight, from just 2
percent in 2003 to I6 percent in 20 I8.
6

Sar.1 R. Collins, Hennan K. Bhopal, and Michelle M. Doty, Health Insurance Coverage Eigltt Years After the
ACA: Fewer Uninsured Americans and Shorter Coverage Gaps. But More Uodcri.nsurcd (Commonwealth Fund,

Feb. 2019). hltps:l/doi.org/10.26099/ pcnv-q932
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EXHIBIT 9

Underinsured indicators among adults
with employer coverage
Underill$ured indicators O(I)Oil$ odults o~s
19·64 insured ott yf'Or. with employer
covrrose- at the time of the survey·

Out of podt~t medical ~penses (>QUal 1~

6"
6"

8%

11"

13'!:

12"

14"

14'!:

Out of pocket medical expenses equal 5' or
more of income if 1ow income"

5l:

n

n

8%

8%

7:1\

Cumulattve percent/mUUons, usi01 two
indicators above

9'!:

11%

14"

15'!:

15'!:

16%

17'!:

or more of family annual income

OC'ductlbtc tquats 5% or more of Income)

Cumulative percent/miUioos, usfng aU three
indice~tors ""

2"

2!1;

61>

8'!:

11"

131>

16%

1~

12%

17'!:

2~

2~

24%

28%

People with modest incomes in employer plans are underinsured at the highest rates.
More than ha lf {57%) of adults in employer plans wi th incomes under 200 percent of poverty
($24,120 for individual or $49,200 for a family offour) were underinsured in 2018, more than
twice the rate of those with incomes above that level (Exhibit I0). Underinsured rates have also
climbed steadi ly among adu lts in employer plans with incomes of 200 percent of poverty or
more, and are now nearly double what they were in 20 I0.
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EXHIBIT 10

Underinsured rates among people in employer
plans are highest among lower-income adults
Percent of adults ases 19-64 insured all year, with employer coverage ot time of survey, who

were underinsured
70

-

Under 200%FPL

-

lOOl FPL or abot'e
57

60

51
50

50

49

47

40
30

19

20

12

15

22

15 - -

:
' __------

10

2010

0

2014

2012

2016

2018
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Higher premiums a nd great er cost sharing have implications
Higher costs for insurance and health care have implications. People with low and moderate
incomes may simply decide to go witho ut insurance if their premium costs compete with other
critical living expenses like housing, food, and education. In20l7, average per-person
expenditures on food in the U.S. amounted to 13 percent of median income and housing costs
were 32 percent.'

Likewise, people who maintain their coverage but are underinsured may make similar
tradeoffs between getting timely health care and other budget demands. Our survey research
finds that that underinsured adults are much more likely to skip needed health care than are those
who are not underinsured. Among underinsured adults in employer plans, 40 percent re ported

1

Bureau of Labor Statistics, ·•consumer Expenditures- 20 17." oews release (U.S. Ocpartmelll of Labor. Sept. II .

20 18). hnps://www.bls.gov/ncws.rcleasc/odl7ccsan.odf
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thattbey had not received needed health care because of cost in the prior year (Exhibit 11).8
These adults reponed that over the last 12 montl1s, because of the cost, they had either not filled
a prescription (23%) ; skipped a medical test, treatment or follow up visit recommended by a
doctor(22%); had a medical problem but did not go to a doctor or clinic (23%), or did not see a
special ist when their doctor thought they needed to ( 16%).

EXHIBIT 11

Underinsured adults in employer plans report
more cost-related problems getting needed care
Percent of adults ases 19-64 with employer coverase who had any of {our access problems In
post year because of cosC
•

Insured all year1 not underinsured

•

Insured all year, underinsured

Did not nu I)(HCrtpuon SlciPP«< ..-~meock'CI Hlld a mt<Jiall pr'Oblem,
teSt, treatment, or
did not vi:Sit dOCtor
foUOW·UP

OkS not get needed
sce<~aust

orcUnic

Cflfe

Allt'ast one d tO\Ir
~ccess.

probttmS b~use
of cost

~:·~~ol'thl'followinltorau~edeo5t4Wnott••~;sldpptor~M«<Iat~~HC.~.«fol:boo.
q~~:Nd•!'llfClrulpt'Ciblelrltlvtcllolnot~t4ocW«dillk:diclfiOlw-tfi$P«IIbltWI'Ien~~td~relettoto~Yiho
wcte~lllyt-MbA~ontOIU.I~41Ut.ol'.poclt:t~,tolldl.ll:lit\J~,~IcdKIIot-tOIWOI'I'W';-·
ol'·p«t;.rt~.~~. cqwt~S~OI~ol'iolc-it~t400\otpoto"ff'ty);Ot~ltlln~,,Ofmorto
(llifw»nt,~fiii)'~'*!WIOC1'41'typoid(qo'tfttf•~Wf't~~tllt~WI'*I<IMI•.ttkll.,..td.lr•~t2

-

o.t.:C--.t'tllfl.lndhnflltl~'lthlt!wr~t~(lOII)..

In addition, people who are underinsured are much more likely to report problems paying
medical bills o r say they are paying off medical debt over time. Many moderate- and low-inc·ome
families simply do not have tl1e savings or assets to pay for unexpected medical bills they may
from an accident or acute illness and subsequent emergency room visit, for

experience example -

because of a high-deductible health plan. In a recent Commonwealth Fund survey,

we asked working-age adults about potentially experiencing an unexpected med ical event that
8

In this measure. people have been insured continuously over the prior 12 months. T11e insurance source is at the
lime of the su.tvey. tn our sample, 89% of people wilh employer coverage who were tmderinsurcd bad had the same
plan for one year or longer.
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left them with a S 1,000 bi ll. Among those with employer coverage, one-half of moderate- and
low-income adults (less than $30,150 for an individual or $61 ,500 for a family of four) said they
would not have the money to pay the bill within 30 days (Exhibit 12).

EXHIBIT 1 2

One of third of adults with employer coverage
say they would not have the money to pay an
unexpected $t,ooo medical bill within 30 days
f?'l If you were to experience an unexpected medical event in 2018 that left you
'-V with a bill for $1, 000, would you have the money to pay the bill within 30 days?
Percent o{ adults ages 19-64 with employer coverage who responded "no"

All a.c:tuiU w1th emplOyer coverage

L~

than l501 FPL

25~ FPL or mote

Nationally, underinsured adults are much more likely to report struggling with medical
bills than are those who are not underinsured. Among people in employer plans, 43 percent of
those who were underinsured reported problems with medical bills (Exhibit 13). These included
problems paying or being unable to pay a medical bill (27%), being contacted by a collection
agency about an unpaid medical bill ( 16%), having to change their way of life significantly in
order to pay their bills ( 16%), or paying off medical bills over time (34%).
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EXHIBIT 13

Underinsured adults in employer plans
report m ore problems paying m edical bills
Percent of adults ages 19·64 with employer coverage who hod medico/ bill or debe problems

in past year•
•

Insured all year, not underlnsured

• Insured all year, underlnsured

Hadpi'Oble.ml)llyfl"'i

C<ntactt<l b)' coUtctic:n

Hadtod'lang~

orunabletopay

agencyt~~ld

wayofllfetof)3ybal$

medical bills

medical bilts

MtdiCal bilh/dtbt
btlf'ISP3'dO..-ettll"'"'e'

Myblllpl'~mor

me<ncaldebt

lt:Us;'IN:IUOe'l..,.dtlwfOikM'fnt:lll4~~«~tO"'Y~bllls;OCII'IQimdt1fcOllection.-yfot
~IIW<lulbllls;l\tdtod*'F""'*Y"'IIf~to,.ybiU~;!Mdblbllb:l*bt~P'Id-U.W.·~eor~'"to
1411tt\'>M-.:IIIk.orHIII'f(llftiUII'~OI'Woltntt~IM·ol·pocfwrt~,~~.......tdled:OI

~oi~M·of·~c:osu,e.odr.ldincpr~.~<ed~ormoreCII"""-ll"'""'~t4oo.or~l;«
~~SlorfNI'totir«wnt. ~ll\ol'l,.....'*l~t)11tof(Otltl.,.t\*"'pclfl(~lr-t""'. ~
'*'~"''"lbt~prf¥1M,12~
~: C--.lltl"-'d eiennWHNidlhw..-c~~ ·201·)·

Paying off accumulated medical debt over time affects other aspects of people's lives.
Our survey research finds that many adults with medical bill or debt problems have serious
subsequent fi nancial problems as a result. In 2018, among all U.S. working-age adults who
reponed any medical bill or debt problems, 43 percent said they had used up all their savings to
pay their bills, 43 percent had received a lower credit rating as a result of their medical debt, 32
percent racked up debt on their cred it cards, and 18 percent said they had delayed education or
career plans (Exhibit 14). People with lower incomes were particularly affected: 37 percent said
they were unable to pay for basic necessities like food, beat, or rent as a result of1beir bills.
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EXHIBIT 14

Adults with medical bill problems had
lingering financial problems
Percent adults ages 19-64 who reported the {allowing happened In the past two years
because of medical bill problems•

•

Used up all ycur

savings

Total

•

Under 200% FPL

•

200% FPL or more

Received a tower Taken on credll card Been unable to pay Delayed educ:aticn Ot
Taken out a
credit rating
debt
for baik ne<:eisltie~
career plans
mortgage against
like food, heat or
your home or taken
out atoM

,..,,

....

· e.w.~
r~INI.C'N~I ~otelwf~mcdic.MOIII~Itllfle""ti!-.M::I\IId~~
ftdlc-.C biii,. <-.Ctedby•<OIIKtlon"J«<CYI'or~bllls,n.d.OCNtlfe .....,. otbt~ " crdft" IOfW/IIIfdlcolllbllb,Of~

4WCAifldint--·6tOC.._

o.t•:c-..111\rfonlleiennl.aHNM!nw.u~ tlOi ll.

One family's str uggle to t>ay off accumul ated medical debt
For about a year, reporters at Kaiser Health News (KHN) and National Public Radio (NPR) have
been interviewing people about the ir experiences with medical bills and featuri ng their stories in
a series called "Bill of the Month."9 In December2018, the series featured a story about Roben
and Tiffany Cano of San Tan Valley, Arizona.10

Both Robert and Tiffany work full-time. Tiffany is a compliance officer at a regiona l
bank and Robert is a manager at a large chain retail store. The couple has one-year-old son and
have a combined income is $ 100,000 a year. At the time of the KHN story, the Canos were

• Kaiser Health News and Natioo~'l Public Radio, Bill of the Month. httoo://khn.org!newsllag/bill-of-lhe-momh/
10JoNel Aleccia. "Insured 8111 Still In Debt: 5 Jobs Pulling In $ lOOK A Year No Match For Medical Bills: Kaiser
Health News. December 28. 2018. huos://khn.orgtnews(insured-but-still-in-debt-5-jobs-pulling-in- IOOk-a-vcar-nomatch-for-mcdical-bills/.
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insured by a family health plan through Robert's job. They were spending about $7,000 in
premiums annually for a plan with a $3,000 deductible along with 40 percent coinsurance.

The birth of their son and some subsequent health problems have left the Canos with
$12,000 in medical debt that they are struggling to pay off. The cost of the delivery at an innetwork hospital was nearly $4,000 along with additional fees from the physician who performed
the delivery and the anesthesiologist. At two months, their son was hospitalized for breathing
problems related to asthma. The family has experienced other minor health problems and the
bills have accumulated. As Tiffany told KHN , " It 's been li ke $300 here, $700 there ... We had a
hospital bill for him being sick of$1,800."

T he couple bas payment arrangements with tbe doctors and hospita ls they owe and keep
track of it on a spreadsheet. Combined, the cost of these payments and their premiums are almost
as much as their $ 1,300 monthly mortgage for their home, one hour outside Phoenix . Currently,
they are spending 15 percent of their annual income o n health care costs.

In addition to his full-time job, Robert has taken on three part-time jobs to help pay off
the medical debt. He works as a substitute teacher, a nighttime security guard, and delivers
sandwiches for a fast-food chain in Scottsdale. The couple projects it will take about two more
years to pay off their medical debt.

Concerned about accumulating more debt, Robert and Tiffany have postponed needed
health care for themselves and their baby. T iffany has used a prosthetic limb most of her life
because of a birth defect that required her leg to be amputated below the knee as a child. She
now needs a replacement prothesis to accommodate changes in her body since her pregnancy.
Although she bas difficulty walking and suffers from blisters, she is concerned about whether
tbey could afford their sha re of the cost of a new prosthesis.

The couple has also decided to switch to tbe health plan offered by Tiffaoy 's employer.
Their premium costs will rise by $150 per month to about $7,800 a year but they will have a
lower deductible ($1 ,500) a11d coinsurance (I 0%). As Tiffany told KHN, " It is going to be a lot
more per paycheck, which is going to hurt us. But after what just happened, I want to make sure
we are prepared in case anything does occur. "
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Conclusion
The personal pain and financial stress suffered by families coping with high medical costs
present a fundamental dilemma for employers. To the extent that they are designing benefits to
shift increasing amoums of their insurance costs to their employees, they are potentially
undermining the productivity of their own workforces.
More broadly, the j,rrowing number of underinsured people in the United States could
have long-term implications for the nation' s econom ic health. Research indicates that human
capital is key to countries' long-tenn econom ic growth1 1In its landmark 2003 sn1dy, the
Institute of Medicine (!OM) concluded that people who lack adequate health insurance all their
lives have fundamentally different life experiences and less economic opportunity than those
who are adequately insured, including lower educational atta inment, lifetime earnings, and life
expectaocy. 12 At the time of the study, it estimated that the aggregate, annualized cost of
uninsured people's lost capital and earnings from poor health and shorter lifespans fell between
$65 billion and S 130 billion annually.
The U.S. has insured 20 million more people since the !OM study through the
Affordable Care Act's coverage expansions. But with 28 million people still uninsured and an
estimated 44 million more underinsured, the country continues to squander billions of dollars
every year in people's lost capital and earnings. The subcommittee is to be commended for
investigating tb.is timely issue.
Thank you.

Thomas Pikeuy, Capital iutlte 21"' Century, The Belknap Press ofHarv:Jrd University Press, 2014.
Institute ofMedicinc. Committee on the Consequences of Uninsurancc, Hidden Costs. Value Losr: Uuiusurance
in America, Washington, DC: National Academics Press. 2003, hups:/fwww.ncbi.nlm.nih.gov/pubmcd/25057665
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Chairman THOMPSON. Thank you very much.
Mr. Brown.
STATEMENT OF KEVIN BROWN, FORMER PRESIDENT,
CALIFORNIA ASSOCIATION OF REALTORS

Mr. BROWN. Chairman Thompson, Ranking Member Smith, and
Members of the Subcommittee, thank you for the opportunity to be
here today to testify on behalf of the 1.3 million members of the
National Association of Realtors about the vital issues of middleclass families and barriers to home ownership.
The American dream of home ownership is not dead. Ninety-two
percent of renters aged 34 and younger aspire to own a home, and
for good reason. The economic and social benefits to families, communities, and the nation are overwhelmingly positive.
The importance of home ownership and household wealth-building is difficult to overstate. Based on Federal Reserve data, the typical home owner’s household net worth was 45 times the wealth of
a renter in 2016.
In addition to tangible financial benefits, studies show home
ownership brings many other advantages, including increased stability, higher educational achievement, better health, and lower
crime.
Federal policy has long recognized these benefits by including
various provisions to encourage more home ownership. This has especially been true in our tax law, at least until recently.
However, barriers that have long existed for many in the middle
class to accomplish their goal of owning a home seems to be growing larger. Middle-class families face issues with affordability, high
student debt, and a Tax Code that has become a lot less home-ownership-friendly. Unfortunately, these factors can be even worse in
high housing cost areas, such as many in my home state of California.
Since 2012 home prices nationwide have increased by 44 percent,
while wages have increased only 17 percent. Today a median
household can afford to buy 39 percent of homes listed for sale,
while a year ago the same household could afford to purchase 50
percent of homes listed.
Lack of inventory of affordable homes is a big culprit. NAR produces a housing shortage tracker, which is an index comparing
building permits to new jobs. Historically, the nationwide index has
been one single home permit used for every two new jobs for an
index of two. Today the index is three.
But some areas are far worse. Seven of the nation’s top ten inventory shortage areas are in California, ranging from the worst in
San Jose, suffering an index of 13.6, to 8.1 for Thousand Oaks.
Washington, D.C. has an index of 3.9.
High student debt is also taking a toll, particularly on
Millennials, who are now the largest generation. Nine of ten Millennial renters want to own, but less than five percent plan to do
so within a year. Most lack savings for a down payment, and high
student debt is a major factor.
The Tax Cut and Jobs Act is also playing a role, even though this
is not yet widely recognized. The new law cut taxes significantly for
most, but it also increased the after-tax cost of owning a home by
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directly cutting the mortgage interest and property tax deductions.
These changes will mostly hurt those in high state and local tax
(SALT) areas.
But it is the new law’s stealthy indirect changes that are the
most wide-reaching. By nearly doubling the standard deduction,
the Act saps the incentive power of the mortgage interest and property tax deductions for all but a fraction of taxpayers, those who
will still itemize.
In 2017 almost a third of filers itemize, and it was often the purchase of one’s first home that brought the incentive power of these
deductions to life. Starting in 2018, however, only one in eight will
itemize, and thus find owning a home makes a tax difference over
renting.
According to the Joint Committee on Taxation, the amount of
mortgage interest deducted in 2017 will drop by 62 percent in
2018, while state and local tax deductions claimed will fall by 71
percent.
The new tax law creates a barrier to the middle class home ownership everywhere, because now the law will rarely allow first-time
home buyers to lower their tax burdens by making the purchase.
Now the great majority of these households won’t have enough deductions to itemize. And now, for the first time since 1913, when
the modern Tax Code was born, owning a home will be the tax
equivalent of renting for most.
These tax changes, combined with the significant challenges in
affordability, lack of adequate inventory, and rising student debt
mean that purchasing a home has become significantly more difficult for many middle-class families, and particularly those who
live in high-cost areas.
Thank you.
[The prepared statement of Mr. Brown follows:]
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Introduction
Chairman Thompson, Ranking Member Smith, and members of the Subcommittee, my name is
Kevin Brown. I am an owner of borh a residcnr1al and a commercial real estate brokerage in
Oakland, California, and have over 40 years of experience as a real esmtc professional. Over the
years, I have been very active as a volunteer leader in rhe real estate industry at the local, state, and
national levels, including as the 2014 president of dle California Association of REALTORS*'.
I am here today to testify on behalf of the more than 1.3 mill.ion members of the National
Association of REAI:rORS*'. NAR's members are real estate professionals engaged in activities
including real estate sales and brokerage, property management, residential and commercial leasing,
and appraisal. The business approach of REALTORS*' is a highly persona l, hands-on, face-to-face
model, focused on helping fulf~l a family's fundamental need for shelter. NAR has long prided itself
as a voi.c e for not only its members, but for J\merica's 78 million homeowners, as weU as the tens of
millions more i\mericans who aspire to own their home one day.
Thank you for the oppormniry to present AR's views on how middle-class families are rnr1ng in
today's economy. This is a vital issue with multiple facets. Naturally, the focus of my remarks will be
on residential housing, and especially on the middle-class and home ownership. Purchasing a home
is one of the most significant events d1at most Americans undertake in their lives, and dle ability and
decision to do so is fundamental to various aspects of individual, famil)•, communiry, and national
weU-being. Because of the importance of this issue, d1e barriers to home ownership deserve the
serious attention of aU Americans, and especiaU)' policymakers.

Homeownership and American Culture
Policymakers should not dismiss or underestimate Americans' passion for homeownership,
notwithstanding the most recent economic crisis. Calling homeownership the "American Dream" is
not a mere slogan, but rather a bedrock value. Owning a piece of properry has been centtlll to
American values since Plymouth and Jamestown. Homes are the foundation of our cultu re, the place
where families eat, learn and play together, and the basis for community life. The cottage with a
picket fence is an iconic and irreplaceable p;~rt of our heritage.
The Nation's long-standing commiunent to homeownership as a foundation of out society is not
misplaced. 1 ow, more than t.'Ver, homeownership does and should remain in the forefront of our
cui rural value system.
The fundamental assumptions about the social benefits of housing and homeowners hip remain
essentially unchanged. NAR polling and focus group research confum d1at d1e public continues to
share those assumptions, including those who currently do not own their own home. An
overwhelming majority (92 percent) of renters aged 34 and )'Ounger aspire to own a home. And
among renters of aU ages, 83 percent have a desire ro own. Sevenry-six percent of them believe that
homeownership is part of d1e American Dream.' Remarkably, even after the housing problems
stemming from rhc Great Recession, thls faith in homcownership persists.

1

2018 HrmJto»,trsbip Oppommitiu dlrd M11rkt1 Exptritlfrt (HOME) S"n.y conducted by d>e National Association of

REALTORS~.
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The Benefits of H omeownership
E conomic Impact. Research has consistently shown the importAnce of the housing sector to the
economy and the long-term social and financial benefits to individual homeowners and
communities. The economic benefits of the housing market and homeownership are immense and
well documented.
The housing sector directly accounted for more than 17 percent of America's total economic activity
in 2017. tvforeover, the economic impact of a typical horne sale exceeds $80,000.
Household Wealth Building. Ncr of mortgage ~abilities, real esrare household equity reached a
record $15.4 trillion in the third quarter of2018.'
The importance of homeownership on household wealth building in the United St'Ates is d ifficult to
overstate. According to data from the Federal Reserve Flow of Funds, the aggregate net worth of
households and non-profits reached a record $109 trillion in the third quarter o£2018. This is an
astounding 60 percent (S39 trillion) above its peak before the recent downturn.
Homeowner equity is a substantial component of household wealth. The Federal Reserve's Survey
of Consumer Finances provides a snapshot of household income and net worrh along wid1 basic
demographic derails and a breakdown of household assets. Based on these data, the rypical
homeowner's ncr worth in 2016 was 45 rimes greater d1an was the net worth of those who rem a
home.
NJ\ R has projected the 2018 household wealth figures for 2018 based on price appreciation since
2016. As can be seen in the chart below, NJ\R estimates the typical net worth of homeowners in
2018 was $254,000, an increase of 10 pcrcem since 2016, while the typical household wealth of a
renter in 2018 bas decreased to $5,000, a 7 pcrcem drop over the same period. Thus, according to
these projections, rhc typical homeowner's household net worth in 2018 was 51 times greater than
that of the typical remer. This is up from 45 rimes the wealth of a renter just two years ago and 35
times as much in 2010.

'Fedtml &mt$ DallkojSt.lAIIis, hllpJ:/ /frrd stlolliiftdOtg/ smtJ{OEHREJ\ 'IIi'IJSHl\'0
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Net Worth by Tenure (201 0-2018)
Year

T enure
S2SO.OOO

•

H omeowner

•

R en t.or

$200,000

S'l.SO,OOO

$.,00.000

sso,ooo

20 13

2010

2016

2 0 18

Sovre.s. S urvoy or Consumo.r F lnttneet: (F Odoral RO-$orvo).
N AR Ca.lculatlons

Social Benefits. lt1 ~ddirio11 to t;mgible financial benefits, homeownership brings substantial social
benefits for individuals, families, neighborhoods, lllld the Nation as a whole. These include increased
education achievement and civic participatio n, better physical and mental health, and lower crime
rates. Such salutary effects stem from not only the higher srabiliry that homeownership brings to
neighborhoods and communities but also from the increased financial stake that comes to
homeowners as a result of their investment in their property. These economic and societal
advantages do not change and will not change, despite the ups and downs and challenges of the
housing market.
In a survey by NAR released last june, homeowners and non-homeowners were asked if a high rate
of homeownership strengthens a commwlity. Sixty-seven percent of respondentS said that
homcownership strengthens commUJutics a great deal, and this number jumps to 76 percent for
current homeowners and 77 perccnr for those 65 and older.
Experience shows that homeowners are more likely to be involved and engaged in the issues f.~cing
their communities, since they tend to be more rooted in the area th;ul arc renters. I fomeowners are
more likely to vote, to volunteer their time at local charities and to support neighborhood upkeep.
This involvement helps shape and strengthen our Nation's communities.
Government Support for Homeownership. Federal policy h~s long recognized the prolifer~tion
of benefits brought about by homeownership and has thus included various provisions to encourage
more of it in our society. 'fhis has especiaUy been the case in the federal tax law, which has, since its
inception, provided srrong tax incentives for purchasiJJg and owning a home.
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To be dear, our tax system does no t "cause" homeownership. People buy homes to satisfy many
social, F•mi)y a nd personal goals. Rather, the tax system facili tates ownership. The tax system
supports ho meownership by making it more affordable.
\XIhen academics talk about these tax incentives for home ownership and refer to them as
"expendimres," they are speaking in the language of macroeconomics. In reality, rhe billions of rax
dollars they sec as cxpcndim rcs arc the cumulation of individual savings of millions of families.
Every time homeowners make a rnorrgage payment, they are generally creating non-cash wealth for
their families. Many sc-•soned R.EALTORS10 describe their satisfaction in helping a family secure irs
first house and then a la rger home(s) for r:Using families. The most satisfying of a long-term series of
transactions is often in helping a couple buy its last house without a mongage. Those couples are
able to make this "last" purchase because o wnership over a long term of years has resulted in the
accumuL~tion of household wealth sufficient tO meet their needs.
TI1e federal policy choice to support homeownership has been key to making homeowners hip
possible for tens of millions of J\mericans. 1-lowever, several changes in the tax law brought about in
the Tax Cuts and Jobs Act of 201 7 have undermined signi ficantly the incentive effect for those who
hope to move from renting to owning a home. Tlus is d iscussed more fully in the next section on
barriers ro homeownership ro the middle class.

Barriers to Homeownership for the Middle Class
Despite d1e multitude of benefits accompanying d1e ownerslup of one's home aod the many ways
that various government programs and incentives strive to make the purchase of a home easier,
there are sigtuficanr buriers to accomplishing this goal for mall)' in rhe middle class. And
unformnately, these obsrncles seem ro be growing.
Afford ability. Over the last 6 years (2012-2018) nationwide, horne prices increased by 44 percent
willie wages increased by only 17 percent. This gap between price and wage growth reduces the
abi~ty of Americans to buy a home by lowering rhe affo rdabiliry.
Based on the REALTORS* Affordabiliry D istribution Curve and Score, affordability has dro pped
significantly across the United Stares over the past year. In January 2019, a median household can
afford to buy 39 percent of the homes current!)' listed for sale while the same household could
afford to buy 50 percent o f such ho mes a year earlier:'.
\'\ihile nationwide statistics such as this are useful, it is vital to note that individual fam ilies buy
homes in specific geograpluc areas, and these areas vary widely around d1e Nation. For example, in
San Francisco, one of the most expensive housing markers in d1e country, households earning
$1OOK can afford to buy only 11 percent of tl1e homes for sale.
Lack of ho using inventory is considered the main factor that drives up horne prices. Although new
home construction has picked up, it is still not enough to accommodate the increased housing
demand. Recently, the pace of building permit issuance has been on!)' about half the peak level in
2005. Furthennore, rl1e unemployment rate is hovering at 4 percent due to d1e sr.ror1g economy. As

' REALTORS® Affordabili!J Oistrib11tio11 Cum mrd ScoJl, De«mbtr 2018, https:/ / nnw"r.rroltor/reston'h·a!ld·stntillks/boriJint;
stalistits/ rt-DIIors·afforrlobili{J"diiiriiiJIIioll·rJtn-e·o»d·s{(Jrt

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00065

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

1

5

35636.049

Page

62
more people enter back into the work place the demand for housing is expected tO increase as more
Americans set their sights on homeownership.
The strong economy also negatively affects the affordability of homes in another way. The U.S. is
experiencing a serious shortage of skilled construction labor, and this both drives up costs and
delays d1e completion of housing constntction.
NAR also produces a housing shortage tracker, which is an index that compares how many building
permits arc issued relative to the number of new jobs. The higher the index the higher the housing
shortage in an area, since it shows that more jobs have been created than homes.
Nationwide, we see that a single-family permit is issued for every th ree new jobs for a ratio of3.
HistOrically, the average has been a single-family permit issued for every two new jobs, o r a ratio of
2. In some metropolitan areas, the inde." is much higl1er.
Our most recent housing shortage tracker computed d1e top 10 metro areas in d1e U.S. wid1 housing
shortages. Seven of the top ten were in California, and they ranged from d1e number one shortage
area - San Jose-Sunnyvale-Sanra Clara with an index of 13.6 to the eighth, which is OxnardTho usand Oaks-Vcnntra, with an index of 8.1 . By way of comparison, the Washington, DC area had
a ratio of3.S6 and the Atlanta area had a ratio of2.72.'
The National Associatio n of REALTORS$ is forecasting that home prices will continue to rise
nationwide over d1e next couple of years- by 2.2 percent in 2019 and by 3.2 percent in 2020.
Higher Burdens of Student Debt. Over tlte past two decades, rising college costs, along with
stagnant incomes, state budget cuts to higher education and the shift to smdent loans as the
predominant form of fedc.rnl financial aid, have all combined to create a much larger financial
burden for students ru1d families.
The U.S. has a student debt load of$1.4 ttiUion, which accou nts for 10 percent of all outS!'AndiJ,g
debt and 35 percent of non-housing debt. T he magnitude of the debt continues to grow in si~e and
share of tl1e overall debt in the economy.
According to the National Association of REAJ.:J'O RS® Profile of !lome Buyers and Sellers (2018)',
24 percent of all recent home buyers have srudcnt loan debt and dte typical amount is $28,000.
Among ft.rst-time homebuyers, the share with student loan debt rises to 40 percent. Even though
these groups were successful in purchasing a home, student loan debt was cited as a difficulty in
their home buying process.

' N/l.R llwtSingShcl1ogt Tmchr, £ m11JtniJis 011tlook, http:/ /troJIO!RisiJ(){tt/ook.b!ogs.rro/Jor.org/2018/06/1)/ hciiJiJrg-s/Jqrtagelrllfletr/
' 2018/'rofi/eojHomt I311Jtn and St!lm, Naliona! AsJol'i111ion ojREAJ;JORS~, https:/ l•••,nnr.mz!tor/mtorrh<(llld.<lolisJiu/ ,.Jtnrrh-rtporti/highfigh!Sfrotn·!he.ptifilt"'fholllt·b'IJtri·OIId·Itlfen
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CHAPTER 5: FINANCING THE HOME PURCHASE
Exhibit 5-15: Buyers Who Have Student Loan Debt
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The 201 7 Student Loan Debt and Housing Report focuses on younger millennials (bom 1990 tO
1998) and older millennials (born 1980 to 1989). The results of the survey demonstrate the impact
that student loans, even amongst those who are managing to pay their bills on a timely schedule,
have on their housing siruation. Among survey respondenrs, 79 percent received their loans from a
four-)'ear college, 19 percent from a two-year college, 29 percent from graduate/post-graduate
school, and seven percent from a technical college. \XIbile d1e respondents are now paying on time,
32 percent had defaulted or forbore on their loans in dte past. Student loan debt impacts other ~fe
decisions including employment, the state the debt holder lives in, as well as life choices such as
continuing education, starting a family, and retirement.•
Putdings indicate that borrowers would put d1e extnt money they would have if they did not have
student loan debt towards long-term savings, investments, or a home purchase.
Among non-homeowners, 83 percent cite studem loan debt as the factor delaying them from buying
a home, as it made it impossible to save for a down payment. Of those who did buy a home, 50
percent reported that student loans made saving for the down payment difficult.
Among homeowners, 28 percent say sn•dent debt is impacting the ability to sell their cX.isting home
and move to a different home. The typical delay in buying a home among non-homeowners is seven
years. For homeowners wanting to move to another home, the delay is three years.
Millennials and Homeownershlp. Millenn.ials have recendy surpassed Baby Boomers as the
Nation's largest generation, and the biggest group of potential and acrual home buyers. According to
the 2018 Millennia! I lomeownership Report, 90 perccm of rnillcnnial rcmers want to purchase a
home, hut under 5 percent plam to do so within the next year, willie over a third expect tO wait five
years or more.
Seventy-two percent of millennia! renters who plan to someday purchase a home cite affordability as
a reason for the delay, with 62 percent specifying a lack of down payment savings. Of these
millemual renters, 48 percent have no savings for a down payment and just t 1 percent have saved at
least $10,000.

' 2017 Slltdt!J/ Loon Dtbt and 1-lollsil~g R.port, Ntllional Alsodalion of REALTORS~
hllps:// nvvwor.rtttltor/situ/ dejaJtlt/files/ do((unmts/20 17-stlltltnt·I(J(JJJ·dtbt.,md-bousiJJ.!,-09·26-20 17.JX!f
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Student debt plays a cole in delaying homeownership for many millennials. About 23 percent of
college graduates without sn•dent debt can save enough for a down payment within five years,
compared with just 12 percent of college graduates who are paying off sn•dent loans. Only about 6
percent of those without a college education will likely be able to save for a down payment within
1

five years.

More About Regional Cost D ifferences. The wide variety of cosr~ around the Nation means that
the size of the b-Arriers ro homeownership for the middle class will greatly depending on where one
lives. While living in a high-housing-cost area can also mean d1ar income is higher, this docs nor
necessarily mean d1at affordabiliry will be cqLtalizcd.
And even within states, there can be a great disparity between cities and counties in different
regions.
To some extent, d1e median price of houses tracks d1e median household income in a particular
area. But even at its best, dus is certainly not a perfect correlation. For example, the state with d1e
lughest median listing price is Hawaii, at $619,000. However, d1e Aloha State ranks number 6 among
states for median household income, at $73,575.
The stare with the lowest median listing price of homes, West Virginia (at $159,000) is also near the
bottom (number 48) for median household income, at $44,061 .
Other states, however, arc quite a bit out of kilter in this lineup. For example, California, which is
the second highest state in terms of mediatl house listing price (ar $544,000) is all the way down to
number 14 itl terms of median household income, with $69,759. Based on this, of course, it might
be cvctl harder to afford a home in the Golden State than it might at first appear. Ohio, on the other
hand, is ranked 49'" among the states io median house listing price, at $169,900. Its median
household income, however, is right in the middle of the pack, at $52,407, making it relativelr easier
to afford a home.•
As challenging as these disparities may make it in terms of middle-class faoU!ies affording a home,
d1e tax law, with its one-size-fits-aU incentives, can be far worse.
Tax Incentives for Purchasing and Owning a H ome. As mentioned above, federal housing and
tax policies have long supported the goals of widespread homcownership in America. Over the
'20 18 Milktmial HotnM»,ership 1"-tpotr: Amerimn Drram Dtl'!)·ed. 12I 0612018, bupJ:/I mm'.ltJ>m1tlltntliJt.romlnlltollotnial 2018"'illmllin/-ho!nM»!fttrsbip-rtpcJt-omtrimtJ•drtnnNitltD·ed/

• Sourm: Mtditm HouSthold llltt)tllt /()·Stale: 2017 Updatt, 101 JOI18,
ha;u: 1/upp• <JtlriJbrflrr$fdirr;.J flJpzfdJ/Jmtlu(¥/aty/20181/ OIJO!mrdin!I-INJ!Wh()ld·illromr·'tJ·tftJ!t·2017-update· U11sitltSI IJuirk1:· The
t!lfiSI txptnJire (l!ltl ajforthblt J/<lfet to bi!J <I ho11st, nmktd; 0$/ 1$/2018, huprl b'""' buljnrrrjntirltr,mtnlrort-to-b,l''-"·!Jlllttr=in-rrt9's/llfNruWd-20tB.S
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years, thjs has taken several fonns, including a first·time homebuyer cax credit, which \~S vitally
important during the depths of the most recent housing crisis. However, the longest-running and
largest tax incentives for home ownership by far in terms of impact on taxpayers and on the
Treasury have been the mortgage interest deduction (Ml D) and the deduction for propert)' taxes.
From the inception of the modern Internal Revenue Code in 1913untiJ 1987, both of these
deductions were esscntiallr allowed without limit, as long as homeowners itcmi;,cd d1cir deductions.
T he Revenue Act of 1987 placed a $1 million cap on the amount of mortgage debt the interest of
which could be deducted. Significantly, this ~mit was not adjusted for inflation.
At the time the limit was enacted into the rax law, relatively few homes in America had mo rtgages of
more than S1 million. However, due to inflation and other economic factors, home price increased,
and those increases varied greatly tluoughout the Nation, and after some rears the limit began to
affect more and more home purchasers in those parts o f the coumrr with the highest housing
pnces.

By 2017, the cap was still well above the amount o f most mortgages taken out throughout the U.S.,
bur in some of the highest price housing markets, the limit was routinely breached, even for
relatively modest homes. Thus, in those areas with the highest-priced homes, the mOrt!,>age in terest

deduction limit was already affecring many current and prospective homeowners, nor because rhcir
homes were necessaril)' lavish o r large, bur in many cases simply because ther happened to live in a
higher-cost area.
The Tax Cuts and Jobs Act of2017. The Tax Cuts and Jobs Act (fCJA), enacted in December
201-r represented the largest reform of the tax law in more than 30 years. Among the multitude o f
its provisions were severn! that directly and indirectly a ffected the tax incentives for purchasing and
owning a home.
Direct Changes ofTCjA on Tax Incentives to Purchase and Own a Home. J\s to the MJD,
the TCJA lowered the mortgage debt limit from $1 million to $750,000, although the larger limit was
grandfuthered for existing loans and even for the re financing of tltose loans to the exte nt that the
loan balance was not increased. Again, for most of the population of America, the lower limit did
not immediately affect new home buyers as the average medium existing home price in the country
on November 30, 2017 was $247,20010•

However, in areas where the home prices were much higher, dle lower limit had an immediate and
negative effect for those who borrowed more than $750,000 to purchase their home. Por example,
for someone in the new 24 percent mx bracket, the first-rear reduction in the tax benefit from the
J\HD was about $2,300, assuming a mortgage o f at least $1 rniUion financed with a 3.9 percent 30year loan.
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1:\ similar negative impact from the TCji\ can also be found in the new Sl 0,000 limitation on the

state and local tax (SAL'l) deduction. In this case, the new tax reform act represented the first
encroachment on full deductibility of real estate taxes". As with the direct i\>llD change, however,
the new limit was regional in irs impact, as most homeowners throug h the U.S. fall far below the
$10,000 limit for all state and local taxes, as can be seen from the chart on the next page.
The chart indicates that for the tax year 2014, all but a handful of states had an average SALT
deduction of well less than half the new limit. While there will be some homeowners in every state
that are pinched by the new Si\LT cap, it will be a non-factor for the majority of homeowners in the
nation. That is, at least for the immediate future. As with the old and new MID mortgage limits, the
new SALT limitation was not indexed for inflation". So, as taxes namrally rise with inflation and
other economic factors, more and more current and prospective homeowners will be caught b)' d1e
new cap and will see the amount of tax benefits of owning a home go down.
Despite the situation that most of the nation is not immediately affected by the new and direct
changes of the TCJA on I.VIID and the pmperry tax deduction, the fact remains that millions of
homeowners in the hig her-housing-cost areas of d1e nation will be negatively impacted by the
changes. And many of these will be members of the middle-class living in homes that are far from
large and lavish.

11

Tbt Jtttv SALT dtdflttiolllimil is a/Jo JJO!nblt for iJJ ttMiioJt tfa JigJtffkmtllfutrriagt ptJtai!J, tll 1i1 S10/XJO li111it uppliu both/() Jit~jlt

as 11tll OJ /IJ lllfJmtd taxpa)'tr:t.

lt is u/JQ in!fXJrtan/10 ll()lt thattbt SALT limit., nloTI/,IIilb tnost oftbt qi!Jer ta:..: rhrmgts to ill.dit·itllltli IPAJ't!}trJ, is sthtrlllltd to SlfiiStf nf
the md of2025. A t lbiJ tilnt, iJ is prdl'lkai!J illlfXJSsiblt to hro»' IJ1nther tbt ntmllt orfu!urt Cottgnss and PteJide11t 11ill be ablt to c..tmd
11

the prol'isio11s btfort t!Jq <>.pire.
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Figure 7 - Percentage of Tax Units that Use the SALT Deduction and the
Average Deduction by State
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Source: The fmpac/ ofEliminating the State and Local Tax Deduction, (based on 2014 IRS
data), Government Finance Officers Association.
Indirect Changes ofTCJA on Tax I ncentives to Purchase and Own a Home. As discussed
above, the direct changes to the homeownership tax incentives were either serious and potentially
costly, o r of little o r no meaning, depending on which region of the country one's home is located.
This is not true of the indirect changes, which may be harder ro immediately dcrccr, bur arc
ncvcrrhclcss present for a large number of current and prospective homeowners.
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1l1ese indirect ch;mges were mosdy'$ brought about by the TCJA 's near doubling of the standard
deduction, which is a major feature of the architecture of the current U.S. income tax system.
The Enig ma of the Standard Deduction. The standard deduction reduces some of the
complexity of the tax system, and can case rccordkecping burdens, bur it aho can cviscc.rate the
incentive value of itemized deductions that arc meant to encourage certain behavior, such as
purchasing and owning a home. To fuUy appreciate this conundrum, it helps to take a look at the
history of our modern tax system. In 1913, Congress and d1e President enacted the income tax. The
original tax law provided for both a deduction for interest paid and for state and local taxes paid
(Including for property taxes). 1l1ese two deductions, plus the deduction for charitable
contributions, which was added to the tax law in1917, together comprise the majority of itemized
deductions that arc claimed cacl1 year.
For many years, the tax law provided d1at taxpayers who paid interest, state and local taxes, and/or
made charitable contributions, could take a deduction for them. A few other deductions, such as for
casualty and theft losses or for medical expenses, were also allowed. However, to qualify for these
deductions, taxpayers acmally had to incur d1ese expenses and keep track of them.
T his changed in 1944, when Congress decided to simplify the tax law by enacting the standard
deduction. Legislative history (both o riginal and subsequent) shows that the standard deduction was
based on a composite basket of typical deductions that taxpayers claimed, including the l\f!D, taxes
paid, charitable contributions made, and so forth. The simplification came about b)' Congress
deeming that aU individuals were to receive a certain amount of generic deductions, represented by
the standard deduction. Taxpayers claiming the standard deduction did nor need ro prove that any
amounts were acn•ally paid in order to take the standard deduction. Congress simply designated that
all taxpayers could claim the standard deduction whether they made the deductible expenditures or
not.
In enacting the standard deduction, Congress did not modify the deductions themselves. Rather,
taxpayers who paid deductible expenditures exceeding the standa rd deducti011 were allowed to claim
the actual amounts as what were (from then on) called itemized deductions. Taxpayers with
deductions totaling an amount below the standard deduction threshold could simply claim the
standard amount and nor worry about even keeping track of what was acmally paid. This was a big
step toward simplifying the tax lives of millions of American taxpayers.
What is often not recognized today is that the standard deduction represents a tax giveaway for
virtually all tllxpayers who claim it. This is because if a taxpayer has deductions in excess of the
standard deduction, he or she may claim the higher amount. Bur those who have actual deductions
less than the s~andard are given the benefit of the standard deduction amount whether or not they
acruaUy incurred the expenses. Thus, the giveaway equals a range of as much as the standard
deduction for taxpayers who h-.nrc absolutely no deductions, on the high end, tO as little as $1 for
taxpayers whose actual dcductjons come just $1 short of the standard deduction amoum, on the low
end.

11
To tbe e.x·tmtthnltbt TQA trptaled Qr li111ilul artail1 ittllli~ tkdlfrlimu. indutlit~g tbt SALT tlrtflfrliOJt, this iltdirt(/ ~{f«t is
e.w.."trlJaJed.

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00072

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

35636.056

Page 1 12

69
For example, assume a married couple's deductible amounts for state and local tax, mortgage
interest, and charitable contributions for 2018 tOtJl $22,000. With the standa rd deduction for a
couple at $24,000 for 2018, this family would be receiving an extra tax deduction for S2,000 in
expenditures they never made. If they were in the 24 percent bracket, this would amount to a $480
tax "freebie" ($2,000 excess x 24%). Suppose another couple had just $4,000 of state and local taxes,
bu t no mortgage interest and no charitable contributions. This f.1mily would also get to claim the
standard deduction of $24,000, for an extra deduction subsidy ofS20,000 ($24,000-$4,000), which
would be worth $4,800, assuming they were also in the 24 percent tax bracket ($20,000 x 24%).
The point is that whether a taxpayer is being subsidized a little bit (as with the first couple), or a lot
(as with the second couple), the actual itemized deductions of each couple ha,•e no incenti,•e value.
In other words, each couple has the same tax lmbility whether they rent or own their home because
the tvllD and SAI.:r deductions have no effect because the standard deduction \V'JS higher than their
itemized deductions.
T his effect is not new. Taxpayers with actual itemized deductions below the standard deduction level
always found their itemized deductions to be meaningless. llowever, what is new is the
unprecedented jump in the standard deduction included in the TCJA. For tax year 2017, before tl1e
changes made by the new tax reform act took effect, about 32 percent of tax filers itemized thei r
deductions". In other words, almost one in three taxpayers could access the tax benefits of
purchasing a home. Further, it was often the act of purchasing that ftrst home that put a tax fder's
total itemized deductions over the standard deduction amounr, thereby giving meaning to the
incentives of the Ml D and property tax deduction, which acted to reduce the home buyer's tax
liability and provide a tax incentive tO own rather than rent.
However, for tax year 2018, when tl1e higher standard deduction amounts are in effect, ordy about
13 percent, or about one in eight taxpayers, are expected to elect to itemize their deductions 15• Ibis
means, of comse, that seven of eight taxpayers will claim the standard deduction and will find no
incentive effect of the MID and property tax deduction. While some few of these who are not
homeowners will find that purchasing a home would increase their itemized deductions to a level

higher man the standard deduction and thus enter the range where the MID and property r.tx could
lower their tax ljability vis-a-vis renting, the numbers who do so will be very low as compared to
those who could enjoy these incentives before the tax reform law changes went into effect."
Reduction in Tax Expenditures for H ome Ownership Tax Incentives. There is at least one
way to demonstrate the :1pproximare degree of the direct and indirect reductions in the amount of
tax incentive dollars projected to flow into homeownership in the wake of the enactment of the Tax
Curs and Jobs Act. This is to compa re estima tes of MJ D and SALT deductions provided by the smff
of the Joint Committee on Taxation in the estimated tax expendirure report for 2017, the year
before the changes rook effect, with the report for 2018, when the changes were in full effect.

" Ot.•nirll' ofJbt Frdrra/1'nx Syltm mtd Polig ComidrmlionJ Rllnltd Jo Tax Rljof711, join/ Commilltt 011 'fn.wlion, }CX-J6./ 7, }11{y
14, 2017,fX!gt4.

"Omrit»,oftbt Frdrral'fox SJ11Nn as in E.fftttfor 20/8,}oi11t CommitIre 011 'foxotion, }CX·l ·/8, f'ebmary 7, 2018,pngr4.
16
It iJ iiii/JINYtml to n{)(efiJaJ Jht "liLY C11tJ atJtljobs Ad »•ill, i11 IIIOJ!} tasu, lttlillo 11 IDu'tf tiL'I.· !iabili!Jfor 1/xm NiM Mt'll nD lollgtr bt
ittmi?fng Jhtir dtdllttitmJ. This is t.tpttilli!J 1111t !ftht ta.Yjiltr filii daimt!M lltu•tf..inmtu.td trtditfiJI' (hiltlrtn 1111dtr ngt17. Ht~»'t't'tf', tlNII
lo»rr tax li11bilily 1n'U ojitn I~ m•oJ'lllblt N!Hthtr tht jiltr OJJYIJ a bo111t or m!IJ Dlle o11d /))! inttntia tfftrt tjthe ttL'< bt11qitJ Dj!xmttOM11tr'Jl.Jip
nil/ br drm01td or nllllijttd.
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For example, on Table 3 of the latest repoxt, dated October 14,201817 , we see the estimated number
of tax returns expected to claim tl1e 1HD and the estimated total amount deducted on those ren>rns.
The table projects that 13,728,000 returns will claim a total of just over $25 billion in mortgage
interest deduction for 2018.
Table 3 also shows the estimated number of tax rerurns expected to claim SJ\I:f deductions and d1e
projected total amount deducted. Here we sec 16,577,000 rctun1s arc expected to claim SAt:f
deductions totaling $20.2 billion.
llowever, in the similar table published in the previous tax expenditure estimate report dated
January 30, 201718, before the new r~x law had been passed and signed into law, the amounts shown
for lvOD for 2017 tell a very d ifferent story. This Table 3 shows an estimated total tax rcn>rns
clainling the iYUD of 33,856,000 for a total deduction amount of S64.9 billion.
And for the SAI:I' deduction for 2017, the table shows 43,274,000 mxpaycrs claiming a total of
$69.8 billion.
ln otl1er words, the number of tax ftlcrs claiming tl1e MID is projected to drop by over 20 million,
or 60 percent. And the amount of the deduction is estimated to fall by almost $40 billion, or 62
percent. And the amount of SALT deduction claimants is projected to fall by almost 27 million (a
d rop of 62 percent) and tl1e amount of the deduction to drop by nearly $50 billion, a reduction of71
percent.
These estimates make it clear that the T:1x Cuts and Jobs Act punched a huge hole in the amount of
federal tax dollars being steered toward incentivizing homcownership.

Conclusion
While federal tax policies designed to reduce the cost of purchasing and owning a home by making
that home more affordable are srill present in the current law, they have been significanrly reduced
and are a fraction of what they were just one year before. Such policies can still be considered
benefits for d10se who are fortunate enough to still be able to enjoy them. However, for the large
number of currenr and would-be middle-class homeowners who are no longer able to claim tl1ese
benefits, the changes in the Tax Cuts and jobs Act amounts to a significant barrier tO
homeownership.
These mx changes, combined wid1 significant challenges in the areas of affordability, lack of
adequate invenrory, and rising smdent loan debt, mean tl1at purchasing and owning a home has
become significantly more difficult for many middle-class families, and particularly d1ose who reside
in high-cost areas of the Nation.

"Estimt~wojFtdtmrtax Expelllfitnresfor Fistal Ytan 2018·2022, joiJt1CownineeoJt Taxoti01r, Om>brr4, 2018 (/CX·81·18)
,, EstimltlfJ ojFtdtml rox ExptJtditNrtSfor FiJ(a/ Yion 2016·2020, joint CommiiiN OJI ToxotiOJI, jomJIIJ)' 30, 2017 (/CX-J. /7)
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Chairman THOMPSON. Thank you.
Dr. Eddinger.
STATEMENT OF PAM EDDINGER, PH.D., PRESIDENT,
BUNKER HILL COMMUNITY COLLEGE

Ms. EDDINGER. Chairman Thompson, Ranking Member Smith,
and Members of the Subcommittee, thank you for the opportunity
today to brief you on Bunker Hill Community College, the mission
and challenges of our nation’s community colleges, and the key role
we play in educating and advancing the middle class.
My name is Pam Eddinger, and I am the college’s president.
Bunker Hill is the largest of 15 community colleges in Massachusetts, and one of 1,100 community colleges across the country.
Bunker Hill is a mid-size institution in Metro Boston. But my
sister colleges across the nation vary substantially in size, demographics, and geography. We are urban, we are rural, and we are
suburban, and we range from under 1,000 students to 50,000 students. Together we educate 13 million students, 1 out of every 2
undergraduates in the United States.
In fact, both middle and lower-income students are more likely
to attend community colleges than any other type of higher education institution: private four-years, public four-years, or for-profit.
You might know us best as educators of our first responders in
emergency health, fire, and public safety. But increasingly, we are
also the source for the future workforce, for what we call new collar
jobs, jobs that are middle-skills, requiring some post-secondary
training, and pay well. Jobs in IT, in STEM, big data, health care,
manufacturing, and the creative economy driven by the expansion
of gaming and artificial intelligence.
We are poised to shore up the work infrastructure of the crumbling middle class, and to lift those in poverty through higher education. You hear often that not everyone needs to go to college, and
that is true. The concept of college as a four-year experience is not
for everyone. But some training beyond high school is not only important, but imperative to working in this new collar economy.
Between 1980 and 2015, the earnings of men with a B.A. rose
29 percent, while the earnings of men with only a high school education fell 7 percent. Men who never finished high school saw their
earnings decline 24 percent during those 35 years. The rise of earnings for women with a college education is even more dramatic.
College used to be a sure ticket into the middle class, now it is
a prerequisite.
In Massachusetts alone, we must fill some 65,000 middle-skills
jobs by the end of the decade and the beginning of the next. Those
new-collar jobs are critical to economic growth and innovation. And
they are the new path to the middle class.
Our hopes of a vibrant workforce, of filling these new-collar jobs,
lies in educating and training our adult workers and adult learners. Yet this realization is not widely acknowledged the way it
should be, and we see even fewer evidence of it in our policies and
our operations.
Already our students are not who you think they are anymore.
They are not kids, not 17 or 18, going to college full-time, and sup-
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ported by Mom and Dad. The demographics at my own college tells
the story.
We have 18,000 students a year. Only a third of them are traditional age. The average age is 27, and the median age is 24. They
are likely to be the first in their family to go to college. Many are
immigrants living in gateway cities. Three out of four work, and
many of them full-time. Three out of four are parents, and likely
taking care of parents of their own. Seventy-seven percent—that is
over three-quarters—are in the lowest two quintile of income. Out
of the 18,000, 8,000 are on financial aid. And out of the 8,000 on
financial aid, 1,000 of them are on SNAP. This is a pretty representative profile of the low and middle-income, first-time-to-college working students across all geography.
Even though adult students know that college is their path to the
middle class, education is not at the center of their lives. Their
family, their children, their jobs—and usually there is more than
one job—are their priority. Schooling happens when they can afford
it, often a class or two at a time. Our students are one car battery,
one pediatric visit, and one small disaster away from dropping out.
Yet they are courageous enough to enroll and persist. Our students
take an average of four to five years to complete their associate degree, and slightly shorter for certificates.
If we know that the adult learners have good work ethic, and are
serious about getting ahead, and will be the key to the labor force,
what is holding up progress? What is needed? I would suggest to
you two things.
One, we give up the notion that students be college-ready, and
insist that our colleges are student-ready. We must meet students
where they are, physically and metaphorically. Give up the mental
model of the four-year college, and align our financial and college
policies with the reality of working adults.
Two, we count the basic needs of food, housing, transportation,
and child care as essential education costs, and fund them. It is
true that Pell grant pays for tuition and fees, but the average
unmet need comes close to $4,500 a year for my students on my
campus. There is no mom and dad to call here. It is not a coincidence that all 15 community colleges in Massachusetts have food
pantries and emergency aid offices.
Make applying for aid simpler, by simplifying the FAFSA, the
federal application for aid, and cover the full essential costs of our
adult students.
Thank you.
[The prepared statement of Ms. Eddinger follows:]
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Embargoed until10am, 2/13/2019
Testimony from Pam Eddinger. President. Bunker Hill Community College. Boston. MA
Subcommittee on Select Revenue Measures, House Ways and Means
Hearing on How Middle Class Families are Faring in Today's Economy
Wednesday, Februarv 13, 2019-10:00 AM
Chairman Thompson and Est eemed Members of the House Ways and Means Subcommittee on
Select Revenue Measures, thank you for the opportunity to brief you on Bunker Hill Community
College, the mission and challenges of our nation's community colleges, and the key role we
play in educating and advancing the midd le class.
My name is Pam Edd inger, I am the col lege's president. Bunker Hill is the largest of the 1S
community colleges in Massachusetts, and one of over 1,100 community colleges across the
country. Bunker Hill is a mid-size institution in Metro Boston. But my sister colleges across the
nation vary substantially in size, demographics, and geography. We are urban, we are rural and
we are suburban --we range from under 1,000 students to over SO,OOO.
Together, we educate over 13 million students. One out of every two undergrads around our
nation. In fact, both middle- and lower-income students are more likely to attend community
colleges than any other type of higher education inst it ution-private four-year, public fouryear, or for-profit. You might know us best as educators of our first responders in emergency
health, fire and public safety. But increasingly, we are also the source for the future workforce,
for what we call "new-collar jobs." Jobs that are middle-skills, requiring some post-secondary
training, and pay well. Jobs in IT, STEM, Big Data, Health Care, Manufacturing, and the Creative
Economy driven by the expansion of gaming and artificial intelligence.
We are poised to shore up the work-infrastructure of the crumbling middle class, and to lift
those in poverty through higher education. You hear often that "not everyone needs to go to
college." That's true. The concept of college as a 4-year experience is not for everyone, but
some train ing beyond high school is not on ly important, but imperative to working in this newcollar economy. Men's wages rise with education. Between 1980 and 2015, the earnings of
men with a B.A. rose 29%, while the earnings of men with only a high school education fe/17%.
Men who never finished high school saw their earnings decline 24% during those 35 years.
College used to be a sure ticket into the middle class, now it's a prerequisite.
In Massachusetts alone, we must fill some 65,000 middle-skills jobs by the end of the decade
and the beginn ing of the next. These new-collar jobs are critical to econom ic growth and
innovation. They are the new paths to the middle class.
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Our hopes of a vibrant workforce, of filling these new-collar jobs, lies in educating and training
our adult learners. Yet this realization is not widely acknowledged the way it shou ld be, and we
see even fewer evidence of it in our policies and our operations.
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Even already, our students are not who you think they are anymore. They are not "kids," 17 or
18, going to college full-time and supported by mom and dad. Already, the demographics at
my own college tells the story:
•
•
•
•

•
•

I have 18,000 students a year
Only 1/3 are "trad itional age" students
The average age is 26, the median age is 24
They are likely the first in their family to go to college, many are immigrants, living in
gateway cities
3 out of 4 work, and many full-t ime
3 out of 5 are parents, and likely taking care of parents of their own
77% (more than%) are in the lowest 2 quintiles of income
8,000 are on fina ncial aid, and 1,000 are on SNAP benefits

This is a pretty representative profile of the low and middle income, first-time to college,
working students across all geography.
Even though adult students know that college is their path to the middle class, education is not
at the center of their lives. Their family, their children, their jobs (and there is usually more
than one), are priority. Schooling happens when they can afford it, often a class or two at a
time. Our students are one car battery, one pediatric visit, one small disaster away from
dropping out. Yet, they are courageous enough to enroll and persist . Our students take an
average of 4 to 5 years to complete their associate degree. And slightly shorter for certificate
traini ng.
If we know that the adult learners have good work ethic, are serious about getting ahead, and
will be the key to the labor force, what's holding up progress? What is needed? I suggest to
you two things:
One: We give up the notion that students be college-ready, and insist that colleges be studentready. We must meet students where they are- physically and metaphorically. Give up the
mental model of the 4-year college model, and align financial and college policies with the
reality of a working adu lt student.
Two: We count basic needs of food, housing, transportation and child care as essential
education costs, and fund them . It's true that Pell grant pays for tuition and fees, but the
average unmet need come close to $4,500 per student on my campus. There is no mom and
dad to call. It is not a coincidence that all15 community colleges in Massachusetts have food
pantries and emergency aid offices. Make applying for aid simpler, by simplifying the federal
application for aid, and covering the full essential costs for our adult students.
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One last story of persistence: A student in his late 20s. let's call him Steve. Steve was
homeless, spending his nights at Terminal C of logan Airport because he had a j ob there, and
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there was heat, water, bathrooms, and WIFI to do his homework. The shelters won't have him
because he was going to school full time, and he would not relent. Many of us would have given
up. Fast forward 3 years. He graduated from us and successfully transferred. But with a full
ride at Tufts University. But the re are many Steves in my world. And I know if you go to any
other community college across our country, it won't take you long to find out very similar
stories of Steves and people just like Steve that face real challenges, but nevertheless are
committed to an education because of what it'll mean for them and their family.
Tuition, fees, basic needs- those are the keys to the future workforce, and the restoration of
our middle class.
Thank you.

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00079

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

35636.061

f

76
Chairman THOMPSON. Thank you very much.
Ms. Tirado.
STATEMENT OF TATUM TIRADO, MATHEMATICS
AND SPECIAL EDUCATION TEACHER, BALLOU HIGH
SCHOOL

Ms. TIRADO. Mr. Chairman and Members of the Committee,
thank you for the opportunity to testify about how middle-class
families are faring in today’s economy. With my own personal
story, I intend to illustrate to you that the middle class is barely
making their way.
My name is Tatum Tirado, and I am a highly-qualified mathematics and special education teacher at Ballou High School here in
Southeast D.C. I am 36 years old and have two gorgeous daughters, a 13-year-old and a 6-year-old. When I graduated from high
school in 2001, I wanted to attend college. But the limited academic
scholarships I qualified for were not enough to make college truly
affordable.
Instead, I enlisted in the United States Marine Corps. I was in
boot camp on Sept. 11th, 2001, and I watched the towers fall on
an old tube TV in a squad bay on Parris Island in South Carolina.
In the fleet I was an ordnance man in the now decommissioned
Marine Attack Squadron 513. I have multiple commendations from
a year-long tour in Afghanistan in support of Operation Enduring
Freedom. I am a disabled veteran with combat experience.
While in the Marine Corps, I developed type I diabetes, and I
was awarded early retirement for medical reasons in 2006.
As a veteran, I was able to use a combination of the Montgomery
GI Bill and vocational rehabilitation and employment services to
complete my undergraduate degree. I attended the University of
West Florida in Pensacola, Florida, where I graduated with a bachelor of science in mathematics, with minors in professional education and physics. It was as an undergraduate student that I realized that I could teach by tutoring my peers and high school students, and that is exactly what I did.
As a teacher in Pensacola, Florida I earned $32,000 a year. This
was in 2012. I taught in Escambia County for five years and did
not get a pay raise the entire time, even as I was rated a highly
effective teacher under Florida’s teacher evaluation system. After
taxes and deductions, my monthly paycheck was $2,000. Of that,
$1,000 a month went to child care expenses.
Although I worked multiple side jobs, I could not afford to continue to live and work as a teacher so far from my childhood home.
Two years ago I moved back to the D.C. area, where I was born
and raised, to be closer to family who could help support me.
I was specifically chosen to work at Ballou High School, where
every student has a story and every teacher has a reason. My students, their parents, and I, we forged relationships based on common struggles, and we work together to generate positive outcomes.
We understand that without each other, that none of us can be successful.
Marines believe that once we are Marines, we are always Marines. To that end I am always faithful. I intend to support my
family and my school community in even greater ways, so I am in
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the process of earning a master’s degree in educational leadership.
My course work is completed, and I am trying to find a way to complete the required internship hours, which I can’t do while teaching, even though I need teaching to make a living.
I am a single mother with two children, I am in graduate school,
and, like more than a million other Americans, I have type 1 diabetes. I am totally and irrevocably insulin-dependent. I diligently
take my medication, I eat a low-carb diet, and I exercise. But none
of this is cheap. I knew the health insurance offered by my employer—the cost of my insulin would be prohibitive. Fortunately for
myself and my family, as a Marine Corps retiree I have Tricare
benefits.
My salary as a D.C. teacher is definitely higher than my salary
was in Florida, but so is the cost of living. I can’t afford to buy a
home in this area, not in the suburbs, and certainly not in the District of Columbia. At the moment I rent an apartment in the suburbs that is about 600 square feet for myself and my two children.
I have a huge amount of student debt from graduate school. I am
living on a single teacher’s income with a very expensive health
condition and two gifted children. Their schools have officially labeled them gifted; these are not just the words of a proud mother.
I wish that I could give them things like violin lessons or soccer,
but I just can’t afford it.
My older daughter is in the eighth grade and scored an 1190 on
the PSAT. I taught that PSAT prep class myself at a local community center as a volunteer. There were 20 other students in that
class. If it weren’t for me, PSAT preparation would have been financially inaccessible for them, as well.
I receive no public assistance.
I have gone over and beyond what you have asked of me. I have
served my country. I graduated from college.
I am a dedicated teacher. I am a loving family member. I have
devoted my life to public service. I volunteer teach and tutor when
I can. And yet, here I am, struggling. How do I provide for my family or feel confident I am climbing the ladder to live the middleclass lifestyle, when everything continues to get more expensive
but my salary doesn’t go up?
Thank you for allowing me to share my story with you. And I
look forward to answering your questions.
[The prepared statement of Ms. Tirado follows:]
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Embargoed until 1Oam, 2/13/2019
Testimony of Tatum Tirado
Ways and Means Committee, Select Revenue Measures Subcommittee
How Middle Class Families Are Faring in Today's Economy
Wednesday, February 13, 2019
Mr. Chairman and members of the committee:
Thank you for this opportunity to testify about " How Middle Class Families Are Faring in Today's
Economy." With my own personal story, I will illustrat e to you that middle-class families are
barely making their way.
My name is Tatum Tirado, and 1 am a highly qualified mathematics and special education
teacher at Ballou High School here in Southeast D.C. I am 36 years old and have two gorgeous
daughters, a 13-year-old and a 6-year-old.
When I graduated from high school in 2001, I wanted to attend college. But the limited
academic scholarships I qualified for were not enough to make college truly affordable.
Alternatively, I enlisted in the United States Marine Corps. I was in boot camp on Sept. 11,
2001, and I watched the towers fall on an old tube TV in a squad bay on Parris Island in South
Carolina. In the f leet, I was an ordnance man in the now decommissioned Marine Attack
Squadron 513. I have multiple commendations from a yearlong tour in Afghanistan in support
of Operation Enduring Freedom. I am a disabled veteran with combat experience.
While in the Marine Corps, I developed Type I diabetes, and I was awarded early retirement for
medical reasons in 2006. As a veteran, I was able to use a combination of t he Montgomery Gl
Bill and Vocational Rehabilitation and Employment services to complete my undergraduate
degree. I attended the University of West Florida in Pensacola, Fla., where I graduated with a
Bachelor of Science in mathematics, with minors in professiona l education and physics. It was
as an undergraduate student tutoring my classmates and high school students that I discovered
I could teach, and upon graduation, I did just that.
As a teacher in Pensacola, I earned $32,000 per year. I taught in Escambia County for five years
and did not get a pay raise the ent ire t ime, even as I was rat ed a "highly effective teacher"
under Florida's teacher evaluation system. After taxes and deduct ions, my monthly paycheck
was $2,000. Of that, $1,000 each month went t o child care expenses. Although I worked
mu ltiple sid e jobs, I could not afford to continue t o live and work as a teacher so far from my
ch ildhood home. Two years ago, I moved back to the D.C. area, where I was born and raised, to
be closer to family who could help support me.
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I was specifically chosen to work at Ballou High School, where nearly every student has a
traumatic background. My students, their parents and I have forged relationships based on
common struggles, and we work together to generate positive outcomes. We understand that
without supporting each other, none of us can be successf ul. Marines believe that once we are
Marines, we are always Marines, and to that end I am always faithful. I intend to support my
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family and my school community in even greater ways, so I am in the process of earning a
master's degree in educationa l leadership. My cou rse work is completed, and I am t rying to find
a way to complete the required internship hours-which I can't do whi le teaching, even as I
need to teach to make a living.
I am a single mother with two ch ildren, I'm in graduat e school, and, like more than a mill ion
other Americans, I have Type 1 diabetes. I am totally and irrevocably insulin-dependent. I
diligently take my insulin, eat a low-carb diet and exercise. But none of this is cheap. Under the
hea lth insurance offered by my employer, the cost of my insulin wou ld be prohibitive.
Fortunately for me and my family, I can access insulin through my Tricare benefits as a Marine
Corps retiree.
My salary as a D.C. teacher is higher than my salary was in Florida, but so is th e cost of living. I
can't afford to buy a home in the area . At the moment, I rent an apartment in the suburbs that
is about 600 square feet for myself and my two children.
I have a huge amount of student debt from graduate school. I am living on a single teacher's
income w ith a very expensive health condition and two gifted children (their schools have
officially classified t hem both as gifted; these are not just the words of a proud mother). I wou ld
love to supplement their educations with enrichment or extracurricu lar activities such as piano
or violin lessons, but I cannot afford t o. My older daughter is in t he 8th grade and scored an
1190 on the PSAT. I taught her PSAT prep class myself at a local community center as a
volunt eer. There were 20 ot her students in the class. If it weren't for me, PSAT preparat ion
wou ld have been f inancially inaccessible for them as well. I receive no public assistance.
I have gone over and beyond what society asks. I served my country. I graduated from college.
I'm a dedicated teacher and a loving family member. I've devoted my life to public service, and
volunteer teach and tutor when I can. And yet still I struggle! How do I provide for my family or
feel confident I am climbing t he ladder to live the middle-class lifestyle so many of us aspire t o,
when everything continues to get more expensive but my salary does not keep up?
Thank you for allowing me this time to share my story with you. I look forward to answering any
questions you may have.
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Chairman THOMPSON. Thank you, and thank you for showing
the courage to share that fantastic story.
Mr. Berkebile.
STATEMENT OF GUY BERKEBILE, OWNER, GUY
CHEMICAL COMPANY

Mr. BERKEBILE. Chairman Mike Thompson, Ranking Member
Adrian Smith, and distinguished Members of the Subcommittee, I
am Guy Berkebile, president and founder of Guy Chemical Company, located in rural Somerset County, Pennsylvania. And I thank
you for inviting me to speak about how the Tax Cuts and Jobs Act
has had a positive impact on my company and on my employees.
At Guy Chemical we are manufacturers. We manufacture primarily adhesives, silicone sealants, silicone grease, two-part
epoxies, anaerobic adhesives that are used by mechanics for repairing your car, by homeowners for repairing their houses, by contractors for building a building. And these products are made here in
the U.S. and they are shipped, literally, over the entire world.
I started Guy Chemical in 1995 by taking the $80,000 in savings
that I had—I took out a $70,000 development loan, and then I
mortgaged my house and I used the equity in my house as working
capital for my business. And the start was a very rocky one. I went
on to—I didn’t have an employee for eight months. I lost money for
two-and-a-half years. I did not draw a salary from my business for
the first five years of the existence of Guy Chemical because making my payroll and the survival of my business was always more
important than how much money I put in my pocket at any given
time. Over the first 15 years of—after I started Guy Chemical I
mortgaged my house a total of 7 times to pay—or to finance the
growth of my business.
Today I have over 160 employees in production facilities located
in Somerset, Pennsylvania and Bethel, Vermont. The company is
doing well. And whenever you have a manufacturing company like
Guy Chemical in your community, you have a real asset because,
as a manufacturing company, we employ everyone. We employ engineers, chemists, skilled laborers, unskilled laborers, business
managers, and accountants. So virtually everybody has an opportunity to be employed at a company like Guy Chemical.
I am an S Corporation. I was paying a tax rate of 39.6 percent
at the federal level. When you add on my state taxes and my local
taxes, I was paying a tax rate of nearly 50 percent. So nearly $.50
for every dollar I made in profit went back to the government in
the form of taxes.
Then, in 2017, along came the Jobs Cuts and—the—I am sorry,
the Tax Cuts and Jobs Act. And this enabled me to keep more
money in my company, and I used that money wisely. We have invested it in new equipment. We have a new lab we built that is
five times larger than our old lab. We have new mixing equipment.
We have new production equipment. I have also invested in my employees in the form of a higher salary and bigger bonuses.
And I have some of these employees and their families—the children that you hear in the background have come with me today,
as a member of one of my employee’s families. Donnie Zeigler is a
new employee. We added 29 new jobs and our—as a result of the
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tax cuts. We saw unprecedented demand and our sales in 2018
were up approximately $9 million. So Donnie was one of the beneficiaries of a new position at Guy Chemical. He is paying down his
credit card debt that he incurred while looking for a job.
George Tomoiaga is an immigrant from Romania. He and his
wife, Amber, got married this past summer. They were able to pay
for a bigger wedding. They are paying down student debt, and they
are now looking for a house to purchase because they are now more
financially secure.
It is evident that the tax cuts Act not only had a big impact on
Guy Chemical, but also on other businesses, and also on our employees. On behalf of Guy Chemical and the many other small businesses that have benefitted from the Tax Cuts and Jobs Act, I
thank the committee for giving me the opportunity to speak today.
Thank you.
[The prepared statement of Mr. Berkebile follows:]
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Embargoed until 1Oam, 2/13/2019
Written Testimony of Guy Berkebile
Before the U.S. House Ways and Means Committee,
Subcommittee on Select Revenue M easures

On the Impact of the Tax Cuts and Jobs Act
February 13, 2019
Chairman Mike Thompson, Ranking M em ber Adrian Smith, and distinguished members of the
Subcommittee, my name is Guy Berkebile. I'm the owner of Guy Chemical-a chemical
manufacturer in Somerset County, Pennsylvania specializing in silicone products and packaging
for the consumer and industrial markets. Thank you for inviting me to spea k about the impact
of the Tax Cut s and Jobs Act on my business and employees.

Founded in 1995, I took out a loan of $70,000, used $80,000 of my personal savings and
mortgaged my home to start Guy Chemical-literally putting my family's livelihood and
financial security at risk. And let me t ell you, it was a rocky start.

I had no employees for eight months and operated the business at a financial loss for
approximately 2 Y, years. Furthermore, I did not t ake a salary for five years- working a f ull t ime
j ob on the sid e to provide for my family. In the end, I had to mortgage my home a total of seven
t imes to keep Guy Chemical afloat.

But even though my entrance into ent repreneurialism was precarious at t imes, the outcome
has been extraordinary.

Guy Chemica l now provides employment for more than 160 people in rural Pennsylvania-
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and from chemist s to engineers. It is businesses like Guy Chemical that are the bedrock of our
community.

Then in 2017, came the passage of the Tax Cuts and Jobs Act- legislation that was a financial
godsend for not only my business, but the dedicat ed people Guy Chemical employs. Not only
did we experience a lower tax burden, but we received unprecedented demand for our
product s following t he legislat ion's passage. In fact, we saw a jump in gross revenue of roughly
$9million.

I was able to wisely invest the financia l gains from the t ax cuts in a variety of ways.

On the business expansion front, Guy Chemical was able to build a new laboratory t hat was
five-times larger tha n our previous one, invest in new chemical compounding equipment and
purchase new packaging lines. I cannot stress enough how important the ability t o imm ediat ely
expense capital invest ment was in making these expansions and upgrades possible.

We were also able t o pass down much of t he financial savings to em ployees. More specifically,
we were able to raise wages, expand bonuses by up to 50 percent, st art a 401k retirement
progra m and create 29 new j obs. These changes also instilled a sense of opt imism among our
staff, which has produced a less stressful and more enjoyable work environment.

All of my employees- some of whom are sitting behind me t oday-have a story to tell about
how they used t he extra money from the tax cuts. Below are several examples:

George Tomoiag is an immigrant f rom Romania. His increased salary and bonus from
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the tax cuts provid ed him with more money to spend on his wedding in June of last

84
year. George and his new w ife now feel financia lly secure enough to start a family and
are expecting their first child. The increase in his income is also allowing t hem to pay off
t heir student loans at a fast er rate and save money to purchase a house, w hich they
hope will happen later t his year.

Tammie Gerhart received a 30 percent increase in her bonus. She and her hu sband Bill
have used t he additional money f or home repairs and they took t heir first week-long
vacation since their honeymoon seven yea rs ago.

Eric Lasure received a 26 percent increase in his bonus. He used t he bonus money to
purchase a gun safe and for a week-long fa mily vacation to Vermont. This is his family's
first week-long vacation since 2013.

leigh Diest is our head mechanic and a Navy vetera n. He and his wife, Sarah, are using
his addit ional sa lary and bonus to help pay for childcare expenses for t heir two young
daughters, Emersyn and Eliza. They also took their first fam ily vacation in five years.
leigh says the tax cuts have kept him especially busy during the past year as it is his
responsibility to install all the new equipment Guy Chemical has purchased w it h the
help of the Tax Cuts and Jobs Act. leigh has also just purchased a new house.

Rick Meyers is using h is additional sa lary and bonus to pay medical bills f or t heir
daughter Anna. They also used the additional money to pay fo r home improvement s
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and for a week-long vacation this past August.
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Michelle Trulick received a gross pay increase of 27 percent. She is using the money t o
take a 25th wedding anniversary trip at the end of March. The additional money has also
enabled her to put aside more earnings for retirement.

Donnie Zeigler was a new hire to Guy Chemical in 2018. He was hired for a new position
made possible by the marked increase in business following the passage of the tax cuts
bill. He has since received

a promotion and an increase in salary. His new financial

security has enabled him to pay down credit card debt (incurred while he was looking
for a full time job), buy a new vehicle, and pay for childcare expenses for his children,
Cecilia and Harrison. He and his wife Natalie were also able to provide

a nice Christmas

for their children and are taking a fami ly beach vacation, both of which are directly
related to the unexpected bonus he received towards the end of 2018.

It's clear the tax cuts have had a big impact on not only my business, but the broader
economy- pushing wages up, unemployment down and economic growth through the roof.
Extending measures in the Tax Cuts and Jobs Act past the scheduled expiration date and
continuing to reduce restrictions on American businesses w ill ensure the economy remains on
the upswing and millions of Americans continue to benefit.

On behalf of Guy Chemical and the many other small businesses that have benefited f rom the
Tax Cuts and Jobs Act, I thank the committee for giving me the chance to speak today.

Thank you.
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Chairman THOMPSON. Well, thank you, and congratulations on
a successful small business. All of us who have small businesses
know how tough it is to make it, and it sounds like you have done
well. So congratulations.
Thank you to all the witnesses. Now we are going to proceed
under the five-minute rule with questions for the witnesses. And
I will begin by recognizing myself for five minutes.
Dr. Zandi, first thing I would like to talk with you about is the
situation involving millions of Americans whose tax refunds are
much smaller than usual this year. I am assuming you have read
the same articles and seen the same reports that I have.
And I know that my Republican friends spent a lot of time saying that their tax law would give people bigger paychecks, but we
are starting to see evidence now that the drive to show higher paychecks after passage of the tax law has led to a significant dropoff in the size of tax refunds, and so many middle and lower-income
taxpayers depend on those. And many Americans, who are used to
getting tax refunds, will instead owe taxes in April.
Can you briefly describe the withholding, what withholding is,
and why it is done?
Mr. ZANDI. Yes. Taxpayers withhold from their income or set
aside part of their income towards their tax liability.
Withholding is very important, because it avoids the problem of
getting to April 15th with a huge tax bill for which many lower and
middle-income Americans, would be a very severe hardship to pay.
They couldn’t do it, and there would be a lot of financial pain and
suffering. So this is a way to effectively have taxpayers save along
the way, so that when they get up to April 15th they don’t have
a tax bill that they can’t manage. Because of withholding, in times
past as you point out, many taxpayers enjoy a refund.
I believe the last year before this tax legislation took effect
roughly 70 million taxpayers out of 160 million had tax refunds,
and the average tax refund was a couple thousand dollars. So far
this year—and it is still early days, as the tax refunding is just
now kicking into gear—it does appear that the refunds are meaningfully smaller, somewhere between 5, and as much as 10 percent
lower than last year. So that is $150 to $200. And some folks won’t
have any refunds at all this year. They won’t get a refund.
And this is a big surprise to many. No one planned for it. And
thus, you can hear angst everywhere across the country. And if this
continues on as it has over the last few weeks over the next two
months we are going to have a lot of people that are going to really
struggle.
Chairman THOMPSON. Thank you. So it is—it helps them avoid
a big lump sum payment. It is kind of a forced savings.
But I am also hearing from a lot of my constituents in the business community that it is also—acts as a bonus for people who
then take that money and spend, and the multiplier effect ripples
through the community and helps, and that ripple may not be
there this year.
And to be clear, the Treasury Department has the authority to
determine how withholding is calculated. And can a worker’s takehome pay be manipulated through those withholding rules?
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Mr. ZANDI. Yes. So, excellent point about the bonus. I mean people treat it like this is a one-time bonus. And if they don’t get a
refund, then retailers will feel it.
Chairman THOMPSON. Well, we have all been there.
Mr. ZANDI. Yes, we have all been there. Retailers count on that.
If taxpayers don’t get this refund, then the retail sector is—and actually, the retailing data is now coming in very weak. There may
be other reasons going on, but this feels like it is one of the reasons
that this is happening.
And yes, Treasury has a big part—the way they implement the
tax law change has a—is—contributed significantly to this shortfall
in refunding that we are experiencing right now. So in an effort to
really juice things up this time last year—you know, because everyone got, you know, kind of a big tax cut—and to really juice things
up, the way they set it up, now we are paying the price. On the
other side of this, refund checks are a lot smaller. Or, again, people
are not getting refunds at all.
So yes, the Treasury—the way they implemented it, this is a big
contributing factor here.
Chairman THOMPSON. So the withholding manipulation has
really done damage to about four-and-a-half million taxpayers who
now find themselves owing the IRS.
Mr. ZANDI. Yes. So 70 million people got refunds, so this year
it looks like it is going to come in around 65, 66 million. And then,
of course, all the 65, 66 million who get refunds will be—many of
them will be smaller than otherwise would be the case.
Chairman THOMPSON. So that is way out of the normal for this
to happen.
Mr. ZANDI. Actually, in recent years, the refunding has increased year by year by year. Now, it has been——
Chairman THOMPSON. But the manipulation is what I am talking about.
Mr. ZANDI. Yes. Oh, that is——
Chairman THOMPSON. Out of the ordinary——
Mr. ZANDI. Never—I mean only——
Chairman THOMPSON. A callous move——
Mr. ZANDI. Exactly.
Chairman THOMPSON [continuing]. On the part of somebody.
So thank you for that.
And one other thing, Dr. Zandi. President Trump and my Republican colleagues spent about $2.3 trillion on deficit finance tax cut
as their marquee accomplishment under the tax cut bill. And that
money was borrowed. That was money that we didn’t have. So it
was a windfall for folks who were already wealthy, and it did little
for the rest of the country. That is pretty much what the numbers
look like today.
If you had the ability to right that big tax bill last year, would
it have looked anything like this?
Mr. ZANDI. No. I mean this is deficit financed, as you point out.
I mean the Congressional Budget Office, the non-partisan folks
that—and the Joint Committee on Taxation that look at this—nonpartisan, you know—clearly have—came out and said this is going
to add significantly to budget deficits, and it has. And we are on
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track to have a $1 trillion budget deficit, if not this fiscal year, certainly next fiscal year.
And a lot goes to the deficits—and, you know, I am a fan of lower
corporate tax rates. I thought the 35 percent top marginal rate was
too high. And President Obama did propose to put it down to 28,
and I think that was very reasonable. But it has to be paid for. We
have to figure out a way to pay for it. Otherwise, the benefit of the
lower corporate tax rate to businesses who invest, like Guy Chemical, that is offset by the fact that interest rates are all—are going
to be higher because we have to borrow all this money going into
the future.
So it has no net benefit to the economy, but we ended up with
this much larger budget deficit and higher debt load. So if I were
king for the day, I would have given—I would have gone down the
path of trying to make our businesses more cost competitive and
address those concerns that we had. But I would have not lowered
it nearly as much, and I would pay for it through other tax revenue. And I certainly wouldn’t have gone down the path of much
lower tax rates for high-income households, both on income, capital
gains, estate taxes, because that provides no long-term benefit, and
adds significantly to the budget deficits.
And just a final point, tax revenue as a share of GDP today is
as low as it has been in 50 years. And it is falling. You know, the
idea that this tax cut was going to juice up growth and it was going
to pay for itself and then some, absolutely not the case. Tax revenues are falling. And that is because of the tax cut.
Chairman THOMPSON. And much of the individual benefit that
Mr. Berkebile mentioned goes away.
Mr. ZANDI. Yes. I mean absolutely. I mean somebody has got to
pay for the——
Chairman THOMPSON. For those——
Mr. ZANDI. Yes, it is——
Chairman THOMPSON [continuing]. Corporate tax cuts that you
talked about remain, and the other——
Mr. ZANDI. Yes, the individual tax cuts go away.
Chairman THOMPSON. Correct?
Mr. ZANDI. Yes.
Chairman THOMPSON. Thank you very much. I would now like
to recognize Ranking Member Congressman Smith.
Mr. SMITH. I will reserve and come back.
Chairman THOMPSON. And I will recognize Mr. Rice from
South Carolina.
Mr. RICE. Thank you, Mr. Chairman, and thank you for having
this hearing on the effect of the middle class on the Tax Cuts and
Jobs Act. I wanted to just kind of go through some statistics. I am
sorry, you all. I am a CPA, and statistics are just exciting as hell
to me.
[Laughter.]
Mr. RICE. So just a few things that have happened in the last
two years since the President was elected, and since the Tax Cuts
and Jobs Act became law.
Only two years ago we were being told by the media that we
would never see sustained growth over two percent in GDP. Over
the last six quarters, GDP has averaged over three percent—sur-
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prise, surprise—double the last six quarters of the—under the
Obama Administration. We have 157 million people employed in
the country, the highest in history, 6.9 million available jobs. The
unemployment rate is at a 20-year low. Since last March we have
had each month more job openings than people unemployed. Alltime lows in African-American unemployment, all-time lows in Hispanic unemployment. Unemployment for women is at a 65-year
low. Unemployment for teenagers is at a 50-year low. My goodness.
How can we not be just celebrating these figures?
It is harder to find blue-collar workers than white-collar workers
for the first time in decades. Florence-Darlington Tech in my—a
community college in my district, they tell me that they could place
1,000 diesel mechanics tomorrow. Horry Georgetown Technical College in my district has just started a free program, free tuition—
it is not discounted, you don’t have to get a loan, it is free—to—
it is a six-week education in construction, welding, or electrical.
And they not only pay the tuition, they also pay your bus fare to
come. And they struggle to get people to show up.
Wages rose 3.2 percent in 2018, the highest in 12 years. Consumer spending over the holidays was the highest in six years.
Small business confidence hit the highest—is the highest in 15
years. In the two years since the President took office, we have
gone from 10 years of economic stagnation to a long-overdue economic boom.
The things—this is—these statistics are the proudest—the things
that I am the proudest of.
I have the poorest county in a poor state, South Carolina, Marion
County, South Carolina, poorest county in South Carolina is in my
district. In January of 2017, when President Obama left office and
President Trump took office, the unemployment rate in Marion
County, South Carolina, which is 57 percent African-American, was
9.3 percent. Today 4.7 percent.
Dillon County, South Carolina—you know, think about that, 9.3
to 4.7. The unemployment rate was cut in half. My goodness, how
can we not celebrate this incredible success? Dillon County, South
Carolina, January 2017, 6.5 percent. Today it is 3.8 percent, 47
percent African-American.
Marlboro County, which is 51 percent African-American, when
President Trump took office, 7.6 percent unemployment. Today 4.1
percent unemployment. These are staggering statistics. What an
incredible success. What an opportunity for the middle class.
And, you know, I think their future is brighter now than it has
been in decades. A growing economy lifts all boats.
But we can do more. You see, I think I understand why the middle class has struggled, really, since about 1990. It is because, you
know, the last time we did tax reform was 1986. And I don’t think
that is coincidence. In those 30 years since then economies around
the world have designed themselves to be competitive of us, and
they have been successful in attracting our companies and our jobs
away. But the Tax Cuts and Jobs Act stopped that flow. In fact,
it is starting to reverse; over 300 manufacturing jobs created last
year.
And we can do a lot more to make our economy competitive. If
we can work on these trade agreements and make them fair to
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America—30 years ago we could enter an unfair trade agreement.
We were so far ahead of the rest of the world. But we can’t do that
anymore. And President Trump and this committee are working actively to make our trade agreements fair.
We need to work on merit-based immigration, like most companies—countries use their immigration system to make themselves
more competitive.
And finally, we need to stop the endless flow of people who work
for nothing, the illegal immigrants that come over here and work
for nothing, because who does that affect? That overwhelmingly affects people on the lower end of the scale. And of course it depresses wages, and it—of course it holds our middle class down.
I could keep going, but the chairman is tapping. I yield back.
Chairman THOMPSON. Thank you. I recognize Mr. Doggett to
inquire.
Mr. DOGGETT. Well, just picking up right there, most every objective economic study, whether it is from the U.S. Chamber of
Commerce or independent economist, shows that if we move forward with comprehensive immigration reform, it would be a boon
to our economy, and that even just doing the modest step of assuring the future of our DREAMers, these talented young people, most
of whom have never known any country other than America, let
them achieve their all, that that would be a growth incentive in
Texas, in our southwestern states, and in many other parts of the
country.
But I want to pick up with the statistics with you, Dr. Zandi. Because, as I recall, you provided us some pretty sound advice about
how we try to dig out of the financial debacle that President
Obama inherited. And isn’t it correct that with the enactment of
the stimulus, which was, unfortunately, along partisan lines, right
up until the time that President Trump was sworn into office, we
had steady economic growth, we had jobs, we had job growth, we
had economic progress well underway?
Mr. ZANDI. Yes, we did. Just consider unemployment, unemployed, which peaked exactly at 10 percent in late 2009. President
Obama became president January of 2009. Stimulus package was
passed in February of 2009. The recession ended in June of 2009.
We lost a million jobs in January of 2009, you remember back to
that——
Mr. DOGGETT. Right.
Mr. ZANDI [continuing]. Fateful month. Unemployment peaked
at 10 percent. When he left, the unemployment rate was down closer to five-and-a-half percent. And what we have seen since is a continuation on——
Mr. DOGGETT. Continuing the progress——
Mr. ZANDI [continuing]. That steady improvement.
And here is what I would say. If I go and borrow money and then
spend the money I just borrowed for a brief period of time, it is all
going to feel pretty good, right?
Mr. DOGGETT. It is a sugar high.
Mr. ZANDI. Absolutely. And of course, I have a bill to pay. And
when the money is gone, what happens? The time good times are
over.
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So enjoy it while it lasts, because the economy is already slowing.
Growth in Q4 is going to come in somewhere around two, two-anda-half percent, which is exactly where it was before the tax cuts,
and it is going to be lower than that in Q1 of this year. And we
are not getting back to sustained growth of three percent——
Mr. DOGGETT. And——
Mr. ZANDI [continuing]. Under the current tax law.
Mr. DOGGETT. And——
Mr. ZANDI. And let me say one other thing. You are absolutely
right about immigration reform. If you want strong, sustained economic growth. If you want three percent growth sustained in the
long run, it will require immigration reform. We need more immigrants, not fewer immigrants.
Mr. DOGGETT. Thank you. And there really is, as near as you
ever get, economic consensus that our growth rate is slowing and
it is burdened by the huge amount of debt that you told us to avoid
when we were considering this tax law last year, right?
Mr. ZANDI. Exactly. It was pretty obvious.
Mr. DOGGETT. Right.
Mr. ZANDI. And the CBO and the Joint Committee on Tax was
telling you this, and we are getting exactly the scrip they provided.
Mr. DOGGETT. I am pleased that every amendment that we offered as Democrats trying to improve that bill was fully paid for.
Would your advice be to the committee that, out of concern for
this huge amount of Republican debt, we ought not to be doing
things that will add to the debt further with unpaid tax cuts?
Mr. ZANDI. Absolutely. I think we are losing that very important fiscal discipline. Every tax cut, in my view, every spending increase, has to be paid for. We have to figure out how to do that.
Mr. DOGGETT. And Dr. Boushey, you, like Dr. Zandi, mentioned
the need for some improvements with child care, with infrastructure, with getting a competitive work force.
Dr. EDDINGER. Certainly our community colleges.
Isn’t the—really, the primary need there for some direct expenditure to strengthen our community colleges, to meet our workforce
training needs with effective programs, and not just more inefficient tax credits and tax cuts?
Ms. BOUSHEY. A hundred percent. I will be quick, so that we
can hear from the community college expert, as well.
I mean I would say two things. I mean, first, you know, part of
what the tax reform did, the tax cuts did, was starve the government of the ability to make these much-needed investments. And
we are not seeing the investments that we need to be making in
infrastructure, in early education, in education writ large, and
health care. These are all things that are demonstrably going to
improve our economy, moving forward, on a stable path. Not like
the—as you just called it—sugar high we are on now. So I would
100 percent agree.
On the question of tax credits, certainly we do need to be making
these investments and encouraging investments where businesses
aren’t making them.
Mr. DOGGETT. Let me just ask, with my time expiring, can any
of you tell me how you spent the $4,000 in average adjusted income
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that President Trump and this crowd said you would get every year
as a result of this tax cut? Anybody get their $4,000?
Just another of the phony promises that were made for——
Chairman THOMPSON. The gentleman’s time has expired.
Mr. DOGGETT [continuing]. A measure that does not work.
Thank you.
Chairman THOMPSON. Mr. Schweikert.
Mr. SCHWEIKERT. Thank you, Mr. Chairman. Just for the fun
of it, Mr. Doggett, many of us absolutely agree, immigration is a
crucial part of future economic expansion. And if you will work
with us on developing what the rest of the industrialized world has
done, which is a talent-based system—because, as we can see from
the literature—and I don’t think any of you are part of the—but
lots and lots of the robust literature says a talent-based system is
where you get your maximum multiplier. In our current system it
is often a second generation to third generation before you get the
multipliers.
So we agree, we just have to actually make the designs work, because we have a demographic crisis coming at us. And if we don’t
start to deal with—I have been heartbroken with some of the, forgive me, some of the partisan math, because you all know it is
more complicated. We need a multi-level approach. It has got to be
immigration.
It has also got to be incentives for maximum economic expansion.
It has got to be incentives for workforce participation, radical
adoption of technology and health care so we stop having this crazy
debate of who gets to pay, but lowering the price.
And then we are going to have to have the most difficult discussion, and that is the redesign of our earned entitlements.
Doctor—and, forgive me, I want to—don’t want to mispronounce
your name—Eddinger.
Ms. EDDINGER. Eddinger.
Mr. SCHWEIKERT. Eddinger. You actually said many things
that I think, A, we all agree on, but I find very optimistic, but
there is a frustration here. For many of us, being from Arizona, we
have seen some amazing data in the U6—if you get down to the
U6 cross-steps, that individuals without a high school education,
that we would have discussions in this room just a couple years ago
that they were part of the permanent under-class in this society,
are actually going to community colleges, getting those certificates
in maybe welding, in maybe something else. And because of the impressive job creation out there, we are seeing some upward mobility of entire quartiles that the really smart people had written off
in the previous decades.
And if we are going to have an intellectually honest—there needs
to be sort of joy and optimism, but also a focus on these quartiles
and the velocity of movement into higher quartiles.
What do you do in your system to make it affordable, to encourage someone to do those certificates? And what sorts of partnerships are you setting up with the employers that are so short of
employees?
Ms. EDDINGER. So we always try to put the funds in the hands
of——
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Mr. SCHWEIKERT. No, no, no, you are fine. I am trying to get
her to put a slide up.
Ms. EDDINGER. Oh. We always try to encourage folks to put the
funding and put the dollars in the hands of the students, because
they best know how housing, food, and all of the wrap-around support would work.
When students finish with us, they hop two quintiles in income.
It is demonstrable. It is what you saw in——
Mr. SCHWEIKERT. Say that last part again. So when they finish and get their certificate, you are actually tracking that they are
not going to the next, they are literally doubling up on——
Ms. EDDINGER. They literally double up.
Mr. SCHWEIKERT [continuing]. Their velocity.
Ms. EDDINGER. And what we do with the employers that—we
bring them to the table and say, ‘‘Help us co-educate our students.
Do not just count on the state or the Federal Government funding
everything. We our financial partner, and then tell us what the
competencies are that we need in order to create those jobs.’’
Mr. SCHWEIKERT. Mr. Chairman, considering this committee is
about our middle class, and we all know there is sometimes constantly moving definitions of what is the middle class—is the middle class in California with a high-cost state, or Massachusetts, or
Connecticut, different than Arizona? But I have a great concern
that we are pricing out much of our middle classes as—Tirado?
Tirado, that is actually—so elegantly said and so emotionally said
is she is being priced out of the middle class.
[The slide follows:]
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Mr. SCHWEIKERT. If you look at this slide—and I will be happy
to pass it around, but this is easier than me standing there with
one of those boards. If you actually take a look at the last—okay.
But if you functionally look at the last 20 years, the areas that
have exploded in cost are those areas that have—are our fault. It
is this elected body that touches hospital services, college tuition,
medical care. We have distorted those markets.
But take a look. If you see the blue lines, the other areas that
have actually crashed in consumer purchasing power. They are
those that have the lightest touch from this institution. We are
going to have to sort of think through how do we reach out in
health care and use technology, availability, and those things, instead of what you are seeing.
The very top of the chart is hospital services, which our reimbursement mechanisms have created absolute distortions.
The last thing I would just—Mr. Brown, for much of my life—
I was a Realtor for a decade, I was a leader in——
Chairman THOMPSON. Your time has expired.
Mr. SCHWEIKERT. You spoke to doubling the deduction as
being a difficulty. You owe her an apology, as she is trying to survive as a renter, needing that deduction.
Chairman THOMPSON. Okay, the gentleman’s time has expired.
Mr. Larson.
Mr. LARSON. Thank you, Mr. Chairman. And let me start by
commending the excellent witnesses that we have, especially Ms.
Tirado and Mr. Berkebile, who I would also note is an Ironman.
And based on your testimony, Ms. Tirado, you are an iron woman
who deserves enormous credit.
Let me also commend Chairman Thompson and Mr. Neal. The
difference, I think, that we are noticing this year is that we have
returned to regular order.
Now, what do we mean by that? What we mean is that we are
actually going to have hearings. We are actually going to have substantive discussion, where we can exchange ideas and views on
both sides. Our colleagues on the other side have a lot of good
ideas. It would have been great if we had public forums and hearings on the tax proposal that we are now dealing with. Because
with everything, there is always unintended consequences.
The goal of Mr. Neal and Mr. Thompson is to make sure that,
through expert witnesses, we have an opportunity to hear the rest
of the story. And so I commend all of you for giving us the—your
various points of view.
Chief among my concerns in a return to regular order is that this
tax cut, as we hear in testimony, has fallen unevenly.
Not only unevenly, but if you are from the State of Connecticut
and you have to deal with, say, the state and local tax you can no
longer deduct, you find yourself in a situation where—750,000 people in my state itemize deductions. The average deduction is
$19,000. But without any public hearings or forums or anything,
we concluded—we, meaning the body—that we would cap this—our
colleagues on the other side—at $10,000. The average in Connecticut is 19; 10,000 was the cap.
So now, when it comes to paying the fiddler this April, not only
are people going to see an increase—and this is my question for
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you, Dr. Zandi—a person who previously used to deduct 19,000 and
now is capped at 10, are they in fact subsidizing the tax cuts and
the corporate rate?
And as you pointed out, President Obama had a tax rate of 28
percent and 25 percent for manufacturers, I believe. However,
there was never a hearing in the eight years that they were in control on any of Mr. Obama’s proposals to reduce taxes. Only behind
closed doors and without a hearing did we get the tax bill and,
therefore, these uneven results that we are experiencing now.
Are citizens of Connecticut and, frankly, a number of states
across this country, because of this tax bill, subsidizing the tax cuts
of the very wealthy?
Mr. ZANDI. I think you are right. I think the tax legislation has
raised tax liabilities for many people in the Northeast Corridor—
so for Boston through Connecticut, New York, down through Philadelphia, Baltimore, and D.C. Parts of Florida, and on the West
Coast, particularly around California. Around Chicago, as well.
These are areas of the country where the SALT deduction was very
important. And you take that away or reduce its value, it is a significant financial hit to those households. In many cases they are
now doing their tax returns, and they are going to find that their
tax liability is much higher which will force them to significant adjustments.
So you go look across the housing market and take a look at
house prices in these different parts of the country, and they are
now weak, going flat, and in some cases actually declining, as these
markets adjust to the fact that, you know, these tax preferences
that were in the code before are no longer there.
So it is a very significant adjustment, particularly to home owners in a place like Connecticut, you know——
Mr. LARSON. Mr. Brown, are you finding that in California also,
the impact of the lack of the ability to deduct state and local taxes?
Mr. BROWN. Very much so. We have a huge supply and demand
imbalance in California, and extremely high prices. We also have
a very robust and large economy. And housing prices are very high.
So if people can’t write off those taxes, it takes some of the incentive away to buy a house. We believe that buying a home is a way
for people to enter the middle class. It is a way to climb the economic ladder. People that are struggling to buy that first house
face a lot of barriers. They have health care costs, they have the
competition factor in California, and they high prices. It is hard to
get in.
So there has to be an economic benefit or incentive for somebody
that is in that position. The economic benefit, or the incentive, was
largely taken away for many in the Tax Cuts and Jobs Act.
Mr. LARSON. You bet.
Chairman THOMPSON. Thank you. Thank you very much. Because of the numbers on the committee, we are going to move to
a two-to-one ratio, as has been done always in this committee. And
I will recognize Ms. Sánchez.
Ms. SÁNCHEZ. Thank you, Mr. Chairman, and thank you to all
of our witnesses for being here today. I am pleased that we are beginning the long-overdue process for tax—hearings on tax reform.
Although I think, as Mr. Larson mentioned, it would have been
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better if we had done those hearings prior to when the Republicans
passed their tax bill, but here we are.
Republicans held the committee gavel for eight years, and in that
time they used that time to focus on multi-national corporations,
while middle class and aspiring middle class Americans often had
to take second jobs to make ends meet. It is impossible in this
hearing to address all of the missed opportunities that we could
have had in the last tax bill. So I am going to focus on just a couple. And I want to start with Ms. Tirado.
I know that you are a D.C. native and you spent some time in
Florida, but your story reminds me of so many stories that I hear
from constituents in Southern California. And I really want to
thank you for your testimony. But I wonder if that side of the dais
has listened to your testimony, because clearly, all this rosy information about how the tax bill has helped everybody—it really
hasn’t helped you, has it?
Ms. TIRADO. Yes, I have been listening and I have already done
my taxes. And I didn’t—I saw some extra money from Maryland,
they have some things for teachers, but not from the federal side.
So all of the great things that they are talking about from the
tax——
Ms. SÁNCHEZ. All these wonderful things, you know, unemployment is down, and wages are up—are you feeling that, personally?
Ms. TIRADO. No. And, you know, unemployment rates dropping
isn’t instantaneous. It didn’t happen in the last ten years. That is
a decade’s worth of work. And I think that needs to be recognized,
as well.
Ms. SÁNCHEZ. Thank you. And as you mentioned in your written testimony, you know, I think you have done far more than society asks of you. You have served your country in uniform, you
teach, you volunteer in your community, all while trying to further
your own education and trying to raise two children on your own,
which I think is—the most amazing thing are single mothers in
this world.
I would like to talk to you about something that hits close to
home for me, too. I have four boys, three of them step-sons and one
of my own. I want to talk about child care costs, because——
Ms. TIRADO. Okay.
Ms. Sánchez [continuing]. All the unemployment in the world
isn’t going to help working parents afford child care. You mentioned that child care costs were not only half of your take-home
pay in Florida, but that a need for child care assistance was one
of your—the factors in your decision to move back to D.C.
Ms. TIRADO. It was.
Ms. SÁNCHEZ. And I am sure, as an educator, you know how
important early learning is.
Ms. TIRADO. Yes.
Ms. SÁNCHEZ. I want you to tell us that, as we look to maybe
realign some of the benefits so that middle-class families really do
get relief, what should we know about your attempts to access
quality and affordable child care?
Ms. TIRADO. Well, in Florida, child care was provided to me by
a church. You know, church is very important in my community.
And my child care expenses were actually supposed to be $1,200
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a month, but I went to the pastor of the church with my situation,
and he gave me that discount, so it would only be $1,000 a month.
And I took a second job to help me pay for it. And then, of course,
the father of my children helped me out, as well.
But even with all of the help from my ex-husband, from the pastor of my church, I still had to take on a second and a third job.
So I worked until 7:00 in the evening after teaching all day, and
then I worked on Saturdays, as well, to keep up with child care.
When I look at my students, a lot of my students are late to
school every day, because they have younger brothers and sisters,
because their parents can’t afford child care. They have to take
their younger brothers and sisters to school first, and then come to
school. Then they are late, they don’t get there until second period
or lunch time, and then we say they were absent from school for
the whole day because of the rule that if you miss one class then
you are absent for the whole day.
Then we tell them at the end of the year, ‘‘You have too many
absences and you failed the entire school year and have to repeat
the year,’’ because their parents can’t afford child care.
Ms. SÁNCHEZ. Yes, amen.
Ms. TIRADO. Those are the sort of things——
Ms. SÁNCHEZ. I wish we could, you know, blast that out over
every television set and radio in the United States. You have had
to get a second job, so the tax bill didn’t help you climb out of, you
know, the deficit of—your wages aren’t being—aren’t going up, and
you have got student loan debt, and the cost of milk isn’t the same,
you know, from one week to the next.
Ms. TIRADO. No.
Ms. SÁNCHEZ. I mean all of those expenses go up. Interest rates
are going up. When you hear, like, wow, GDP is great, and unemployment is low, you know, the reality is those are statistics, but
those statistics reflect lower-paying jobs or jobs that don’t provide
the kind of benefits that you need in order to support your kids and
make sure that they have health care.
I mean I really want to drive down that point, because you can
hear statistics, but you hear stories like yours, and yours is not
unique. How many people do you know that are similarly situated,
where they are struggling to afford child care and basic necessities,
and their wages aren’t going up?
Chairman THOMPSON. The gentlewoman’s time has expired.
Ms. TIRADO. Every single teacher I have ever worked with. All
the teachers I have ever worked with have the same problem. All
of them.
Ms. SÁNCHEZ. Thank you so much for your testimony.
Chairman THOMPSON. Thank you very much.
Ms. SÁNCHEZ. And I yield back.
Chairman THOMPSON. Mr. LaHood, you are recognized.
Mr. LAHOOD. Thank you, Mr. Chairman, and I want to thank
the witnesses for being here today, for your valuable testimony.
And Ms. Tirado, thanks for sharing your story and for your service to our country in the military. I appreciate that very much.
My district that I represent in central and west central Illinois
is kind of the heart of the middle class—middle-class, lower-middleclass folks. I am fortunate enough to represent about 710,000 peo-
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ple, rural agricultural area, but with a lot of manufacturing. And
I look at our economy today and it is the strongest economy we
have had in 25 years.
And I look at small, medium-sized companies in my district. And
in going back 10 years and looking at how devastated our manufacturing was, our job markets, and I look at the statistics today, I
mean, the number-one issue that I hear in my district as I traveled
around—and, Dr. Eddinger, you touched on it—we can’t find
enough workers. Seven million unfilled jobs. We don’t have enough
truck drivers, we don’t have enough welders, we don’t have enough
nurses, we don’t have enough mechanics, we don’t have enough
technicians.
But I will also tell you, as I look at companies in my district—
for instance, Dot Foods based in Mt. Sterling, Illinois, they could
hire tomorrow 70 new truck drivers, start out at $68,000 a year—
that is a head-of-household job in Mt. Sterling, Illinois for a middle
class person—and don’t have enough workers for that.
Keystone Steel and Wire in my district, in Bartonville, Illinois,
they have a waiting list of 80 new people for welders, starting out
at $20 to $25 an hour. We can’t find them.
I look at Knapheide Manufacturing based in Quincy, Illinois.
Again, they are looking for 100 new workers to come in. We have
never seen this before.
And you look at the statistics, and Mr. Rice went over it. GDP
has grown at over 3 percent, lowest unemployment in 50 years in
all sectors, African-American community, Hispanic community,
with women, with people with disabilities. Private-sector wages
continue to go up.
Look at—the stock market is up 27 percent. And remember, that
affects 529 plans for middle-class Americans, 401(k)s, all retirements, created 5.3 million new jobs in the last two years, 600,000
in manufacturing. Nobody ever thought we would bring back manufacturing in this country, and we have done it.
And so I look at their—it doesn’t mean we don’t have challenges.
Clearly, we do. And a number of you have hit on those challenges.
And we ought to be working on those right now. But when you look
at the economy, I look at this as let’s do no harm with the economy
and keep it going, and let’s focus on these other things.
And I think, Dr. Zandi, you hit on a couple of important points
with infrastructure. Absolutely, we ought to work on infrastructure. You are going to find a lot of bipartisan support on working
on infrastructure. You know, the President has talked about an infrastructure plan. We ought to be working on that.
Workforce development, career technical education, clearly those
are bipartisan issues that we can legislate on and find a solution.
Immigration is another one, and health care has been touched
on.
So those are all things we should be focused on. But the economy
is going strong, we ought to keep it going. And it has helped middle-class folks. That is not just anecdotal evidence, that is real evidence.
I would also like to submit for the record, Mr. Chairman—this
is a poll that Gallup just did last month. Here is the title: ‘‘Opti-
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mism about Personal Finances Hits 16-Year High with the Middle
Class.’’ And so I would like to submit that for the record.
Chairman THOMPSON. Without objection.
[The information follows:]
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THE HILL logo

Optimism about personal finances hits 16-year high:
Gallup
BY MICHAEl BURKE · 02111/19 09:27AM EST

Optimism Americans have about their personal finances has reached its highest level in more
than 16 years, according to a new Gallup poll.
The poll found that 69 percent of respondents said they expected to be better off financially at
this time next year, while 16 percent said they expect to be doing worse. That was the highest
recorded mark since 2002, according to the poll.
The 69 percent of respondents who said they expect to be doing better is 2 percentage points
different from the all-time high of 71 percent who said the same in March 1998.
The poll also found that 50 percent of those polled said they are doing better financially now
than they were a year ago. Twenty-six percent of respondents said they are doing worse now
than they were a year ago, the poll found.
Along party lines, respondents who identified as Democrats were more likely than other groups
to say they are doing worse financially than they were at this time a year ago. The poll found
that 37 percent of Democratic respondents said they are worse off, while 32 percent said they
are better off.
Other than Democrats, most other demographic groups were more likely to say they were better

off financially now than a year ago, accord ing to the poll .
The poll's results are based on telephone interviews with a random sample of 1,017 adults,
conducted from Jan. 2-10. The poll has a margin of error of plus or minus 4 percentage points.
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Mr. LAHOOD. And I would just say, you know, again, the title
of this hearing is how are middle-class families faring in today’s
economy. In my district, they are faring pretty well.
And Mr. Berkebile, I want to ask you. Going back 10 years and
looking at 2008, 2009, where we are at, and where we are at today,
can you tell us how middle-class workers in your business are
doing?
Mr. BERKEBILE. Yes, they are better off. This is why I brought
these employees here. It is one thing for me to tell you a story
about one of my employees. It is another to tell you the story with
them here, so you could actually ask them for yourselves.
But our bonuses—we have always been fortunate enough that we
have been able to pay a bonus for many years. We have increased
our bonuses up to 50 percent. But—and we have increased salaries.
But regardless of whether I am voluntarily increasing wages, forget about that. The job market right now is so tight that I have
to increase wages. I have no choice. And I don’t hear these people
talking about that. The job market is so tight right now we are
having trouble finding workers in our factory. We had to increase
these salaries in order to attract and retain them.
Mr. LAHOOD. Thank you. I yield back.
Chairman THOMPSON. Thank you. I recognize Ms. DelBene.
Ms. DELBENE. Thank you, Mr. Chairman. And thank you so
much for holding today’s hearing, because I think that this Congress needs to consider how our actions are lifting up the middle
class. And today is an important step to getting back to doing that.
My colleagues on the other side of the aisle talk a lot about all
that we need to do. They had the gavel for eight years, and they
spent all this money, created this huge debt, and this is work that
we should have been doing a long time ago, in terms of investing
infrastructure and investing in human capital.
I want to focus on an issue that is particularly front of mind for
many of my constituents, and that is affordable housing.
Every financial planner will tell you that people should spend no
more than 30 percent of their after-tax income on housing. Unfortunately, over 235,000 people in my state of Washington, or 11 million nationwide, so roughly 1 out of 4, spent over 50 percent of
their monthly income on rent, leaving too little for necessary expenses like transportation, or food, medical bills, or saving for retirement.
And in Washington State a minimum-wage worker has to work
78 hours a week in order to afford a modest one-bedroom apartment. Data from the NHP Foundation suggests that under-employed and strapped with debilitating debt Millennials aged 22 to
37 are renting at a greater number and for much longer than previous generations. This will have a variety of consequences, the
most obvious of which is the longer someone puts off buying a
home, the longer they delay their ability to build equity and pay
down other debt.
Additionally, research shows that high rent burdens have priced
out many workers from the most productive cities, resulting in a
13.5 percent foregone GDP growth, a loss of roughly $1.95 trillion
between 1964 and 2009.

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00106

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

103
Mr. Chairman, I ask unanimous consent to enter into the record
a recent opinion piece by Mr. Richard Burns, the president and
CEO of the NHP Foundation published in The Hill.
Chairman THOMPSON. Without objection.
[The information follows:]

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00107

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

104
THE HILL logo

It happened on 'Fifth Avenue' it can happen in
your town
BY RICHARD F. BURNS. OPINION CONTRIBUTOR -12117/18 07:00 M1 EST
THE VlEWS EXPRESSED BY CONTRIBUTORS ARE THEIR OWN AND NOT THE VIEW OF THE HILL

One of the perennial favorite holiday season movies is the classic post-World War II comedy, "It
Happened on Fifth Avenue," about a multimillionaire developer, who is the film's "villain," and a
loosely-knit group of homeless people who become the heroes. The group includes young war
veterans and their families, a college student w~h no real job prospects, and an elderly hobo.
They band together around a aeative solution to thwart the evil land baron and convert a former
Army barracks into inexpensive family housing that could benefit them all . Were these guys
prescient, or what?
Today, the affordable housing industry is looking at a new wave of low· to middle-income
residents whose diverse backgrounds resemble the folks in this classic American movie.
Millennials and baby boomers alike are expected to join those already in need of affordable
housing - the low-income families, veterans and senior citizens. It will take collaboration and
ingenuity to construct housing solutions that meet the varying degrees of need for each
population, much like in the film's fictional story line.
First, let's examine how we got here. The population of cost-burdened Americans is increasing
at an exponential rate, and the lace of affordable housing is changing. Today, underemployed
and strapped with debilitating debt, millennials (those ages 22 to 37) are renting at a greater
number and for much longer periods than previous generations. At the same time, baby
boomers (ages 54 to 74) are being forced to confront a troubling reality: struggle to age in place,
or leave their homes and communities lor a more manageable cost of living.
Here are some of the sobering statistics:
Recent data show that the United States produced 7.3 million fewer homes than needed
to keep up with demand and population growth.
Because of the recent tax reform legislation, it is projected that 235,000 new units of
affordable housing will be cut over the next 10 years, costing the country 260,000 jobs.
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Nowhere in the United States can a full-time U.S. worker earning federal minimum wage
of $7.25 an hour afford to rent a modest two-bedroom apartment.
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The median wage of 25- to 34-year-old Americans has been stagnant since the 1970s.
And here's what each group is telling us:
Based on our own research, many baby boomers are financially underprepared for
retirement and are reckoning with a need for affordable housing that they did not
foresee. Although affordability is their first requirement, they also look for quality-of-life
amenities such as low maintenance, one-story or elevator-served housing, and
accommodations near health care facilities and their families.
Many millennials, including recent college grads, earn less income than they expected
and are saddled with tuition debt. It should come as no surprise that they find
themselves in need of affordable housing. Data show their ideal affordable housing
includes proximity to public transportation, for convenient access to employers and
grocery stores, as well as internet connectivity.
Because these relatively new cohorts and existing affordable-housing residents have a wide
range of needs, how can the industry create housing that will meet them all in the coming
years?
We are optimistic that much like the scrappy heroes of "Fifth Avenue" it can be done by a
disparate group with common goals. In this case, a cross-industry collaborative is needed,
involving partners from health care, institutional investment, p ublic policy, urban design,
government agencies and social service organizations to create a solution. Congress also will
have to address affordable housing funding needs since the private sector cannot do it alone.
We are seeing examples of health care companies entering the housing space. Kaiser
Permanente recently pledged $200 million toward affordable housing to aid those for whom
medical insurance is out of reach. And tech giants Facebook and Google are planning
workforce housing for many of their younger employees. Our own organization works to shape
on site resident services tailored to the needs of families and seniors.
With additional government resources, our industry will meet the challenges by leveraging our
ability to acquire and preserve older properties, and utilize a wide range of funding sources to
create new homes for renters across the nation.
But if you want to know how they did it in the movie, I suggest you check it out on Netflix.

Richard F. Burns is president, CEO and trustee of the nonprofit affordable housing organization,
The NHP Foundation, with offices in New York, Washington and Chicago. He has more than 40
years of experience as a real estate investment professional.
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Ms. DELBENE. Dr. Zandi, could you talk about the importance
of affordable housing and the budget for a middle-class family?
Mr. ZANDI. It is the largest expense for most families, middleclass families. And, as you pointed out, 30 percent of income, that
is of the threshold beyond which it is very difficult to manage, for
any household. And many, many households are being forced into
that position, because we have an affordable housing crisis.
By my estimate, we have a shortfall in new housing construction
of about two million units. For context, in 2018 we put up 1.3 million homes. This shortage is becoming even more severe as we go
along here. The gap between supply and demand is very large.
So I do think we need to focus on how to improve the availability
of affordable rental and affordable home ownership, increase the
supply. And actually, there is a number of very good proposals to
expand out—funding through the Housing Trust Fund would be a
good example. New market tax credits are another good example.
But I think, if we don’t focus on this, then middle-class families are
going to fall increasingly behind. And it is a problem for the job
market?
One of the reasons why we have labor shortages in many communities, particularly in cities, is because people can’t afford to live
anywhere close to where the jobs are. Like you know that if you
live in California, here on the East Coast you are pushed way out,
and there is no way to pay for the commute costs.
So if we want to address this shortage of workers, which is, I
agree, severe and we need to address it, immigration is one way
to do it, but this affordable housing crisis, we have to address it.
Otherwise, we are not going to be able to create those jobs.
Ms. DELBENE. And if you live further out you have got greater
transportation costs, and that impacts child care——
Mr. ZANDI. Child care costs——
Ms. DELBENE [continuing]. Also be there for your family.
Mr. ZANDI. The whole shooting match, right.
Ms. DELBENE. Absolutely. Since the burst of the housing bubble in 2007, 2008, how has that affected the rate of home ownership? And has the decline in home ownership between equitable—
or been equitable through different income levels, Dr. Zandi?
Mr. ZANDI. Home ownership declined, it peaked in 2004 at 69
percent of households. We are now down to 64.5 percent. We are
off bottom. You know, the economy has improved, unemployment
has declined, so we have seen an improvement. But, you know, we
are back to where we were 20, 25 years ago, in terms of home ownership.
And obviously, the lower your income level—I mean high-income
households home ownership is very, very high, and it is a choice
not to be a home owner. You move down into the middle income
groups and lower income groups, then home ownership falls significantly. And it is well below 50 percent.
One of the other issues is, because of the affordable housing crisis and we haven’t put in enough homes, house prices and rents
have risen very rapidly for affordable rental, affordable home ownership. People can’t afford it. And, given the tight mortgage credit
standards, they have not been able to get a mortgage, either. So
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all these things are conflating and keeping the home ownership
rate down.
If we don’t change something the home ownership rate is not
going to rise. It is going to stay exactly where it is.
Ms. DELBENE. Thank you.
And I yield back, Mr. Chairman.
Chairman THOMPSON. Ms. Moore, you are recognized for five
minutes to inquire.
Ms. MOORE. Thank you so much, Mr. Chairman. And let me
join the entire group in welcoming our panelists and thanking
them for their time here today.
I—my good friend and my good colleague, Mr. LaHood, waxed on
about the health of the economy. He said it is growing faster than
ever. GDP is great, unemployment is at an all-time low, AfricanAmericans are doing well, Hispanics are doing well. Wages are rising at the fastest pace in 10 years, blah, blah, blah, 90 percent of
all tax bearers over all income categories received a tax cut under
the Tax Cuts and Jobs Act, and so on and so forth.
So there seems to be kind of a disconnect between the—these—
this recitation of things and what testimony we have heard here
today. In particular, Dr. Zandi, you talked about the—that there
has been an expansion of our economy that—but—fill in the blank.
Mr. ZANDI. Well, I would say a couple things. One, that the current state of the economy is very much a function of deficit finance
tax cuts that will provide a near term boost to the economy, but
will fade away. It is already fading away. If we come back to this
room a year from now, the data we are going to get is very different than it is currently. Growth certainly will not be three percent, it is going to be back exactly to where it was prior to all of
this. And the evidence to that is already very strong.
Second, the benefits of the strong growth are accruing to folks in
the upper part of the income distribution. Here is an amazing statistic. This is an amazing statistic to me. If I look at the 20 percent
of the population that is in the middle of the income distribution,
you know, 40 to 60 percentile, if you go back 20 years ago, they
accounted for 15 percent of all the consumer spending. So 20 percent of the population, today they account for less than 10 percent
of consumer spending.
If you consider those in the top quintile of the distribution, the
top 20 percent, you go back 20 years ago they accounted for onethird of all spending. Today they account for nearly half of all consumer spending. And that is the bottom line, right? Consumer
Spending.
And so the middle class is doing better than the last several
years, because the economy has finally got back to full employment, a process that started well before this Administration, but it
has to be put into this broader historical context. And obviously, in
this context, the middle class has really struggled and continues to
struggle.
Ms. MOORE. Well, and Dr. Zandi, thank you for that. And I just
wanted to ask Dr. Boushey to lean into this, as well, because while
wages have not necessarily grown, you said the GDP was less representative of how people were doing than other factors, that while
there might have been a four percent—there might be four percent
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growth. When you start subtracting it for the inflationary cost of
child care, health care, housing costs, other things, that is a negative number. You even said that the average child care was $1,230
a month.
So I guess I would like you to respond to the—you know, the notional assumption that people in the middle class are doing better.
Ms. BOUSHEY. Yes. Let me make two points. One, you know,
it is the case that when the economy grows not everyone is experiencing it in the same way that it—that they were in decades past.
In the 1960s and 1970s, when the economy grew, the vast majority of people saw growth at about the average. And today, only
those in the top 90 percent see growth that is at or above the average, you know, over the—looking over the past 20 to 30 years. So
that is a real significant difference in whether or not a rising tide
lifts all boats. I don’t think we can say that any more. The data
shows that when the economy grows, it is disproportionately at the
top.
And I want to add to something that Dr. Zandi said about this
statistic about what the middle class is consuming. There is some
new research out that shows that—that actually gets to the slide
that was up about consumer prices. Because so much of this consumption is happening at the top end of the income distribution,
you are actually seeing that push producers to be supplying goods
and services to the top, which is actually lowering inflation for rich
people on the things that they buy. And at the other end you are
seeing less investment and less productivity or changes in products
at the middle and bottom, so that those of us who are not at the
top are seeing actually higher inflation, because there is just less
competition.
So there is the—some real serious economic implications of this
divergence in spending that are affecting middle-class families in
ways that we haven’t talked about enough.
Chairman THOMPSON. Thank you very much——
Ms. MOORE. My time has expired. I sure had a lot of questions,
though.
Chairman THOMPSON. Mr. Ferguson, you are recognized.
Mr. FERGUSON. Thank you, Mr. Chairman, and to all the witnesses, thank you for your time.
Ms. Tirado, thank you for your service to this country, your profession, and your community. We greatly appreciate that.
I know each of you come today with unique backgrounds and experiences and perspectives, just like we all do up here. And as I
sit here and listen to a lot of the testimony today, I sit here in a
little bit of bewilderment.
And Dr. Zandi, you know, one of the things is you were talking
about—and one of the things I worry that you are missing as part
of this conversation is the truth about what is happening on the
ground in a district like mine.
Business after business, whether it is a small business, whether
it is a large business, whether it is multi-national, every one of
them tells me that the direct—the growth in their business model
and the investment in their employees and the investment in their
equipment, the investment in new technologies, is all a direct result of tax reform.
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So I think to make statements that it doesn’t impact the economy—and you said it had a no-net increase on the—no net effect
on the economy—I think you are missing part of what is going on
in my district.
The other thing that I would like to point out is that all of these
CEOs and leaders of these companies are telling me that the investments that they have made in their people and the technology
and the equipment are just now beginning to come to fruition. The
systems are being brought up, the training is beginning to pay off.
And they see increases in productivity down the road that they otherwise would not have seen.
Another thing I—when we talk about doing all of this, I get pretty excited about it, excited about talking about it, for this reason.
I come from a rural district in Georgia that lost about 35,000 jobs
in our area over—in the late—in the 1990s, early 2000s, with the
loss of the textile industry there—even going back a little bit further. And one of the most important things to remember in all of
this is that our economy, our communities, our friends and neighbors all need access to a job.
And so I went through living in the community and being a
mayor of this community for a number of years, where there were
more people moving on to government programs than moving into
the job market, because of the lack of jobs. It wasn’t until we revitalized our local economy, and then had the boost from the tax reform, that we saw more and more people move from poverty into
the middle class, and now moving up through the middle class, and
that is great for everybody in my community. And that is something that you simply cannot, with statistics and numbers, write
off. It is real in my district.
Here is another thing. Somebody—reclaiming my time, but you
mentioned something—we all mentioned something about—and I
have heard it many times up here about workers. Okay? Could not
be more excited about the bipartisan work that we did last year to
re-authorize the Perkins CTE bill, really put good money into it,
funded it well, bipartisan bill that came out of—talking about a
guest worker program and real immigration reform. Our businesses tell us they need that. The limiting factor right now is they
got so many people working that there are not enough new employees coming along. It is an issue that we have got to solve.
But here is another real issue. And you talked about investment
in infrastructure. I hope that we will make significant investments
in infrastructure, particularly broadband. And I hope that we make
reforms in our education system to begin to train more and more
people to actually make a living on the Internet.
And I hope that that gets distributed into rural America, because
we have these booming urban centers, as people have indicated,
and we think sometimes the only way that we can get someone to
a job is to put them—or for them to have to buy a car, get on a
bus, and get there. What if we connect them to those jobs remotely?
Don’t you think that would be a fantastic improvement to deal with
the poverty and the lack of hope that exists in rural America?
I think we have a remarkable opportunity to continue this wonderful economy. I would have a very hard time going back to my
district and saying we believe that we need to take back and take
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a step backwards in tax reform, because I think that it has a negative impact on my district. Every single CEO, real estate agent,
small business, everyone is saying this is having a positive impact
on their bottom line.
So I don’t mean to stand up here and preach, but please connect
to the districts, and not just the papers out there. Thank you.
And, Mr. Chairman, I yield back.
Chairman THOMPSON. I thank the gentleman and I recognize
Mr. Boyle for five minutes.
Mr. BOYLE. Thank you, Mr. Chairman. In many ways I think
that Chairman Thompson’s opening remarks set the stage and almost verbatim—when I speak about this topic I like to say that it
is the best of times, it is the worst of times, that in terms of the
traditional indicators, economic growth, stock market, how much it
has grown from what President Obama inherited in January 2009
on approximately 100 months, straight months of job growth, by
those measures people should be enormously happy.
And yet the reality for most Americans is they have not had real
wage growth in a generation. The indicator that you used, Dr.
Zandi, of median household income, is completely flat. Moreover, if
you compare where we are today versus 30 years ago, about 30
years ago, when you compared the top 1 percent and everyone else,
there were about equal shares of wealth. Today it is a two-to-one
gap, and the two-to-one gap is the top one percent versus everywhere else.
So I don’t begrudge the top one percent anything. I am very
proud, as a Pennsylvanian, particularly, about your success and
the success of others. What I begrudge is the fact that Ms. Tirado
and so many of my district in Philadelphia have not benefitted
from those gains, and that we just passed a massive tax cut last
Congress in which 83 percent of the benefit went to the top 1 percent.
George W. Bush’s tax cuts in 2001 and 2003, while I wasn’t in
Congress at the time, was in graduate school, but—which will get
me to my next topic of student loans—but back in those tax cuts,
27 percent of the benefit went to the top 1 percent. Tax cuts that
were just passed in the Republican Congress, 83 percent went to
the wealthiest 1 percent.
So given that, it really is the best of times and the worst of
times.
Now, let me shift, because there is so many different aspects of
this. I do want to talk specifically about student loans. Proud to be
the first member of my family to go to college. I consider myself
very fortunate. Graduated almost 20 years ago from undergraduate, and still own about $40,000 of student loan debt to pay
off. And again, I consider myself very lucky. I am very fortunate.
However, what concerns me, knowing that we are at likely the
tail end of this economic growth cycle, if you could speak, Dr. Zandi
or anyone else, about the number of defaults that we are seeing in
a growing economy, and recognizing we have almost $1.5 trillion of
student debt out there.
And then, if we could, address what we expect will happen when
the next recession inevitably occurs.
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Ms. EDDINGER. So the student debt issue is directly tied to the
tuition and fees that the students are asked to pay. When you went
to school 20 years ago, we probably have quadrupled the number
of dollars that is needed for students to get through school.
At the same time, the defunding of public higher education has
played a role. So the—10 years ago students were paying 30 percent, and my state appropriations paying 70. Ten years hence, that
formula has flipped.
Mr. BOYLE. Yes.
Ms. EDDINGER. So in some ways, the public universities are
forced, because of our revenue streams, to raise student fees. And
the students have nowhere else to go, because Pell has—even
though had a small number of increases, has been flat.
Mr. BOYLE. Let me just reclaim my time, just because I only
have about 50 seconds. I want to make two points on this.
One, as Ms. Tirado eloquently showed, this is a problem for individuals who are repaying student loans and trying to make ends
meet. I want to make the larger point, though, that even if you are
not in college today, even if you are not in repayment, this is a
threat to our economy.
And perhaps, Dr. Zandi, if you could speak to that, with an overhang of $1.5 trillion, what we expect to happen when the next recession inevitably occurs.
Mr. ZANDI. Yes, that is a very serious issue. $1.5 trillion is—
just to put it in a context, that is more than—that is twice as much
as credit card debt outstanding. That is more than auto debt outstanding, which is $1.2 trillion. This is the single largest debt after
mortgage debt, the single largest liability of households. And a lot
of it, obviously, is owed by Millennials. And Millennials are clearly
struggling to manage through. They have negative saving rates.
They are unable to accumulate wealth.
The median age of a first-time home buyer is rising because they
can’t afford to get in, they can’t start families. So this is very corrosive on the economy.
And you are right, in the next economic downturn the defaults
on this are going to be very significant. And because of the $1.5
trillion, approximately $1.3 trillion is backed by the Federal Government, this is going to be a very serious taxpayer problem. We
are going to have very large losses that are going to be covered by
us, as taxpayers.
So it is a pernicious issue for this Millennial generation that is
making their way up.
Here is one other really important point that goes to entrepreneurship——
Chairman THOMPSON. The gentleman’s time has expired, so if
you——
Mr. ZANDI. It is a great point.
Chairman THOMPSON. If you have more information, if you
could get it to us, I will make sure everybody gets it. Thank you
very much.
Mr. BOYLE. Thank you.
Chairman THOMPSON. Mr. Arrington.
Mr. ARRINGTON. Thank you, Mr. Chairman and panelists. The
notion that the Tax Cuts and Jobs Act and the benefits accrued to
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the wealthy is just patently false. Over 56 percent of the benefits
from the Tax Cuts and Jobs Act go to families and workers making
below $200,000. The majority of the share of taxes paid by millionaires increased from 19.3 percent to 19.8 percent.
Here is what is just startling to me, as an American, that when
America is doing well and when something has worked—and clearly, lowering taxes and lowering the regulatory burden has worked
to stimulate this economy the way it—and the sustainable stimulation of this economy—that is, we have provided incentives for folks
like Mr. Berkebile to actually invest and expand and support his
workers with bonuses and higher wages and offer more job opportunities.
And to the gentlelady’s point who is not here, but she says these
are just stats, and data, and yada, yada, yada. These are real people. This is real money in the pockets of hard-working Americans.
These are real jobs, seven million surplus jobs. More people are
going to work every day.
I was at the State of the Union and the President said five million people are not dependent on food stamps because they have
got a job, and nobody clapped on one side of the aisle. That, to me,
is disheartening, as an American. Things are better and things are
looking up.
And while I respect you all, and I appreciate your information,
I respect my colleagues on—along the spectrum—I put my faith
and trust in the American people. And when 69 percent of them
say that they believe that next year at this time they will be better
off, I believe them. That is real confidence.
And you know, this whole bit of the sugar high, Mr. Berkebile,
are you surprised that you have done what you have contributed
to your employees, whether it is the 401(k) or helped them with
higher wages or bonuses—are you concerned that you have been
doing that under the context of a sugar high, and that you may
come down from that sugar high, realizing that things aren’t as
rosy as you anticipated?
Mr. BERKEBILE. No. What I fear is that the—these incentives
that we have been given by the Federal Government are going to
end, that they are going to say that my—that the money that I
earn at my company is better spent in Washington than—that they
know how to spend it better than I know how to spend it on my
own employees and how to grow my own company.
Mr. ARRINGTON. How big of a burden is the cost of health care
in your small business, just a scale of 1 to 10, 10 being the most
costly?
Mr. BERKEBILE. Ten.
Mr. ARRINGTON. And burdensome.
Mr. BERKEBILE. Ten.
Mr. ARRINGTON. Ten?
Mr. BERKEBILE. Yes.
Mr. ARRINGTON. It is a 10.
And Dr. Collins, you talked about the people—the number of uninsured folks. Do you realize that after the implementation of the—
quote—Affordable Care Act that premiums doubled from 28,000
[sic] to 6,000 across the board, across the nation? Are you aware
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that premiums and deductibles went up significantly after the—
quote—Affordable Care Act?
Ms. COLLINS. Well, actually, right after the Affordable Care Act
there was a flattening in growth in premiums among—across the
board.
Mr. ARRINGTON. It is indisputable, and most of my colleagues
even on the other side of the aisle would say costs have gone up
significantly since the advent of the—quote—Affordable Care Act.
And in fact, are you aware also that there were millions of people, 10-plus million people, who paid the fine, paid a fine because
they didn’t want, need, or could afford the Obamacare and the
mandate from our government that you should—that you must buy
from that exchange, that government-created health care program?
Are you aware that millions paid a fine, rather than to purchase
health care on the exchange?
Ms. COLLINS. Actually, about 20 million people got health insurance.
Mr. ARRINGTON. Are you aware that millions paid a fine? Are
you aware of that? Is that——
Ms. COLLINS. Some people did——
Mr. ARRINGTON. Millions of people——
Ms. COLLINS [continuing]. Pay the fine.
Mr. ARRINGTON [continuing]. Paid a fine.
Ms. COLLINS. Right, but——
Mr. ARRINGTON. So we didn’t solve health care with big-government solutions. We are not going to solve our problems with
green new deals, $50 trillion over 10—are you aware, Dr. Zandi, as
you were concerned about the debt and deficit, are you aware that
under Obama that the debt doubled from about 10 trillion to 20
trillion? And is that something you were concerned about at that
time?
Mr. ZANDI. I was, yes.
Mr. ARRINGTON. Are you as concerned about that as you
are——
Mr. ZANDI. I am more concerned about it now, though, because
we are at a full employment economy that is growing strongly and
we still have a budget deficit that is rising very rapidly. It is in
this economy where the budget deficit should be falling, not rising.
Mr. ARRINGTON. I——
Mr. ZANDI. That is what really concerns me.
Mr. ARRINGTON. I appreciate the input.
Chairman THOMPSON. The gentleman’s time has expired,
thank you.
Mr. Suozzi, you are recognized for five minutes.
Mr. SUOZZI. Thank you, Mr. Chairman, and thank you for having this hearing and returning us to regular order. We appreciate
it very much.
If there was ever a time in American history when corporations,
employers, successful individuals could be sharing their good fortune voluntarily with their employees, as Mr. Berkebile has suggested that he has, it would be now. This would be the time to do
it. The stock market is going up dramatically. It is not just the past
couple years. The stock market is 12 times higher today than it
was in the 1880s. The GDP is six times higher in America than it
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was in the 1980s. So the stock market is going up, GDP is going
up.
But I think I have heard from the testimony—is it correct, Dr.
Zandi, to say that the middle class is shrinking in America?
Mr. ZANDI. Yes, by many measures, in terms of the share of the
wealth they hold, in terms of the share of the income they hold,
and, most telling, the share of the spending that actually occurs.
Mr. SUOZZI. So, despite this enormous growth in our stock market, enormous growth in the GDP of America over the past 30
years, 40 years, the middle class is shrinking. There is a serious
problem that exists in our country. It is not a Democratic or Republican or Obama or Trump issue. The middle class is shrinking in
America.
I grew up in a family, my father was born in Italy. I am the firstgeneration American. The American Dream is a big thing in our
family, the American Dream. The American Dream for us is if you
are willing to work hard, you make enough money, and with that
money you could have a place to live, you can educate your children, you can have health insurance, and you can retire one day
without being scared.
And as we heard from Ms. Tirado, she wants the American
Dream. She is doing her part. She went to school, she was in the
military, she works hard every day. There are so many hard-working people in this country that are trying their very best and giving
it their full effort that are not making it. It is just not happening
in our country.
The minimum wage in Pennsylvania is the federal minimum
wage, it is $7.35 an hour, $.25 an hour. If you work 40 hours a
week and you work 50 weeks a year you make $14,500 a year. You
can’t make it. There are so many people trying.
So we saw shareholders are doing well. We saw a chart earlier.
Consumers, arguably, are doing well. Now I want to come to the
health insurance or housing costs. But when it comes to buying a
car or maybe some clothing, the prices have been relatively modest.
So shareholders, consumers, but what about workers? The workers are left out of the whole equation. They are not sharing in the
good fortune of what is happening in the economy. They are not
making it in America.
So I am going to—I am just going to—you know, the measurement of how well you are doing in a country is not just how many
people get off of food stamps. It is how many people are able to
have a house, how many people are able to educate their children,
how many people can retire without being scared. And that is not
happening.
So let me just ask this question. I want to focus specifically on
the SALT deduction, because it is a very big issue in my district.
The country is different from place to place. There is 105 million
full-time jobs in America. Of the 105 million full-time jobs, 59 million people make less than $50,000 a year; 86 million make less
than $75,000 a year. It is different in my friend Congressman
Arrington’s district than it is in my district. It is different from
place to place in the country.
Of the 50 highest SALT deduction districts in America, 49 of
them are in California, New York, and New Jersey. In fact, all of
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my colleagues on the Republican side of this subcommittee had
SALT deductions less than $10,000, whereas 6 out of—7 out of the
9 on this side of the aisle had SALT deductions well above $10,000.
So it is different from place to place.
Let me ask you, Mr. Brown. Is the capping of the SALT deduction encouraging home ownership in America?
Mr. BROWN. No, it is not. If anything, it has taken some of the
incentive away. And, you know, capping of the SALT deduction has
really hurt California home buyers and people looking to get into
the market.
If you look at home prices in the area where I am, in the San
Francisco Bay Area, and the other major employment centers, you
see that the price of housing is extremely high. I think the median
price of a house in California is about $588,000. The median price
in the area or county where I am is about $950,000. The median
price in San Francisco is around $1.6 million, as of December 2018.
People who are buying these houses are not rich. These people
that are buying these houses are struggling, in a very hot economy.
California has the fifth-largest economy in the world.
Mr. SUOZZI. So it is just very different from place to place——
Mr. BROWN. Very different.
Mr. SUOZZI [continuing]. Throughout our country.
Mr. BROWN. There is huge geographical differences.
Mr. SUOZZI. We have to recognize the middle class is shrinking.
Chairman THOMPSON. The gentleman’s time has expired.
Because Mr. Suozzi brought up the fact that—or made the statement that people buying cars are in good shape, I would like to ask
unanimous consent to submit for the record this article that reads
a record seven million Americans are three months behind on their
car payment, and indicates that it is a red flag for our economy.
[The information follows:]
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The Washington Post logo
Democracy Dies in Darkness

Economy

A record 7 million Americans are 3 months behind on thei1· car
payments, a xed flag for the economy

Evening commuters in Alexandria. VA . (Matt McCiainffitc Washington Post)

By Heather Long
February 12
A record 7 million Americans are 90 days or more behind on their auto loan payments, the Federal
Reserve Bank of New York reported Tuesday, even more than during the wake o f the financial crisis.
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Econom ists warn that th is is a red flag. Despite the strong economy and low une mployment rate,
many Americans are s truggling to pay their bills.
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·'The substantial and growing number of distressed borrowers suggests that not all Americans have
benefited from the strong labor market," economists at the New York Fed wrote in a blog post.
A car loan is typically the first payment people make because a vehicle is critical to getting to work,
and someone can live in a car if all else fails. Wben car loan delinquencies rise, it is usually a sign of
sigJlificant duress among low-income and working-class Americans.
" Your car loan is your No. I priority in terms of payment," said Michael Taiano, a senior director at
Fitch Ratings. " If you don't have a car, you can't get back and fonh to work in a lot of areas of the
country. A car is usua lly a higher-priority payment than a home mongage or rent."
People who are three months or more behind on their car paymeniS often lose their vehicle, making it
even more difficult to get to work, the doctor's office or other critical places.
The New York Fed said that there were over a million more "troubled borrowers" at the end of1018
than there were in 20 I0, when unemployment hit I0 percent and the auto loan delinquency rate
peaked. Today, unemployment is 4 percent and job openings are at an all-time high, yet a significant
number of people carmot pay their car loan.
Most of the people who are behind on their bills have low credit scores and are under age 30,
suggesting young people are having a difficult time paying for their cars and their student loans at the
same tjme.

Auto loans surged in the past several years as car sales skyrocketed, bitting a record high in 2016 of
17.5 million vehicles sold in the United States. Overall, many borrowers have strong credit scores
and repay their loans on time, but defaults have been high among " subprime " borrowers with credit
scores under 620 on an 800-point scale.
The share of auto loan borrowers who were three months behind on their payments peaked at 5.3
percent in late 2010. The share is slightly lower now - 4.5 percent - because the total number of
borrowers has risen so much in the past several years. Still, economisiS are concerned because the
number of people impacted is far greater now and the rate has been climbing steadily since 20 16
even as more people found employment.
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Expens warn Americans to be careful where they gel their auto loan. Traditional banks and credit
unions have much smaller default rates than " auto finance" companies such as the "buy here, pay
here'' places on some car lots.
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Americans who are 90 days+ past due on their auto loan
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Fewer than 1 percent of auto loans issued by credit unions are 90 days or more late, compared with
6.5 percent of loans issued by auto finance companies.
"The No. 1 piece of advice I have is to not get your financing from a car dealership, • said Christopher
Peterson, a law professor at the University of Utah and former special adviser to the Consumer
Financial Protection Bureau. "Shop separately for the vehicle and the financing. Go to a credit union
or community bank to get a low-cost loan."
Rates can vary substantially depending on a borrower's credit score and where they obtain a loan. A
"prime" borrower with a credit score in the range of 661 to 780 can get an auto Joan rate of about 4·5
to 6 percent, according to NerdWallet. In contrast, a subprime borrower is typically looking at rates
between 14.5 and 20 percent.
Afte•· the financial crisis, the government placed heavy restrictions on mortgages to make it harder to
take out a home loan unless someone could clearly afford to make the monthly payments. But experts
warn that there are far fewer restrictions on auto loans, meaning a consumer has to be savvier about
what they are doing when they take out a loan.
"Predatory lending practices and a lack of real transportation options leave many households trapped
in debt with few ways out," said Faye Park, president of the U.S. Public Interest Research Group,
which advocates for consumer protections.

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00122

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

35636.074

Repossessing a car is also a quick process thanks to technology and the laws in many states. Some
cars are installed with devices that prevent the car from turning on if someone misses a payment and
it has become easier to geo-locate a car to tow it away.

119

"It's a lot easier to repossess a vehicle than to foreclose on a home, • Taiano said.
He noted that non-prime and subprime auto loans increased from 28 percent of the market in 2009
to 39 percent in 2015, a reminder of how aggressively lenders went after borrowers who were on the
margin of being able to pay. More lenders are giving people six or seven years to repay now vs. four of
five years in the past, according to E.xperian, another tactic to try to make loans look affordable that
might not othemise be.
While defaults on auto loans are a red flag, they are unlikely to take down the entire financial system
as mortgages did in the lead-up to the 2008-2009 financial crisis. The total auto loan market is just
over $1 trillion, far smaller than the $9 trillion home mortgage market.
The amount of money people borrow to buy a car is also much smalle r - typically under $35,000 vs. a home loan, where people often borrow several hundred thousand dollars.

Share of the total auto loan balance that is 90+ days
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This article was updated to clarify that the highest credit score is Bso.
Heather Long is an economics correspondent. Before joining The Washington Post. she was a senior
economics reporter at CNN and a columnist and deputy editor at the Patriot-News in Harrisburg, Pa.
She also worked at an investment firm in London.
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Chairman THOMPSON. And I recognize Mr. Beyer.
Mr. BEYER. Mr. Chairman, thank you very much, and thank all
of you for being with us.
Mr. Chairman, I represent the seventh wealthiest district in the
country. When I was visiting my bank two weeks ago I talked to
the—the bank manager brought me into his office, and I said,
‘‘How are you doing?’’
And he said, ‘‘I am exhausted.’’
I said, ‘‘Why?’’
He said, ‘‘Because I have two children at home and a wife. And
to support them I am the bank manager 40 hours a week and then
I drive Uber at night and on the weekends, and I am working at
7–11 about 16 hours a week.’’ So he was doing three jobs just to
get by in Northern Virginia.
So Dr. Boushey, I was thrilled, with many Americans, to see the
304,000 jobs last month, the 4 percent. But I also read that the Bureau of Labor Statistics said that of the 10 jobs with the greatest
job growth, 5 of them have a net income less than $30,000. And
underneath the job growth is this hollowing out of the middle class,
with people doing really well at the top, and an awful lot of people
at the bottom just not doing well at all.
Is this your understanding of how this job market is working,
also?
Ms. BOUSHEY. Certainly. And it is my understanding of how
the economy has been going, unfortunately, for quite some time.
But that—the—while the Tax Cuts and Jobs Act has created this
stimulus in the short term, it has not led to the broad-based gains
that we would like to see up and down the wage distribution.
And in fact, some of the evidence shows that some of the gains
that we have seen at the bottom are actually, in fact, due to new
policies at state and local levels to raise the minimum wage that
went into effect earlier this year and last year that have increased
wages at the bottom. But we haven’t seen the kind of bump-up in
wage gains that we should have, given the level of stimulus that
went out into the economy.
Mr. BEYER. Thank you very much.
Mr. Berkebile, I was very pleased to see what you had done, you
know, raised wages, expand bonuses, start a 401(k), create 29 new
jobs. I have been part of a family business for 45 years, too. But
you are not seeing that in the economy. There have been very, very
few businesses like Guy Petroleum, or—that have done that. And
you see this in the statistics. People are getting raises of 1.5 percent, 0 percent, 2 percent.
Where did you get this incredibly generous work ethic, culture
ethic, that you bring your employees down to do this? And how
come other businesses aren’t doing it?
Mr. BERKEBILE. You know, I think it is more of a country ethic
that we have. You know, a small-town ethic. But being a manufacturer, I see what is happening in the economy. And then these people over here try to measure what I did after I have done it.
So whenever I buy paper, I can tell when I am buying paper from
international paper and it is going up in price and our lead times
get longer, I can tell if the economy is expanding or whether it is
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contracting. When I buy commodity chemicals from Dow Chemical——
Mr. BEYER. But do you recognize there is a difference between
the GDP and how it affects individual families?
Mr. BERKEBILE. But——
Mr. BEYER. Individual workers.
Mr. BERKEBILE. Well, but I can tell what is happening across
the country, because I do business across the country and the entire world.
Mr. BEYER. Yes, that still doesn’t take away that connection,
but let’s move on. I am—I was hoping to understand where your
values came from, because I admire them. I just wish there were
more of them.
Mr. BERKEBILE. Well, my grandparents were Mennonite, so
maybe that is where they came from.
Mr. BEYER. Okay, that is great.
Director Boushey, Rosa DeLauro has this amazing bill called the
Schedules That Work Act, which talks about trying to direct predictable work schedules, because there are so many people, especially the people that Ms. Tirado is teaching right now, that are
going to be limited to 20 hours here or 10 hours there, they don’t
find out until the night before what time they are working. How
do you see this affecting overall health of the middle class and the
lower middle class?
Ms. BOUSHEY. I think that the Schedules That Work Act is one
really very important pillar of what we need to do to improve employment for people in middle-class jobs. So we have a Fair Labor
Standards Act that doesn’t ensure that people have schedules that
are posted well enough in advance so that they can both get to
school and deal with their child care, or deal with their other care
needs. And this bill would allow employees to have the right to
know what their schedule is, so they can have a predictable schedule, which is really important.
So many workers, especially retail workers, low-wage workers,
don’t know their schedule more than a couple days in advance. And
when you think about the broader economic implications of that,
you can think about how that might affect an individual, but then
how that might affect the child care facility that is trying to make
sure that they have enough kids each week so that they can balance their books, but if the people that are bringing their children
there don’t know their schedules, it makes it all very difficult for
everyone to have sort of a sound economics, both for the child care
facility, as well as for that family.
So this kind of scheduling issue is something that is not currently in the Fair Labor Standards Act and that is part of what we
need to think about for a 21st century economy.
Chairman THOMPSON. Thank you very much.
Mr. BEYER. Mr. Chair, I yield——
Chairman THOMPSON. Are there other Members of the Committee that wish to inquire?
Mr. Pascrell, do you wish to inquire?
Mr. PASCRELL. Thank you, Mr. Chairman.
Chairman THOMPSON. Hold on one second.
[Pause.]
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Chairman THOMPSON. Go ahead, you may proceed.
Mr. PASCRELL. As so many of our great witnesses pointed out
in the narratives which they have presented to us, which I have
read, the American Dream is slipping away. Today it is less likely
than at any point in the last 70 years that a child will be better
off than their parents were. That is startling to me, anyway.
Tax policy has a lot to do with it. The Trump tax cuts were a
missed opportunity to reform our tax policy. We did not have tax
reform. Senator Bradley and Congressman Kemp, Democrat and
Republican, knew what they were doing in 1983, 1984, and 1985.
That was real reform. We have a more simple way of doing the
taxes now? You got to be kidding me. That is not the calls that I
am getting.
So I think it is a missed opportunity, plus the fact—and I think
we cannot forget this—the new tax law spent $2.3 trillion. The new
law did nothing to provide opportunities for middle-class families
and those who aspire to it.
It was two Democrats eight years ago that projected and offered
the legislation to cut the corporate tax from—down to 25 percent:
Charlie Rangel and myself. We knew it had to happen, also. But
instead, the tax law of December of 2017 entrenched wealth for the
already wealthy. It cuts taxes further on stock holders and business owners, and concentrated wealth further in the hands—all
data show that—all by robbing the U.S. Treasury of needed resources to invest in tools for working families to keep a roof over
their heads, to put food on the table, and get an education for the
children.
I agree, too many colleges and vocational and technical schools
are two new engines for the 21st century. I think those engines are
critical. What are we doing about it, besides the STEM programs,
which are excellent?
Yet we had a choice back in December of 2017. We could have
taken this opportunity to create a fair system for everyone to rise
and fall by their own merits. Instead they chose to stack the deck.
And let me—you know, Dr. Zandi, I have been wanting to ask
a question of you for a few years. We wrote some papers and talked
about what is the difference between taxing assets and taxing income. Because, as you know, that has been turned upside down in
the past 35, 40 years. We used to tax assets that people had at a
much higher level, and we taxed income lower. Now it is reversed.
You know what I am talking about?
Mr. ZANDI. Sure.
Mr. PASCRELL. And would you respond to that issue?
Mr. ZANDI. I think that is the case. The changes in the Tax
Code, particularly the—one year ago, a year ago, significantly reduced taxation of individuals’ assets, you know, the capital gains,
state tax. And that has been a trend that has been ongoing.
Mr. PASCRELL. So it makes it easier to protect your assets than
you do to your income. And who does that hurt most of all? The
middle class. That is what we are here to talk about today. Is that
an overreach on my part?
Mr. ZANDI. No, I don’t—that is just patently true. I mean who
has the assets, right? It is not the middle class. I mean the average—the median net worth of someone in the middle of the dis-
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tribution is 100K. The median net worth of somebody in the top 20
percent is 500K. So it is very clear that is the case.
Mr. PASCRELL. So we have, I think, entrenched wealth. Here
is a question that I have, Mr. Brown, as the—from the National
Association of Realtors.
We talked about the state and local tax deduction. The oldest deduction on the books, Mr. Brown, goes back to the Civil War, before
we had the code. And there was a very specific reason why that
was a very big issue during the Civil War, to help the states pay
their bills so that the Federal Government couldn’t take anything
for whoever they were protecting at that particular time, and whatever side you were on.
I introduced a bill this week to restore the state and local tax deduction, while restoring the top individual income tax rate that was
cut from 39 percent to 37.5 percent. Let’s face it, the Republican
Party—and I have many friends on the other side, most of my bills
are bipartisan—but what they finally decided on was the tax cuts
on the top by robbing states, middle class of their SALT deduction.
Chairman THOMPSON. The gentleman’s time has expired.
Mr. PASCRELL. Can I just finish my question?
Chairman THOMPSON. Go ahead.
Mr. PASCRELL. Thank you.
Chairman THOMPSON. Make it quick, please.
Mr. PASCRELL. Mr. Brown, how do the SALT cap and tax law
impact the housing market in California and elsewhere?
Chairman THOMPSON. Mr. Brown, we will take that, your answer, in writing and I will share it with the rest of the committee
members.
Mr. PASCRELL. Thank you, Mr. Chairman.
Chairman THOMPSON. I recognize the distinguished ranking
member for his close.
Mr. SMITH. Thank you. Thank you, Mr. Chairman. And again,
thank you to our witnesses. I think much of this discussion is valuable.
I think it is very interesting to note—and if we could have the
Schweikert chart back up on the screen here, and I will get to that
in a moment.
[Chart.]
Mr. SMITH. But we have heard from Mr.—Dr. Zandi that our
country needed a corporate tax cut, and that we had numbers prior
to the current administration that I hear Dr. Zandi say positive
things about. And we have seen the numbers further improve over
the last two years. And we can argue about who gets the credit or
who gets the blame, whatever. We can save that for another time.
But here we are in a situation where we have a very capable witness here, telling us that she is not experiencing some of the middle class benefits, perhaps. But when you look at this chart, I think
we need to ask ourselves the question which part of the chart do
we feel is driving our daily lives more, and our financial situations?
I mean we have Ms. Tirado, who cannot deduct her rent directly.
We have Mr. Brown, who was saying that folks purchasing an almost $600,000 house feel left out. And so when we went through
tax reform, in formulating tax reform, I think—especially when you
look at the results being so positive—that we weren’t going to
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just—even though there was agreement that we needed to be more
non-partisan—or, I should say, bipartisan agreement, that we
needed to be more competitive in the world economy by reducing
the corporate tax rate, not for a moment did you think we—I didn’t
think we would do that and just leave individuals behind. So that
is why we doubled the child tax credit, that is why we doubled the
standard deduction and have spread the benefits out across the
spectrum. So that is why I think it is so important.
And I think that, over time, you will see more folks really celebrate what the doubling of the child tax credit had done, for example, what the various other benefits through tax reform, whether
it is Mr. Berkebile bringing his employees here today who have
benefitted directly, that is incredible. And I hope that we can get
to the point where Ms. Tirado can feel more benefits through a
growing economy. And I think she is sacrificing a great deal with
her current situation, and I hope that we can pursue policies that
can bring her to a better situation.
So Mr. Berkebile, can you elaborate further on—obviously, you
need employees. I mean the most common concern across my district—and I think other districts, as well—is the need for more employees. I stated that in my opening comments. Can you elaborate
more on the competitive position that you need to find yourself in
to keep and attract employees?
Mr. BERKEBILE. Yes, we are seeing—my professional staff that
I have is pretty much consistent. What we are seeing in our—with
our factory workers, you know, some of our skilled staff, is wages
are being driven up across the board. So now they are looking at,
you know, ‘‘I have opportunities outside of Guy Chemical, you
know, where can I go?’’
So this is what is driving up the wages, you know, that I was
talking about at Guy Chemical, that we need to drive up—we need
to pay our production workers more money in order to retain them.
And we are also looking now at work environment. What else can
we do, you know, with our work environment to retain these workers?
Mr. SMITH. So as you look at resources available and you try
to strike that balance of keeping a vibrant business, you know, obviously, your personnel situation is vital. That is what I hear from
employers, like I said, all across my district. Do you feel that, you
know, moving forward—if these benefits don’t continue, what
might happen?
Mr. BERKEBILE. We are going to downsize. And the expansion
that we have experienced will slow down or reverse.
The—one of the biggest boons to my company that came out of
the tax cuts is the depreciation of assets. This has made it so much
more affordable for me to go out and buy a piece of equipment
when I can expense it in the same year that I purchased it.
Mr. SMITH. Okay, thank you.
Thank you, Mr. Chairman.
Chairman THOMPSON. Thank you, Mr. Smith. And thank you
to all the witnesses for your testimony today. And I want everyone
to be advised that members will have two weeks to submit written
questions to be answered later in writing. Those questions and
your answers will be made part of the formal hearing.
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I want to thank all the members for being here.
And along the lines of what Mr. Smith was talking about in regard to what we are seeing as a result of passing the last tax bill,
I think it is important that, as we are today, we are getting back
to regular order. A lot of the problems that we talked about today
were unforeseen consequences based on passing policy without the
benefit of regular order, without the benefit of hearings, without
the benefit of hearing from the experts in the field. And it is my
intention to continue on with the regular order, having hearings,
hearing from experts, and you are a very important part of that,
and I thank you again for being here.
And with that, the hearing is adjourned.
[Whereupon, at 12:22 p.m., the hearing was adjourned.]
[Questions for the Record follow:]
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*Mr . Pascrell .
2

Mr . Brown , how do the SALT cap and tax

law impact the housing market in California and elsewhere?
*Chairman Thompson .

3

Mr . Brown , we will take that , your

answer , in writing and I will share it with the r est of the
s

committee members .
*Mr . Brown .

6

By placing a $10 , 000 limit on the state and

local tax deduction , the new tax law directly increases the
after- tax cost of purchasing and owning a home, at least for
those whose SALT payments are high enough to be limited,

10

which is a pretty significant portion of people in many parts

11

of California , as well as other high- housing- cost markets.

12

Under the prior law, those who buy or own a home were able to

13

claim a deduction for all state and local taxes they paid,

14

including property taxes , so long as they itemized their

15

deductions .

16

liability and thus decreased the cost of owning the home .

17

Under the new tax law, however, many in higher-cost

18

areas such as much of California are going to find their SALT

19

deduction limited, often drastically so .

20

cost of buying or owning a home , compared with renting one ,

21

because the tax incentive of owning has gone down .

22

markets like the one where I live, which a lready has many big

23

barriers to home ownership, this ta x change just makes

24

purchasing that first home that much harder for many people .

25
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But there is also another i ndirect negative effect to

26

home ownership that was created by the new tax law, and this

21

one is not limited just to the h i gher-cost areas or even
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28

those areas where typical SALT payments exceed $10 , 000 per

29

year . This one has to do with the interaction between the

30

higher standard deduction and the SALT deduction cap .

31

The higher levels of the standard deduction , which was

32

nearly doubled in the 2017 tax act, makes it much more

33

difficult for tax filers to itemize .

34

mortgage interest and property tax deductions is what

3S

delivers the traditional tax incentive to buying and owning a

36

home .

37

will no longer have itemized deductions in excess of the

38

standard deduction , the tax incentive effect has now

39

disappeared .

40

So, for millions of people throughout the nation, who

The SALT cap greatl y contri butes to th i s.

To the extent

41

the state and local tax deduction is limited by the $10, 000

42

cap, any SALT payments in excess of the cap will no longer

43

count toward bringing the total of itemized deductions higher

44

than the standard deduction .
Thus , the SALT cap works to limit t he tax benefits of

46

buying and owning a home in two ways - first by directly

47

reduc i ng the otherwise available deduction i f the SALT

48

payments exceed the cap .

49

total amount of itemized deductions below the standard

so

deduction.

And second by often reducing the

51

The good news is that raising the cap would work to just

52

the opposite effect and could hel p restore the tax incentives
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both directly and indirectly .

54
55
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[Submission for the Record follows:]
Comments for the Re cord
United States Hous e of Representatives
Committee on W ays and Me ans
Subcomtnittee on Select Revenue Measures
How Middle Class Families are Faring in Today's Economy
Wednesday, February 13, 2019, 10:00 AM
By Michael G. Bindner
Center for Fiscal Equity
Thank you for the opportunity to submit comments to the subcommittee. We look
forward to working with the new Congress. In these remarks, we will both explain why
the Middle Class is not faring so well, but also how it can fare better. As usual, we will
preface our comments with our comprehensive four-part approach, which will aid
members' familiarity with its points, inform new committee members and provide
context for our comments. We will follow this with a further exploration of who is and is
not in the middle class and how we can make life better for it.
•

•

A Value Added Tax (VAT) to fund domestic military spending and domestic
discretionary spending with a rate between 10% and 13%, which makes s ure every
American pays something. Carbon taxes are included in this category.
Personal income surtaxes on joint and widowed filers with net annual incomes of
$ 100,000 and single filers earning $50,000 per year to fund net interest
payments, debt retirement and overseas and strategic military spending and
other international spending, with graduated rates.
Employee contributions to Old Age and Survivors Insurance (OASI) with a lower
income cap, which allows for lower payment levels to wealthier retirees without
making bend points more progressive.
A VAT -like Net Business Receipts Tax (NBRT), which is essentially a subtraction
VAT with additional tax expenditures for family support, health care and the
private delivery of governmental services, to fund entitlement spending and
replace income tax filing for most people (including people who file without
paying), the corporate income tax, business tax filing th rough individual income
taxes and the employer contribution to OASI, all payroll taxes for hospital
insurance, disability insurance, unemployment insurance and survivors under
age 6o.
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The term Middle Class has become a catch all. While it can be defined in term terms of
percentiles, it is much more complicate t11an that. Formerly, economics defined each
class into three subclasses (upper middle and lower). The lower class is now called the
poor and the working poor, who have no illusions about their poverty.

130
The upper class is simply called the wealthy. They are is limited to the top 2% of
incomes or the notorious one-percent as designated by Occupy Wall Street. The very
rich, which I have called the Donor Class, usually hit at about the 0.1% of income.
The upper middle class are people who are fairly well off and can called comfortable,
although they have fears about adequate retirement savings brought on by the Joss of
defmed benefit pensions. As an aside, this change should be investigated by this
Committee and the Financial Services Committee to determine whether the shift was
manufactured by the investment industry in order to earn larger commissions. This
industry is likely a major driver in seeking new tax advantaged savings instruments,
which are good for the business of milking commissions out clients, which keeps them
in the upper middle class as well.
Every time a new savings opportunity emerges, those who use it feel that they must take
full advantage to avoid poverty in retirement. Of course, the biggest danger for these
savers is the lack of good instruments available to them, which has them seek higher
reward investments with more risk, like tech stock and mortgage backed securities, as
well as buying "too much house" because oflower interest rates which sometimes do not
stay low.
The upper middle class would be well served \<Vith less savings opportunities and
renewed radicalism in bringing back pension rights. This would make them feel more
secure in retirement planning, although this would not be good for the financial services
industry, from brokerage to insurance.
Ending the need to compulsively save would also be good for the Treasury, both to
collect more in what is now avoided in tax advantaged accounts and to end subsidies like
the mortgage interest deduction. This will also to end demand for continued tax benefits
that the upper middle class really don't need to live comfortably. Such a development
would likely hurt K Street, who playoff the insecurities of the financial services industly
in fear that tax reform \<Viii kill the goose that laid the golden egg.
The insecurities of the upper middle also drives donations to campaign and political
action committees and campaign fundraisers who would otherwise have to work for a
living. Let the takeaway from last November be that enough is enough. Tax reform
would kill that golden goose, but it is time for that goose to be served on a platter.
For purposes of our tax reform plan, upper middle class would be those who make over
$so,ooo a year (before tax benefits) or families who make twice that. The upper class
would be those who get to what is now considered t he top marginal tax rate, while the
really wealthy are those who Senators Warren Markey and Harris and Representative
Ocasio-Cortez would force into even higher tax brackets, although I would put in more
interim brackets between $400,000 and $IO,ooo,ooo. Pity the upper middle class.
We have made these remarks to delineate those who need less help and pay more tax,
not only regardless of their ability to give to campaign committees, but because they are
able to do so. The real middle class is radicalizing, as last November demonstrates, and
not just because they feel that the President of the United States needs to be arrested
(and that those who do not talk about that are guilty of abetting his conduct - and yes,
that means the Majority).
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The wealthy are also worthy of mention because of how their historically low marginal
tax rates lead to lower wages for the working class and the entry levels of the
professional class (who have now found a reason to vote). The dirty little secret of the
1981 tax cuts, the 1986 tax reform and the 2001, 2003, 2010 and now the 2017 tax cuts
is their ability to control wage inflation.
Much as we used to love to give credit to or blame Paul Volcker for breaking inflation,
the real cause was the micro-economic incentives which go with decreases in the
marginal rate paid by CEOs and investors (the big dollar donor class). When rates were
higher, especially before the Kennedy/Johnson rate cuts), America had labor peace and
CEOs and management worked for reasonable salaries. The latter had no desire to cut
wages or break unions, because if they did so, all of those savings, which would be paid
to them in bonuses, would go the Internal Revenue Service. Lower tax rates changed
that.
Lower tax rates also made money available to chase the same supply of investment
instruments, which bid up their price, and caused the invention of a whole range of new
products which would be built up and sold by the emerging financial class, who would
profit-take and watch what they created go bust and start yet another modern recession,
especially the Great Recession just experienced. Only higher tax rates or increased
deficit spending control such asset inflation (and the consumption cycles associated
with them - which Marx thought was the driver of the boom bust cycle - Marx had a
failure of imagination).
The Tax and Job Cuts Act (not a typo) was a classic piece of Austrian Economics, where
booms are encouraged, busts happen with no bail outs and the strong companies and
best workers keep jobs and devil take the hindmost. It is economic Darwinism at its
most obvious, but there is a safety valve. When tax cuts pass, Congress loses all fiscal
discipline, the Budget Control Act baseline discipline is (as it should be) suspended and
deficits grow. Taxpayers don't mind because bond purchasers are sure to pick up the
slack, which they will as long as we run trade deficits, unless the President's economic
naivete ruins that for us.
Modern economics has become infected 1vith the idea that higher tax rates and lower
public spending hurt the economy. By definition, this is not case. The exact opposite is
true. To refresh our memories of what is in the U.S. Code and most basic economics
textbooks, Gross Domestic Product equals equal government purchases, consumption
from government employee, contractor, transfer recipient and second order private
sector spending, which leads to private sector investment, and exports net of imports
(which creates a source of funds for debt finance).
Sadly, there are witnesses coming before the Subcommittee, especially but not only
those requested by the majority, who quarrel with this definition. Don't invite these
people to testify, it only spreads untruths.
Anything that is not part of GOP is considered "savings" or in reality, is asset inflation. If
you want to end poverty, give poor people and retirees more money and the economy
1¥ill grow. Increase government expenditure (even bombers) and the economy will grow,
including for the now notorious upper middle class. Now that I have set the stage after
three pages, let us discuss how our tax reform plan will do so.

VerDate Sep 11 2014

09:54 Sep 19, 2019

Jkt 035636

PO 00000

Frm 00135

Fmt 6633

Sfmt 6602

I:\WAYS\OUT\35636.XXX

35636

35636.081

3

132
Our value added tax won't do so, because it does increase consumer prices unless the
transition to it increases net wages by the same percentage as the new Goods and
Services Tax. The tax should be very broad, because it will be a substitute for income tax
collection now taken by the lower tiers of the income tax (even as paid by the wealthy).
Tying the VAT to government spending, especially on a regional basis (which would
require a constitutional amendment to repeal the single rate requirement for excise
taxes), because this would lead to less spending on whatever is taxed, which we propose
to be domestic spending for military and civil government. While this will provide a
decrease in funds for the middle class Making the link between discretionary spending
and taxes makes for a more deliberative process that may see demands for higher
spending and taxes. That would be up for the voters to decide, especially if regional
caucuses to make such decisions were created, although that is a step too far for now.

As a new development to our plan, carbon taxes (CVAT), if enacted, would fund
environmental enforcement, research and remediation (but not income redistribution,
see below). As a sin tax, it will discourage use of greenhouse gases but will also be the
goose that lays the golden egg for Green New Deal spending.
Both the VAT and CVAT would be zero rated at the border. Not doing so would be an
unconstitutional consumption tax. Burying these taxes currently in the income tax likely
violates this provision, which is an essential reason to break them out separately. The
Net Business Receipts Tax supports workers rather than customers and taxpayers, so it
will not be zero rated at the border. Doing so would be an incentive to short change both
public and employer support of worker needs.
We have already made clear the reasons for a higher income and inheritance surtax.
Taxing all cash or in-kind distributions from estates, inclucling sale of estate assets and
their distribution as cash taxes heirs on the same rules as workers. The dead have never
ever paid taxes. If you can't take it with you, it cannot be tax free. Since there are no UHaul attachments to hearses, we can be fairly certain of tl1at.
The VAT, CVAT and the Net Business Receipts Tax/Subtraction Value Added Tax
(NBRT or SVAT- which can be used interchangeably) are balanced budget taxes,
meaning that they must either be increased or spending lowered (or the reverse) to
keep these funds in balance. We mention this because such balance allows the Surtax to
eventually end the current practice of rolling net interest on the debt to new borrowing.
The surtax will also be used to fund deployment of troops and because such spending is
usually debt financed. This will also be a disincentive to war (which is one of the
President's priorities - even a broken clock is correct twice a day- and I am sure he will
not consider me a nice person, which I regard as a badge of honor).
Most importantly, the Surtax will pay down the debt itself, starting with paying back the
Social Security Trust Fund. It can only be paid back with income taxes. Consumption
taxes or additional retirement taxes is a disservice to those of us who subsidized
spending due to tax cuts on the wealthy. The wealthy must pay this back.
At the risk of repeating ourselves yet again, we remind the Committee that in the future
we face a ctisis in net interest on the debt, both from increased rates and growing
principle. This growth will only feasible until either China or the European Union
develop tradable debt instruments backed by income taxation.
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This is the secret to the ability of the United States to be the world's bond issuer. It is
why a trade deficit is not necessarily a bad thing, although the President does not seem
to realize this. Indeed, exporting the debt is the essential feature ofneo-liberalism, as is
tl1e belief that saving more for retirement with tax assisted accounts while shifting jobs
overseas can have their slavery pay for our retirements. At some point overseas workers
will rebel, so we need incentives to pay down the debt.
The national debt is possible because of progressive income taxation. The liability for
repayment, therefore, is a function of that tax. For every dollar you pay in taxes, you owe
$13 in debt. People who pay nothing owe nothing. People who pay tens of thousands of
dollars a year owe hundreds of thousands.
The answer is not making the poor pay more or giving them less benefits, either only
slows the economy. Rich people must pay more and do it faster. Most workers cannot
reliably save, or even eat. Don't look to them to ever pay off the debt. Your children and
grandchildren and those of your donors are the ones on the hook unless their parents
step up and pay more. How's that for incentive to raise taxes?
The Old Age and Survivors Insurance payment is only included if a tie between
retirement income and wages is necessary to preserve broad based support for the
program. There should be a floor, however, because most of the heavy lifting to suppott
retirees will come from the NBRT, with these contributions to FICA credited on an equal
dollar basis, rather than as a tie to wage levels. Doing so makes contributions less
regressive, both because they tax all value added and because there is no upper limit to
their collection. This ends the need for the Earned Income Tax Credit. Lowering the
ceiling on the Employee contribution reduces what must be paid out in benefits to those
who are in the upper middle class and above.
Other than limiting what the wealthy can take from workers in economic rent, the
engine of redistribution will be the NBRT. For those who are new to our comments, the
NBRT is collected from employers but is not visible on purchase receipts, making it an
SVAT.
It is designed to redistribute income within companies ratl1er than having the

government do it through more ovett subsidies. The child tax credit will be paid out, as
it is now, through wages, but doing so will not require any tax filing, save to verify that
what is reported to the government matches what is distributed to workers. Setting it to
$1000 per child per month makes it adequate to provide what the Department of
Agriculture estimates to be the actual cost of raising a child. None other than Milton
Friedman suggested a negative income tax and both Republican and Democratic
presidents have enacted and expanded the Child Tax Credit.
This can be called a Pro-Life measure, not because it elects Republicans, but because it
distributes enough money to families, including single mothers, to end the need to
resort to abortion, or even contraception, for economic means. It is patt of what Catholic
Social Teaching calls a fair wage.
Th e fair wage is the essence of the Seamless Garment of Life as discussed by Cardinal
Bernardin. The Center urges the National Right to Life Committee to make adoption of
these recommendations a scored life issue. Failure to do so proves the point ofNARAL-
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Pro-Choice America that abortion restrictions would be all about controlling sexuality.
If the Minority wishes to prove NARAL wrong they can adopt these recommendations.
The most important factor in moving people out of poverty is an adequate wage for
work. Ideally, this should come from
The market cannot provide a fair wage for families., as there will always be more
desperate employees who can be taken advantage of to force wages lower for everyone
else. A minimum wage protects those employers who would do the right thing by their
employees if not for their competitors.
A $15 per hour minimum wage is currently being demanded by a significant share of the
voters. Perhaps it is time to listen. If the marginal productive product of these
employees is more than this rate, job losses will not occur - of course, the estimates of
this product can be easily manipulated by opponents who believe that managers provide
much more productivity than people who actually work, so such estimates should be
examined critically. Internally, people usually have the correct number, but are loath to
share it if doing so hurts their political point. A higher minimum wage puts the burden
on employers and ultimately customers for fair base wages, rather than subsidies to low
wage employers.
In some industries there are plenty of low wage workers who are not as productive as
the wage is high (although this makes one wonder whether such industries are worth
supporting in the economy). For these employees, paid education should be availableand by pay we mean tuition and wages.
Workers that are less than literate at a tenth grade level deserve full remedial education,
with pay at minimum wage levels. This can be paid for in a variety of ways under our
model. The usual model is for state governments to provide this education - and in our
model the educational institution will also provide case management and stipends and
would be funded by the NBRT/Subtraction VAT. There are other options as well.
Employers could provide remedial education and payroll as an offset of their NBRT
obligations. They could also contribute to a third party provider, such as Catholic
Charities and their related education systems, again offsetting their NBRT with the
contribution (a full credit for both tuition and stipends).
Other workers need vocational training. This should be provided through employers.
Training costs would be NBRT deductible, but not creditable, because ideally new
workers should pay back the employer with a service requirement in much the same way
that military academy students are required to serve some period in uniform, with a
student loan program to fund those new workers for whom the employment situation
does not work out.
Training stipends would not be repayable nor would they be creditable or deductible, as
allowing tax advantages for such wages at this level would invite no end of mischief in
deducting or crediting the value added of mostly productive employees who are also
receiving training. In this case, preventing the gaming of the training stipend will keep
the NBRT lower than it otherwise would be.
Some employees require college educations to advance. The first two years of college
would be grouped with the last two years of high school and would be provided by the
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state (including parochial high school and college), by employers directly or through a
third party provider or through contributions to a public or private school.
Students would receive a stipend and both tuition and stipend would be fully creditable
against the NBRT. Labor provided as a supplement to the employer would be fully
taxed as other value added. After the second of school, employees would be paid for the
remainder of college and graduate school along the same lines as vocational training.
This is good for both the working class and those with the ability, but not the means, to
enter the professional class, especially those who are overlooked because of family
earning history or the color of their skin.
Working and low lever professional class workers demand lower salaries because of the
uncertainly of unemployment. Paying for education at all levels ends this uncertainty,
leading to demands for higher wages over and above the statutory minimum. People are
poor as much from fear of losing what they have as from their skills and education
deficits. The paid training programs here stop that uncertainly.
Aside from child supplements and education, the NBRT would cover health care, with
offsets for purchasing third party insurance for workers and retirees or proving direct
care for them with internal medical staff and even facilities. The NBRT will also
consolidate taxation to any new Public Option and all of Medicare and, Medicaid,
Veterans Health Care and the Affordable Care Act.
Covering retirement will also be part of the NBRT Employee-ownership is the ultimate
protection for worker wages. Our proposal for expanding it involves diverting an everyincreasing po1tion of the employer-contribution to the Old Age and Survivors fu nd to a
combination of employer voting stock and an insurance fund holding the stock of all
similar companies.
At some point, these companies will be run democratically, including CEO pay, and
workers will be safe from predatory management practices. This is only possible if the
Majority quits using fighting it as a partisan cudgel and embraces it to empower the
professional and working classes. It is in our power to make low wage work and family
poverty a thing of the past. Indeed, doing so is the primary reason the Center for Fiscal
Equity was created. We are not proposing hand-outs but a hand up with adequate
rewards for taking it.
Thank you for the opportunity to address the committee. We are, of course, available
for direct testimony or to answer questions by members and staff.
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