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ABSTRACT

Policymakers are considering enacting either a new spending program or a
tax cut. Who pays for the policy? The answer to that question is central to under-
standing the consequences. Yet, it is a question which, for the most part, policy ana-
lysts and scholars have left under-explored and often answered incorrectly or at
least incompletely. Analysts and scholars have approached the issue in a variety of
ways, including simply believing what policymakers say is the financing in a given
piece of legislation, not distributing any financing, assuming the financing is “dis-
tributionally neutral,” or assuming the financing comes from the income tax. These
approaches are wrong and fail to capture the ultimate financing. This article sug-
gests an alternative: causal analysis rooted in the political economy of the govern-
ment. It is distribution reimagined. This article begins to explore what it means to
analyze financing as a causal matter. Importantly, there will be no certainty in this
endeavor—it is necessarily probabilistic and should take into account the inconsis-
tency of policymakers over time.

The approach can fundamentally change our understanding of the distribution
of policy. Policies that seem more progressive may be exactly the opposite when the
ultimate financing is properly considered. And, it can lead to a re-evaluation of the
wisdom of policy. Given the political economy of the United States, new benefits
could be financed to a significant degree by those with lower incomes, despite what
policymakers may say at the time, and this should be a serious concern for those who
would prioritize resources for those with less. If policymakers continue to be averse
to the types of financing sources that reduce this risk, it suggests greater reason to
keep fiscal benefits targeted to those with greater need. In the end, irrespective of
one’s policy preferences, this type of causal analysis to determine ultimate financing
is critical to understanding the effects and wisdom of fiscal policies.

I. INTRODUCTION . ... ... e 138
II. APPROACHES TO FINANCING. ... ................. 145
A. The PAYGO Approach . . . ......................... 146

1. How the PAYGO Approach Works . . ............. 146

2. The Limits of the PAYGO Approach . ............ 148

* Charles L. Denison Professor of Law, New York University School of Law. I am grateful
for feedback received from participants in the NYU Law Summer Workshop, the Tax Law and
Policy Series at the University of British Columbia Allard School of Law, the 2024 UVA Fall
Invitational Tax Conference, the 2025 Tax Policy Conference at Columbia Law School, and the
National Tax Association Annual Meeting. Particular thanks to Ryan Bubb, Wei Cui, Daniel
Hemel, Susie Morse, Alex Raskolnikov, Natasha Sarin, and Daniel Shaviro. Thanks also to the
outstanding work of the editors at the Harvard Journal on Legislation.



138 Harvard Journal on Legislation [Vol. 63

B.  The Distributionally-Neutral Approach. . ............. 149
1. How the Distributionally-Neutral Approach Works ... 149
2. The Limits of the Distributionally-Neutral
Approach . .......... .. ... . 150
C. Marginal Cost of Public Funds. .................... 152
1. How the Marginal Cost of Public Funds Works .... 152
2. The Limits of the Marginal Cost of Public Funds ... 153
D. Distributing Increased (or Reduced) Borrowing. . . . .. .. 154
E. Causal Analysis Rooted in Political Economy . ........ 158
III. UNCERTAIN FINANCING, UNWISE BENEFITS? . ....... 161
A.  Time Inconsistency and the Social Planner. . .......... 162
B.  Beginning to Contextualize the Concern. ............. 164
C. What About Current Versus Future Generations?. . . . ... 169
IV. LOWER-INCOME AMERICANS ATRISK . ............. 171
A. Financing from Lower-Income Americans ............ 171
B.  Why Pledges to Finance Only at the Very Top
Are NotCredible . ........... ... .. i, 175
C. The Sliding Scale of Commitment . .................. 178
1. Social Insurance .............. ... .. . .. ... 179
2. TaxReform...............c.cc.uiiiiiiiiinn.. 183
V. A NEW PERSPECTIVE ON UNIVERSALISM VERSUS
TARGETING . . . ..ot 186
A. How Universal Should Benefits Be? ................. 187
B. U.S. Fiscal Policy: The Challenge of Universal Benefits
and Constrained Financing. ... .................... 189
VI CONCLUSION . . . ...ttt 192

I. INTRODUCTION

The ultimate consequences of fiscal policies—decisions to tax and
transfer—are almost never as certain as they are made out to be, are often dif-
ferent from those described, and should involve analysis that is rarely done.
The missing analysis can have important consequences for ongoing policy
debates, including the question of how universal or targeted government ben-
efits should be, and others beyond that.

The issue—and, really, the challenge—is the financing. The fact that it
matters how a policy is financed is not a new observation. In law schools,
introductory courses to taxation often motivate the whole field with some
lines about how the students are about to study how the government is paid
for.! This is not to mention that perhaps the single most famous quote in the

! See, e.g., JOSEPH BANKMAN ET AL., FEDERAL INCOME TAXATION 1 (19th ed. 2023)
(“Stated in the most general terms, taxation is about how to allocate the burdens of collective
activities.”); MICHAEL GRAETZ & ANNE ALSTOTT, FEDERAL INCOME TAXATION: PRINCIPLES
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law about taxes involves the idea of financing: “Taxes are what we pay for
civilized society,” said Justice Oliver Wendell Holmes.?

But what exactly pays for what? Or more precisely, and focusing on the
issue of new policy, when fiscal policy is being changed, who is getting ben-
efits and who is paying for those benefits? This is a question that has vexed
scholarship and policymaking alike. However, the approaches often used—
such as believing what policymakers say is the financing in legislation, assum-
ing financing is distributionally neutral, assuming the financing comes from
the income tax only, or not distributing any financing—are insufficient.* They
do not reflect an estimate of the actual ultimate financing.

Let’s take the first standard approach. This approach focuses on what
policymakers say is the financing, and sticks to the boundaries defined by
policymakers, especially in the legislation itself.* If policymakers pair a ben-
efit and a tax together in a law, then the question of what is paying for what
has been answered, or so this approach goes.

To make this concrete in terms of just one recent policy proposal: the
United States, unlike almost all countries in the world, lacks a national paid
family and medical leave program.> And there have been efforts to change
this with proposals made by both congressional Democrats and the former
Biden administration. However, there has been a divide on how to finance
the benefit. The long-standing and leading congressional proposal devel-
oped by Senator Kirsten Gillibrand and Representative Rosa DeLauro used
a 0.4 percentage point payroll tax that applies across the income spectrum
and that is divided evenly between employer and employee contributions
(though, as re-introduced in the current Congress, the legislation dropped any
specific financing source).® Payroll taxes apply to wages, and the proposal
would have split the tax paid between employees and employers, though the
economic consensus is that much of the actual burden of such a payroll tax

AND Poricies 1 (9th ed. 2022) (“[T]he citizenry at large demands that government provide
goods and services, such as roads and bridges, disability and retirement insurance, education,
and national defense, all of which ultimately must be financed through taxation.”).

2 Compaiifa Generalde Tabacos de Filipinas v. Collector of Internal Revenue, 275 U.S. 87,
100 (1927) (Holmes, J., dissenting).

% See infra Parts II.A ~IL.D.

4 See infra Part ILA.

5 See, e.g., Paid Family Leave Across OECD Countries, BIPARTISAN PoL’y CTR.
(Sept. 2022), https://bipartisanpolicy.org/explainer/paid-family-leave-across-oecd-countries/
[https://perma.cc/RR5M-Z3XD] (“The U.S. is the only OECD member country—and one of
only six countries in the world—without a national paid parental leave policy.”).

¢ Previous iterations of the FAMILY Act identified the payroll tax as financing. See, e.g.,
Family and Medical Insurance Leave Act, S. 1714, 118th Cong. § 7 (2023) (introduced); Family
and Medical Insurance Leave Act, S. 248, 117th Cong. § 6 (2021) (introduced); Family and
Medical Insurance Leave Act, S. 463, 116th Cong. § 7 (2019) (introduced). By contrast, as
introduced in the current Congress, the Act does not specify any financing source. See Family
and Medical Insurance Leave Act, S. 2823, 119th Cong. (2025) (introduced).
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would be on the employee.” But when the Biden administration proposed
national paid family and medical leave at the start of the administration, it
used a combination of tax increases on high-income Americans and large
corporations to finance it,* and that was what was reflected in the bill that
the House of Representatives eventually passed before paid leave (and other
social measures) were cut from the legislation during Senate negotiations.’
On its face and using that standard approach of analyzing distribution based
on the financing given in the legislation, the Biden plan was much more
progressive.!°

But analyzing distribution based only on what’s packaged in the legisla-
tion, while intuitive, is wrong. Policymakers’ statements and the boundaries
of legislation do not necessarily define what is actually financing what.
These are formalisms, not an answer to the question of the ultimate source
of financing.

" In their distributional models, both the Congressional Budget Office and the Treasury
Department assume that the full economic burden of payroll taxes is borne by employees. See
CoNG. BUDGET OFF., THE DISTRIBUTION OF HOUSEHOLD INCOME IN 2021, 27 (2024), https://
www.cbo.gov/system/files/2024-09/60341-income.pdf [https://perma.cc/63CT-G33U]; U.S.
DEP’T OF THE TREASURY, U.S. TREASURY DISTRIBUTIONAL ANALYSIS METHODOLOGY 8 (2022),
https://home.treasury.gov/system/files/131/TP-8.pdf [https://perma.cc/J24U-7DXQ]. However,
a recent paper engaging this question concludes that the portion borne by labor depends on time
horizon and other factors. Still, the paper finds a large share of the payroll tax burden (around
sixty percent in the short run for a change in the rate) falling on labor. See Dorian Carloni,
Revisiting the Extent to Which Payroll Taxes Are Passed Through to Employees 23 (Cong. Budget
Off., Working Paper No. 2021-06, 2021), https://www.cbo.gov/system/files/2021-06/57089-
Payroll-Taxes.pdf [https://perma.cc/7TWX2-TX42].

¥ The Biden administration initially proposed paid family and medical leave in what
it called the American Families Plan. See THE WHITE HOUSE, FACT SHEET: THE AMERI-
CAN FaMILIES PraN, (Apr. 28, 2021), https://bidenwhitehouse.archives.gov/briefing-room/
statements-releases/2021/04/28/fact-sheet-the-american-families-plan/ [https://perma.cc/UYHG6-
E4TN]. That plan included revenue proposals focused on high-income individuals and tax en-
forcement and noted it was more than fully paid for including the revenue already proposed in the
American Jobs Plan, which included reforms focused on the corporate income tax. Id.

° The House passed paid family and medical leave in the legislation at the time called
Build Back Better. H.R. 5376, 117th Cong. § 130001 (2021) (as passed by House), https:/www.
congress.gov/bill/117th-congress/house-bill/5376/text/rh [https://perma.cc/FAY7-XVQG].
That and other social measures were stripped from the final legislation which focused on clean
energy tax credits and health care measures under the title the Inflation Reduction Act of 2022.
See generally Pub. L. No. 117-169, 136 Stat. 1818.

10 Take, for instance, the distribution of an increase in the corporate income tax. The
Urban-Brookings Tax Policy Center finds that, as a matter of who ultimately bears the economic
incidence, the top 20% of income earners bears 70% of the burden and the top 1% bears 35%
of the burden. Eric Toder, The Incidence of the Corporate Tax, in RESEARCH HANDBOOK ON
CORPORATE TAXATION 38, 52 (Reuven S. Avi-Yonah ed., 2023). https://taxpolicycenter.org/sites/
default/files/2025-02/Toder-chapter%?204-Incidence %200f%20Corporate%20Tax.pdf [https://
perma.cc/6LA3-GUMD]. By contrast, with a payroll tax increase like the one proposed in the
congressional version of paid leave, the top 20% of income earners would pay only about 50%
of the total burden and the top 1% would pay only about 10%. See GORDON MERMIN ET AL., TAX
PoL’y CTR., OPTIONS FOR INCREASING MEDICARE REVENUES 15 (2023), https://taxpolicycenter.
org/sites/default/files/publication/164876/options_for_increasing_medicare_revenues.pdf
[https://perma.cc/M532-44WU].
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What does it take to determine the ultimate source of financing? It takes
causal analysis."' The causal analysis should be rooted in the political econ-
omy of the government,'? and the causal analysis should incorporate the po-
tential for inconsistency in policy preferences and policymakers over time.
The enacting President and Congress may want a certain kind of financing,
but a very different President and a very different Congress might decide that.
There will be no certainty in this endeavor—the exercise is necessarily proba-
bilistic. Resources devoted to a given activity will have a range of possible
financing, with some sources more likely than others.

To go back to the paid leave proposal: who is financing the benefit if it
were to be enacted? We will not know for sure, irrespective of what policy-
makers say. As I will describe in this article, the approach of a broad-based
payroll tax—relative to corporate and high-income tax measures—probably
reduces the risk that the actual financing comes from programs important to
low- to middle-income Americans and is more likely to be the actual financ-
ing. That is because it is a custom financing source tied politically to the ben-
efit. By contrast, the corporate and high-income revenues are more likely to
have been enacted anyway—they are not as politically tied to the benefit—and
this means that the ultimate financing is more likely to be some other policies,
including potentially highly regressive ones.!?

So, if we use a standard approach of analyzing distribution—what is
in the legislation itself—the payroll tax is more regressive in financing than
the combination of corporate and high-income revenue raisers.'* But, reflect-
ing on the actual ultimate financing, the end-result could well be exactly the
opposite.'> Further, given the Biden approach, universal paid leave covering

' See infra Part IL.D. The approach suggested here does have some precedent in the
academic literature. Bill Gale and co-authors begin to engage in the imaginative, causal analysis
when it comes to deficit-financed tax legislation. In that case, they begin to imagine what the
financing and distributional consequences might be under several scenarios. See, e.g., William
G. Gale, Peter R. Orszag & Isaac Shapiro, Distribution of the 2001 and 2003 Tax Cuts and Their
Financing, 103 Tax NoTEs 1539, 1541-45 (2004). When it comes to tax expenditures, Daniel
Hemel and Kyle Rozema do something similar, suggesting that analyzing the distribution of a
tax expenditure requires imagining what the revenue from that tax expenditure would otherwise
be used for and applying that to the home mortgage interest deduction, discussing the differ-
ent distributions under several counterfactuals. See generally Daniel Hemel & Kyle Rozema,
Inequality and the Mortgage Interest Deduction, 70 Tax L. REv. 667 (2017). These same kinds
of exercises, however, need to be done more broadly—and even when policymakers articulate
what they say is paying for what—with the right question being what the likely actual trade-offs
are.

12 Tn the words of Hemel and Rozema and in their analysis of the distribution of the home
mortgage interest deduction: “Distributional claims are meaningful when the measure of distri-
butional effects is defined and the counterfactual, including how the revenue is spent, is clearly
specified. We do not believe that any one baseline is clearly ‘better’ than any other: The relevant
counterfactual will depend upon the political environment in which the distributional debate
occurs.” Hemel & Rozema, supra note 11, at 706.

13 See infra Part IV.C.1.

14 See supra note 10.

15 See infra Part IV.C.1.
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higher-income workers and financed by the federal government may be a
questionable endeavor since there is greater risk that these benefits for those
with higher incomes ultimately are financed from regressive sources.'*

This analysis can matter not just descriptively but also in terms of
whether a policy is wise to pursue. In this article, I focus on what I believe to
be a crucial normative concern for judging U.S. fiscal policy: the effects on the
living standards of those with low- to middle-incomes and with greatest pri-
ority for those with the lowest incomes.!” While that normative criterion will
be familiar and agreed to by many,'® the analytical approach to distribution
described here should be relevant to those with different values. Whether one
is most concerned with overall efficiency or some other normative criterion,
the issue of what pays for what remains central to the evaluation of any policy.

To be sure, there will be some policies that are so beneficial that their
ultimate financing may make little difference in assessing whether they im-
prove matters on net. But there are many other policies that would only be
worthwhile with some, but not all, plausible financing sources.

Take, again, paid leave benefits for those with higher incomes. While
this form of social insurance is in line with countries around the world and
is a good policy, the financing matters in evaluating it. From my perspective
and given my normative framework, the policy should not be pursued if those
who end up paying for those benefits are those with lower incomes, rather
than higher income Americans financing their own paid leave benefits on
net. Thus, in assessing the wisdom of universal paid leave, it matters whether
policymakers have credibly committed to financing that does not do that."

¢ See infra Part V.

7 This basic concern prioritizing resources for those with less is reflected in a num-
ber of different normative frameworks. Among welfarist approaches often associated with
economics as well as other disciplines, this is a reflection of the empirical assumption that
there is a declining marginal utility of resources as resources rise, and, under some versions
of this, further priority given to those with less. See HARVEY S. ROSEN & TED GAYER, PUBLIC
FINANCE 34, 256-60 (10th ed. 2014) (explaining that welfare economics is “the framework
used by most public finance specialists” and then describing how it can prioritize resources
for those with less). See generally MATTHEW D. ADLER, MEASURING SOCIAL WELFARE: AN
INTRODUCTION (2019) (explaining the welfarist approach and comparing it to others). Others
focus more on the unfairness associated with resource inequality. Ronald Dworkin presents a
famous case for reducing “resource inequality.” See generally Ronald Dworkin, What I's Equality?
Part 2: Equality of Resources, 10 PHIL. & PUB. AFF. 283 (1981) (presenting case for equality of
resources). In calling for a reduction in “resource inequality,” Dworkin emphasizes the appar-
ent unfairness of “brute luck”—Iluck that is not a function of one’s “deliberate gambles” but is
instead imposed on the individual. /d. at 293. For purposes of the analysis in this paper, it does
not matter exactly what theory motivates the prioritization of resources for those with less—it is
the prioritization that matters.

'8 See supra note 17. See generally Matthew Weinzierl, The Promise of Positive Optimal
Taxation: Normative Diversity and a Role for Equal Sacrifice, 118 J. Pu. Econ. 128 (2014)
(using survey analysis and analysis of the actual tax and transfer system to conclude that
Americans’ preferences deviate from commonly used welfarist theories in academic analysis
but still support substantial redistribution toward those with less).

1 See infra Part III.
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Another way of viewing this is as a policymaker or social planner with
limited control—control over a benefit but more limited control over how that
is financed over time. This view should also apply in the reverse, namely,
control over financing but not necessarily what it is used for. What policies
should that policymaker pursue? The policymaker should only pursue ones
where that policymaker believes the policy to be net socially beneficial, taking
into account their lack of control over how it might be paid for.? And, the poli-
cymaker should not believe their own rhetoric about what they say is paying
for it. They should assess what could be the ultimate financing, and take into
account the broader political context.?!

And, in the United States, this political context gives reason to be
concerned that new benefits could be financed by those with lower incomes.?
Policymakers can commit to specific financing to some degree to reduce this
risk. The degree of commitment should be understood on a spectrum. There
is little to no commitment when a law is explicitly debt-financed; strong com-
mitment when the financing is likely unique to the benefit involved; and some-
thing in between when it comes to financing that has a higher likelihood of
being used for some other purpose.? It is this framework that distinguishes the
previous congressional paid leave plans, which were paired with payroll-tax
financing likely unique to the benefit involved, from the Biden paid leave plan,
which was paired with policy that could finance other benefits.?*

This reimagining of fiscal policy then has important implications for a
continuing debate in tax and transfer policy: namely, how universal versus
targeted government benefits should be.” Should benefits be more like
Social Security and the proposed universal paid leave program with very

2 See infra Part IILA.

2! Tt may seem implausible that a policymaker could see beyond their own rhetoric. How-
ever, this is calling for a kind of thinking that is related to strategizing that is more familiar in
policy circles. For instance, policymakers frequently consider what policies they can fit into a
legislative package, given a fixed amount of financing. In that case, even though they will say
rhetorically that the policies proposed are paid for by that financing, they will have at least in
part considered what might actually have been the financing—policies that were not otherwise
pursued because they were left out of the package. That was what they were trading off. Policy-
makers also sometimes consider the implications of change in administrations or Congresses for
the wisdom of policies they’d pursue now, even if they do not call that out rhetorically. What I
call for here is a more ambitious form of some of this more familiar thinking.

2 See infra Part IV.

2 See infra Part IV.C.

2 See infra Part IV.C.1.

% Compare THEDA SKOCPOL, SOCIAL PoLicY IN THE UNITED STATES 250-74 (2020)
(making the case for more universal benefits, though with targeting within those universal ben-
efits, based on their political stability), and Walter Korpi & Joakim Palme, The Paradox of
Redistribution and Strategies of Equality: Welfare State Institutions, Inequality, and Poverty in
the Western Countries, 63 AM. SocioL. REv. 661 (1998) (finding that more universal benefits
will generate more redistribution on the whole), with ROBERT GREENSTEIN, HAMILTON PRrOJ-
ECT, TARGETING VS. UNIVERSALISM, AND OTHER FACTORS THAT AFFECT SOCIAL PROGRAMS’
POLITICAL STRENGTH AND DURABILITY 1 (2022), https://www.hamiltonproject.org/wp-content/
uploads/2023/01/20220806_ES_THP_SocialPrograms_ExpandedEdition.pdf. [https://perma.
cc/UTC6-XHY W] (arguing “that the history of recent decades does not support the conventional
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broad eligibility including for those with the highest incomes or be more like
Medicaid and food assistance being highly targeted by income? The standard
understanding is that broad benefits do not necessarily come at the expense
of those with lower incomes—since the tax system can be adjusted to achieve
any degree of desired redistribution in combination with the benefit system.?
However, while that is a possible outcome, it is not a certain one. For that to be
likely, policymakers must commit to financing which has that effect.

However, policymakers in the United States have, in recent years, been
less willing to embrace the kind of broad financing measures that uniquely
match to more universal benefits, like the payroll tax in the previous congres-
sional proposals for paid leave that was dropped as President Biden attempted
to legislate paid leave.?” Among other issues, this financing has been inter-
preted to violate tax pledges made by leading policymakers on both sides of
the political aisle.”® The unwillingness to embrace broad financing measures
raises a specific concern to pursuing more universal benefits in the United
States unless policymakers change their approach to financing: that there is
real risk that the benefits do come at the expense of those with less resources.
This does not resolve the debate of universalism versus targeting, but it pres-
ents an issue that so far has received too little attention—and helps show the
importance of reimagining how distribution of a policy is analyzed.

In titling this article as “Distribution Reimagined,” I am using the term
“distribution” broadly to encompass the issues that come with how a policy
is financed. That includes all effects on people’s well-being, whether it be
resources directly paid to the government or changes in behavior affecting
people’s well-being. So long as one cares about how a policy is financed, the
analysis this article describes is relevant.

Importantly, this article focuses on policies where there are resource
trade-offs. While some policies, especially investments in children, may
generate economic returns so large that they finance themselves, many
policies—including ones well worth doing for reasons other than generating a
large economic return (such as fairness or other goals)—do not.? Further, the

narrative that targeted programs almost invariably do poorly politically and that universal
programs virtually always outperform them”).

2 DAVID COADY & NGHIA-PIOTR LE, INTERNATIONAL MONETARY FUND, DESIGNING
FiscAL REDISTRIBUTION: THE ROLE OF UNIVERSAL AND TARGETED TRANSFERS 6 (2020).
(“[This paper] argues that the fixation of the policy debate on the narrow targeting of transfers to
lower-income groups (i.e., avoiding leakage of transfers to higher-income groups) in large part
reflects an unbalanced framing of the issue with an undesirably narrow focus on the transfer side
of fiscal redistribution neglecting the potential redistributive role of taxes.”)

%7 See infra notes 142—145 and accompanying text.

# See id.

» See Nathaniel Hendren & Ben Sprung-Keyser, A Unified Welfare Analysis of Government
Policies, 135 Q.J. Econ. 1209 (2020). Hendren and Sprung-Keyser find that, for policies target-
ing children and young adults through spending on education and health care, there were sub-
stantial economic returns, so large in fact that several of the policies likely paid for themselves
over time, as the economic returns were so high that they increased revenue sufficiently. By
contrast, transfers to adults were found to produce far less in the way of economic returns and,
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government does have a budget constraint, meaning that the government does
not have the unlimited capability of deploying resources without getting them
from somewhere (if the policies in fact are not paying for themselves).>* We
might argue about how expansive that budget constraint is and whether some
free lunches are available just by the government borrowing funds at low in-
terest rates for instance, but so long as the government is on course to fully
use the budget available to it, the net deployment of resources in one area must
come at the cost of resources elsewhere.?' That trade-off does not have to be
immediate. In simplest form, the budget constraint is expressed through the
“infinite horizon” and so the timing is not defined by this arithmetic,* but it
must happen at some point. It is this trade-off of resources and the distribu-
tional effects—benefit and financing—that is the focus here.

Part T of this article compares the current approaches for analyzing
financing to the causal analysis that asks what is ultimately paying for what.
Part II discusses how causal analysis is uncertain and begins to explore the
normative implications of that uncertainty. Part III begins to bound that
uncertainty in the U.S. context, explores the real risks in the United States
that those with less do end up financing benefits, and considers ways in which
policymakers can commit themselves when it comes to financing in ways
that are more likely to avoid that outcome. Finally, Part IV brings this analy-
sis to bear on the debate about whether benefits should be more universal
or targeted, describing how more universal benefits generate greater distri-
butional risk in the United States now and unless policymakers change their
approach to financing.

II. APPROACHES TO FINANCING

Analysts and scholars have taken a number of different approaches to
defining what fiscal policies pay for what, and, while some—especially in the
context of deficit financing—have approached the analysis called for here,
this has not been done in comprehensive fashion.

in some cases, to do the opposite (by reducing labor force participation, among other effects).
Id. at 1211-14. That does not mean that those policies are not worth pursuing; it just means that
those policies come with a real resource cost.

3 See, e.g., Alan J. Auerbach et al., Generational Accounting: A Meaningful Way To Evaluate
Fiscal Policy, 8 J. EcON. PERsPS. 73, 75 (1994) (describing government’s intertemporal budget
constraint).

31 See, e.g., Atif Mian et al., Goldilocks Theory of Fiscal Deficits 1-2 (Nat’l Bureau of Econ.
Rsch., Working Paper No. 29707, 2024), https://scholar.harvard.edu/files/straub/files/goldilocks.
pdf [https://perma.cc/266Z-TRBK]. Notably, for the United States, these authors find little
remaining “free lunch” space that could be generated by borrowing alone at interest rates that
are low relative to the economic growth rate. However, that does not hold for all countries, and
they find much more space, for instance, in the case of Japan.

32 See Auerbach et al., supra note 30, at 75.
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This Part begins by describing some of these pre-existing approaches
before arriving at the causal analysis actually needed to answer the question
of what really is paying for what.

A. The PAYGO Approach

One approach to distributional analysis sometimes used by scholars and
analysts follows what I will call the “pay as you go” (or PAYGO) approach.
The moniker comes from the rule that policymakers sometimes impose on
themselves to pay for new tax and certain spending programs as they are
enacted.® The focus here is not the particular nature of those PAYGO rules,
but, instead, how a PAYGO analytical approach tends to govern distributional
analysis of policymaking, both inside government and out.

1.  How the PAYGO Approach Works

The PAYGO approach is simple: commitments of government resources
and increases in those resources included in the same legislation should be
analyzed together. One policy pays for the other, so distributional (and other)
consequences should be seen as connected and normative consequences
analyzed together.

The PAYGO approach dominates in the analysis of legislation. Take
legislation considered and enacted under both President Trump and President
Biden.

Start with President Trump. His most significant legislative achievement
in the first term came in the form of tax cuts enacted in 2017, sometimes
known as the Tax Cuts and Jobs Act (TCJA).** That piece of legislation in-
cluded many different changes to the tax code, both corporate and individual.
Some raised revenue, and others lost revenue. Overall, the legislation lost
more than it raised to the tune of $1.5 trillion over ten years in the initial
estimates—but this was netting approximately $5 trillion over ten years in
revenue-losing provisions and $3.5 trillion over ten years in revenue-raising
provisions and all packaged together.> And the analysis of the TCJA largely
assumed that provisions were trading off against one another within the bill.3¢

3 See generally CTR. ON BUDGET & POL’Y PRIORITIES, POLICY BAsIcS: THE “PAy-As-You-
Go” BUDGET RULE, (2019), https://www.cbpp.org/sites/default/files/atoms/files/policybasics-
paygo.pdf [https://perma.cc/GNB4-5BF8] (an overview of PAYGO budget rules).

#* Tax Cuts and Jobs Act, 26 U.S.C. §§ 1-9831. See Matthew Yglesias, What Trump Has
Actually Done in His First 3 Years, Vox (Dec. 2, 2019), https://www.vox.com/policy-and-
politics/2019/12/2/20970521/trump-administration-achievements [https://perma.cc/3RTB-
HUX2] (“The Trump administration has only one really big legislative accomplishment to its
name, the Tax Cuts and Jobs Act of 2017 ....”).

3 See JoINT ComM. ON TAX’N, JCX-67-17, EsTIMATED BUDGET ErreEcts OF THE
CONFERENCE AGREEMENT FOrR H.R.1, THE “Tax Cuts AND JoBs AcT” (2017).

% See generally, URBAN-BROOKINGS TAX POL’Y CTR., DISTRIBUTIONAL ANALYSIS OF THE
CONFERENCE AGREEMENT FOR THE Tax Cuts AND JoBs Act (2017), https://taxpolicycenter.
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The same was true in President Trump’s second term as he enacted
another major piece of fiscal legislation—the One Big Beautiful Bill Act
(OBBBA).* That involved the extension of many of the same tax provisions
in the 2017 legislation that had been set to expire, the addition of new tax cuts,
and significant cuts to health programs and nutrition assistance, among other
things.*® And, the distribution of this legislation was analyzed in much the
same way, based on what was included in the law itself and the trade-offs pre-
sented there.*® Again, this means that provisions with no obvious relation to
each other—other than their placement in the same piece of legislation—are
largely analyzed as one.

Under President Biden, the Democratic Congress in place in 2021-22
considered a variety of versions of major domestic policy legislation, under
the name for some time of Build Back Better but eventually enacted as the
Inflation Reduction Act.* In its initial form, it featured a combination of
social insurance, education, labor market, and climate policies—including the
national and universal paid leave program—and was paid for with a combina-
tion of high-income and corporate taxes, tax enforcement, and savings from
prescription drug reforms, almost all abiding by President Biden’s pledge to
not raise taxes on those making less than $400,000 of income.*' In its final
form, it was a more narrowly tailored bill focused on clean-energy oriented
incentives and health care, and with similar financing, largely dropping the
proposed tax increases on high-income Americans and reducing the increase
on corporations.*” There was considerable debate about the wisdom of the

org/sites/default/files/publication/150816/2001641_distributional_analysis_of_the_confer-
ence_agreement_for_the_tax_cuts_and_jobs_act_0.pdf [https://perma.cc/9N28-FL6H] (provid-
ing distributional analysis of the tax bill as a single package); HUAQUN LI & KYLE POMERLEAU,
THE DISTRIBUTIONAL IMPACT OF THE TaXx CUTs AND JOBS ACT OVER THE NEXT DECADE
(2018), https://files.taxfoundation.org/20180628130358/Tax-Foundation-FF596.pdf [https://
perma.cc/L5W3-K74V] (also analyzing the distribution of the tax cuts within the confines of
the legislation).

7 Pub. L. No. 119-21, 139 Stat. 72 (2025).

3% For an overview of what was in the legislation, see What’s in the One Big Beautiful Bill
Act?, COMMITTEE FOR A RESPONSIBLE FEDERAL BUDGET (July 22, 2025), https://www.crtb.org/
blogs/whats-one-big-beautiful-bill-act [https://perma.cc/7THEB-6BLV].

¥ See, e.g., PHILLIP L. SWAGEL, CONG. BUDGET OFF., DISTRIBUTIONAL EFFECTS OF PUBLIC
Law 119-21, at 6-7 (2025); Distributional Effects of Selected Provisions of the House and
Senate Reconciliation Bills, BUDGET LAB AT YALE (June 30, 2025), https://budgetlab.yale.
edu/research/distributional-effects-selected-provisions-house-and-senate-reconciliation-bills
[https://perma.cc/7TRP-XFENB]; Distributional Effects of the Tax Provisions in the 2025 Budget
Reconciliation Act, Tax PoL’y Ctr. (July 3, 2025), https://taxpolicycenter.org/tax-model-
analysis/distributional-effects-tax-provisions-2025-budget-reconciliation-act [https://perma.cc/
LYZ4-75U9].

“ For a description of the policies enacted in the Inflation Reduction Act and a compari-
son to those policies initially in the broader Build Back Better legislation, see David Leon-
hardt, A Detailed Picture of What’s in the Democrats’ Climate and Health Bill, N.Y. TIMES
(Aug.13,2022),https://www.nytimes.com/interactive/2022/08/13/upshot/whats-in-the-democrats-
climate-health-bill.html [https://perma.cc/64BA-EXV9].

4 See id.

42 See id.
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legislation. But in all forms of the legislation, it was largely assumed by vari-
ous commentators and analysts that the taxes packaged in the legislation—
with the legislation then characterized as “paid for’—were what was actually
financing the benefits in the legislation.** This was true even though many
of the financing measures were largely unrelated to the benefits delivered by
the bill.

2. The Limits of the PAYGO Approach

The problem with the PAYGO approach is that the measures being
packaged as financing may or may not be truly linked to the benefits being
financed. If they likely are, then the trade-off has been identified. If they are
not—and all of these recent legislative endeavors had benefits and financing
that were not tightly linked—then the legislative boundaries are not accurately
describing the trade-offs. While the PAYGO approach will always have a role
in distributional analysis, and may be the only approach that official govern-
ment scorekeepers should use given the nature of those institutions,* it can
also be entirely misleading as to the actual distributional implications of leg-
islation as a whole and individual provisions within that legislation. Analysts
and scholars should approach the PAYGO method with that in mind.

Take a simple example of legislation. Provision A is a new benefit.
Provision B is a tax increase that exactly pays for that benefit, and they are
both in the same piece of legislation. The PAYGO approach would say the
distributional effect of the bill is defined by “A+B.” But are A and B in fact
causally connected? Let’s say that, absent A, B would’ve been enacted any-
way and used to pay for C, which is a new benefit, and, with enactment of
A, C no longer gets enacted since it lacks financing. In that case, the actual
effect of enacting A is not “A+B;” instead, it’s “A+C.” C is what is ultimately
trading off against A. Or it could be that B would’ve been enacted anyway to
pay for a pre-existing benefit, D—and now D will be cut as a result. In that
case, the ultimate effect of enacting A would be “A+D.”

The boundaries of legislation are defined by the interaction of politi-
cal convenience and established legislative process. But those factors do not

4 See, e.g., Casey B. Mulligan & Vance Ginn, ‘Build Back Better’ Would Sink the Labor
Market: The Plan Would Tax Those Who Produce and Subsidize Those Who Don’t—a Poor
Recipe for Growth, WALL ST. J. (Oct. 18, 2021), https://www.wsj.com/articles/build-back-
better-tax-increases-subsidies-household-income-11634592447 [https://perma.cc/95KB-JZ6M]
(criticizing Build Back Better as a package of policies, although the benefits and financing
were largely unrelated); Paul Krugman, The Bogus Bashing of Build Back Better, N.Y. TIMES
(Dec. 13, 2021), https://www.nytimes.com/2021/12/13/opinion/build-back-better.html [https://
perma.cc/JE5V-4KQU] (praising Build Back Better as a package including both benefits and
financing). See also Leonhardt, supra note 40 (detailing benefits and financing in different itera-
tions of the package).

4 See infra note 99 and accompanying text.
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necessarily define what is in fact causally connected to and what runs contrary
to the PAYGO approach of distributional analysis.

B.  The Distributionally-Neutral Approach

Another method—associated with the leading legal and economic
thinker Louis Kaplow—is to assume distributional neutrality in the analysis
of a discrete policy.®

1. How the Distributionally-Neutral Approach Works

Kaplow urges, for analytical purposes, to assume that tax expenditures,
public investments, and regulations are matched with distributionally-neutral
income tax changes as financing.*® Under his approach, it does not matter for
distributional purposes what is packaged by policymakers with the benefit. In
all cases, his approach assumes an income tax that pays for the benefit and in
a way that holds distribution constant.*’

In setting out this methodology and comparing it to what I call the
PAYGO approach to distributional analysis, Kaplow questions focusing on
what policymakers say is paying for a policy. He notes, when it comes to what
policymakers say:

[Offsetting financing] may not be specified at all, it may vary across
proposals, or it may change. Specification [by policymakers] may
also be meaningless because the tax adjustment being proposed
(say, closing a particular tax loophole) is likely to be one with suf-
ficient legislative support that it would be used to finance a subse-
quent proposal if the current one is not enacted.*®

This critique is similar in spirit to my own of the PAYGO approach to
distributional analysis.

Take a policy like paid leave. The Kaplow methodology would essentially
suggest that there is no meaningful difference between enacting a payroll tax
with paid leave or a combination of corporate and high-income tax increases.
The paid leave policy would be one and the same, offset by a distributionally-
neutral financing rather than what policymakers suggest is the financing.

In describing his approach, Kaplow notes how it creates consistency
in evaluating policies and focuses analysis on the efficiency effects—the
effects on economic incentives—of the relevant policies. When it comes to

4 See Louis Kaplow, On the (Ir)Relevance of Distribution and Labor Supply Distortion to
Government Policy, 18 J. ECON. PERsPS. 159, 159-60 (2004).

4 See id. at 160 (“T will suggest that it is most helpful to contemplate policy experiments—
consisting of underlying policies like provision of public goods combined with income tax
adjustments—that are distribution neutral overall.”)

47 See id.

*Id. at 172.
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consistency, he says: “[Clonsistency has virtues; otherwise, similar analyses
of otherwise identical policies could reach widely different conclusions due
entirely to disparities in ad hoc assumptions about how the policies will be
financed.”* In addition to consistency, the exercise of policy analysis under his
framework then focuses squarely on the efficiency of a given policy—rather
than the distributional effect—and in a way that can be captured in cost-benefit
analysis style approach. Kaplow continues: “As it turns out, this combination
of policy and finance mechanism leaves labor supply unaffected. Since both
distribution and labor supply remain unchanged, traditional principles like
the cost-benefit test will provide proper guidance [in policy analysis].” In
a related and influential set of arguments, Kaplow and Steve Shavell have
noted that, if distribution is held constant, regulatory policies should be pur-
sued to maximize efficiency as measured via cost-benefit analysis, since they
conclude that distributional maladies would be more efficiently addressed via
income taxes than regulation.>!

2. The Limits of the Distributionally-Neutral Approach

The Kaplow approach is analytically clean and focused, but as Kaplow
acknowledges, it comes with a significant limitation: the method puts to the
side the critical question of what is actually financing the given policy.”
Kaplow simply adopts distributional neutrality as a matter of assumption.

And the realism—or lack thereof—of that assumption has been a cen-
tral critique of the Kaplow methodology.> This is a critique I join. There is
no reason to expect that distributional policies are simply held constant over
time. First, the effects of federal government policies on key aspects of distri-
bution have been changing significantly over time. Take the effects of federal
policies—both transfers and taxes—on poverty. One metric shows federal
policies having reduced the poverty rate by only about four percent in the
late 1960s; today, those policies cut the poverty rate by around fifty percent.>

* Id. at 160.

0 1d.

5! See generally Louis Kaplow & Steven Shavell, Why the Legal System Is Less Efficient
than the Income Tax in Redistributing Income, 23 J. LEGAL STUD. 667 (1994). As Richard
Revesz notes, the Kaplow and Shavell thesis that regulation should maximize efficiency and
that the tax system should offset distributional effects “has become a tenet of law and economics
orthodoxy.” Richard Revesz, Regulation and Distribution, 93 N.Y.U. L. REv. 1489, 1500 (2018).

52 See Kaplow, supra note 45, at 172-74.

3 See, e.g., Zachary Liscow, Redistribution for Realists, 107 Towa L. REV. 495, 511 (2022)
(explaining how siloing and resistance to redistribution through the tax system means that the
tax system will not necessarily adjust in ways that standard economic models suggest); see also
Revesz, supra note 51, at 1518-25 (explaining how congressional gridlock means that the tax
system may not adjust to offset distributional effects of regulation).

3 See generally Christopher Wimer, Liana Fox, Irwin Garfinkel, Neeraj Kaushal & Jane
Waldfogel, Progress on Poverty? New Estimates of Historical Trends Using an Anchored
Supplemental Poverty Measure, 53 DEMOGRAPHY 1207 (2016). For updated data through 2023,
see Historical Supplemental Poverty Measure Data, COLUMBIA UN1V. CTR. ON POVERTY & Soc.
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Similarly, when put in terms of overall inequality in the United States, fed-
eral tax and transfer policies have changed in their effect over the last few
decades, generally increasing the degree to which they reduce inequality.”
Second, taxes and transfers are contested.’® There are active debates in the
United States about changing distributional policies, including for instance
significant changes to programs supporting those with the lowest incomes,
and uncertainty about how those debates resolve.”’

However, my critique of the Kaplow methodology and the kind of dis-
tributional analysis I suggest may also be seen more as a complement rather
than an alternative to what Kaplow suggests. Kaplow’s work acknowledges
the challenge and importance of identifying who is actually paying for what.
And he recommends his distributionally neutral approach in part because he
assigns value to specialization in analysis. Those who might be good at ana-
lyzing the direct effects of a paid leave policy may be different than those who
would be good at analyzing how it would be financed.*® Understood in this
way, this article and its suggested methodology is a complement, exploring
what it means to take that second step. It is only in tension with Kaplow’s ap-
proach to the degree Kaplow suggests, as he does at times, that distributional
effects of this or that policy may simply offset over time because of some
settled “political equilibrium.” History and current events suggest there is
no such equilibrium in the United States,* and, if there were, it would need to
be established analyzing the political economy of the country and through the
kind of analysis this article suggests.

In sum, Kaplow’s approach can be seen as a helpful simplifying assump-
tion for engaging in a partial and consistent analysis of the effects of policies,
but it does not answer who is actually paying for those policies.

PoL’y, https://povertycenter.columbia.edu/historical-spm-data [https://perma.cc/SPMD-B6EG6].
This analysis uses what is known as the “supplemental poverty measure” that incorporates a
broader definition of resources than the traditional poverty measure, and I cite to the figures us-
ing an “anchored” poverty concept (holding the poverty line constant in inflation-adjusted terms
across time), which these authors believe to be best for analyzing the effects of policies across
time. Wimer et al., supra.

% See CoNG. BUDGET OFFICE, supra note 7, at 20 (showing changing effects of federal
tax and transfer policies in terms of those policies’ effect on the Gini coefficient, a measure of
inequality).

% See infra Part IV.A.

7 See id.

% See Kaplow, supra note 45, at 172 (“Those most knowledgeable about environmental
regulation, health care, education policy, and so forth can focus their efforts on step 1 [distribution-
neutral analysis], examining factors peculiar to those subjects when applying standard cost-
benefit tests. Others can study step 2, concerned purely with income redistribution . . . .”).

% Kaplow speculates it is possible “as a first approximation, that the long-run political equi-
librium regarding redistribution will not be affected in an obvious, predictable manner by this or
that government action.” /d.

0 See supra notes 7, 54; infra Part IV.A.
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C. Marginal Cost of Public Funds

Another important strain of the public finance literature addresses how to
evaluate fiscal policies, including the effects of financing, but does so through
largely ungrounded assumptions of what finances marginal government
policy. This approach is called the “marginal cost of public funds” (or MCPF).

1. How the Marginal Cost of Public Funds Works

As one book giving an overview of this method puts it, “The marginal
cost of public funds measures the loss incurred by society in raising additional
revenues to finance government spending . . . . It is the key component in eval-
uations of tax reforms, public expenditure programs, and other public policies,
ranging from tax enforcement to privatization of public enterprises.”®" And on
its face, this sounds exactly like the project of this article—what should we
consider to be financing a given fiscal commitment and how do the financing
and commitment trade off against each other?

However, MCPF—much like the Kaplow approach—tends to work by
assuming the source of the financing. The typical assumption in this literature
is that the financing in the United States is done via a proportional (i.e., flat
rate) labor income tax and the distributional and efficiency consequences are
calculated on that basis. This is irrespective of the nature of the project and its
own distributional effects.®

" BEV DAHLBY, THE MARGINAL CosT OF PuBLIC FUNDS: THEORY AND APPLICATIONS 1
(2008).

62 See, e.g., Edgar K. Browning, The Marginal Cost of Public Funds, 84 J. PoL. ECON. 283
(1976) (calculating the marginal cost of funds based on labor income taxes in the United States);
Kaplow, supra note 45, at 169 (*“Significant portions of the work on public goods and environ-
mental regulation tend to find adverse effects on labor supply, and this—it should now be no
surprise—reflects the implicit use of tax adjustments that increase redistribution.”); Nathaniel
Hendren & Ben Sprung-Keyser, The Case for Using the MVPF in Empirical Welfare Analysis
6 (Nat’l Bureau of Econ. Rsch., Working Paper No. 30029, 2022) (“The traditional net social
benefit criterion assumes that tax revenue is valued at 1+¢, where ¢ is the marginal deadweight
cost of taxation. This valuation comes from the embedded assumption that the budget con-
straint is closed using a linear income tax.”); Spencer Bastani, The Marginal Value of Public
Funds: A Brief Guide and Application to Tax Policy, 32 INT’L Tax & PuUB. FIN. 919, 925 (2025)
(“The MCPF . . . focuses on the effects of compound, budget-neutral reforms in which taxes and
spending are adjusted simultaneously, often implicitly assuming that public spending is financed
by adjusting a proportional tax on labor income.”). Parts of this literature recognize the challenge
of determining actual financing. As Browning puts it in defending the use of MCPF based on
income taxation, “[i]t is important to recognize that it is literally impossible to determine the
exact source of funds when governments use general fund financing (enacting tax and expen-
diture bills separately).” Browning, supra, at 296. Browning defends the assumption that the
income tax is the marginal source of financing, noting that some rule of thumb is needed, and,
based on the recent history at the time, concludes such progressive tax changes seem likely to be
marginal financing. /d. However, while this begins to engage the critical question, the treatment
is relatively cursory—not, for instance, considering that marginal financing could come from
spending program reductions or other forms of taxation.
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2. The Limits of the Marginal Cost of Public Funds

Thus, the MCPF approach comes with a significant limitation. The
frequently-used assumption of a flat-rate labor income tax as financing is not
grounded in the U.S. or any specific government’s political economy.%® In
addition to the fact that the income tax may not be the marginal financing for
a new policy, the assumed income tax is not even the same income tax that the
United States has enacted in law.%

The critique is similar to that of the Kaplow approach—of assuming
distributional neutrality—since there is a lack of analysis on what actually
finances a given policy. But, unlike with Kaplow, the lack of grounding is even
more opaque. In fact, Kaplow frames his distributionally neutral approach as
an alternative and analytically superior way of engaging in policy analysis
versus the MCPF approach.® He does so since the assumptions are clear; the
method explicitly puts to the side the actual financing of a given policy; and
his approach cleanly focuses on the efficiency effect of a given policy change
without involving distributional considerations.®

This weakness of the MCPF approach in practice—assuming particu-
lar financing without any strong grounding for doing so—has helped prompt
a recent innovation in the public economics literature, which now offers
an alternative: the marginal value of public funds (or MVPF).¢” Nathaniel
Hendren and Ben Sprung-Keyser have defined this as an alternative way of
measuring the benefit-to-cost ratio of a policy.®® Their approach “take[s] the
ratio of the benefits to net government costs to generate each policy’s mar-
ginal value of public funds.”® As they put it, it reflects the “bang-per-buck”
of a policy.”” One key advantage of their approach is that it does not assume
a particular financing source. They recognize that the financing source is un-
certain, and a given policy could be trading off against a wide range of fiscal
alternatives ranging from taxes to spending programs. As such, the MVPF
approach helps establish a menu and evaluate policy based on what one

% As Hendren and Sprung-Keyser summarize in criticizing approaches that rely on the mar-
ginal cost of public funds and related concepts: “There is no reason to measure the welfare
consequences of [a] transfer policy by arbitrarily assuming it is paid for using a linear income
tax.” Hendren & Sprung-Keyser, supra note 62, at 4.

By contrast to a flat-rate labor income tax, the United States income tax uses a progressive
rate structure and taxes capital income. For an overview of the structure of the federal income
tax including its taxation of capital income and its progressive rate structure, see DONALD J.
MARPLES & BRENDAN MCDERMOTT, CONG. RSCH. SERV., OVERVIEW OF THE FEDERAL TAX
SYSTEM IN 2024 2-9 (2024).

9 See Kaplow, supra note 45, at 168-74.

© Id.

7 See generally Hendren & Sprung-Keyser, supra note 29.

% See generally Hendren & Sprung-Keyser, supra note 62 (comparing the MVPF with
traditional metrics that effectively incorporate an MCPF approach).

% Hendren & Sprung-Keyser, supra note 29, at 1211.

" Id.
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believes is in fact ultimately trading off.”' They do not put forward a theory
of how to answer that question—the answer is the topic of this paper—but
the approach effectively tees up that very question. In this way, it is like the
Kaplow approach but avoids ever assuming a distributionally neutral offset. It
is clear from the start that one has to engage this issue of trade-offs and then
compare the MVPF of alternatives.

D. Distributing Increased (or Reduced) Borrowing

There are a variety of methodologies that analysts and scholars use when
faced with a policy for which policymakers have not specified any particu-
lar financing. In this situation, the relevant policy is in a package that either
increases or reduces borrowing, since it is not matched with any financing.
There will still be a trade-off. If the government is already on track to make
full use of the resources available to it, borrowing does not avoid a trade-off.
Financing may simply come at a different time.”> And, to determine what the
financing might be, some of these methods begin to approach the kind of
analysis I recommend for policies more broadly.

The introduction of borrowing means the PAYGO obviously cannot
illuminate the relevant tradeoffs. Since legislators have not specified financ-
ing, analysts and scholars cannot rely on what policymakers have said to
establish the source of financing, whatever the PAY GO method’s flaws. Some
of the other approaches—such as Kaplow’s distribution-neutral financing and
MCPF’s assumed financing from an income tax—can still work in this situ-
ation, since these methods do not rely on what policymakers say and assume
a financing source. Nonetheless, changes in borrowing have pushed analysts
and scholars—perhaps especially those who would otherwise rely on the
PAYGO method—to begin engaging in the imaginative exercise of determin-
ing ultimate financing.

To be clear, the vast bulk of analysis of deficit-financed policies does
not try to determine financing at all. The analysis, following the PAYGO ap-
proach, still sticks to what is within the four corners of legislation, but, since
financing is not included, the analysis shows the policy without financing, or
at least without full financing.” In that situation, the analysis tends to focus

"I See Hendren & Sprung-Keyser, supra note 62, at 4 (“[O]ne can take the MVPF of
an expenditure policy and compare it with the MVPF of the associated revenue raiser. The
key here is that there is no need to assume a one-size-fits-all distortion applies to all revenue
increases.”).

2 See supra notes 30-32 and accompanying text.

3 This is true of both government scorekeepers and outside analysts. The tax cuts enacted
under President Bush in the 2000s are a good example of this since they included no significant
financing and increased the deficit, and analysts then tended to present the distributional effects
as written into the law and without financing. See, e.g., Chye-Ching Huang & Nathaniel Frentz,
Bush Tax Cuts Have Provided Extremely Large Benefits to Wealthiest Americans Over Last Nine
Years, CTR. ON BUDGET & PoL’y PRIORITIES (2012), https://www.cbpp.org/sites/default/files/
atoms/files/7-30-12tax.pdf [https:/perma.cc/2PVT-Q6LK].
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on who wins more or less not including financing (or who loses more or less
if the legislation is largely deficit reducing). With debt financing alone, it is
possible that almost everyone ends up being a “winner,” since those ultimately
paying for the policy are not included, and the analysis and debate then be-
come focused on who wins more.” There is still something meaningful to say
about how progressive or regressive these changes are and focusing only on
who wins more or less based on what’s within the four corners of the legisla-
tion, but it is limited in important ways by ignoring the eventual distributional
effects of financing.”

One set of scholars, led by the economist Bill Gale, has taken a differ-
ent approach when it comes to deficit-financed tax legislation—and this is
where the analysis begins to approach that urged in this article, except more
broadly.” They calculate different financing scenarios and then display distri-
butional tables showing the combined effects, explicitly engaging the ques-
tion of what the ultimate distributional effects will be, recognizing that those
effects will not be confined to the four corners of the legislation. It is a con-
strained form of the analysis being suggested here for distributional questions
broadly—since it is done only to the degree tax legislation is explicitly deficit
financed and with relatively little discussion of which financing scenarios may
end up being most plausible.”

For example, for the 2017 tax cuts, Gale and co-authors showed how,
under some scenarios, the tax cuts could end up with many middle- and lower-
income families losing on net financially from the tax cuts.” They specifi-
cally included three ways that the borrowing could eventually be paid for as
illustration: equal-per-household, proportional-to-income, and proportional-
to-income-taxes. Under the first two, the tax cuts—combined with financing—
on average leave those in the bottom three to four quintiles worse off and the
opposite toward the top of the income distribution. However, under the final
financing option—proportional-to-income-taxes—the opposite is the case.”
In this analysis, they focus on the eventual financing of the $1.5 trillion in
unpaid tax cuts, and assume that the remaining $3.5 trillion of tax cuts and
offsetting tax increases are trading off against one another as policymakers
say they are, sticking with the PAYGO approach to the trade-offs.

™ See generally David Kamin, What Is a Progressive Tax Change?: Unmasking Hidden
Values in Distributional Debates, 83 N.Y.U. L. REv. 241, 248-52 (2008) (describing the debate
over the Bush era tax cuts and who had won more).

> See generally Kamin, supra note 74.

6 Gale and co-authors began doing such analysis in the context of the deficit-financed tax
cuts enacted in the 2000s under President Bush. See Gale et al., supra note 11. He and co-authors
then continued to do such analysis when it came to the tax cuts enacted in 2017 under President
Trump. See, e.g., WILLIAM G. GALE, HILARY GELFOND, AARON KRUPKIN, MARK J. MAZUR,
& ERric TODER, TaAX PoL’y CTR., EFFECTS OF THE TAX CUTS AND JOBS ACT: A PRELIMINARY
ANALYSsIS 36 tbl. 8. (2018) [hereinafter EFFECTS OF THE TAX CuUTS AND JOBS ACT].

" See infra notes 80-81 and accompanying text.

8 See EFFECTS OF THE TAX CUTS AND JOBS ACT, supra note 76.

?1Id.
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The question then is what is the most plausible of the financing sce-
narios. Gale and co-authors sometimes leave that exercise to the reader,? but
other times begin to point in a more specific direction. In an earlier analysis
of the Trump-proposed version of these tax cuts, the authors noted that the
two regressive scenarios more closely resembled the then-administration and
congressional budget proposals, which sharply cut safety net spending, and,
for that reason, pointed readers more in that direction.®' As I lay out later, such
cuts to safety net spending are in fact a very real risk in the United States where
policymakers have not committed to another specific form of financing,®* but
the exercise should be seen as a probabilistic one and grounded in the political
economy of the government involved.

The scholars Daniel Hemel and Kyle Rozema engage a related issue
in the specific context of analyzing the distribution of tax expenditures and
the home mortgage interest deduction.®® They describe how calculating the
distributional consequences of a tax expenditure unto itself shows only the
effects of its repeal and not what the increased revenues would finance. It is
the flipside of the same coin as debt-financed legislation. In this case, there
is not legislation at all; just a provision as written into law, and repealing the
provision would increase revenues. Looking at this alone is akin to looking
alone at a piece of debt-reducing legislation, and with the four corners of the
legislation including only repeal of the tax expenditure. Hemel and Rozema
emphasize that analyzing the distribution of the tax expenditure requires
something more: imagining what, if the tax expenditure is repealed, the rev-
enue would pay for and with that determined by the political context.®* To do
that, Hemel and Rozema engage in an exercise similar to Gale and co-authors,
showing a variety of potential financing scenarios (in this case, the finance
being a new benefit) and illustrating how the repeal of the home mortgage
interest deduction could range from having progressive effects to regressive
ones depending on how the revenue is used.® The exercise in the end must be
grounded in an analysis of the likelihood of the different scenarios—grounded
in political economy—and Hemel and Rozema call for people to specify their

8 Id. at 14-15 (analyzing different possible financing sources but not suggesting which one
or ones were most plausible).

81 WILLIAM GALE, SURACHAI KHITATRAKUN, AARON KRUPKIN, TaAX PoL’Y CTR., CUTTING
TAXES AND MAKING FUTURE AMERICANS PAy FOR IT: How TRUMP’s Tax Cuts CouLp HURT
MaNy HousenoLDs 1, 10 (2017) (“When the notion that the tax cuts must be paid for is taken
into account, the results become even more regressive under scenarios that appear to most
closely resemble current Administration and Congressional budget proposals.”)

82 See infra Part IV.A.

8 See generally Hemel & Rozema, supra note 11.

8 Id. at 706 (“Distributional claims are meaningful when the measure of distributional
effects is defined and the counterfactual, including how the revenue is spent, is clearly specified.
We do not believe that any one baseline is clearly ‘better’ than any other: The relevant counter-
factual will depend upon the political environment in which the distributional debate occurs.”).

8 Id. at 687 tbl. 6.



2026] Distribution Reimagined 157

assumptions and scenarios in analyzing the distribution of tax expenditures.3°
It is another step in the right direction of fiscal policy analysis, just one that
must be built out and done more broadly.

A final strand of the literature on fiscal policy also engages this question
though doing so not in evaluation of any specific policy but rather the total
distribution of national resources. There has been a heated academic debate
about trends in overall income inequality in the United States, and one ele-
ment of that debate is how to distribute federal borrowing and specifically
who will eventually pay for that debt.?’

The analysis involves distributing national income, and national income
effectively excludes resources generated by borrowing under the assump-
tion those resources will eventually be paid back—and so that then requires
hypothesizing who will pay for government borrowing. One set of scholars
assumes the deficits are financed in proportion to after-tax income across the
distribution—meaning any deficit financed policy is assumed to affect every-
one equally relative to income.®® Another set of scholars, by contrast, assumes
that deficits are financed in proportion to federal income and payroll taxes, a
much more progressive financing source.® The first set of scholars, partly as
a result, find greater overall inequality in the distribution of national income
than the second set, since they assume borrowing is financed more regres-
sively. Neither set of scholars engage in depth in justifying the different as-
sumptions. To determine which is more convincing requires focusing on U.S.
political economy—a task taken up in this article. And as I describe, there are
significant risks, unfortunately, that low-income Americans end up financing
reductions in the deficit and new fiscal commitments® and in a way that aligns
with the assumptions of the first set of scholars or results that are even more
regressive. Still, both sets of scholars recognize that it is a guess about what
the political system will produce, though one that tends to get buried deep in
these articles.

8 Id. at 706.

87 For an overview of the debate, see William G. Gale et al., Measuring Income Inequality:
A Primer on the Debate, THE BROOKINGS INST. (Dec. 21, 2023), https://www.brookings.edu/
articles/measuring-income-inequality-a-primer-on-the-debate/ [https://perma.cc/QTP7-LHAU]J;
Rogé Karma, A Baffling Academic Feud Over Income Inequality: Has the Rise of the One
Percent Really Been Debunked?, THE ATLANTIC (Feb. 27, 2024), https://www.theatlantic.com/
ideas/archive/2024/02/one-percent-income-inequality-academic-feud/677564/ [https://perma.
cc/S5SML-WFEY].

8 These scholars originally distributed borrowing by assuming that borrowing was financed
equally by taxes (per the current distribution of taxes) and cuts to spending programs. See Thomas
Piketty, Emmanuel Saez & Gabriel Zucman, Distributional National Accounts: Methods and
Estimates for the United States, 133 Q. J. EcoN. 553, 573 (2018). In updates to their data, they
later revised that methodology to assume that the deficit distributed in proportion to after-tax
and transfer-income. See U.S. Distributional National Accounts: Updates, 2-3 (February 2022),
https://gabriel-zucman.eu/files/PSZUpdates.pdf [https://perma.cc/K533-DYDS5].

% See Gerald Auten & David Splinter, Income Inequality in the United States: Using Tax
Data to Measure Long-Term Trends, 132 J. PoL. EcoN. 7 (June 10, 2024).

% See infra Part IV.
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This distributional literature so far has recognized that deficit financing
complicates the PAYGO approach to distributional analysis. For much of the
literature, this becomes a limitation on analysis—something like “we can only
say so much and what we can say is defined by what lawmakers wrote down
so far or what the provision itself says.” For another strand of the literature,
this has pushed in the direction of beginning to imagine what that financing
might look like since the benefit will eventually cause some offsetting financ-
ing to be enacted. This article picks up on this strand, and both tries to better
ground the exercise of imagining financing and to apply the method more
broadly to all fiscal legislation, recognizing that—even where legislation is
not deficit financed—benefits and financing may have effects beyond what
is laid out in a bill. What causes what, ultimately, should not be understood
purely in terms of a legislative package or the bounds of a specific provision.
It should be understood in terms of causality, the topic of the next section.

E. Causal Analysis Rooted in Political Economy

The previous four sections explore methods developed in the literature so
far for matching policies with financing, and the limits of those methods. This
section develops the method recommended by this article: causal analysis,
rooted in political economy.

What does it mean to do a causal analysis of the financing of a fiscal
policy? It means analyzing what, as a probabilistic matter, will ultimately be
used as financing, and would not otherwise be enacted. What set of fiscal
changes would not be enacted “but for” the enactment of the given benefit?’!

! Causation plays a prominent role in areas of the law like criminal law and tort law
and tends to involve a two-part test for causation: (1) cause-in-fact or but-for causation; and
(2) proximate causation. See generally Michael Moore, Causation in the Law, in THE STANFORD
ENcycLoPEDIA OF PHILOSOPHY (Edward N. Zalta & Uri Nodelman eds., Spring 2024), https://
plato.stanford.edu/archives/spr2024/entries/causation-law/ [https://perma.cc/BRSJ-PERU]. It
is the first form of causation that is my focus for purposes of this article. The test essentially
asks a counterfactual question: but for the action, would whatever one is analyzing have oc-
curred? Or, in the parlance of liability, but for the defendant’s action, would the harm have
occurred? Id. Broadly speaking, this is the form of causation that is, for instance, studied in
statistical research that attempts to determine causation. See, e.g., James Heckman & Rodrigo
Pinto, Econometric Causality: The Central Role of Thought Experiments 3 (IZA Discussion Pa-
per Series No. 16646, 2023), https://docs.iza.org/dp16646.pdf [https://perma.cc/GIV8-E7U2]
(“Good economic science systematically explores possible counterfactual worlds. It is grounded
in thought experiments—what might happen if determinants of outcomes are changed.”) The
second causal test often used in law, proximate cause, focuses on whether an effect is too remote
to be appropriately considered to be caused by an action. See Moore, supra. However, for this
paper, remoteness does not matter. In evaluating the wisdom of undertaking a fiscal policy, one
should take into account all effects that are caused by it—in the but-for sense—however remote
they may be. To ignore effects based on remoteness would be to ignore the actual effects of a
policy. Some may resist the notion that the form of analysis in this article is focused on causality
since, within the economics literature especially, there is extensive empirical methodology to at-
tempt to identify causal relationships, and those tools are not available here. Fiscal policy for the
most part does not involve the kinds of natural experiments that can allow analysts to try to more
cleanly identify causal relationships. However, what is being discussed here still is causality—it
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To go back to the example given earlier: provision A is a new benefit.
There may be a spectrum of possible financing that could be used to pay for
it, with different characteristics both in terms of the efficiency of the financ-
ing and the distributional consequences (and along any other dimensions of
import). The probabilities will very much depend on the politics and fiscal
position of the government involved. The analysis is surely uncertain, and
that in itself has consequences.”> However, it is possible to begin to bound this
uncertainty by grounding analysis in a government’s political economy.

Some ways of financing are more or less likely than others based on ac-
tions policymakers have taken so far, the statements they have made, and other
evidence about the political economy of the government involved. Even if
policymakers say nothing at the time about what is paying for “A,” we should
be able to create some evidence-based range of plausible ways it could be paid
for and begin to assign probabilities to that. Part III begins to do that in the
United States context when it comes to the financing of a new benefit.

This approach does not entirely reject the idea that policymakers may
be able to—at least to some degree—commit in terms of what is financing
what. I reject the PAYGO approach not because policymakers have no abil-
ity to change the probabilities of what is financing what, but instead because
the bounds of a particular piece of legislation are not fully defining of those
probabilities.

Political commitment when it comes to financing should be understood
on a spectrum. There is debt financing where policymakers say very little
about what will eventually finance the benefit. That of course does little to
commit, other than to the degree policymakers have articulated pre-existing
positions on how the government should be financed generally. Now, take the
opposite end of the spectrum: policymakers enact a benefit and its financing,
and the financing is tightly linked in political logic to the benefit. Where such
financing exists, it is “custom financing” that very likely would not have been
enacted otherwise. That reflects a high level of commitment, though still is
not certain. Finally, take a level of political commitment that is between these
two poles: policymakers identify financing and enact it along with a benefit,
but it is financing that has a higher probability of otherwise being used else-
where. The financing comes from something like a “fixed menu” of financing,
and even if it were not enacted here, there is some significant probability it
would’ve been picked from the menu later on and for other purposes. This
is the kind of financing that Kaplow identifies in passing when explaining
why legislative packages do not define what is financing what.”> Some weight
should be given to what policymakers then say is paying for what, but less
than if the financing truly appears to be “custom.”

is just a form of causality where the causal relationships for the most part cannot be established
using econometric methods.

2 See infra Part IIL.

% Kaplow, supra note 45, at 172.
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In Part III.C., I explore financing in social insurance and tax reform to
help differentiate custom from fixed menu financing in the United States. But,
to get a bit more concrete on how this could work, let’s return to the example
offered at the start of this article: the previous congressional approaches
versus the Biden approach to financing paid leave.”* As discussed, on its face
and using the PAYGO approach to distributional analysis, the Biden approach
is the more progressive one since it was financed with a combination of high-
income and corporate tax provisions versus the congressional proposal of a
payroll tax.”> However, the congressional proposal had what I call “custom
financing”: the payroll tax was more uniquely tied to the benefit as a political
matter. Broad-based payroll taxes have not been proposed in recent years by
leading policymakers as general financing mechanisms for the government.
Instead, they have been only considered—and so far rejected—in limited
circumstances like this to finance benefits tied to the payroll taxes.”® That is
not the case for corporate and high-income tax measures; these are proposed
regularly by Democrats to finance government broadly.”” As a result, the com-
bination of paid leave benefits and payroll taxes is more likely to represent the
actual financing trade off. By contrast, the combination of paid leave and cor-
porate and high-income raisers is less likely to; paid leave in that case could
effectively be financed by whatever those measures might have otherwise paid
for. This includes programs that are much more concentrated in terms of their
benefit toward the bottom of the income distribution. As a result, what appears

% See supra notes 5-10 and accompanying text. As noted there, despite having included
payroll tax financing in previous iterations of the legislation, the most recent version of the leg-
islation introduced in Congress included no specified financing. See supra note 6.

% Toder, supra note 10.

% Qutside of tariffs, Republicans for the most part have not supported new taxes in recent
decades, and certainly not new payroll taxes. This has been true at least since President George
H.W. Bush famously agreed to a bipartisan deal including new taxes and was seen as break-
ing a campaign pledge not to do so. Later leaders in the Republican party saw President
Bush’s compromise as a mistake and embraced “no tax” pledges. See Joseph J. Thorndike, Tax
History: George H.W. Bush and the Death of Fiscal Pragmatism, TAX NOTEs (Dec. 10, 2018),
https://www.taxnotes.com/tax-history-project/tax-history-george-hw-bush-and-death-fiscal-
pragmatism/2018/12/07/28npm/ [https://perma.cc/95YD-2KJX]. The closest the last three
Democrat presidents have come to supporting something that looked like a significant increase
in broad-based payroll taxes was President Bill Clinton in his health care proposal in 1993. That
required employers (and individuals if not employees) to participate in health exchanges, and
the employers were required to pay eighty percent of the premiums, much of which would prob-
ably have been shifted back onto the employees. They were payments closely tied to the benefit
involved. See, e.g., Uwe E. Reinhardt, The Clinton Plan: A Salute to American Pluralism, 13
HEALTH AFFs. 161, 168 (1994).

7 See, e.g., U.S. DEP’T OF THE TREASURY, GEN. EXPLANATIONS OF THE ADMIN.’s FISCAL
YEAR 2025 REVENUE ProOPOSALS 1 (2024), https://home.treasury.gov/system/files/131/General-
Explanations-FY2025.pdf [https://perma.cc/P8AP-ZRYH] (explaining the revenue measures
in the Biden administration’s last budget) [hereinafter TREASURY 2025 ExpLANATIONS]; U.S.
DEP’T OF THE TREASURY, GENERAL EXPLANATIONS OF THE ADMINISTRATION’S FISCAL YEAR
2017 REVENUE ProprosaLs 1 (2016), https://home.treasury.gov/system/files/131/General-
Explanations-FY2017.pdf [https://perma.cc/9XEY-E62K] (explaining the revenue measures in
the Obama administration’s last budget).
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on paper to be more progressive may not be at all. There is high uncertainty,
and some greater probability of the benefit effectively being financed by re-
gressive sources like cuts to the safety net.”®

While this form of analysis is necessary to understand the implications
of policy and should affect how any policymaker should consider the effects
of their actions, there will be some analysts in better positions than others
to approach these questions. I am not calling for a change to how official
government scorekeepers do analysis of policy proposals. For the most part,
such analysis done by offices working for Congress and the executive branch
proceeds using the PAY GO framework—respecting the boundaries of legisla-
tion and giving fiscal effects and sometimes other estimates including distri-
butional ones.”” Doing such analysis effectively requires clear rules and for
policymakers to accept the relative impartiality of the analysis as done by non-
partisan staff. Engaging in the constructive speculation that is at the core of
causal analysis would be in some tension with that. However, for the policy-
makers themselves, for outside analysts, for academics, for anyone interested
in the real effects and wisdom of policy—this kind of analysis is necessary to
answer what policies are ultimately doing.

But how much does this matter in terms of the wisdom of policy? The
next Part begins to take up this question largely in the abstract, focusing on
how the uncertainty of financing can have significant normative implications
for the wisdom of enacting certain benefits. The two parts that follow then
begin to bound the uncertainty in the U.S. political context and apply those
lessons to the ongoing policy debate of how universal or targeted new benefits
should be.

III. UNCERTAIN FINANCING, UNWISE BENEFITS?

Financing of a policy should be determined using causal analysis rooted
in the political economy of the government and taking into account the uncer-
tainty of that exercise. But how much does using this approach matter in eval-
uating the wisdom of policy and, specifically, the wisdom of a new benefit?
That is what this Part begins to consider, and I describe how a benefit which

8 For more discussion of this, see infra Part IV.C.1.

% In Congress, the Joint Committee on Taxation (JCT) and the Congressional Budget Office
(CBO) produce budget estimates of discrete legislative packages, and JCT sometimes also
produces distributional estimates of legislation. In doing so, they generally adhere to analyzing
the effects of the legislative package on a PAYGO basis. As CBO describes, it produces cost
estimates for all bills approved by a full committee of either House or Senate and then at other
stages of the legislative process. In describing its methodology, CBO explicitly disclaims using
any form of imagination about what Congress might do, while emphasizing its impartiality. It
says: “CBO does not attempt to predict the ways in which the Congress might amend existing
laws or modify legislative proposals being considered.” Processes, CONG. BUDGET OFF., https://
www.cbo.gov/about/processes#methodology [https://perma.cc/8MU4-SUZ6] (last visited
Jan. 26, 2025).
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would be wise to pursue in some circumstances may actually be detrimental,
correctly evaluating the range of potential financing sources.

The basic point is that the financing could encompass bad outcomes,
however defined, in terms of who pays and how, and that risk might under-
mine the case for giving a benefit in the first place. The question is not whether
a benefit is worth pursuing if paired with the financing preferred by the poli-
cymakers enacting the benefit as under the PAYGO approach, or if it is paired
with financing defined by assumption rather than analysis as under the dis-
tributionally-neutral approach. The question is whether the benefit is worth
pursuing if it is paired with the kinds of financing that would ultimately be put
into place and considering the uncertainty of that financing.

To put it a bit differently and biographically, I have served in both the
Biden and Obama administrations. The leaders of those administrations
enacted significant fiscal policies, and both administrations tried to enact
more. The wisdom of those policies would depend on not just how those par-
ticular presidents and the Congresses with which they worked would prefer
to finance the policies, but how future presidents, including President Trump
and the Republican Congress now in place, would do so. And for the cur-
rent Republican administration and Congress, the same is true—it might fall
to future policymakers with very different fiscal priorities to decide on the
financing of their commitments.

A. Time Inconsistency and the Social Planner

Core to the normative concerns that come with the uncertain causal chain
of financing are two critical assumptions. The first assumption is that the so-
cial planner is not consistent over time.!® By this, I mean that the preferences
of those in charge of policy change over time because of the electoral cycle or
for other reasons. The second critical assumption is that some social planners
are better than others so that a “good” social planner must consider the actions
of “bad” future social planners.

Let’s, for a moment, assume a consistent and consistently powerful
social planner.'?! In that case, the social planner does not have to be concerned

1% The idea of a “social planner” is one often adopted in welfare economics. As explained
in a recent article taking some issue with the approach: “Economists generally analyse policy
outcomes from the perspective of a ‘benevolent’ social planner who aims to maximise aggregate
utility as defined by a specified social welfare function.” Mark Fabian, Anna Alexandrova, Diane
Coyle, Matthew Agarwala & Marco Felici, Respecting the Subject in Wellbeing Public Policy:
Beyond the Social Planner Perspective, 30 J. EUR. PUB. PoL’y 1494, 1495 (2023). However, for
purposes of this article, the word “policymakers” could be substituted for “social planner” and in
fact anyone with influence over a policy process could be substituted. The key assumption is not
that there is a single benevolent social planner, but, rather, there are those who care about policy
outcomes and who have limited influence over the policy process and that others, with whom
they disagree, also have influence.

191 This is the traditional assumption in welfare economics. See Fabian et al., supra note 100,
at 1495. The scholar Charles Manski has taken up the task of pushing academics and policymak-
ers to embrace the uncertainty we face in the social planning exercise and to adapt policy to
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that a benefit will be matched with a source of financing that is a poor one
along whatever dimensions the social planner cares about. After all, the social
planner will be in charge. In deciding whether to pursue a benefit, the social
planner can simply ask what kinds of financing the planner expects to use—
and what are the expected costs associated with such financing. There might
not be certainty—perhaps the planner has not fully decided—or there could
be uncertainty about the consequences of the benefit or its financing. But as a
normative matter, the fact that financing may still be uncertain in a variety of
ways does not fundamentally change the analysis of the wisdom of a policy.
The social planner should still compare the expected benefit of the policy to
the expected social cost associated with the financing that the social plan-
ner would choose. And the social planner can feel reassured that the planner
would not choose high-cost financing (from their perspective) if lower cost
financing is available.

Consider paid family leave again, and what it looks like to assess financ-
ing if there were a consistent social planner. Perhaps there is some uncertainty
over how the benefit will be really financed. But the planner knows that they
will always choose what they expect to be the best financing. The planner
should make realistic plans—which is certainly a challenge!®>—and the plan-
ner should understand some of the lessons of this paper. Pairing two policies
in a bill still would not mean they necessarily reflect the actual trade-off. But
the planner would not need to be concerned that, because of a fiscal commit-
ment they make today, a future social planner would choose what the current
planner believes to be a bad source of financing. The first planner would still
be in charge, and they would choose whatever source they believe to be the
best source of financing.

But let’s assume, instead, a social planner who is more limited in power
and particularly a social planner who might control the decision of whether to
deliver a benefit but may not be the one to decide the financing of that benefit.
(The opposite could also be true and involve a similar set of analysis—a plan-
ner who controls financing but not necessarily the benefit derived from it.)
What then? The uncertainty of financing takes on a different dimension.
If the planner cannot commit to what is ultimately the financing, then the
social planner has to consider that it may be someone else—another social
planner—that might be the one in control of the financing. The social planner
would then have to consider not just the financing that the social planner pre-
fers but the financing that some other social planner would potentially enact
to pay for the benefit.

that uncertainty. See generally CHARLES F. MANSKI, DISCOURSE ON SOCIAL PLANNING UNDER
UNCERTAINTY (2025). However, Manski’s work focuses on uncertainty in how the world works
rather than inconsistency (and uncertainty) in who is engaged in the exercise of social planning.
See id. at 2.

102 As Manski criticizes, too often policymakers and analysts supporting those policymakers
ignore or under-appreciate the uncertainty in the world around us. See Manski, DISCOURSE at 2.



164 Harvard Journal on Legislation [Vol. 63

This concern—of optimal policymaking in the case of time
inconsistency—has received some attention in other contexts including in
the tax law and public finance literature. For instance, a recent vein in the
literature on optimal taxation of capital gains has explored the implications
for tax reform of inconsistency in policymakers’ preferences over time when
it comes to the tax rate—leading some, who support higher capital taxes, to
recommend reforms that do more to collect taxes upfront and in ways that are
more politically committing.!%

This brings this same perspective to a different if related issue: what is
paying for what. A social planner makes decisions that could lead another
social planner with different values to change their approach. And when it
comes to fiscal policy, it means that one social planner may enact a benefit,
and it may be another social planner who is the one deciding on the financing.

To begin to build out a highly stylized example: let’s say there is a com-
mitment of fiscal resources that a planner (Planner A) believes is modestly
good for society on net if matched with the planner’s preferred financing.
However, if matched with another social planner’s (Planner B) preferred
financing, Planner A believes that it would be bad for society—and the policy
should not be pursued. Should Planner A make the fiscal commitment? From
the perspective of Planner A, it depends on the probability that it is Planner
A’s financing versus Planner B’s financing that ends up paying for the benefit.
And Planner A should not pursue the policy—from Planner A’s perspective—
if the probabilistic assessment means that the policy is likely to produce a net
social loss, despite the fact that there are ways to finance the benefit which
would lead to a net social gain.

B.  Beginning to Contextualize the Concern

To begin to make this more concrete: let’s take a social planner in the
United States who is concerned especially with the welfare of those with
lower incomes in society (as I am) and is analyzing whether to enact a policy
that generates $110 of benefit for the top quintile in the United States for $100
in resource costs, regardless of whoever finances it.'* The policy is, thus, net
beneficial in the sense that it expands total available resources.

103 See generally Daniel Hemel, Taxing Wealth in an Uncertain World, 72 NAT'L TAX J. 755
(2019) (describing how various forms of capital taxation are exposed to different degrees of
political uncertainty and with effects on how those regimes then work); David Gamage & John
R. Brooks, Tax Now or Tax Never: Political Optionality and the Case for Current-Assessment
Tax Reform, 100 N.C. L. REv. 487 (2022) (concluding that, when it comes to capital taxation,
current assessment of tax over future assessment of tax has key advantages in a world in which
policymakers may be inconsistent in their approaches to taxation).

104 T assume here that the $100 of cost includes both the revenue transferred to the government
and any additional costs associated with raising that revenue, often described as welfare cost,
deadweight loss, or excess burden. See, e.g., HARVEY S. ROSEN & TED GAYER, PUBLIC FINANCE,
324 (10th ed. 2014) (“Because a tax distorts economic decisions, it creates an excess burden—a
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Consistent with the last section, let’s assume this is a social planner of
limited power. The social planner is deciding—and has control over—whether
to deliver the $110 benefit, but does not have full control over the financing,
and it is possible that a social planner with very different priorities would be
the one making that decision. Should the social planner pursue enactment of
the $110 benefit? The answer is “not necessarily,” despite the fact that there
are combinations of benefit and financing in which the program would be
socially beneficial.

To further illustrate why, let’s add two additional assumptions. These
assumptions are not critical to the basic point I am making here about the
implications of an inconsistent social planner when it comes to policies that
are marginally beneficial. They simply help illustrate from the perspective of
a social planner with a particular set of beliefs.

The first assumption is that the social planner is a utilitarian and be-
lieves that there is a declining marginal utility of additional resources as
those resources rise—meaning there is greater value for additional resources
for those with less than those with more. The utilitarian principle requires
that society be organized so as to maximize social welfare as calculated by
summing the utility of all members of society.'® Nonetheless, the utilitarian
approach puts priority on resources for those with less than those with more if
the utilitarian believes there is a diminishing marginal utility of resources, as
empirical evidence suggests there is.!” The question is then how much mar-
ginal utility drops as resources rise—sometimes referred to as the elasticity of
marginal utility with respect to income.!” This is an area of some dispute, to
say the least. For these purposes, I adopt an assumption that the U.S. Office
of Management and Budget (OMB) under the Biden administration recently
suggested as a central estimate of this parameter for purposes of government
distributional analysis based on its review of the literature.'®

loss of welfare above and beyond the tax revenues collected. Excess burden is sometimes
referred to as welfare cost or deadweight loss.”)

105 See, e.g., JOHN STUART MILL, Utilitarianism, in ON LIBERTY AND OTHER ESSAYS
131, 137 (John Gray ed., Oxford Univ. Press 1991) (1861) (“The creed which accepts as the
foundation of morals, Utility, or the Greatest Happiness Principle, holds that actions are right in
proportion as they tend to promote happiness; wrong as they tend to produce the reverse of hap-
piness.”); JOHN RAWLS, A THEORY OF JUSTICE 20 (“The main idea [of utilitarianism] is that soci-
ety is rightly ordered, and therefore just, when its major institutions are arranged so as to achieve
the greatest net balance of satisfaction summed over all the individuals belonging to it.”).

1% For one influential analysis based on survey data of well-being of the declining marginal
utility of income, see R. Layard, G. Mayraz & S. Nickell, The Marginal Utility of Income, 92
J. PuB. Econ. 1846, 1856 (2008) (“We have thus confirmed the (cardinalist) assumption of
nineteenth century economists that marginal utility of income declines with income. Given a
number of assumptions, we have been able to estimate a numerical value for the rate at which
this occurs.”).

197 Id. at 1847.

1% The Biden OMB adopted an elasticity of utility with respect to income of 1.4, meaning
that marginal utility would be assumed to fall by 1.4% for each 1% increase in income. For
its explanation of why it adopted this assumption see OFF. OF MGMT. & BUDGET, EXEC. OFF.
OF THE PRESIDENT, Preamble: Proposed OMB Circular No. A-4, “Regulatory Analysis” 12-16
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Importantly, for this illustration to carry weight, the planner could have
other values as well as or in place of being a utilitarian—the key really is
that the planner prioritizes resources for those with less. And there are many
theories that would do so if for different reasons.'?”

To give a sense of what this looks like, if a dollar given to the top quintile
in the United States is given a weight of one, then a dollar given to the bottom
quintile would be given a weight of fourteen times that under this assump-
tion.'' A dollar to the middle quintile would be given a weight of five times
that and so on. The same would be true of a dollar taken from any of these
relevant income groups. Table 1 illustrates this weighting.

Table 1
Average Income Distributional
(2019) Weighting, Top Quintile = 1
Lowest Quintile $38,900 14
Second Quintile $54,900 8
Middle Quintile $74,800 5
Fourth Quintile $104,400 3
Top Quintile $252,100 1
All $102,400 N/A

Source: author’s calculations based on Congressional Budget Office data (see footnote 110) and
assuming an elasticity of utility with respect to income of 1.4 (see footnote 108).

(2023), https://www.reginfo.gov/public/jsp/EO/fedRegReview/DraftCircularA-4Preamble.pdf
[https://perma.cc/ZQ92-6XZE]. OMB adopted the proposed parameter in its final circular is-
sued to agencies under the Biden administration. OFF. OF MGMT. & BUDGET, EXEC. OFF. OF THE
PRESIDENT, Circular No. A-4: Regulatory Analysis (Nov. 9, 2023) [hereinafter Circular A-4],
https://bidenwhitehouse.archives.gov/wp-content/uploads/2023/11/CircularA-4.pdf [https://
perma.cc/3A29-NYGR]. The revised Circular A-4 including the option of income-weighting
was then withdrawn by the Trump administration. Memorandum from Russell T. Vought, Dir.,
Off. of Mgmt. & Budget, Exec. Off. of the President, to Heads of Exec. Dep’ts & Agencies,
Recission and Reinstatement of Circular A-4 (M-25-15) (Feb. 12, 2025), https://www.white-
house.gov/wp-content/uploads/2025/03/M-25-15-Recission-and-Reinstatement-of-Circular-
A-4.pdf [https://perma.cc/SWTM-KLFT].

19 See supra note 17.

"9 In doing these calculations, I use the mean income for each income group—effectively
assuming that the welfare benefit or cost is approximated for the income category by someone
with the mean income. However, whether to use mean, median, or some other metric for an
income category would depend on the distribution of the actual benefit within the category. The
calculations are done using after-tax and transfer income as estimated by the Congressional
Budget Office for 2019. This includes the value of both cash and in-kind transfers. While the
Congressional Budget Office has released data for 2020 and 2021, these reflect temporary pan-
demic relief programs, and so I focus on 2019 for all calculations used here. For the report itself,
see CONG. BUDGET OFF., THE DISTRIBUTION OF HOUSEHOLD INCOME IN 2019 (2022), https://www.
cbo.gov/system/files/2022-11/58353-HouseholdIncome.pdf [https://perma.cc/SER5-VGTX].
I use the supplemental data supplied by the Congressional Budget Office to its report. See CONG.
BUDGET OFF., SUPPLEMENTAL INFORMATION FOR THE DISTRIBUTION OF HOUSEHOLD INCOME,
2019 (2022) [hereinafter CBO, SUPPLEMENTAL INFORMATION], https://www.cbo.gov/system/
files/2022-11/58353-supplemental-data.xlsx [https://perma.cc/SEV3-9LCP]. The distributional
weighting reflects the author’s calculations based on that income data and using the assumptions
described.
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The second assumption is that a wide range of financing is possible. [ use
four illustrative financing scenarios, from most to least progressive. The first
assumes the top quintile pays for its own benefit. The second replicates the
current distribution of federal taxes. That is a progressive system by almost
any definition, and the top quintile pays almost seventy percent of the benefit.
The third scenario assumes the benefit is financed in proportion to after-tax
and transfer income. That is less progressive but still almost half would be
paid for by the top quintile. In the final scenario, the financing represents an
across-the-board cut to social insurance (programs like Social Security and
Medicare) and means-tested benefits (programs like Medicaid and nutrition
assistance). This is the most regressive scenario explored—though even more
regressive (such as cutting means-tested benefits only) are imaginable and, as
discussed in the next Part, have in fact been proposed and recently enacted.'!"

Table 2 summarizes the share of financing that would come from each
of these sources.

Table 2
Share of Financing, %

Top Federal Relative to | Cut to Social

Quintile Tax Income Insurance +
Only System Means
Tested
Lowest Quintile 0% 0% 8% 25%
Second Quintile 0% 4% 10% 22%
Middle Quintile 0% 9% 14% 20%
Fourth Quintile 0% 18% 20% 18%
Top Quintile 100% 69% 48% 16%
All 100% 100% 100% 100%

Source: author’s calculations based on Congressional Budget Office data (see footnote 111).

So, what is the result here under the various scenarios? Measured in
terms of the value of a dollar to the top quintile, social welfare is improved
only if the top quintile finances its own benefit. Not surprisingly in that case,
society is better off by $10—the top quintile receives $110 and pays $100 in
cost. In the three other scenarios, society is worse off. This is measuring in
terms of the value of a dollar to the top quintile. And society is worse off by
between about $100 and about $600. This is effectively saying that, under
these other financing scenarios, it is as if we instead enacted a policy that took
between $100 and $600 from the top quintile, and with no matching benefit.
Another way to conceive of what this illustrates is that there would need to
be that amount of additional benefit for the top quintile for this to even be a

1T All of these scenarios—except the first (top quintile only)—are the author’s calculations
based on the underlying distribution of the relevant category (shares of taxes paid, income,
and social insurance plus means tested benefits, respectively). See CBO, SUPPLEMENTAL
INFORMATION, supra note 110.
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break-even policy from a social perspective. For any of the financing sce-
narios other than “top quintile only,” the policy would need to generate not
just $110 of benefit for the $100 in financing costs that are then distributed but
between over $200 to over $700 in benefits—a very high bar. Table 3 below
summarizes these results.

Table 3
Change in Social Welfare from $110 Benefit to Top Quintile Costing $100
(Measured in Terms of Social Value of Resources to Top Quintile)
Top Federal Relative to | Cut to Social
Quintile Tax Income Insurance +

Only System Means Tested
Lowest Quintile $0 -$1 -$104 -$337
Second Quintile $0 -$34 -$89 -$186
Middle Quintile $0 -$50 -$79 -$109
Fourth Quintile $0 -$60 -$68 -$61
Top Quintile $10 $41 $62 $94
All $10 -$105 -$277 -$599

Source: author’s calculations.

Thus, if one assigns any significant probability to a financing scenario
that does not involve anything but highly concentrated financing at the top for
the benefit going to the top quintile, this looks like a losing proposition. Even
if there is a ninety percent probability that the financing comes only from
the top and a ten percent probability that the financing is consistent with the
second scenario—a progressive tax system—it is still a (slightly) negative
proposition. If probabilities of any significance were assigned to the other
scenarios, it would look even worse.

Despite being highly stylized, the example should begin to raise
concerns—and, at least, point to the importance of this exercise. What is
the social planner to do? If the planner cannot commit to a specific form of
financing in this case, then a policy that might otherwise be socially beneficial
may not be. In this example, it is only socially beneficial if the benefit is paid
for by the top quintile, and if one is highly confident that would be the case, or
alternatively, if the benefit is multiple times the amount needed to finance it.

Importantly, this basic dynamic would be true irrespective of one’s
normative framework so long as there is inconsistency between the planner
deciding on a benefit and the one then picking the financing. Let’s say a given
social planner were principally concerned with efficiency and believes some
forms of financing lead to large, socially costly economic distortions while
others do not, and that planner was considering whether to enact a benefit.
If the benefit only made sense when paired with a specific form of efficient
financing, but there was a significant probability of some other, less efficient
form of financing being used, then a similar concern would arise. Under that



2026] Distribution Reimagined 169

planner’s normative framework, it may not be sensible to pursue the benefit.
The social welfare benefit, from the planner’s perspective, may end up being
negative.

However, while the basic exercise should be of interest to all irrespec-
tive of one’s values in fiscal debates, this author is principally interested in
the normative consequences that assume greater priority for those with fewer
resources. The question then is what we should expect given the political
economy of the United States (or any relevant government), and I explore that
further below.

C. What About Current Versus Future Generations?

So far, this stylized analysis has made a critical simplifying assumption.
It treats benefits and financing as happening at the same time. However, this
may not occur at all. The government’s inter-temporal budget constraint sug-
gests only that a benefit will be financed eventually,'”> and the time period
may be no time soon. The lowest quintile may eventually help finance a ben-
efit provided today, but it may be the lowest quintile now, five years from now,
ten years from now, one hundred years from now, or more (or some combina-
tion of all of that). The math of a government budget constraint says nothing
about when. It is another, uncertain element of the causal analysis. Included
in the question of ultimate financing is what generation is the one doing the
financing. But does the fact that a benefit could be financed now or in the
future make the delivery of that benefit more or less attractive?

For purposes of both these stylized examples and this article more gener-
ally, I assume that the possibility of future generations paying for the policy
does not change the moral calculus. This reflects less conviction and more
acknowledgment that there are a complex set of trade-offs between future
and current generations, which lead me to conclude—at least for purposes of
this article—that it is not clearly better or worse for the lowest quintile of the
future to finance a policy versus the lowest quintile today.

This question of intergenerational equity has—not surprisingly—
prompted a vast literature and public debate around these trade-offs.!'> To
briefly summarize some of the arguments: on the one hand, there is a positive
rate of return on resources saved today—meaning future generations could
get more consumption in dollar terms out of those resources than the gen-
eration today. Another way to see this is in terms of borrowing and interest.
A benefit given today comes at the cost of not just that dollar but also the
interest charged on the borrowing, reflecting that opportunity cost of capital.
On the other hand, future generations are likely to be better off on average

12 See supra notes 30-32 and accompanying text.

113 For one overview of some of this debate and trade-offs, see Daniel Shaviro, The Long-Term
U.S. Fiscal Gap: Is the Main Problem Generational Inequity?, 77 GEo. WAsH. L. REv. 1298,
1317-28 (2009).
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than the current generation due to income growth and so would value mar-
ginal resources less. Further, people tend to have a preference for getting value
today over value tomorrow,''* which could justify further discounting the fu-
ture (though some argue that taking this preference into account is immoral
across generations).!"> In addition, there is the chance that future generations
simply do not exist due to global disaster in the interim, which can grimly
justify discounting their well-being.!'¢

It is not just about how resources should be valued in the abstract across
generations but how they should be valued now in light of current policies
already in place. For those who believe that we should be borrowing more
against that future, it might mean that benefits today for those higher on the
income spectrum come with lower risk than they would otherwise. The “high
income” of today might be prioritized relative to those “lower income” in
future generations who may end up paying. In a sense, the high income of
today might be treated as low income across time. However, for those who
believe we owe more to the future rather than less, the opposite would be the
case—future generations paying rather than today’s generation might raise
more in the way of moral concerns.

There is no easy resolution to these trade-offs and the long-standing
debate,''” and, for purposes of this article, I assume that the trade-offs are a

14 For an overview of the literature and debate about how people discount the future,
see generally Jonathan Cohen, Keith Marzilli Ericson, David Laibson & John Myles White,
Measuring Time Preferences, 58 J. ECON. LITERATURE 299 (2020). As those authors summarize,
there are a range of studies using various methodologies to measure the degree to which people
prefer value today over value tomorrow, including one famous early study of children facing a
choice of eating a less-preferred food immediately or a more-preferred food later. /d. at 310-28.

115 Partha Dasgupta, for instance, summarizes the famous model of Frank Ramsey and shows
how the optimal national saving rate—effectively, what is owed to the future—is an increasing
function of the return on investment, a decreasing function of the time rate of discount (the
discount factor applied to future utility), and a decreasing function of the elasticity of marginal
well-being (the degree to which the marginal utility from additional resources falls as incomes
rise, as future incomes are expected to do). Partha Dasgupta, Ramsey and Intergenerational
Welfare Economics, in STAN. ENCYCLOPEDIA PHIL. § 4.1 (Edward N. Zalta & Uri Nodelman
eds., 2023), https://plato.stanford.edu/archives/sum2023/entries/ramsey-economics/ [https://
perma.cc/E3RV-SFXC]. See also Frank P. Ramsey, A Mathematical Theory of Saving, 38 ECON.
J. 543 (1928). The issue of whether to discount the utility of future generations has generated a
significant divide in the literature, with Ramsey, in his seminal article, describing such discount-
ing as a “practice which is ethically indefensible and arises merely from the weakness of the
imagination.” Id. at 543.

116 Graciela Chichilnisky, Peter J. Hammond & Nicholas Stern, Fundamental Utilitarianism
and Intergenerational Equity with Extinction Discounting, 54 Soc. CHOICE & WELFARE 397,
399 (2020) (“Our main result concerns the effect of ‘extinction discounting’, which is when
this background process is used to determine what discount factor should apply to each future
generation’s utility levels.”).

"7 For an insightful summary of this debate, see Shaviro, supra note 113, at 1327 (“Even if
one narrows the potential normative land-scape by assuming a utilitarian view of generational
equity, a number of important considerations suggest tilting overall distribution toward future
generations, while others suggest tilting it toward us. We are thus left with far greater normative
uncertainty in addressing generational equity than typically arises in addressing intragenera-
tional equity . .. .”).
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wash at present. So, the risk of the lower-income Americans financing (or the
gain from higher-income Americans financing) is treated the same irrespec-
tive of what generation they are in. But, whatever one’s view, the exercise of
imagining the actual financing still matters. And, even if one believes that the
future should be deprioritized for resources relative to today, it remains pos-
sible that a benefit given to someone higher on the income spectrum today
would be paid for by people who, under almost any moral framework, should
receive greater priority—someone in the future who still has less in the way
of resources however measured.

IV. LOWER-INCOME AMERICANS AT RISK

This part will begin to try to bound the uncertainty of financing, specifi-
cally in the context of U.S. federal fiscal policy. The focus of this part will be
on distribution and on the risk that a benefit might be financed by those with
less in the way of resources. If that risk is very low, then the normative concern
raised in the previous part should fall away. We do not need to be concerned
that a future policymaker would choose to finance a new benefit with a high-
cost form of financing (from the perspective of this author). If the opposite is
the case, then there might be a higher bar for enactment of any new benefit.

Unfortunately, looking at the political economy of the United States does
not assuage this concern but rather the opposite—there is a risk that lower-
income Americans finance a new benefit and one that is not for them. This is
for several reasons. First, there have been long-standing and now legislatively
successful efforts to enact financing policies that do in fact burden those with
less in the way of resources. This is effectively the fiscal position of key con-
servative policy leaders.!"® Second, while more progressive policymakers tend
to publicly support financing government from taxes concentrated on the very
top of the income spectrum, that is unlikely to prove to be a sufficient financ-
ing source—which further raises concerns about who would actually finance
a benefit in the end.!” Third, while there are ways for policymakers to enact
financing that might better commit to a specific financing source, and ones that
do not result in those with less paying for benefits for those with more, they are
forms of financing generally rejected by U.S. political leaders in recent years,
though not always.'?® This Part considers each of these issues in turn.

A.  Financing from Lower-Income Americans

In the United States, low-income Americans stand at risk of effectively
paying for government commitments. On the spending side of the ledger,

18 See infra Part IV.A.
19 See infra Part IV.B.
120 See infra Part IV.C.
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social insurance and means-tested programs are contested and at risk of being
slashed as a way to help finance the government. On the tax side of the ledger,
conservative leaders have recently shifted from a “no new taxes” approach to
supporting relatively regressive financing in the form of broad-based tariffs,
even as they seek to significantly reduce revenues on net.

Starting with social insurance and means-tested benefits: these are both
fiscally significant and critical sources of support for middle- to lower-income
families. The Congressional Budget Office data suggest that families in the
lowest quintile alone received approaching $600 billion in 2019—or about
three percent of GDP—in federal social insurance and means-tested transfers.!?!
That amounted to over fifty percent of the total resources for those families.'?
This is a combination of social insurance like Social Security, Medicare, and
Unemployment Insurance (over 15% of their resources), health coverage from
Medicaid and the Children’s Health Insurance Program (over 25% of their
resources), and other means-tested programs like the Supplemental Nutrition
Assistance Program (over 10% of their resources).!?® For the bottom three
quintiles, the number was approximately $1.5 trillion, or just under 10% of
GDP, and about 35% of total resources for these families.'?* Table 4 shows the
value of social insurance and means-tested benefits both in dollar value and as
a share of family resources as of 2019 by quintile.

Table 4
Social Insurance and Means-Tested Benefits in the United States in 2019

Dollar Value Share of
(Billions of $) Household Income

Lowest Quintile $569 56%

Second Quintile $510 36%

Middle Quintile $461 24%

Fourth Quintile $414 16%

Top Quintile $359 6%

All $2,313 17%

Source: author’s calculations based on CBO data (see footnote 121).

These benefits have been and are contested.!> This paper will not describe
in detail the evolving fiscal positions of the parties in the United States, which

121" Author’s calculations based on CBO, SUPPLEMENTAL INFORMATION, supra note 110.
Note that this is at present the latest data available from CBO that does not reflect temporary
programs responding to the COVID-19 pandemic.

122 Id

123 Id.

124 Id

123 For a summary of the history of such social supports globally and in the United States
and the political contests surrounding them, see, e.g., DAVID GARLAND, THE WELFARE STATE:
A VERY SHORT INTRODUCTION (2016). As Garland describes, “[b]eginning in the late 1970s, in
one country after another, opposition groups mounted a sustained attack on welfare states in the
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will surely continue as fiscal issues play a prominent role in current legislative
debates. What I mean to simply illustrate is that there is a real risk that a new
benefit could in fact be, in part, financed by those across the income distribu-
tion including at the bottom.

Let’s take the legislation just enacted by the current Trump administration
and Republican Congress, or OBBBA.!?¢ In a major legislative push, President
Trump and the Republican Congress extended the tax cuts first enacted in
2017, expanded some of those tax cuts, and, critically, also enacted major
cuts to the social safety net, among other reductions.'”” While the legislation
would still add over $3 trillion to deficits through 2034, it included over
$1 trillion in cuts to health programs, mostly Medicaid, and almost
$200 billion in cuts to nutrition assistance, among other areas.'?® Due to these
cuts to the social safety net, the Congressional Budget Office estimates that
the new law will result in a reduction of over three percent in resources avail-
able to the bottom decile, even as the law significantly increases the resources
available to those higher on the income spectrum.'?® And, while the law was
uniquely regressive in its effects,'*® the cuts to the social safety net in the bill
reflect long-held beliefs within economically conservative circles about the
wisdom of the social safety net.!3!

The point here is not that such financing is inevitable in the United
States. Notably, the first Trump administration tried and failed to enact cuts
to the social safety net. That administration had made an all-out legislative
effort to repeal many of the Affordable Care Act’s health provisions includ-
ing the Medicaid expansion.'* But the administration could not get Congress
to agree—though they famously came within one vote of moving forward a

name of free markets and conservative family values.” Id. at 98. However, Garland concludes
that the welfare state is an indispensable part of any modern state—and will not be totally aban-
doned in those modern states. The question is instead their forms and how effective they are.
Id. at 133. And that thesis is reflected in present debates in the United States that are less about
whether such programs exist but instead size and form.

126 Pub. L. No. 119-21, 139 Stat. 72 (2025).

127 For an overview of the law, see COMMITTEE FOR A RESPONSIBLE FEDERAL BUDGET, supra
note 38.

128 Id.

129 Letter from Phillip L. Swagel, supra note 39.

13 Emily Badger, Alicia Parlapiano & Margot Sanger-Katz, Trump’s Big Bill Would Be More
Regressive Than Any Major Law in Decades, N.Y. TIMES (June 12, 2025), https://www.nytimes.
com/interactive/2025/06/12/upshot/gop-megabill-distribution-poor-rich.html [https://perma.cc/
AZC3-2VDV].

131 See, e.g., GARLAND, supra note 125, at 98.

2 Trump made an early call for repealing the Affordable Care Act in his first term. See
Maggie Haberman & Robert Pear, Trump Tells Congress to Repeal and Replace Health Care
Law ‘Very Quickly’, N.Y. TiMEs (Jan. 10, 2017), https://www.nytimes.com/2017/01/10/us/
repeal-affordable-care-act-donald-trump.html [https://perma.cc/APY8-S55Q]. The House of
Representatives in fact passed such a repeal bill. Thomas Kaplan & Robert Pear, House Passes
Measure to Repeal and Replace the Affordable Care Act, N.Y. Times (May 4, 2017), https://
www.nytimes.com/2017/05/04/us/politics/health-care-bill-vote.html ?register=email&auth=regi
ster-email [https://perma.cc/FOPF-NRXD]. The effort however failed in the Senate. See Bresna-
han, Everett, Haberkorn & Kim, infra note 133.
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limited repeal in the Senate and the defeat might even have depended on the
vote being held later in the day rather than earlier.'** And that effort reflected
the fact that only several years earlier the safety net had been significantly
expanded with the passage of the Affordable Care Act itself under President
Obama.'** So, the outcomes of debates with regard to the social safety net are
uncertain, and it is a question of risk, and how much an earlier commitment of
resources increases the chance of such financing being enacted. We have seen
a version of that risk materialize in the form of the just-enacted fiscal legisla-
tion using the safety net as a financing mechanism, and, looking ahead, such
risk unfortunately remains.

It is not just on the spending side of the ledger where lower-income
Americans now face risk. In a way that is unique to the era of President Trump
but may not be isolated to his term, the Republican Party has embraced one
form of taxation: broad-based tariffs. Whereas in recent decades, Republi-
can leaders have for the most part rejected any new taxes,'* that is not the
case with President Trump, who implemented a historic set of tariffs through
executive action, driving the tariff rate to the highest level since the 1930s.!3%
President Trump and those in his administration have sold tariffs not just as
a way of affecting trade flows but also as a source of revenue in place of
the progressive income tax.'3’ Full replacement of the income tax is not even
mathematically possible,'3® but expansion of tariffs as a source of revenue is.
The new tariffs President Trump has put in place are expected to raise on the
order of $200 billion per year on average over the next decade if they remain
as of September 2025.'% And while President Trump has suggested that other
countries will pay those tariffs, the vast bulk of the evidence suggests that

133 John Bresnahan, Burgess Everett, Jennifer Haberkorn & Seung Min Kim, Senate Rejects
Obamacare Repeal, PoLiTico (July 27, 2017), https://www.politico.com/story/2017/07/27/
obamacare-repeal-republicans-status-241025 [https://perma.cc/GVLS5-Y22X]; Seung Min Kim,
Burgess Everett & Jennifer Haberkorn, How McCain Tanked Obamacare Repeal, POLITICO
(July 28, 2017), https://www.politico.com/story/2017/07/28/how-mccain-upended-obamacare-
repeal-241070 [https://perma.cc/ZEAM-UFAL].

134 Sheryl Gay Stolberg & Robert Pear, Obama Signs Health Care Overhaul Bill, With a Flour-
ish, N.Y. TIMEs (Mar. 23, 2010), https://www.nytimes.com/2010/03/24/health/policy/24health.
html [https://perma.cc/5SM8Q-DVSK].

135 See Thorndike, supra note 96.

13 See The Budget Lab at Yale, State of U.S. Tariffs: September 4, 2025 (Sept. 4, 2025),
https://budgetlab.yale.edu/research/state-us-tariffs-september-4-2025 [https://perma.cc/
VR3E-R4H7].

137 See, e.g., Tim Shaw, Treasury Hopes to Offset Tax-Cut Costs with Tariff Revenue, THOM-
SON REUTERS TAX & ACCOUNTING NEWS (Apr. 30, 2025), https://tax.thomsonreuters.com/news/
treasury-hopes-to-offset-tax-cut-costs-with-tariff-revenue/ [https://perma.cc/RGG6-6U8B];
Paul Wiseman, Trump’s Tariffs Could Pay for His Tax Cuts — But It Likely Wouldn’t Be Much
of a Bargain, AP NEws (June 6, 2025), https://apnews.com/article/trump-tariffs-budget-deficit-
taxes-447ab174f84d67fea5023bbe02dd60e0 [https://perma.cc/SNL2-TH7P].

138 See Kimberly Clausing & Maurice Obstfeld, Can Trump Replace Income Taxes with
Tariffs?, PIIE: REALTIME EcoNomics (June 20, 2024), https://www.piie.com/blogs/realtime-
economics/2024/can-trump-replace-income-taxes-tariffs [https://perma.cc/54GB-7YQP].

139 See The Budget Lab at Yale, supra note 136.
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tariffs would in fact be paid largely by Americans up and down the income
spectrum, and that the burden would fall disproportionately as a share of in-
come on those at the bottom of that distribution.'*° For instance, the Budget
Lab at Yale finds that the new Trump administration tariffs will reduce the
incomes of those in the first and second deciles of income by roughly 2% to
3% and the top decile by about 1%.'*!

The point is not that these relatively regressive financing sources—that
affect lower income Americans—are inevitable sources of financing for a new
government benefit. There is opposition to measures such as these. And even
if they are implemented, it is possible they get undone. And, on the other hand,
it is possible that some of this financing might—unfortunately—get enacted
anyway. Still, all of this demonstrates that there is some significant risk
that such measures affecting low-income Americans would be the marginal
financing source, unless policymakers can credibly commit otherwise and in
a way that is constraining on future policymakers. To go back to the examples
in the last section of a benefit for the top quintile: given the risks of financing
coming from lower-income Americans and absent some strong and credible
commitment otherwise, the policy begins to look like a net loser for someone
prioritizing the well-being of those with less.

B.  Why Pledges to Finance Only at the Very Top Are Not Credible

That should be enough to show that there is some significant probability
that lower-income Americans might finance new benefits. There are policy-
makers who regularly take power and who believe that to be the best source of
financing. However, there is an additional, if somewhat less important, reason
to believe this. While progressive policymakers so far have largely opposed
efforts in this regard, they have yet to credibly identify policies that, as a
mathematical matter, could even finance the existing government, let alone
new benefits.

Democrats in Congress and Democrats in the White House have recently
been only willing to support financing coming from the very top of the income
distribution, around the top two to three percent of households, and large cor-
porations.'#? Both Presidents Obama and Biden promised not to increase taxes

140 See, e.g., Mary Amiti, Stephen J. Redding & David E. Weinstein, Who's Paying for the
US Tariffs? A Longer-Term Perspective, 110 AEA PAPERS & Proc. 541 (2020), https://www.
princeton.edu/~reddings/pubpapers/ ARW-May-2020.pdf [https://perma.cc/V866-CANS] (find-
ing that, when it came to tariffs imposed during the Trump administration, the burden was almost
entirely borne by U.S. consumers and businesses); Clausing & Obstfeld, supra note 138 (show-
ing regressive effect if income tax is replaced with tariffs).

141 See The Budget Lab at Yale, supra note 136, at fig. 7.

142 President Obama pledged to not raise taxes on anyone making less than $250,000 in
income. See, e.g., Peter Baker, Obama Renews Vow of No Middle-Class Tax Increase, N.Y.
TmMES (Aug. 3, 2009), https://www.nytimes.com/2009/08/04/us/politics/04obama.html [https://
perma.cc/SKBH-NKEL]. President Biden pledged to not raise taxes on anyone making less
than $400,000 in income. Richard Rubin, Why Biden Would Start Tax Increases at $400,000
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at all below high-income thresholds, sharply constraining the kinds of rev-
enues they proposed both to reduce the deficit and to finance new initiatives.'®
There is a political challenge to enacting those measures, meaning they may
not end up being the financing. Republicans, of course, oppose these mea-
sures and have proposed their own sources of financing.'* But there is an ad-
ditional challenge to that: math. There is likely not enough revenue available
at the very top of the income distribution plus among large corporations to
do much beyond financing our existing government commitments. There is
simply not enough to finance our existing government commitments and also
finance new commitments—including, for instance, reversing the recent large
safety net cuts enacted under President Trump. To be clear, there is substantial
revenue to be had from those at the top, and important reforms to be done, as
this author has detailed elsewhere.'* But it will likely not be enough even if
some of the more aggressive measures end up being adopted.

How much can be raised from the top two to three percent of house-
holds plus large corporations? I have elsewhere done an illustrative account-
ing based on proposals made during the Biden administration plus repeal of
the tax cuts in OBBBA for those making over $400,000. Roughly speaking, I
estimate that this forward-leaning set of proposals would raise on the order of
$760 billion per year, or 1.9% of GDP, from 2031-35.'% And, given realistic
political limits in Congress and legal risks at the Supreme Court with some
of these proposals, I conclude that this exercise suggests a rough limit of an
additional one to two percent of GDP in revenue from this top two percent
to three percent of households plus large corporations.'#” That is a significant
number, and achieving reforms like this would be a major step forward. How-
ever, this additional revenue has to be put in the context of the government’s
pre-existing commitments and additional priorities.

The United States is on a likely unsustainable fiscal trajectory. Based on
the latest projections from the Congressional Budget Office updated for pas-
sage of OBBBA plus imposition of tariffs, debt held by the public will rise

a Year, WALL ST. J. (Oct. 3, 2020), https://www.wsj.com/politics/policy/why-biden-would-start-
tax-increases-at-400-000-a-year-11601730000 [https://perma.cc/3VMH-LQYK]. While these
are different thresholds in nominal dollars, they limit tax increases to roughly the same share of
the top—the top 2 to 3 percent—due to inflation and real income growth. See David Kamin, Tax
Reform After the One Big Beautiful Bill Act, 189 TAX NOTES FED. 927, 945 n.37 (2025). For an
academic overview of these tax pledges and their substantive deficiencies, see generally Alex
Raskolnikov, Taxing the Ten Percent, 62 Hous. L. REV. 57 (2024), https://houstonlawreview.org/
article/126272-taxing-the-ten-percent [https://perma.cc/K3VW-CFCQ].

143 See Baker, supra note 142; Rubin, supra note 142.

14 For a history of the Republican Party’s turn against any measures involving new taxes
(with the new exception of tariffs), see Thorndike, supra note 96.

143 Lily Batchelder & David Kamin, Policy Options for Taxing the Rich, ASPEN EcON.
STRATEGY GRp. (Nov. 21, 2019), https://www.economicstrategygroup.org/publication/policy-
options-for-taxing-the-rich/ [https://perma.cc/FA8X-INEA].

146 Kamin, supra note 142, at 947 tbl.3.

47 Id. at 946.
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to 120% of GDP by 2035 from the current level of about 100%, exceeding
the highest level on record.'*¥ Stabilizing the debt as a share of the economy
would require an adjustment to taxes or spending or both on the order of
$700 billion per year from 2031-35, or 1.7% of GDP.'* That alone equates to
roughly all (or more) of what even a forward-leaning revenue package focused
on the top two to three percent of households plus large corporations would
raise. Further, that means there wouldn’t be revenue available from these
sources to finance additional priorities, including reversing the very regres-
sive financing recently enacted or imposed under President Trump. Reversing
the social safety net and other cuts in OBBBA would cost on the order of
$290 billion per year from 2031-35, or 0.7% of GDP. Reversing the regressive
and ill-advised new tariff regime (to the extent they remain in place) would
then roughly double that number—adding over an additional $250 billion,
or another 0.7% of GDP, in cost.'™® The bottom line is that there is probably
not enough revenue available from the top two to three percent plus large
corporations to both cover pre-existing commitments and any new significant
priorities.

To be sure, the Biden budget does not represent all that is possible in
revenue-raising at the top of the income spectrum, but it is a menu featuring
very significant changes to the code. It is the math of such menus that has led
a number of outside commentators, like Paul Krugman and others, to arrive
at this same conclusion—that taxes would need to rise on those beyond the
very top of the income spectrum to finance the existing government and any
additional major fiscal priorities.'!

This is another reason to be concerned that financing could come from
those with lower incomes. Even those leaders in the Democratic Party who
tend to oppose such financing have not supported a credible set of proposals
to fully finance the existing government and any new significant priorities.
Neither have Republicans, to be clear, even with their proposals to cut back
elements of the social safety net and tariffs. But this dynamic further raises
the risk of burdens falling on those with lower incomes. While it is much
more plausible to raise sufficient revenues from those toward the top—if
policymakers are willing to raise taxes beyond the top two to three percent—
to finance the existing government and commitments beyond,'>> no leading

148 Id. at 940.
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150 Id. at 943 tbl.2.

151 See Paul Krugman, The Future of Taxes, N.Y. TIMES (March 10, 2023), https:/www.
nytimes.com/2023/03/10/opinion/taxes-medicare-medicaid.html [https://perma.cc/H2UK-
ADDS]; Catherine Rampell, Sorry, Democrats. You Can’t Pay for Everything Solely by Soaking
the Rich, WASH. PosT (April 11, 2023), https://www.washingtonpost.com/opinions/2023/04/11/
irs-tax-burden-american-misperception/ [https://perma.cc/CCU2-XMQU].

152 See, e.g., Raskolnikov, supra note 142, at 61 (“Granted, Congress can raise a lot of revenue
from the rich—those in the top one percent or its upper fraction. But it can raise a lot more by
also taxing those who are not quite rich but are not middle class either, in any plausible sense of
the term.”).
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policymakers have been willing to propose that in recent decades. And even
when it comes to the progressive policy leaders of the future, what will they
choose: raising taxes on the ninetieth percentile to finance a new commitment
or, alternatively, cutting back benefits for those most vulnerable? I know what
I hope, but I do not know with confidence what they would do. After all, if
anything, the one thing that both parties have agreed on in recent years is cut-
ting taxes for the somewhat well to do.'>* That could reverse, but that’s what
it would be—a reversal.

* * &

Where does this leave us? The bounding exercise thus far further raises
concern about the normative implications of new benefits beyond those going
to those worst off—and absent policymakers being able to credibly commit
to the financing that will pay for it. Going back over the financing possibili-
ties laid out in Part II.B., even replicating the current burden of federal taxes
seems too optimistic as a central estimate in light of Republicans’ desire for
more regressive policies and Democrats’ unwillingness to raise taxes below
the very top and large corporations so far. And it is certainly too optimistic to
assume that a new benefit would be financed at the very top alone.

C. The Sliding Scale of Commitment

However, as suggested earlier, policymakers do have some ability to af-
fect what actually finances a new policy as a causal matter. The risks laid out
in the prior section of a new benefit potentially being financed by those most
vulnerable can be mitigated at least to some degree. It is best understood as
a sliding scale of commitment, and this section begins to try to differentiate
points on that scale.

One pole on that scale is no commitment at all on financing. That is
when policymakers entirely defer that decision by relying on changes to debt
projections. In that case, the bounding exercise I engage in above becomes
most relevant. Policymakers in that case have explicitly chosen a policy of no
pre-commitment beyond their rhetorical positioning on the financing of the
government generally.

But policymakers sometimes do identify financing, and they can do so in
ways with greater or lesser commitment, as I have discussed.!>* The opposite

133 See David Kamin & Brian Deese, Principles for the 2025 Tax Debate, 181 Tax
Notes Fep. 443 (2023), https://www.taxnotes.com/featured-analysis/principles-2025-tax-
debate/2023/10/13/7hdfd [https://perma.cc/AHBV-Z9AS] (showing how, in the bipartisan
agreement in 2012 to extend the tax cuts enacted under President Bush, the tax cuts were rolled
back for the top one percent and the largest tax cuts relative to income went to the somewhat
well-to-do just below that threshold).

134 See supra Part ILE.
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pole to no commitment is what I have called “custom financing”—financ-
ing that is unique to the benefit. The middle of the spectrum is “fixed menu”
financing—financing that had a greater chance of being used elsewhere.

How to differentiate “custom financing” from “fixed menu” financing?
The basic differentiating factor is that, without the benefit involved, policy-
makers would be very unlikely to consider that financing source. Through the
economic and political narrative, the policies are then causally linked. Financ-
ing that only gets proposed in connection with the specific benefit involved
would more likely be “custom.” Financing that appears with any regularity in
a variety of different proposals would come from the “fixed menu.” As a very
general matter, “custom financing” will tend to link those who are paying and
those who are benefiting—this is what generates the political logic linking the
financing and benefit.

This distinction is sufficiently important that I will pause here to give
examples in two key policy areas, social insurance and tax reform, and try
to situate those examples as either closer to “fixed menu” or, alternatively,
“custom financing.”

1. Social Insurance

Several social insurance programs in the United States have been paid
for in whole or in part with broad-based taxes tied partially to the benefit—
and which seem more likely to be “custom financing” for the program.'>>
For instance, Social Security is financed with payroll taxes imposed both
on workers and their employers,'*° although actual economic incidence is
likely mostly on the employees.!>” On the whole, the program itself engages
in significant progressive redistribution in addition to providing insurance
against certain events such as disability, early death of a worker, or the re-
source strain of living to an old age in retirement—since those with lower
incomes get more in benefits per dollar paid in.'*® But there is a connection
between payroll records and taxes paid and the benefits received, even if
that connection is not one-for-one. This then creates a political logic linking
the benefit and the tax. President Roosevelt famously reflected on the use of
the payroll tax as being strongly tied to the benefit as a political matter. In a

155 The main examples of this are Social Security, part of the Medicare program, and unem-
ployment insurance. See ANTHONY A. CILLUFFO & MoLLY F. SHERLOCK, CONG. RSCH. SERV.,
PAYROLL TAXES: AN OVERVIEW OF TAXES IMPOSED AND PAST PAYROLL TAX RELIEF 1, 6-7
(2022).

1% For an overview of Social Security financing, see generally EMMaA K. TATEM, CONG.
RscH. SERV., Soc. SEc. OVERVIEW (2025).

157 See supra note 7 and accompanying text.

158 See generally Karen Smith, Eric Toder & Howard Iams, Lifetime Distributional Effects of
Social Security Retirement Benefits, 65 Soc. SEC. BULL. 33 (2004).
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private conversation with staff in which he defended the use of payroll taxes,
he is reported to have said:

We put those pay roll contributions there so as to give the contribu-
tors a legal, moral, and political right to collect their pensions and
their unemployment benefits. With those taxes in there, no damn
politician can ever scrap my social security program. Those taxes
aren’t a matter of economics, they’re straight politics.'>

Even with President Roosevelt’s explicit thoughts on the strength of the
linkage, the causal link here is not certain—it is possible that at least some of
these payroll taxes may have been imposed irrespective of the social insurance
benefit and to pay for other, alternative benefits, or that the benefits might have
been enacted and sustained with an alternative financing source. But there is
a significantly higher probability of a causal link than is the case with other
forms of financing. The key differentiating factor that Roosevelt himself iden-
tifies is a sense that the financing is, as a “legal, moral, and political” matter
(in his words)'® justified by the benefit and paying for the benefit.

Other social insurance programs are financed from the general fund
and more in a “fixed menu” fashion. Medicaid for instance—the health in-
surance program for low-income Americans—is financed wholly through the
general fund,'®' and expansions, such as in the Affordable Care Act, were at
least partially financed with revenues unrelated to the program and health
care entirely—such as increased taxes on the wage and investment income
of high-income Americans.'®> The Biden administration’s efforts to expand
social insurance and safety net programs such as the paid leave program in
Build Back Better were also financed in “fixed menu” fashion, relying on a
list of largely unrelated taxes on high-income Americans and large corpo-
rations including an expansion of that same net investment income tax that
had been enacted in the Affordable Care Act.!®3 In these cases, there is less
commitment from policymakers to identify financing that is tightly linked to

139 Luther Gulick, Memorandum on Conference with FDR Concerning Social Security Taxa-
tion, Summer, 1941, https://www.ssa.gov/history/Gulick.html [https://perma.cc/STBK-9U2G].
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161 See EVELYNE P. BAUMRUCKER, SARAH K. BRAUN, ALISON MITCHELL, ANGELA NAPILI, &
VARUN SARASWATHULA, CONG. RSCH. SERV., MEDICAID: AN OVERVIEW 19-20 (2023), https://
crsreports.congress.gov/product/pdf/R/R43357 [https://perma.cc/3AMUIJ-QZVP] (describing fed-
eral financing of Medicaid).

12 See JOoINT CoMM. ON TAX’N, JCX-17-10, ESTIMATED REVENUE EFFECTS OF THE AMEND-
MENT IN THE NATURE OF A SUBSTITUTE TO H.R. 4872, THE “RECONCILIATION ACT OF 2010,” AS
AMENDED, IN COMBINATION WITH THE REVENUE EFFECTS OF H.R. 3590, THE “PATIENT PRrRO-
TECTION AND AFFORDABLE CARE ACT (‘PPACA’),” AS PASSED BY THE SENATE, AND SCHEDULED
FOR CONSIDERATION BY THE HOUSE COMMITTEE ON RULES ON MARCH 20, 2010 AT 2 (2010),
https://www.jct.gov/getattachment/92602faa-84b6-484b-86¢2-70d7cf488et7/x-17-10-3672.pdf
[https://perma.cc/QQLS-S3LH] (showing taxes on high-income wages and unearned income as
raising over $200 billion over ten years in the Affordable Care Act).

193 See THE WHITE HOUSE, FACT SHEET: THE AMERICAN FAMILIES PLAN, supra note 8 and
accompanying text.
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the benefit. Some weight should be given to what policymakers package in the
legislation—the financing may not otherwise have been enacted, at least not
anytime soon. But it should be given less weight.

This brings me back to the example given at the start of this article:
paid leave.'** The financing proposed in the previous congressional proposals
for paid leave—a payroll tax—is, by political logic, directly connected to the
benefit, much the same as Social Security is. Workers are given a similar deal:
if you pay into a system, you earn a benefit (if there is a circumstance making
you eligible for family or medical leave). The system is progressive, giving
more to those with less on average, but, nonetheless, there is that strong politi-
cal connection. Leading policymakers have not been otherwise proposing new
payroll taxes to cover general government services or other non-work-related
benefits (outside of Social Security itself); it is limited to this context.'®> So,
while it is possible that this financing could have been used for other purposes,
it is less likely. By contrast, the Biden administration’s approach of using a
combination of high-income revenue and corporate revenue raisers' is less
committing—this is “fixed menu” financing. And the trade-off is less likely to
be that financing and more likely to be something else as decided by a future
policymaker. (Notably, in its most recent iteration, the sponsors of the paid
leave act in Congress dropped any specified financing source—a break from
their previous versions. This, of course, represents a shift away from any com-
mitment on financing.'?’)

To make the trade-off clearer, compare the distribution of a payroll tax,
like that proposed by congressional Democrats in the past, to a corporate tax
increase of the kind that President Biden had proposed to finance paid leave
(along with other high-income revenue raisers). As noted at the start and on its
face, the payroll tax is clearly more regressive. The very nature of the political
link to the benefit comes with a downside, at least from the perspective of this
author: everyone with payroll pays. We have instruments that are considerably
more targeted at the top. Nonetheless, as shown in Table 5, a considerable por-
tion of the total burden comes from those with higher incomes since they have
so much of the payroll.'s Still, the corporate income tax is likely considerably
more progressive. One set of estimates suggest that the bottom two quintiles

194 See supra notes 5-16 and accompanying text.

19 This runs into the challenge of proving a negative, but, to this author’s knowledge, there
have not been other, leading proposals to impose new payroll taxes to finance government
benefits. By contrast, among Democrats, there have been many recent proposals for increasing
taxes on those with higher incomes and large corporations. See JOINT CoMM. ON TAX’N, supra
note 35.

16 See id.

167 See supra note 6.

198 This estimate of the distribution of the payroll tax comes from a Tax Policy Center analysis
of financing options for the Medicare program and, specifically, the effects of increasing the
Medicare payroll tax by one percentage point. See MERMIN ET AL., supra note 10, at 15 tbl. 3.
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pay twelve percent of the burden under the payroll tax,'*® but only six percent
of the burden under the corporate income tax.'”

However, neither might be the ultimate financing for the benefit, and
that risk is considerably greater for the corporate income tax since it is fixed
menu financing—not custom financing like the payroll tax—and further,
corporate and high-income tax increases alone are unlikely to be sufficient
to finance the existing government and new commitments.'”! This means
other sources, some highly regressive, are more likely to be the sources.
Compare the distribution of a cut to social insurance and means-tested pro-
grams. Almost fifty percent of the burden would come from the bottom two
quintiles alone,'”? and there are even more regressive sources possible, like
cuts largely to means-tested programs (like what happened in the recently
enacted fiscal legislation under President Trump'”3). It does not require a
much higher chance of such a regressive source being the actual financ-
ing for the payroll tax to ultimately result in more progressive outcomes
than the corporate income tax. All it takes is a significant reduction in the
probability of very regressive financing sources like these being used, and
while there is no way to fully prove that out, that is a plausible description
of what might occur given the U.S. political economy. Counterintuitively,
in this context, the payroll tax could generate more progressive outcomes,
and ones that at least reduce the probability of some of the most regressive
sources of financing.

Table 5

Payroll Tax Versus Other Financing Sources (Share of Burden)

Payroll Tax Corporate Cut to Social

Income Tax Insurance +

Increase Means Tested
Lowest Quintile 4% 2% 25%
Second Quintile 8% 4% 22%
Middle Quintile 14% 9% 20%
Fourth Quintile 22% 15% 18%
Top Quintile 52% 70% 16%
Note: Top 1% 11% 35% 1%

Source: see footnotes 168, 170, 172.

169 Id

170 This is the Urban-Brookings Tax Policy Center’s estimate of the long-run incidence of the
corporate income tax. See Toder, supra note 10, at 52 tbl. 4.2.

17l See supra Part TV.B.

172 Author’s calculations based on CBO, SUPPLEMENTAL INFORMATION, supra note 110.

173 See COMM. FOR A RESPONSIBLE FED. BUDGET, supra note 38.
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2. Tax Reform

Tax packages can, of course, involve a combination of tax cutting and
tax raising, and, in the context of tax reform, the same question arises of what
is ultimately paying for what and the degree to which that is contained within
the four corners of the legislation. As with social insurance, a key factor is
any linkage between benefits and financing. Returning to TCJA, much of
which had been set to expire after 2025 but was permanently extended in
the recent fiscal legislation'’*: the initial law, as noted earlier, was in signifi-
cant part deficit-financed, costing $1.5 trillion over a decade initially.'”> That
reflected policymakers choosing not to commit to the eventual financing for
that significant portion. But, it also combined $5 trillion in gross tax cutting
and $3.5 trillion in gross tax raising, partially financing the legislation on
paper.'” However, some of these financing provisions were much more likely
to be causally connected to the tax cuts than others—and again, it in part
comes back to the political link between benefits and those provisions serving
as financing.

Contrast the two largest financing provisions in the 2017 law: the elimi-
nation of personal exemptions and the limitation on itemized deductions
including the mortgage interest deduction and the cap on the deductibility of
state and local taxes.!”” The first was very likely causally connected to a num-
ber of the tax cuts in the bill, and custom-made for the benefits for which it is
paying. The second—the limitation on itemized deductions—was less likely
to be causally connected and might have been enacted in some similar form
anyway in the future.

Starting with the personal exemption, it allowed a write-off of a specific
amount from income per person—scheduled to be $4,150 per person in
2018."7% The 2017 law repealed those personal exemptions and raised
$150 billion per year initially as a result of the repeal of the provision.'” For
a family in the lowest income bracket of ten percent, this raised their taxes
by $415 per person.'® This financing, though, is causally connected to two
other reforms giving tax cuts. The 2017 law increased the standard deduction
which also allows a family to take a write-off from their income, but, unlike a
personal exemption, this requires a family to choose not to itemize deductions

17* See COMM. FOR A RESPONSIBLE FED. BUDGET, supra note 38.

175 See JOINT COMM. ON TAX’N, supra note 35.
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17" These are the two largest revenue raising items in the tax bill per the Joint Committee on
Taxation. See JOINT ComM. ON TAX’N, supra note 35.

178 See Rev. Proc. 2017-58, 2017-45 1.R.B. 489, https://www.irs.gov/pub/irs-drop/rp-17-58.
pdf [https://perma.cc/CPJ3-X8K2].

17 See JOINT COMM. ON TAX’N, supra note 35.

180 The tax increase can be calculated by multiplying the exemption amount by the taxpayer’s
marginal tax rate since the exemption would otherwise reduce taxable income and that times the
marginal tax rate equals the change in tax liability. In this case, that rate is ten percent.
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(part of the policy goal was to reduce the number of itemizers). For a married
couple, the increase was $11,000,'8' more than offsetting the loss of $8,300 in
personal exemptions for the two adults. When it came to children, the 2017
law increased the Child Tax Credit by $1,000,'2 and this too offset the loss in
personal exemptions for dependent children. Altogether, these three provisions
were expected to lose a small amount of net revenue, less than $10 billion per
year.'®? And, they were intimately linked in the reform in terms of who saw the
personal exemptions withdrawn and who received offsetting benefits.

The basic economic and political logic of the reform was to simplify
the tax system by reducing the number of those who itemize their deduc-
tions by swapping personal exemptions (which can be taken in combination
with itemized deductions) with a larger standard deduction (which cannot be
taken in combination). Thus, the increase in the standard deduction and Child
Tax Credit was truly a swap—with those benefiting broadly paying for that
benefit—with the repeal of the personal exemptions, and a repeal of those
exemptions would have been highly unlikely to happen otherwise. It was cus-
tom financing, and the provisions were rightly considered as a package in the
causal sense.

The limits imposed on itemized deductions (for those who continue to
itemize) operated very differently than this. There were several new limits in
effect. The most important was a cap on deducting state and local taxes.'s*
There were also other consequential limits including a significant cut back in
the deductibility of mortgage interest.'®> According to the official estimates,
these limitations raised on the order of $80 billion per year when initially in
effect from 2018 to 2025,'3¢ and they did so disproportionately from the very
top of the income spectrum. '’ The 2017 law overall still offered regressive and

181 See Tax PoL’y CTR., How Did the TCJA Change the Standard Deduction and Itemized
Deductions?, (Feb. 7, 2025) https://taxpolicycenter.org/briefing-book/how-did-tcja-change-
standard-deduction-and-itemized-deductions [https://perma.cc/K835-SHHR].
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183 Author’s calculations based on JOINT CoMM. ON TAX'N, supra note 35.

184 See TAX POL’Y CTR., supra note 181. Note that the cap on deductibility of state and local
taxes, like the other provisions, was continued in the new fiscal legislation, but the cap was
adjusted. In the 2017 law, the cap had been set at $10,000. In the new law and starting in 2025,
the cap was increased on a temporary basis to $40,000 for those with incomes below $500,000.
The cap is then scheduled to revert to $10,000 for all eligible taxpayers after 2029. See Fredrick
Hernandez, SALT Deduction Changes in the One Big Beautiful Bill Act, BIPARTISAN PoL’Y CTR.
(July 30, 2025), https://bipartisanpolicy.org/explainer/salt-deduction-changes-in-the-one-big-
beautiful-bill-act/ [https://perma.cc/7THQ3-L3NF].

185 See generally TAX PoL’Y CTR., supra note 181. Note that the $10,000 cap, like the other
provisions, was continued in the new fiscal legislation, but the cap was adjusted. The cap was
increased on a temporary basis to $40,000 for those with incomes below $500,000, but is then
scheduled to revert to $10,000 after 2029. See Hernandez, supra note 184.

18 JoINT CoMM. ON TAX'N, supra note 35.

187 For instance, the cap on deductibility of state and local taxes—which represents the bulk of
the revenue from the limitations—reduces after-tax income for the top one percent by over 1.5%
but has almost no effect at all on the middle quintile and below. TaAx PoL’y CTR., Table-0071:
Repeal $10,000 Limit on Deductible State & Local Taxes, Baseline: Current Law, Distribution
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deficit-financed tax cuts according to the traditional distributional estimates,'s$
but this financing was assumed to partially offset that.

However, unlike the repeal of personal exemptions, a reduction in the
value of itemized deductions was and is imaginable in other contexts. Presi-
dent Obama, for instance, had proposed limiting the value of itemized deduc-
tions and other tax benefits to finance some combination of new benefits and
deficit reduction,'® though that proposal was not adopted. So, reducing the
value of itemized deductions—coming more from the “fixed menu” model
of offsets—could well eventually have been used for other purposes, whether
it be to finance current commitments or to pay for new ones that were more
progressive than what was in the 2017 law (and now made permanent). It
is by no means certain that it would have been adopted by now or in the
future. These caps are controversial, especially the limit on the deductibility
of state and local taxes,'® but there was no particular political logic for their
use in the 2017 law versus paying for other priorities. In this key sense, the
2017 law’s provisions may be more regressive than traditional distributional
analysis might suggest. The law’s regressive benefits may not have really been
partially paid for by the highly progressive limits on itemized deductions—at
least to the degree reflected in traditional distributional analysis—but, instead,
other sources that are considerably more regressive. As discussed in the prior
two parts, there is real risk it is those with less who end up footing the bill as
a causal matter.

* 0k * *

In sum, recent political economy of the United States suggests that,
absent policymakers being able to commit otherwise, there is risk that new
benefits come at the expense of the most vulnerable and not from highly pro-
gressive sources. Policymakers do have ways to alleviate this risk, with the
risk lowered to the degree policymakers identify any financing that does not
burden lower-income Americans and the risk further lowered if the financing is
more custom to the benefit involved and could not be used for other purposes.

of Fed. Tax Change by Expanded Cash Income Percentile, 2025 (Sept. 2024), https://taxpolicy-
center.org/model-estimates/repeal-limit-deductible-state-and-local-taxes-salt-september-2024/
t24-0071-repeal [https://perma.cc/W787-ARV9I].

18 Tax PoL’y CTR., Table T17-0312: Conference Agreement: The Tax Cuts & Jobs Act,
Baseline: Current Law, Distribution of Fed. Tax Change by Expanded Cash Income Percentile,
2018 (Dec. 2017), https://taxpolicycenter.org/model-estimates/conference-agreement-tax-cuts-
and-jobs-act-dec-2017/t17-0312-conference-agreement [https://perma.cc/W5M6-KVYJ].

18 President Obama had proposed limiting the value of all itemized deductions, including
the state and local deduction, to 28 cents on the dollar. See OFF. OF MGMT. & BUDGET, BUDGET
OF THE U.S. GOVERNMENT, FiscaL YEAR 2017, at 50 (2016). For someone in the top tax bracket
when initially proposed, that would have effectively reduced the value of the state and local
deduction by about twenty percent, since the deduction would have otherwise been worth about
40 cents on the dollar—equal to the top tax bracket.

19 See, e.g., Richard Rubin, The SALT Deduction Fight Is Coming Back—Whoever Wins the
Election, WALL ST. J. (Nov. 4, 2024), https://www.wsj.com/politics/policy/the-salt-deduction-
fight-is-coming-backwhoever-wins-the-election-956d0513 [https://perma.cc/34VA-CB6B].
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However, U.S. policymakers have—in recent decades—sharply constrained
the kinds of financing they have been willing to enact. This has made it harder
to pair benefits and custom financing, and this then brings us to the final Part,
using these reflections to inform the ongoing debate about how universal ver-
sus targeted government benefits should be.

V. A NEW PERSPECTIVE ON UNIVERSALISM VERSUS TARGETING

This Part turns to the long-standing debate about universalism versus
targeting in government benefits,'! seen through the lens of the kind of dis-
tributional analysis this Article advocates. The approach to universalism ver-
sus targeting represents something of its own divide between the Biden and
Obama eras in designing expanded federal benefits, leaving an open question
on what progressive governance might look like in the years ahead. The Biden
administration and perhaps especially the Congress with which it worked in
the first two years had ambitions for more universal programs than did the
Obama administration and its governing coalition in its first two years.!”
This perhaps reflected in part a shift in thinking in progressive circles toward
support for more universal over more targeted benefits,'*> even as the debate
on this topic has been longstanding.

I For a much-cited critique of targeting in government benefits, see Korpi & Palme, supra

note 25. They claim that universal benefits will generate more redistribution on the whole, since,
among other things, the size of the redistributive budget is not fixed, and they argue it will tend to
be larger in countries whose welfare programs are more universal rather than targeted. /d. at 681.
However, notably for purposes of this article, they focus particularly on how earnings-related
universal benefits—ones that effectively require some amount of contribution based on earnings
like through a payroll tax—may generate support that leads to greater redistribution. /d. at 682
(“Contrary to many scholars’ expectations, earnings-related benefits appear to be a condition for,
rather than a hindrance to, the reduction of inequality.”) But, as discussed here, earnings-related
benefits—and the custom financing that is associated with them—now run into the challenge of
pledges to avoid any tax increases below certain income thresholds. See supra notes 142-143
and accompanying text. This article has spawned a considerable literature testing its empirical
findings, and that literature in particular questions whether the authors are identifying a causal
link between greater universalism and more redistribution or, instead, just correlation. See, e.g.,
Dimitri Gugushvili & Tijs Laenen, Two Decades After Korpi and Palme’s “Paradox of Redis-
tribution”: What Have We Learned So Far and Where Do We Take It from Here?, 37 J. INT'L &
Comp. Soc. Por’y 112, 124 (2021) (“Despite these substantial causes for skepticism about the
validity of K&P’s causal chain, the fact remains that more universalist countries tend to have
better redistributional outcomes.”). This article adds an additional dimension to this literature
by focusing on financing and how the risks related to that financing will vary given the political
economy context and how actually tied to the benefit is that financing. For another defense of
universalism on the basis of political support, see SKOCPOL, supra note 25. But see GREENSTEIN,
supra note 25 (“Among the key findings of this paper is that the history of recent decades does
not support the conventional narrative that targeted programs almost invariably do poorly politi-
cally and that universal programs virtually always out-perform them.”)

192 See infra notes 207-215 and accompanying text.

193 In the years after the Obama administration, progressive scholarly and intellectual circles,
for instance, took up the cause of a universal basic income. See, e.g., ANNIE LOWREY, GIVE
PeEOPLE MONEY: HOwW A UNIVERSAL Basic INCOME WouLD END POVERTY, REVOLUTIONIZE
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The basic question is whether it is better for government benefits to go
broadly to the population—like Social Security and Medicare do—or be more
targeted by income, like means-tested benefits such as Medicaid and nutrition
assistance. Those engaging in this debate tend to share the normative perspec-
tive offered in this paper, with the assumption being that to the degree that
more universal benefits come at the expense of those with fewer resources,
they would be a bad idea or at least that would be a major detriment.'** So, the
disagreement tends to be empirical: whether or not that is what would result
(or if universal benefits could even lead to more resources going to those with
less).

This Part offers one new and important observation: that one key factor
in this debate is the degree to which policymakers can and do commit that
those lower on the income spectrum do not end up paying for benefits for
those higher on the income spectrum. When appropriately reimagining fiscal
policy and who actually pays for what ultimately, this issue becomes critical
to the exercise of assessing whether it is best to pursue a more targeted versus
more universal benefit.

A. How Universal Should Benefits Be?

The debate over universalism versus targeting tends to raise several
issues, and this article will not delve deeply into these—but rather focus on this
issue of distribution and, in particular, financing. This is not to say the issue
of financing alone should be definitive, even if it is important. To name a few
other of the key issues often raised: the debate often focuses on whether politi-
cal support is more stable for benefits that are universal.'”> There is also the
issue of the administrative challenge of targeting versus the ease of universal
benefits, both when it comes to costs for the government bureaucracy and the
costs for the population eligible to participate.!” And there is the issue of the

WORK, AND REMAKE THE WORLD (2018); PHILIPPE VAN PARIJS & YANNICK VANDERBORGHT,
Basic INCOME: A RADICAL PROPOSAL FOR A FREE SOCIETY AND A SANE Economy (2017);
Miranda Perry Fleischer & Daniel Hemel, The Architecture of a Basic Income, 87 U. CHI. L.
REV. 625 (2020). The idea and debate around a universal basic income are old and the question
of universality is only one issue in the debate about a universal basic income. But universality
was one of the attractions on which advocates focused. See, e.g., Lowrey, supra, at 11 (“What
I came to believe is this: A UBI is an ethos as much as it is a technocratic policy proposal. It
contains within it the principles of universality, unconditionality, inclusion, and simplicity, and
it insists that every person is deserving of participation in the economy . . . .”). The push toward
universality engendered some pushback at the time. See, e.g., GREENSTEIN, supra note 25.

19 This can be seen, for instance, in the debate between Robert Greenstein, who helped
design the relatively targeted safety net system for low-income Americans over the last four
decades, see Dylan Matthews, How One Man Quietly Stitched the American Safety Net Over
Four Decades, Vox (Nov. 22, 2022), https://www.vox.com/the-highlight/23383703/robert-
greenstein-center-budget-policy-priorities [https://perma.cc/ACX4-PTFQ], and supporters of
the universal benefit programs, see supra notes 191, 193.

195 See supra note 191.

1% See, e.g., Rema Hanna & Benjamin A. Olken, Universal Basic Incomes Versus Targeted
Transfers: Anti-Poverty Programs in Developing Countries, 32 J. ECON. PERsps. 201, 201-02
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potential stigma of targeted benefits and social cohesion that may come with
more universal ones.!” These issues will not be addressed here, and are cer-
tainly important ones.

This Section focuses on who pays for a universal benefit. This too—not
surprisingly—has been raised in the context of this debate. A universal benefit
by its very nature will give more benefits to those with higher incomes than a
targeted benefit. Thus, holding all else equal, greater universality would tend
to suggest less redistribution to the bottom of the income spectrum than if
the same amount of resources were used with greater targeting. However, it
may not be right to hold “all else equal.” A more universal benefit could be
matched with taxation that targets the total redistribution society might want.
So long as the financing is adjustable—and in a way to which policymakers
can commit—then universality does not necessarily come at the expense of
greater benefits for those most vulnerable and could in fact help the most
vulnerable, for instance, by sustaining political support, making the system
simpler to navigate, or other reasons.'”® The question is whether policymakers
will in fact adjust financing in this way.

However—and to the main point of this Article—that is uncertain. The
benefit for those higher on the income spectrum might be effectively paid for
by them with higher taxes, or it might not be. It could be paid for by those with
lower incomes. The risk of that depends on the degree to which policymakers
commit to financing that is custom to the benefit involved—and so that those
with higher incomes are likely to pay for their benefit and not those who
are more vulnerable. Putting this in terms of the inconsistent social planner:
those who engage in these debates may at times be in the position of a social
planner—or at least able to influence those who are in that position—but they
must also take into consideration the reaction of other social planners with
very different values who may at times control the process.

This is less a concern for targeted benefits, assuming that one believes
additional redistribution is desirable. In that case, a lack of commitment to the
financing source does not necessarily change whether the policy should be
pursued. Take a new, targeted program that helps lift more Americans out of
poverty. And assume no commitment to a specific form of financing—there
is a risk that it is paid for by those with low incomes and also a possibility
it is paid for by those with higher incomes. At worst, those with the lowest
incomes are effectively left no worse off than they were before if they end up
paying for the policy; at best, they are better off. This might be complicated by
winners and losers within the income class, but the broader point remains—
the downside risk is limited. This is unlike a benefit going to someone higher

(2018) (“Common arguments that are made for universal basic income programs include their
ease of implementation and low administrative costs . .. .”).

197 See, e.g., SKOCPOL, supra note 25, at 253 (“[W]hen U.S. antipoverty efforts have featured
policies targeted on the poor alone . . . they have stigmatized and demeaned the poor.”)

198 See, e.g., COADY & LE, supra note 26.
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on the income spectrum. Those with low incomes do not directly benefit from
that but could end up paying for it.

In sum, a key and under-appreciated issue in the universalism versus
targeting debate is the degree to which policymakers can commit to offset-
ting the benefits in universal programs flowing to those with higher incomes
through taxes paid by them in the causal sense. As the prior Part laid out,
it is in fact possible for policymakers to do so. They have done so in the
past—with the financing of Social Security being a quintessential example of
that. But the fiscal debates of recent decades have made this much harder—in
turn making universal benefits riskier to pursue absent a changed approach to
financing new programs.

B. U.S. Fiscal Policy: The Challenge of Universal Benefits and
Constrained Financing

As noted above, U.S. tax policy in the last several decades has been
sharply constrained in terms of the revenue sources that policymakers have
been willing to use. For the most part, even where policymakers have been
willing to increase revenues, they have only been willing to do so for the very
top of the income spectrum in the case of Democratic lawmakers or, most
recently when it comes to the Republican party, in the form of tariffs with the
burden as a share of income highest on those with less.!”

This article does not fully lay out the trade-offs when it comes to pol-
icymakers limiting revenue increases to these sources. I mean only to add
an additional and important implication: so long as this political constraint
holds, broad rather than targeted benefits will tend to come at greater risk
distributionally. By this, I mean that there is greater risk that those with lower
incomes will end up effectively financing benefits for those who are better
off—because policymakers will be unable to offer financing that is truly cus-
tom and represents a political commitment of what is paying for what. Such
custom financing will tend to violate the tax pledges made by both Presidents
Obama and Biden given the link between benefit and financing.?® On net, the
middle class and lower-income Americans might still be left better off by the
combination of benefits and taxes, but the tax pledges focus on gross taxes
paid, not netting against any benefits received, and abiding by them rules out
any broad form of financing.

In the Obama administration, the distributional risks were largely avoided
by a focus on targeted benefits. The Affordable Care Act represented the sin-
gle largest expansion in social insurance and the safety net in decades,?! and it

19 See supra Parts IV.A-B.

20 See supra Part IV.C.

21 CTR. FOR POVERTY & INEQUALITY RScH., UN1V. OF CAL. Davis, What Are the Major
Federal Safety Net Programs in the U.S.? (March 15, 2018), https://poverty.ucdavis.edu/article/
war-poverty-and-todays-safety-net-O [https://perma.cc/K53M-5NDC].
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was a targeted expansion, combining an expansion in Medicaid for those with
the lowest incomes and tax credits for those with higher incomes but phasing
out as incomes rose.?*? It was, in part, financed in the “fixed menu” model as
described above—such as using the net investment income tax to pay for it.?
However, there is not the same distributional conundrum when it comes to
targeted benefits like this. Fiscal benefits are flowing to a group that should
receive priority (at least in many normative frameworks), and, while there is
risk that the same prioritized group could end up helping to finance the benefit
or that some within the group end up as winners and others as losers, they
are still likely, as a group, to be left better off overall. In the end, in terms of
the tax and health care policy that the administration enacted across its eight
years, net benefits did not go beyond the sixtieth percentile of the income
distribution, and eighty percent of the benefits went to those in the thirtieth
income percentile or below.?* Even if we are not certain on how those benefits
are financed, the risk of those with the least resources being left worse off is
low because of the targeting.

Under the Biden administration, and especially the Democratic Con-
gress at the start of the administration, there was a push for benefits with
greater universality as a general matter—though much of this agenda failed
to pass or was blocked by the courts. In addition to paid leave for which there
was a real legislative push, there was a proposed childcare benefit, capping
costs of childcare expenses at no more than seven percent of income for the
vast majority of families, giving substantial benefits to families toward the
top of the income spectrum.?” That, too, eventually fell out of the enacted
legislation.?’® The Administration, through executive action, tried to broadly
reduce student debt burdens. While there was some targeting that increased
relief for those coming from families with the lowest income, and relief
extended only to those with an annual income of $ 250,000 or less for a
married couple, that still extended benefits up to over the ninetieth percentile

202 For an overview of the Affordable Care Act, see JENNIFER SULLIVAN ET AL., CTR. ON BUD-
GET & PoL’Y PRIORITIES, ENTERING THEIR SECOND DECADE, AFFORDABLE CARE ACT COVER-
AGE EXPANSIONS HAVE HELPED MILLIONS, PROVIDE THE BASIS FOR FURTHER PROGRESS (2024),
https://www.cbpp.org/sites/default/files/3-18-24health.pdf [https://perma.cc/V6YL-MXCC].

203 See supra note 168 and accompanying text.

204 Author’s calculations based on U.S. DEP’T OF THE TREASURY, REDUCING INCOME
INEQUALITY THROUGH PROGRESSIVE TAX PoLricY: THE EFFECTS OF RECENT TAX CHANGES
ON INEQUALITY tbl. A-1, (2016), https://home.treasury.gov/system/files/131/Report-Obama-
Distribution-Changes.pdf [https://perma.cc/ZA44-ZFDT].

5 See, e.g., What's in the $2.2 Trillion Social Policy and Climate Bill?, N.Y. TIMES (Nov. 21,
2021), https://www.nytimes.com/article/build-back-better-explained.html [https://perma.cc/
GBM9-3WZF] (“The proposal is designed to ensure that the vast majority of families — those
with four-person households earning up to $300,000 — spend no more than 7 percent of their
income on child care.”).

2% See Christopher Hickey, Not the Year for Women and Parents: Child Care Provisions Were
Cut from the Inflation Reduction Act. It’s Not the First Time., CNN (Aug. 12, 2022), https://
www.cnn.com/2022/08/12/politics/inflation-reduction-children-families/index.html [https://
perma.cc/SAR2-9DTK].
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of income.?” In the end, this effort was stopped in court.?® To be sure, there
were targeted benefits as well, > but the push toward more universal programs
reflected a broader intellectual agenda in certain progressive circles.

Of course, the Obama and Biden administrations are now in the history
books. But the question on approach is not—future progressive adminis-
trations will face the question of whether to pursue more targeted or more
universal benefits.

The challenge is that the push for greater universality has not so far been
matched, for the most part, with a push for broader financing. The tax pledges
have continued to bind and constrain progressive policymakers. Custom
financing of a kind that is truly linked to broader benefits has been largely dis-
missed under the last two Democratic presidents. The financing for the most
part is “fixed menu” financing combining revenue raisers focused on large
corporations and high-income Americans. Many of these are good policies
and should be pursued, but policymakers cannot credibly say that these are—
with very high probability—the actual financing sources of a new benefit as a
causal matter. It is more committing than simply debt financing, but it is less
so than broad-based measures better linked to the benefits.

In some sense, the point here is intuitive and aligns with a number of
arguments that have been made in the past: broader benefits will tend to re-
quire broader taxes—or other financing—to pay for them.?!'® However, this
article is also making an additional point, and one that is largely unstated in
the universality versus targeting debates of recent years. Absent policymak-
ers being able to credibly commit otherwise, benefits that are more universal
come with the risk that those more vulnerable ultimately pay for benefits for
those better off. It is taking a bet on the future resolution of fiscal fights. There
are scenarios in which the resolution is more progressive taxes; there are reso-
lutions in which it means cuts to the safety net; there are resolutions in which
it involves higher tariffs (an outcome that would have seemed low probability
even a few years ago). We do not know. This is a conundrum that policymakers
could partially solve by embracing financing that is more unique to the uni-
versal benefit. They have in the past, and there are versions of proposals today
that feature relatively strong commitment. Senator Gillibrand and thirty-six
other senators in the last Congress continued to co-sponsor her paid leave

27 PENN WHARTON BUDGET MODEL, THE BIDEN STUDENT LOAN FORGIVENESS PLAN:
BUDGETARY COSTS AND DISTRIBUTIONAL IMPACT (Aug. 26, 2022), https://budgetmodel.wharton.
upenn.edu/issues/2022/8/26/biden-student-loan-forgiveness [https://perma.cc/BS6M-2FT4].

208 See Biden v. Nebraska, 600 U.S. 477, 507 (2023).

2% For instance, the Biden administration updated the major nutrition assistance program
that is targeted to low-income Americans in a way that expanded benefits significantly for these
families. See generally JOSEPH LLOBRERA, MATT SAENZ, & LAUREN HALL, CTR. ON BUDGET
& PoL’y PRIORITIES, USDA ANNOUNCES IMPORTANT SNAP BENEFIT MODERNIZATION (2021),
https://www.cbpp.org/sites/default/files/8-26-21fa.pdf [https://perma.cc/658D-W58T].

210 See, e.g., EDWARD D. KLEINBARD, WE ARE BETTER THAN THIS: HOw THE GOVERNMENT
SHOULD SPEND OUR MONEY 335-71 (2014) (making the case for less progressive taxes to
finance a larger fiscal system that overall engages in more redistribution).
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legislation with a payroll tax as financing (even as the current version of the
legislation does not specify a financing source).?!! But, at the presidential level
and when it has mattered most, there has been a sharp constraint.?'?

There are two important implications then when it comes to universality
versus targeting. First, if the financing constraints of recent years remain
binding, then this puts a thumb on the scale toward more targeted benefits
over ones that are more universal given policymakers’ inability to commit
to custom forms of financing. Second, if greater universality in new benefits
continues to be a goal, then this suggests even more importance in changing
the pledges that recent Democratic presidents and others have made to allow
for the kind of financing that reduces the chances of the benefits coming at
the expense of those worse off. It is not just about building a revenue base to
finance these benefits and resolving concerns about a long term and unsus-
tainable rise in federal debt—though there is that. It is also about resolving
the uncertainty about how they will be financed and not leaving that to future
fiscal fights.

Progressives (including this one) who support these benefits should
understand that they are in fact social planners of limited power (as is anyone
else involved in these fiscal debates). There might be moments of some influ-
ence on the process—where a confluence of electoral outcomes puts more
progressive policymakers in power. And, at that point, the question arises con-
cerning what to do. The answer should not depend on just how those progres-
sives would prefer to finance a benefit they may try to enact, but instead, how
the benefit might ultimately be financed—given the politics of the country
and the times at which policymakers of very different political persuasions
may be in power. From this perspective, a policy that may seem beneficial
may not be—because of the danger of the financing. Failing to engage in the
imaginative exercise is simply burying one’s head in the sand. And while their
goals may not align with the normative preferences of this author, the same, of
course, is true of conservatives—to best achieve their own goals, they should
imagine how a different social planner may react to their decisions and in part
control the financing of it.

VI. CONCLUSION

This article seeks to push policymakers, academics, analysts, and others
to truly wrestle with the question of what ultimately pays for what in fiscal
policy. To reimagine distribution. Whatever one’s view of the appropriate role
of fiscal policy, this form of analysis should be central to the endeavor. I have
played out the implications based on the normative framework that I hold,

211 See FAMILY Act, S.1714, 118th Cong. (2023), https://www.congress.gov/bill/118th-
congress/senate-bill/1714/cosponsors [https://perma.cc/258M-63Q8]. See also supra note 6.
212 See supra notes 6-8 and accompanying text.
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including giving further reason to target new benefits given the U.S. political
economy. But evaluating the ultimate financing for a fiscal policy is relevant
whatever one’s views.

To be sure, the reimagination of fiscal policy will provide anything
but certainty—this is instead a call for fully engaging what is the inherently
uncertain process of enacting a fiscal policy whose financing will not ever be
fully known and will in part be subject to the preferences of other policymakers
and planners. The uncertainty and inconsistency should not be seen as excuses
to not engage in this exercise. Ignoring the challenge does not make it go
away. Failing to develop a theory of what ultimately pays for what risks enact-
ing fiscal policies that are only worthwhile based on one’s preferred financing
rather than the financing that would actually occur. One should focus on the
financing that may ultimately be. That is what matters for assessing the effects
of a fiscal policy—what really has paid for what—and whether that policy has
improved the country.






