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The sweeping tax deal
between the White House
and Republicans would
help prevent the economy
from lapsing back into re-
ceesion — and may give
the recovery the jolt it
needs to become self-sus-
taining, economists say.

The agreement, an-
nounced Monday, has all
the hallmarks of a com-
promise: No one is entire-
Iy happy, but individuals,
husinesses and investors
will all find something 10
please them. Individuals
get lower payroll taxes for
a year, businesses gel 1ax

breaks on new invest
ments, and capital gains
| taxes will stay low. Most of
all, the deal will avert sev-

year
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year, such as higher in-
come tax rates and a cul-
off of johless benefits.

Some- say the tax cut
package will provide an
outsize lift to the econo-
my. Mark Zandi, chief
economist at Moody’s An-
alytics, says the plan has
led him to raise his fore-
cast for economic growth
next year to 4 percent
from 2,7 percent. He says
the economy will gain 2.8
million jobs in 2011 — up
from 1.2 million under his
previous estimate — and
the jobless rate will fall to
8.5 percent by the end of
2011, vs. his earlier 9.6 per-
cent estimate.

‘1 think it's a game

eral incomereducing pol
| fcies due to start oexd

changer,” he says, "It's go-
ing to make a big differ-
ence for 2011.”

Others aren’t as sure,
Ken Goldstein, chief econ-
omist for the Conference
Board, doesn’t think GDP
growth will get to 4 percent
next year.

The biggest drawback: If
youre worried about the
nation’s $9.3 trillion federal
debt, the tax deal will do
nothing to soothe your
fears. “You can live with
shortterm damage if you
fix stuff in the long run, but
there's not much sign of fix-
ing stuff in the long run,”
says David Wyss, chief
economist for Standard &
Poor’s,

For many economists,
the tax deal is far better
than what will happen if
Congress does nothing at
all. The Bush tax cuts were
set to expire Dec. 31 be
cause Congress couldn’t
find any other way to get
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around rules requirmg tax
and spending changes to
be revenue neuiral.

But it’s hard to argue for
raising taxes in a sluggish
economy. Tpss in the other
provisions that  have
lapsed, such as unemploy-
ment benefits and a stop-
gap measure to keep mid-
dleclass taxpayers from
being bitten by the Alterna-
tive Minimum Tax, and
gross domestic product
would have fallen by about
1.5 percentage points.

Many of the rules in ef
fect during the recession
and anemic recovery
would stay in place. Tax
rates, for example, would
be the same as they have
been for the past decade.
Those receiving unem-
ployment benefits would
continue to do so. And with
unemployment at 9.8 per-

cent in November and 15.1

million people out of work,

rany consumers aren’t
likely to start spending any
time soon. “Consumers are
alreadly in an austerity pro-
gram,” savs Goldstein.

Jim OSullivan, chief
economist of MF Global,
says, “Most of this is just
averting a dragon growth.”

Newvertheless, the tax
deal does have a few mea-
sures  that would put
money immediately into
consumers’ pockets: De
creasing payroll taxes for
Social Security, for exam-
e, would give consumers

{} billion wia their pay

checks. Individuals with in-

comes of 340,000 would
save 5800 next year,
according to Bank of Amer-
ica Merrill Lynch. Those
who earn more than the
current cap on payroll tax-
es of S106,800 would save
52,136, “That's the path to
increased spending,” says
Michael Englund, chief
economist for Action Eco-
nomics.

And the extension of un-
employment benefits for a
full year would help the re-
covery. Every $1 spent on
jobless benefits provides
up to $2 of benefit to the
eConoImy.

Small businesses, which
typically account for two-
thirds of jobs created in a
recovery, cottld be big hen-
eficiaries. So far, small
firms have lagged inthe up-
turn, mostly because, un-
like large companies, they
havent benefited from
surging exparts and must
borrow money from tight-
fisted banks rather than
thriving corporate bond
markets.

Many small firms have
held off investing and hir-
ing because of fears that a
boost in tax rates would af-
fect the 75 percent of small
firms that report their busi-
ness profits as personal in-
come.

“This is going to remove
that cloud,” says Chris Wal-

ters, manager for legisla- |

tive affairs for the National
Federation of Independent
Business, a small-business
trade group. Businesses
“will know they have more
money in their budgets.”
Yet critics of extending
the tax cuts for the affluent
argue that many of those
businesses are hedge

funds or privateequity
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firms that don’t do much
hiring. And a report by the
Joint Committee on Taxa.
tion notes that many of the
affected.busmesses aren’t
small, in 2005, nearly
20,000 had receipts of
more than 850 million.
Only 10 percent of the in-
come that exceeds the
$250,000 threshold was re-
ported by‘sole proprietor-
ships, which tend to be
smaller, according fo the
Tax Policy Center.
Small businesses also ex-
pect to benefit from ghe tax

plan's proposal to allow
husinesses to write down
100 percent of their capital
investments for plants and
equipment. One drawback:
The business investment
incentive, says Zandi,
would pull capital purchas-
es forward into next year,
reducing investment in
2012. As a result, he's lo-
wered his forecast for
. growth in 2012 to 3.3 per-
cent from 4.3 percent. Still,
he adds, “It's 4 significant
benefit, because you're em-
ploying people sooner and

significantly pais ing '
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‘ore robust growth pegd
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