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Timely Thinking.
Timeless Values.

In a roundtable discussion titled, “Washington, Wall Street and a World of Uncertainty,” 
panelist Andrew H. Friedman, Principal of The Washington Update, offered his candid 
views on deficit reform and tax policy ahead of the 2012 presidential election. The program 
was recently featured at an Eaton Vance roadshow event in Washington, DC on April 16, 
2012. What follows is an edited transcript of his remarks. The viewpoints expressed are 
those of the speaker and do not reflect the views of Eaton Vance. Other speakers in the 
program included Richard Bernstein, CEO and CIO of Richard Bernstein Advisors LLC, and 
Eric Stein, portfolio manager on Eaton Vance’s Global Fixed-Income Team. 

We’re looking at an unusual legislative situation 
this year. Given the turmoil of the national election 
campaigns, I believe we’re going to see no legislation 
come out of Congress before Election Day. We ought 
to save on electricity and turn out the lights on Capitol 
Hill until November 6 because nothing is going to 
happen before then. That means Congress has to 
come back after the election for a three-week session 
between Thanksgiving and Christmas, a session I call 
“The Mother of All Lame-Duck Sessions.” 

This session will be extraordinary because there 
are a number of provisions that either take effect 
or expire at the end of the year. The spending 
cuts agreed to last year as part of raising the debt 
ceiling—including $1 trillion in cuts to defense—
begin next year unless Congress does something to 
stop it. Congress has to pass a budget to run the 
government next year or the federal government 
shuts down. And Congress might have to raise 
the debt ceiling again before the end of the year, 
permitting the U.S. to borrow additional amounts.

Taxes Will Rise for the Most Affluent

Most important to note, the Bush tax cuts—the 
lower rates that have been in effect for over a 
decade now—are slated to expire at the end of this 
year. Last year, President Obama wanted Congress 
to adopt a deficit reduction plan that included tax 
increases. When Congress failed to do that, the 
President noted that the Bush tax cuts expire at the 
same time the spending cuts are slated to take effect 
and that he is prepared to use his “veto pen” to 
ensure additional deficit reductions by not extending 
the high-income tax cuts.

President Obama will be President on December 
31, 2012, when the Bush cuts are slated to expire, 
regardless of the outcome of the upcoming election. 
But he can’t simply veto the extension of the tax cuts 
for affluent Americans (considered to be families 
with income over $250,000 and individuals with 
income over $200,000). If the Bush tax cuts aren’t 
extended, then next year taxes go up across the 
board on all Americans. If the President sticks to his 
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guns, the Republicans have a tough choice. They 
could capitulate, allowing taxes to go up on affluent 
families, to get legislation passed that keeps taxes 
low on the middle class. Or the Republicans could 
fold their arms and not pass anything. 

There is a bit of a silver lining here. If the Bush 
tax cuts expire, it would bring in $3.6 trillion of 
additional revenue. Add that to the $2.1 trillion 
in spending cuts last year and we push the deficit 
issue off for a few more years. But this is a horrible 
way to accomplish it. Even the President, even the 
most ardent Democrats, say you need $2.5 to $3 of 
spending cuts for every one dollar of tax increases. 
This would be $3 of tax increases for every $2 of 
spending cuts. That doesn’t bode well for next year.

The increase in taxes from the Bush cuts expiring 
doesn’t even take into account a new, additional 
tax that takes effect next year under the health care 
reform law. Next year, taxable investment income 
—interest, dividends, capital gains—received by 
affluent families will be subject to an additional tax 
of 3.8%. Adding the expiration of the Bush cuts to 
that new tax under health care reform raises the top 
tax rate from 35% to 43.4%, the capital gains rate 
from 15% to 23.8%, and a dividend tax rate from 
15% to 43.4%. 

The Impact on Income Investments

If nothing happens—if Congress doesn’t pass a 
single piece of legislation—this will be our tax 
system come next year. When the candidates really 
engage and the debates begin, taxes are going to be 
front and center. The candidates are going to have 
very different visions of how our tax system should 
work. That means that later this year Americans 
are going to become increasingly aware that taxes 
could very well go up. Higher tax rates increase the 
attractiveness of municipal bonds. Their values could 
rise later this year as people desire them more.

The impact on dividend-paying stocks is harder 
to predict. If Congress fails to act, the tax rate on 
dividends will almost triple. Although the President 
supports this increase in dividend taxes, most 
members of Congress likely would prefer to keep 
the dividend tax rate and the capital gains rate the 
same (perhaps raising both into the low 20s). But 
if Congress deadlocks and the dividend tax rate 
does triple, it could affect the values of dividend-
paying stocks. Stocks purchased just for dividends, 
like utilities, presumably would decline in value, for 
the same reason municipal bond values would go 
up. The effect on the values of stocks purchased 
both for dividend and capital appreciation likely 
would be less.

More interesting is the possible impact on 
companies’ dividend-paying policies. If the dividend 
rate triples, companies may stop increasing their 
dividends. Instead, they will use that cash for stock 
buybacks, which allows shareholders to recognize 
gain at the lower capital gains rate rather than the 
dividend rate.

The broader point is that later this year people are 
likely to sell assets to take advantage of the lower 
capital gains tax rate before that rate is due to 
increase in 2013. This means we may see more 
money in motion than normal this year. People 
will be looking for tax-efficient ways to invest the 
proceeds they receive, such as municipal bonds.  

To view video presentations of each of the 
participants in the panel discussion, please  
visit eatonvance.com/roadshow.
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About Risk

An imbalance in supply and demand in the municipal market may result in valuation uncertainties and greater volatility, less liquidity, 
widening credit spreads and a lack of price transparency in the market. There generally is limited public information about municipal issuers. 
As interest rates rise, the value of certain income investments is likely to decline. Longer-term bonds typically are more sensitive to interest-
rate changes than shorter-term bonds. Longer-term bonds typically are more sensitive to interest-rate changes than shorter-term bonds. 
Investments in income securities may be affected by changes in the creditworthiness of the issuer and are subject to the risk of non-payment of 
principal and interest. The value of income securities also may decline because of real or perceived concerns about the issuer’s ability to make 
principal and interest payments. Investments rated below investment grade (typically referred to as “junk”) are generally subject to greater 
price volatility and illiquidity than higher rated investments.
Stock values in are sensitive to stock market volatility. Changes in the dividend policies of companies could make it difficult to provide a 
predictable level of income.
About Eaton Vance

Eaton Vance Corp. (NYSE: EV) is one of the oldest investment management firms in the United States, with a history dating to 1924. 
Eaton Vance and its affiliates offer individuals and institutions a broad array of investment strategies and wealth management solutions. The 
Company’s long record of exemplary service, timely innovation and attractive returns through a variety of market conditions has made Eaton 
Vance the investment manager of choice for many of today’s most discerning investors.

Andrew Friedman is not an employee of Eaton Vance. Eaton Vance does not provide tax or legal advice. Prospective investors should consult their own 
advisors for such advice.

The views expressed in this Commentary are those of the speaker and are current only through April 16, 2012. These views are subject to change at 
any time based upon market or other conditions, and Eaton Vance disclaims any responsibility to update such views. These views may not be relied 
upon as investment advice and, because investment decisions for Eaton Vance are based on many factors, may not be relied upon as an indication of 
trading intent on behalf of Eaton Vance.

This Commentary may contain statements that are not historical facts, referred to as forward-looking statements. Future results may differ significantly 
from those stated in forward-looking statements, depending on factors such as changes in securities or financial markets or general economic conditions.

Before investing, investors should consider carefully the investment objectives, risks, charges and expenses of a mutual 
fund. This and other important information is contained in the prospectus and summary prospectus, which can be 
obtained from a financial advisor. Prospective investors should read the prospectus carefully before investing. 
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